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Abstract
This paper measures the social capital of trust and trustworthiness in

South Africa using an experimental protocol designed to distinguish these
norms from altruism. Experimental participants played multiple roles,
making it possible to construct theoretically-grounded norm measures based
on an individual’s play across roles. Two-stage estimates of a social in-
teraction model of norms identi…es the presence of endogenous social ef-
fects, indicating that communities can be meaningfully typi…ed as having
and maintaining distinct normative environments. However, in contrast
to studies that rely on less direct social capital measures, we do not …nd
that trust boosts mean household living standards when controlling for the
endogeneity of norms.
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1. Introduction

In the Theory of Moral Sentiments, Adam Smith stressed that social norms, which
control the “self-regarding passions” and lead individuals to behave in a trustwor-
thy manner, are a vital underpinning of human society. Similarly, the more recent
literature on social capital claims that trust and norms that compel trustworthi-
ness are essential to the operation of market economies.1 Trust, for example,
makes cooperation possible while avoiding the cost associated with the enforce-
ment of legal contracts (Putnam, 1995; Fukuyama, 1999). In less developed
economies where the cost of legality is high, and where …nancial markets are thin
or missing, relations based on trust or informal enforcement mechanisms may
provide the only avenues of access to credit and insurance. Consistent with this
hypothesis, Narayan and Pritchett (1998) and others have found that a greater
density of civic associations (which they interpret as an indicator of social capital
and trust) enhances the capacity of individual households to generate a livelihood
in poor countries.

While provocative, this body of work on trust faces two major challenges.
First, trust and social norms are intrinsically di¢cult to measure. Second, even
if precisely measured, it is di¢cult to identify the e¤ect of norms on behaviors
and economic outcomes because norms themselves are endogenous and subject to
complex social interactions (Manski, 1993; Durlauf, 2002). In an e¤ort to ad-
dress these issues, this paper employs experimental economic methods to measure
trust and altruism. Individuals selected to participate in the study belonged to a
random sample of South African communities where participant and other house-
holds had been surveyed by a longitudinal living standards study. This design
allows analysis of the impact of experimentally measured norms on real household
economic outcomes, while giving access to detailed panel data that can be used
to address econometric identi…cation issues.2

This study o¤ers three speci…c contributions. First, it measures and estab-
lishes the behavioral relevance of distinct norms of trust, trustworthiness and al-
truism. For this study, each experimental participant played multiple games and
roles, allowing the measurement of separate individual level norms. While indi-

1 See Putnam, Leonardi and Nanetti (1993), La Porta, Lopez-de-Silanes, Shleifer, and Vishny
(1996), Guiso, Sapienza, and Zingales (2000), and Knack and Keefer (1997) among others.

2As an analysis of behavior and outcomes within local communties, this study answers Sobel’s
(2002) challenge to study social capital at the level of small group interactions rather than with
national level data.
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viduals’ altruism explains part of what might appear as trusting and trustworthy
behavior, econometric analysis establishes the relevance of trust and trustworthi-
ness norm by rejecting restrictions implied by a pure altruism model of behavior
in the experimental games.

Second, this study shows that individual experimental measures e¤ectively
capture communities’ distinctive normative environments and levels of trust. A
community’s normative environment would in principle be revealed by the pres-
ence of endogenous social e¤ects in which individuals’ trust, trustworthiness and
altruism are mutually reenforcing. Instrumental variable estimates of a social
interactions model (in which individual ‘norm shocks’ are used as identifying in-
struments) con…rms the presence of these endogenous social e¤ects.

This study’s third, and perhaps most provocative, contribution is its inabil-
ity to duplicate the sort of social capital results found in the literature that has
followed Narayan and Pritchett (1998) and examined the impact of social capital
on expected per-capita household expenditures. Because the analysis here relies
on directly measured norms, which have in turn been instrumented with idio-
syncratic norm shocks, this study’s dissonant results appear to con…rm Durlauf’s
(2000) contention that the analysis of social capital has been plagued by unre-
solved identi…cation problems. Further re‡ection on these results points the way
toward a more careful, structural analysis of the economic impacts of social capital
at the individual level.

The remainder of this paper is organized as follows. Section 2 brie‡y reviews
experimental approaches to trust and altruism. Section 3 theoretically models the
choices presented to experimental participants and derives measures of trust and
trustworthiness that are purged of the in‡uence of altruism. Section 4 describes
the experimental protocol and its implementation in the KwaZulu-Natal province
of South Africa. Section 5 shows that individual choices in the experimental games
are driven by more than purely altruistic considerations. Section 6 develops an
identi…cation strategy for a social interaction model of norms and …nds that an
individual’s norms are signi…cantly shaped by predominant community norms.
Section 7 estimates a reduced form model of the economic impacts of trust and
altruism on households’ economic well-being. Section 8 concludes the paper.

2. Using Experiments to Measure Social Norms

Empirical research on trust has either relied on associational density measures
(e.g., number and strength of civic associations), or on direct survey questions
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which ask respondents to self-report trust and trustworthiness. Neither approach
is entirely satisfactory. Associational density measures may con‡ate incentive
compatible associations with the operation of norms that stabilize otherwise in-
centive incompatible, time-sensitive exchanges. Self-reported trust measures are
susceptible to distortion and are, in general, di¢cult to interpret (Putnam, 1995).
In addition, neither empirical approach o¤ers any prospect of separating out the
e¤ects of di¤erent norms (e.g., altruistic sharing norms versus norms of trustwor-
thiness), despite the fact that these di¤erent norms may have di¤erent economic
impacts.3

Experimental economic methods o¤er a potentially appealing way to sepa-
rately measure norms such as trust and altruism.4 Experiments provides eco-
nomic incentives to participants and resemble economic situations where norms
might play a role in shaping behavior. In this paper, we will use the dictator
game (Forsythe, Horowitz, Savin, and Sefton, 1994) to measure the strength of
other-regarding, or altruistic norms. In the dictator game, an individual is given
an endowment of money that he may either share with a passive recipient, or keep
for himself. We will also employ the trust game (Berg, Dickhaut, and McCabe,
1995). In the trust game, an individual (the trustor) is also given an endowment
of money that she may either keep for herself or send to a recipient (the trustee).
However, in the trust game, any money sent to the trustee is multiplied by a
factor of three, and the trustee has the choice to either keep all money received
for himself, or to return some to the sender.

Glaeser, Laibson, Scheinkman and Soutter (2000) have suggested using the
trust game as a way of measuring trust. However, amounts invested in trust
games would not seem to necessarily isolate trust. Trust games reveal only how
much sel…sh trustors trust—i.e., measuring trust with this game assumes that
no other motives explain acts of giving by trustors. But assuming that people
are purely sel…sh as trustors, and yet that they act in a trustworthy fashion as
trustees, is asymmetric. Trustees can return money in the trust game out of norms
of altruism, fairness or trustworthiness. In the same manner, trustors might send

3Bernheim, Shleifer, and Summers (1985) and Cox (1987) have shown the failure of the
Riccardian equivalence in the presence of reciprocity, and Andreoni (1989) has shown it in the
presence of impure altruism. Fehr and Gachter (2000) discuss the importance of reciprocity
when contracts are incomplete.

4 In recent papers, Camerer and Fehr (2001) advocate the use of economic experiments to
measure the relative importance of social norms, while Carpenter (2001) proposes the use eco-
nomic experiments to measure social capital and trust.
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money away out of a sense of altruism, as well as out of trust.5
In order to isolate and measure trust separately from altruism, this paper will

have individuals play multiple games and create trust and trustworthiness mea-
sures based on intra-personal comparisons of play across games. This approach
of using multiple games to assess motives is not new. Forsythe et al. (1994)
employed a dictator game to see if fair o¤ers in the ultimatum game re‡ected the
fear of rejection or an underlying altruistic norm. More recently, Gneezy, Guth
and Verboven (2000) used a sequence of trust games to see if trustors would send
more money as the games relaxed constraints on trustees’ ability to send money
back. Closer to our approach, Cox (2000) implemented several dictator games
designed to duplicate elements of both trustor and trustee decisions. While the
Cox study is based on across individual comparison, he found that sender and
receiver decisions are partially explained by unconditional kindness.

The next section develops a framework to analyze decisions made in the dicta-
tor and trust games when altruism is present. This model yields individual level
measures of trust and trustworthiness. It also provides a straightforward test of
whether behavior in the trust game is explicable only in terms of distributional
or altruistic considerations.

3. Modeling Trust and Trustworthiness in the Presence of
Altruism

Denote as ‘purely sel…sh’ the following representation of the trustor’s decision in
a one-shot, anonymous trust game:

Max
xs;xo

E [u(xs+ rxo)] (3.1)

subject to
xs + pxo · Bt

The trustor maximizes expected utility by allocating available funds between her-
self and her trustee partner. Here xs is the amount of money retained by the
trustor, and xo is the amount of money that the trustee receives from the trustor.
The cost of keeping a unit of money is one, and the cost of sending one unit of

5Forsythe, Horowitz, Savin and Sefton (1994), Eckel and Grossman (1996), and Andreoni
and Miller (2002) are among those who have shown that individuals will send money to others
in similar experimental situations out of respect for these norms.
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money to the trustee is p. There is no enforceable contract nor punishment that
guarantees that any of the money passed to the trustee will be returned to the
trustor. Expectations in (3.1) are taken over, r, the uncertain ratio of funds
returned by the trustee to the trustor. We assume that trustor has a probability
distribution that describes her beliefs about the return ratio, r. As discussed by
Barr (2003), the moments of this probability distribution capture the essence of
trust.

This same information can be captured by de…ning a certainty equivalent rate
of return, br, de…ned as the value of r which, if known with certainty, would lead
to the same allocation as (3.1).6 Using br, and further de…ning bp = (p¡ br) as the
trustor’s certainty equivalent net cost of sending money to the trustee, the purely
sel…sh trustor’s problem (3.1) can be rewritten as:

Max
xo
u(Bt ¡ bpxo): (3.2)

For such a sel…sh trustor “i”, a measure of trust–understood as a high …rst and
low second moment for the distribution of r–is the share of the budget that she
sends to the other person, ¾ti; de…ned as

¾ti ´ pxo=Bt: (3.3)

Setting aside or controlling for di¤erences in risk aversion, inter-personal compar-
isons of ¾t would reveal information on di¤erences in trust.

However, ¾t would not be a clean measure of trust if the trustor is not purely
sel…sh. More precisely, ¾t will re‡ect more than information on trust and risk
aversion if trustors care directly about trustees. To permit the possibility of al-
truism, we modify problem (3.1) by allowing trustor utility to depend on her own
payo¤ as well as on that of the trustee:

max
xo
u(Bt ¡ bpxo; xo(1 ¡ br);®); (3.4)

where u() is a monotone function on own and other’s payo¤.7 Under this repre-
sentation, an altruistic trustor might select xo > 0 even if she was certain that
there would be no return from the trustee (bp = p). In this case, inter-personal
comparisons of trust measure (3.3) would confound trust with altruism.

6This certainty equivalent return ratio will of course also depend on the trustor’s rsik aversion.
7As written, (3.4) ignores the pre-game endowments of participants. For purposes of this

theoretical exposition, we will ignore these endowments for all games and decisions, e¤ectively
assuming that endowment di¤erences a¤ect all decisions symmetrically.
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3.1. Trust and Altruism

One way to isolate trust from altruism would be to observe trustor behavior when
the trustor cannot return money, i.e., when the trustor knows that br = 0. Denote
the budget share that trustor i would send, conditional on the knowledge that
br = 0; as e¾ti. A possible measure of trust that accounts for altruism would be:

±ti = ¾
t
i ¡ e¾ti (3.5)

Measure (3.5) requires that the trust game be played under the counterfactual
expectation of zero-return so that e¾ti can be measured. The dictator game ap-
proximates the situation in which trustors can expect no return from the trustee.8
As discussed in Section 2, the dictator game is a simple allocation exercise that
abstracts from the strategic considerations of the trust game. The dictator game
consists of two players, a dictator and a receiver. The dictator is endowed with an
initial endowment that she can either keep for herself, or allocate to the receiver at
a price of giving, p. The receiver has to accept any decision made by the dictator.9

Inferring the conditional trust share e¾ti from the dictator game is especially
straightforward when the altruistic preferences in (3.4) exhibit a a unitary elas-
ticity of substitution utility between payo¤s to oneself and payo¤s to others.10 In

8Some studies dispute whether amounts sent in dictator games capture altruism at all, or
whether they re‡ect of the lack of experimental controls. Ho¤man, McCabe, Sachat, and Smith
(1996) show that an increase anonymity produces a sharp decline in the amount shared by
dicators. Eckel and Grossman (1996) show that a likely reason for a decline in contribution is
that double-blind treatments eliminate any social context that could justify sharing, not the lack
of a desire to share. Research also shows that dictator games are very sensitive to the subject
population. Carpenter, Burks, Vergoohen, Carpenter (2001) …nd that a group of workers shared
on average half of their endowment, in contrast with the one-third share typically found in
studies of university students.

9Since the maximum amount of money that the receiver can return is always zero, the dictator
game is equivalent to a trust game in which no reciprocity is expected. However, trustors could
evaluate decisions based not only on trustee’s choices but also on trustee’s available choices
(Sen, 1996; Rabin, 1993; Rabin and Charness, 2002). In this case, trustors may send more
money to trustees who are unable to reciprocate than they might to trustess with the choice to
reciprocate. If correct, this observation would suggest that a trust measure such as (3.5) will be
biased downwards.

10 In principal, the elasticity of substitution can be inferred from a more complex experimental
design, as Andreoni and Miller (2002) show. Unfortunately, the exigencies of carrying out
experiments under …eld conditions would have made an even more complex design di¢cult.
While Andreoni and Miller (2002) show that there is a great deal of diversity in the shape of
subject’s utility functions, the behavior of their subjects bears little resemblance to the behavior
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this case, the conditional trust share e¾ti will be constant and independent of game
endowments and the price of giving such that e¾ti = ¾di ; where ¾di is the budget
share sent in the dictator game. Further assuming Cobb-Douglas preferences,
writing the utility function as (1 ¡ ®) ln(BT ¡ bpxo; xo(1 ¡ br)), yields the follow-
ing straightforward expression for the implicit certainty equivalent net price of
giving:11

bpi = (®ip
¾ti

): (3.6)

Note that bpi decreases in ¾ti and increases in ®i: In contrast to (3.5), price measure
(3.6) has a direct economic interpretation and subsequent analysis will rely on it
as an (inverse) trust measure.12

3.2. Trustworthiness and Altruism

This section models the trustee’s return decision under the assumption that two
norms regulate the decision: altruism and trustworthiness. Speci…cally, the model
posits that the trustee chooses to return R to the trustor in order to:

max
R
u(xo¡R;R + Bt ¡ pxo ¡ ¯Bt); (3.7)

where ¯ measures the strength of norms that compel trustworthy behavior. Note
that if ¯ = 1, this utility function mimics a Stone-Geary speci…cation in which
the trustee must return pxo before gaining any positive utility. This is akin to
saying that the trustee intrinsically respects the trustor’s property rights over the
amount sent (pxo). With ¯ > 1; then trustee would feel compelled to return more
to the trustor than was originally sent, meaning that he felt compelled to share
the gains, essentially repaying principal plus interest to the trustor. If ¯ = 0,
the utility function in (3.7) reduces to u(xo ¡ R;R + Bt ¡ pxo) and the trustee
would face a dictator problem where his partner (the trustor) is known to enjoy
an endowment of Bt ¡ pxo .13
of our participants. We therefore cannot, a priori, assess the direction of any bias introduced
by an assumption of unitary elasticity of substitution.

11This expression only holds for interoir solutions, ¾t
i < 1 , which occur if br < br¤:

12This is true as long as br < br¤; where br¤ is the certainty equivalent return rate that will
lead the trustor to send the full amount of her budget to the trustee. In the case where br > br¤,
±t

i = 1¡ ®–i.e., the trustor sends the full additional budget to the trustee over and beyond what
she would have sent in the dictator game.

13This model allows for spiteful behavior if ¯ < 0.
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The budget share returned by trustee “j” to the trustor,

rj ´R=xo; (3.8)

will in general be in‡uenced by both norms. When preferences can be represented
by a Cobb-Douglas utility function (uj = (xo ¡R)1¡®j (Bt ¡ pxo + R ¡ ¯Bt)®j ),
the solution to problem (3.7) will take the speci…c form:

R¤j = max[0; [®j + (1¡ ®j)p]xo+ (1 ¡®j)(¯j ¡ 1)Bt]: (3.9)

An altruistic trustee might return money whether or not he feels obligated to
return the money entrusted to him (i.e., when ¯ = 0). Analogous to the prior
section’s analysis of trust, it is useful to de…ne a purely altruistic counterfactual
budget share, erj, that denotes the amount that the trustee would return if ¯ = 0.
Using this share, a candidate measure of j’s trustworthiness devoid of altruism
would be:

±rj = rj ¡ erj: (3.10)

Like trust measure (3.5), (3.10) is also an individual level, intra-personal compar-
ison measure.

While the prior section showed that a dictator game share could be used to
proxy trustor behavior when shorn of norms and expectations other than altruism,
the dictator share will overstate erj because it fails to take into account that trustees
know that trustors have retained an endowment of BT¡pxo .14 Figure 3.1 provides
some intuition about the model in (3.7). The solid line segments in Figure 3.1
graphs (3.9) assuming that p = 0:33; Bt = 10, ¯ = 0 and ®j = 0:38.15 First,
as indicated by the intercept term (¡(1 ¡ ®j)Bt), altruistic trustees will feel less
compelled to redistribute to trustors the more sel…sh was the trustor. The purely
altruistic trustee will return nothing to a trustor who retained most of the funds.
Second, the slope (®j + (1¡®j)p) is strictly greater than p (for p < 1), indicating
that regardless of the trustee’s altruism, he will always marginally repay more than
the amount that the trustee sent to the trustor (pxo).As is clear from the graph,
a norm of trustworthiness simply increases the intercept of the return function.

14However, if trustees care only about the “act of giving,” the money endowment kept by the
trustor will not in‡uence the trustee’s decision and the dictator share would be a valid estimate
of erj :

15The …rst two numbers are the parameters from the experimental design described below,
while the third re‡ects the median value of ® implied by the behavior of South African experi-
mental participants.
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Figure 3.1: Trustee Decision under Pure Altruism Counterfactual
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When ¯ = 1, the return function has an intercept of zero. A purely sel…sh trustee
(®j = 0) who is bound by trustworthiness (¯ = 1) will always return what was
sent to him (R¤ = pxo).

Manipulating (3.10) for di¤erent values of ¯ permits us to de…ne an individual
level measure of trustworthiness:

±rj = rj ¡ rj¯=0 = (1¡ ®j)¯j: (3.11)

Solving this expression for ¯j gives us a measure of the strength of moral norms
that compel trustworthy behavior for individual j:

¯j =
±rj

(1¡ ®j)
: (3.12)
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Subsequent analysis will rely on (3.12) as a measure of the strength of trustwor-
thiness norms.

4. Experimental Procedures

All experimental subjects played two games and assumed three roles, dictator,
trustor and trustee. The experiments were implemented in 7 urban and 7 rural
communities in the South African province of KwaZulu-Natal. The experiments
were conducted in Zulu except in the Indian community of Chatsworth where they
were conducted in English. The communities vary widely in terms of basic socioe-
conomic characteristics. Some are quite isolated, mono-ethnic rural areas that
operate under a traditional chieftaincy structure. Others are urban townships of
much greater diversity. KwaZulu-Natal has su¤ered some of the most fractious
politics in South Africa, with extreme levels of political violence, especially in the
period leading up to the 1994 election of Nelson Mandela.

All 14 of the communities used in this study were originally randomly selected
as part of the 1993 South African national living standards survey (PSLSD 1994
details the survey methodology). For the living standards study, approximately
20 households in each community were randomly selected for an in-depth inter-
view. In the KwaZulu-Natal province, these same households were re-interviewed
in 1998 for the KwaZulu-Natal Income Dynamics Study. Forty percent of our
experimental subjects were recruited from the respondents to the living standard
surveys, while the other sixty percent were selected from other families in the same
communities. Not more than one participant per household was allowed. All the
participants were at least 18 years old, and they were not told about experimental
payments at the time of recruitment. The average age of participants was 43 years
old, with 2 out of 5 being male. Twenty …ve percent of the sample was at least 57
years of age and 25% was at most 28 years of age. Participants had on average 6
years of education, with 25% of them having at most 2 years of schooling and 25%
of them having at least 10 years of schooling. On average, there were 20 subjects
per session. Two sessions were smaller (10 and 15 participants), and three sessions
were larger (25 participants). The average participant knew 30% of the people in
the room by name. The average payment to a participant in the experiment was
37 Rand (R37, or around $5), which amounts to two-days wage in rural areas.

To play the dictator game, subjects were given 2 envelopes, one red and one
blue. The red envelope contained R16 in R2 coins, and the blue envelope was
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empty.16 To pass some of the R16 to another person in the room, subjects were
instructed to put money from the red envelope into the blue envelope. If a sub-
ject did not want to share any money, they were told to leave the blue envelope
empty. To protect the privacy of subjects’ decisions, they were given a ‘privacy
box,’ a cardboard box that prevented other people from seeing their manipulation
of envelopes. This ‘privacy box’ was used in all decisions thereafter. Before any
decision was made, a ‡ip chart was used to explain all the choices available to
dictators. After everyone had a chance to make a decision, envelopes were col-
lected,17 shu­ed in front of everyone and assigned to new subjects. The envelopes
were not opened until the end of the session. Subjects did not know their payo¤
from previous decisions prior to making the next.

To play the trust game, subjects were given 3 envelopes, one red, one blue
and one green. The red envelope contained R10 in R2 coins, and the blue and
green envelope were empty and stapled together. To send some of the R10 to
some other person in the room, subjects were instructed to pass it from the red
envelope to the blue envelope. Subjects were told that any money put in the
blue envelope was going to be tripled before being given to another subject. If
the receiver wanted to return any of the tripled money in the blue envelope, they
were instructed to use the green envelope to do so.18 If a subject wanted to pass
no money they were instructed to leave the blue envelope empty.

Before any decision was made, a ‡ip chart was used to explain the choices
available to trustors. Subjects were asked to …ll out an empty chart expressing
how much money they thought would be returned to them had they chosen to
send each of the possible options shown there. After this exercise was completed,
subjects were asked to make a decision. Envelopes were collected, money in them
tripled and shu­ed in front of everyone before being assigned to new subjects.
But before the blue and green envelopes were delivered, new ‡ip charts were used
to explain the possibilities available to trustees. In addition, an empty chart
was given to everyone to be …lled with the amount of money they thought they
would have returned had they received any of the amounts listed there. After
the charts were completed, subjects were given the blue and green envelopes with

16An appendix available from the authors reports the instructions read to participants and
reproduces the various charts used to explain the game.

17Envelopes were collected in trays in order to minimize the contact that experimenters could
have with them, and so minimize in‡uencing subjects’ decisions.

18Envelopes were coded to keep track of the origin and destination of an envelope. The coding
was such that nobody knew which code was associated to the envelope sent or received.
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Table 5.1: Altruism, Trust and Trustworthiness Measures
Intra-personal

Budget Shares Sent as: Comparison Measures
Dictator Trustor Trustee Trust Trustworthiness
¾d ¾t ¾r ep ¯

Mean 42% 53% 38% 0.29 0.18
Median 38% 60% 33% 0.28 0.52

Budget Share Regressions
Trustor (¾tj) Trustee (¾rj)

¾dj - 0.40 (0.06) 0.27 (0.06) - -
(1¡ ¾dj)(BTxo ¡p) - - 0.07 (0.02) - -

Constant 0.36 (0.03) 0.20 (0.04)
Correlation between Norm Measures

Norms Individual Community
¾d; ¾t 0.38 0.56
¾d; ¾r 0.18 0.39
¾t; ¾r 0.25 0.47
bp; ¯ -0.43 -0.39

the tripled money. They were told to place in the green envelope any money
they wanted to return to the sender. Finally, decisions were recorded and the
green envelopes returned to the senders. A post-experiment questionnaire was
administered immediately after play.

5. Experimental Results and Norm Measures

The top portion of Table 5.1 displays basic descriptive data from the trust and
dictator games played in the 14 South African communities. Mean and median
budget shares sent in the dictator game were around 40% for the sample as a whole.
These results are consistent with previous works with non-student populations and
above the mean sent by student populations (see Camerer and Fehr (2002) for a
survey). At the community level the median budget sent in the dictator ranged
from 25% to 50%. As discussed above, the altruistic norms that underlie such
relatively high levels of giving in the dictator game would be expected to spillover
and result in high levels of giving in the trust game even if trust itself was relatively
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low. The remainder of this section uses the theoretical ideas developed in the prior
sections to purge trust games results of the in‡uence of altruism and explicitly
tests whether play in the trust game is explicable solely in terms of altruism, or
whether other norms are operative.

5.1. Trust and Altruism

As reported in Table 5.1, mean (median) budget share sent by trustors in the
trust game was 53% (60%). Over 70% of the subjects sent between 40% and
60% of their budget to their trustees. The average amount sent by trustors
varied across the 14 communities where the experiments were conducted, with
the median budget shares sent ranging from 40% to 60%.

To what extent do these relatively robust trust game shares simply re‡ect the
operation of altruistic norms? Figure 5.1, which plots the budget shares sent in
the trust game against those sent in the dictator game, gives a …rst answer to this
question.19 As can be seen, most experimental participants sent larger shares in
the Trust game than in the Dictator game. Under the assumption that trustors
have a unitary elasticity of substitution between money for themselves and money
for trustees, the 45-degree lines plots the predicted purely altruistic trust share
(e¾t), and the vertical distance between any observation and the 45-degree line
measures ±t; the additional money the trustor sent in expectation of money being
returned. Fully 70% of the subjects sent away a larger share in the trust game than
in the dictator game.20 The average di¤erence between the shares sent in both
games is 11% and we cannot reject the hypothesis that this measure is greater
than zero.

The expression for the certainty equivalent net price of giving, bp, derived above
in section 3.1 above, gives an alternative indicator of the degree of trust that
controls for the individual’s level of altruism. Lower values of bp indicate greater
trust. A value of zero would indicate complete certainty that all funds sent
to the trustor would be returned, while a value of one third (the gross price
of giving in the trust game) would indicate certainty that no funds would be

19Since choices in both games are discrete, the graph shows “jittered” data, i.e., a random
component has been added in order to show graphically where the population is concentrated.

20Trustors had a more limited number of choices available than dictators (R10 versus R16).
However, while 36% of subjects passed 20 percentage points of their endowments more as trustor
than as dictators, only 8% of subjects sent 20 percentage points of their endowments more as
dictators than as trustors. Therefore, the increase in the share sent in the trust games cannot
be explained solely by the experimental design.
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Figure 5.1: Behavior in Dictator and Trust Games
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returned. As shown in Table 5.1, the mean and median for this measure are
about 0.28. Community averages range from 0.21 to 0.33. While interpretation
of this measure is di¢cult given the absence of comparative data, this modest
di¤erence between the gross and net price of giving, coupled with a mean ±t of
11% suggests that much of the high trust share is rooted in altruism.

These observations raise the question as to whether other norms beyond altru-
ism are operative. Under the assumption that the trustor has a unitary elasticity
of substitution between his and others’ payo¤s, we should expect that for trustor
j, the intercept of the regression of the trust share on the dictator share should
be zero and that the coe¢cient on the term ¾dj should be one. The middle panel
of Table 5.1 displays the results of this regression. We can see that the intercept
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is signi…cantly di¤erent from zero, and that the point estimate for the slope of
the equation with respect to the decision as trustor is signi…cantly di¤erent from
1. At the level of individuals, while altruism and trust are clearly related, the
estimated coe¢cient of 0.4 suggests that other considerations are shaping trustor’s
decision. Section 6 will return to examine a more complete econometric model of
trust.

5.2. Trustworthiness and Altruism

The mean (median) share returned by trustees was 38% (33%). Fully 42% of
the trustees returned more than a one third budget share, while another 38% of
subjects returned exactly one third. From a …nancial perspective, most trustors
broke even, or better, on money sent to trustees. This result is quite remarkable
noting that trustees had no (purely sel…sh) incentive to return any money given the
anonymity of the experimental design. While most trustees proved trustworthy,
it is not clear whether their behavior resulted from the already noted high levels
of altruism, or whether it re‡ected trustworthiness norms. Consistent with the
notion that norms other than altruism are operative is the modest 0.18 correlation
between dictator (altruism) shares and trustor shares shown in Table 5.1.

A more precise decomposition of the trustee behavior into altruistic and reci-
procity components is possible using the prediction from the model of trustee
behavior developed in section 3.2. Overall, 71% of subjects returned more as
trustees than the purely altruistic model (¯ = 0) of the trustee decision predicts.21

Figure 5.2, which projects the data points from our experiments onto Figure 3.2
gives a visual feel for this result. The solid line in that …gure is the amount that
trustee with a median level of altruism but no norms of trustworthiness would
have returned as a function of the amount received from the trustor. Such a
trustee would have returned nothing to the trustor anytime he received less than
about 11 Rand. In fact, the purely altruistic model predicts that 23% of trustees
would have returned zero given their level of altruism, whereas in fact only 3.5%
of trustees returned nothing to their trustors. The measure of reciprocity net of
altruism measure, ±r, has median and mean values of 13% (see Table 5.1). Our
measure of the strength of trustworthiness norms, ¯, has a mean value of 0.18 and

21Forty six percent of the subjects returned, as trustees, a budget share that was at least 20
percentage points more than the altruistic model would have predicted. Only 10% of subjects
returned, as trustees, a budget share that was at least 20 percentage points less than the altruistic
model would have predicted.
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a median of 0.52. Recall that ¯ takes on a value of zero when trustworthiness
norms are inoperative and a value of one when they compel complete respect for
the trustor’s rights over money she sent. The data once again exhibit substantial
variation across the 14 di¤erent communities as the median value of ¯ within
communities ranges from 0.20 to 0.66.

Table 5.1 presents a regression analysis of the amounts sent by trustees de-
signed to test whether individuals’ altruism can account for their trustee behavior.
As can be seen from expression (3.10), when there are no norms of trustworthiness
operative, the coe¢cients of ¾dj and (1¡ ¾dj)(BTxo ¡ p) should be 1 and -1 respec-
tively, while the intercept term should be zero. However, these coe¢cients are
estimated to be quite di¤erent from these predicted values. Similar to the trustor
behavior, the play of trustees is consistent with norms other than altruism shaping
behavior in the Trust game. We turn now to more fully model the determination
of these norms.

6. Norms and Social Interactions

Unlike economic experiments carried out with random groupings of college stu-
dents, the games described in the prior sections were played with groups of indi-
viduals drawn from permanent communities where they live, work and, in many
cases, grew up. This section uses the experimental data to test for evidence
that these communities have and maintain distinctive normative environments so
that it can be meaningfully said that some communities are systematically more
trusting, enjoying greater social capital, than others. To carry out this task,
this section speci…es a social interactions model designed to identify the impact
of community norms on the norms of individuals within the community.

6.1. The Re‡ection Problem

Manski’s (1993) work on the identi…cation of social interactions provides a frame-
work for evaluating whether or not communities can be appropriately described
as having distinct normative equilibria. If communities evolve and sustain dis-
tinctive norms of behavior, then we would expect that an individual’s norms will
be in‡uenced by the norms of their community reference group. In using results
from the experiments to investigate this issue, we are not proposing that the play
of others in the experimental game directly in‡uences an individual’s play in the
same game. Game play was strictly private information in the KwaZulu-Natal
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Figure 5.2: Trustee Decision
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experiments. Instead, we are interpreting play in the games as re‡ecting durable
norms that were formed prior to the game.22 It is the nature of social e¤ects on
these durable social norms that we investigate.

Consider the following model of the strength of trustworthiness norms that
shape individual j’s behavior as a trustee:23

¯j = [zjb1 + "jb2] + ¯g(j)c+ z
0
g(j)d + uj; (6.1)

22As one-shot, anonymous exercises shorne of repetition and reputation e¤ects, the KwaZulu-
Natal experiments should reveal information on what Platteau (2000) calls moral norms, or at
least on norms that are su¢ciently durable that they shape behavior outside the speci…c social
context which created them.

23A similar expression could of course also be given for the other norm measuress, ¾d
j and ep:
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where the g(j) subscript denotes the social reference group or community of indi-
vidual j. First, and of greatest interest to this study, the model posits that j ’s
norms depend on ¯g(j); the average or typical level of trustworthiness exhibited
by members of j’s community group.24 The two vectors in brackets capture in-
dividual characteristics and experiences that shape j ’s trustworthiness. We have
partitioned these factors into two components which we assume are orthogonal.
The …rst component, denoted, zj; are factors that a¤ect j’s trustworthiness and
also directly a¤ect the trustworthiness of other community members because they
in‡uence the other’s expected gains from being trustworthy.25 Note that indi-
vidual j’s trustworthiness will symmetrically directly depend on zg(j), the average
characteristics of the members of j 0s group.

The second component in the square brackets, "j; includes private, idiosyn-
cractic shocks that e¤ect j’s trustworthiness, but do not directly a¤ect others’
trustworthiness. Examples of "j include acts of domestic betrayal or violence
that sour j ’s view of the world, but do not directly a¤ect others. Signi…cantly
for our identi…cation strategy, ¯j does not depend directly on the private, idiosyn-
cractic norm shocks experienced by other members of j’s social group (nor does "j
directly a¤ect the other members of j ’s group) . Finally, the residual, uj;captures
unmeasured factors that a¤ect j ’s norms.

In Manski’s language, the parameter c measures the magnitude of endogenous
social e¤ects. The parameter d measures contextual, or exogenous social e¤ects.
Evidence that c > 0 would imply the existence of a social equilibrium in which
individuals are more trustworthy when, other things equal, their neighbors exhibit
greater trustworthiness. However, as Manski and others have stressed, the OLS
regression of ¯j on ¯g(j) will not in general identify the endogenous social e¤ects
parameter c: For if the behavior of all individuals within the group is shaped by
the same factors (the zg(j)), then individual behavior will apparently mimic group
behavior even in the absence of endogenous social e¤ects.

The available data present several challenges to the estimation of (6.1). We
have substantial data on the 40% of experimental participants recruited from
households surveyed as part of the KwaZulu-Natal Income Dynamics Study (KIDS),
as described in Section 4. We have much less information on the other exper-

24The term ¯g(j) could be replaced by some more general function of the trustworthiness of
the members of j’s community group.

25An example of such a factor might be the extent of i’s economic connectedness (e.g., ability
to secure employment for others). Such connectedness may increase i’s altruism as well as the
incentives for others to be recognized as good, contributing altruistic community members.
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imental participants. Our estimation strategy is to replace ¯g(j) in (6.1) with
an instrumented version of it using data available on KIDS participants. In
particular, we will use data on individual norm shocks, the "g(j) , as instruments
that do not directly in‡uence others and are less susceptible to re‡ect correlated
unobservables.

The logic and limitation of this approach can be appreciated by rewriting (6.1)
after accounting for equilibrium social norms:26

¯j = [zjb1 + "jb2] +
d+ cb1
1 ¡ c zg(j) +

cb2
1¡ c"g(j) + [uj +

c
1¡ cug(j)]: (6.2)

Note that idiosyncratic norm shocks received by the other members of the group,
"g(j) will only in‡uence j ’s norms if endogenous social e¤ects exist–i.e., if c > 0: In
order for our estimation procedure to yield consistent estimates which permit us
to test for endogenous social e¤ects, two things must be true. First, community
average norm shocks ("g(j)) must be orthogonal to observed (zg(j)) and unobserved
(ug(j)) structural factors that also in‡uence norms. The second assumption,
required because we lack data on "j for all experimental participants, is that
the instrumented group norm from the …rst stage regression is orthogonal to the
variables omitted in the second stage regression. We will return to discuss the
reasonableness of these assumptions when discussing the speci…c variables in the
next section.

6.2. Instrumental Variables Estimation

Table 6.1 shows the …rst stage instrumental variable results for the norms of
interest, altruism (measured by the share of funds sent in the Dictator game, ¾d),
trust (measured by the certainty-equivalent net cost of sending funds in the trust
game, bp), and trustworthiness (measured by the norm measure, ¯). The selection
of instruments was guided by two considerations. First the instruments should
be unrelated to contextual variables, especially the overall level of community
economic well-being.27 Second, given our interest in distinguishing trust and

26Following Manski (1993), note that if the norm for every individual in the reference group
g(j) is determined by the analogue to (6.1), then the expected or equilibrium group norm can
be written as:

¯g(j) =
b1 + d
1 ¡ c

zg(j) +
b2

1 ¡ c
"g(j) +

ug(j)

1 ¡ c
:

Substition of this expression into (6.1) yields the expression in the text.
27For social capital regressions which relate expected income to social capital measures, it is

especially important that the instruments be independent of income.
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Table 6.1: Instrumental Regression for Community Norms
Altruism Trust Trustworthiness

(¾d) ( ep) (¯)
Constant 0.095 (0.12) 0.23 (0.03) ** 0.61 (0.10) **
Number of Family and Friends 0.023 (0.01) * - -
Trust in Extended Family 0.06 (0.03) * - -
Robberies in 1993 - 0.36 (0.15) * 0.04 (0.45)
Religious Diversity - 0.09 (0.07) -0.41 (0.20) *

Adj-R2 0.4191 0.2286 0.2469
n=14
Standard errors in parentheses, ** = p-value < 0.05, * = p-value < 0.10

trustworthiness from altruism, the instruments for the former were selected on
the grounds of being less likely to be related to the latter.

Because the …rst stage regressions are at the community level, we have rela-
tively few degrees of freedom to work, forcing parsimony in the choice of instru-
ments. Altruism was instrumented by the average of individual’s trust in their
extended families as well as by the number of family members and close acquain-
tances who live in the community. Both variables were measured using household
level data collected in 1998 as part of the KwaZulu-Natal household income and
expenditure survey. Trust and trustworthiness were instrumented using two vari-
ables. The …rst was the average number of robberies experienced by members of
each community in 1993. The second was a measure of religious diversity in the
community as measured using 1998 information.28 Our assumption is that each
of these measures privately in‡uence the norms of individuals within communities,
but unlike contextual factors such as income and education, these measures do
not directly in‡uence the incentives for other individuals to act in a more trust-
worthy or altruistic fashion. Evidence that traumatic experiences a¤ect trust
has also be found elsewhere by Alesina and La Ferrara (2000). Crimes might be
associated with income in general. However, the high and widespread levels of
social disruption and crime experienced in South Africa at the end of apartheid
makes this measure less suspect.29 Finally, the inclusion of a measure of religious

28 If pi is the percentage of people in religion i, the index of religious diversity is 1 ¡ P
i p2

i .
29All the results in this section hold even when controlling for 1993’s income.
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diversity implicitly assumes that subjects enjoyed giving more or reciprocating to
a person belonging to their same religion.

Results in Table 6.1 are sensible. The extent and quality of local familial
relations boost community altruism. Religious diversity does not signi…cantly
a¤ect trust, but robberies experience by households diminishes trust as shown
by the positive e¤ect of the robberies variable on certainty-equivalent net price
of giving in the trust game. Robberies do not, however, signi…cantly in‡uence
trustworthiness, while religious diversity is estimated to signi…cantly diminish the
strength of trustworthiness norms.

Table 6.2 displays the results for the second stage, social interactions regres-
sions for each norm. The key variables are the instrumented community norms.
In addition, individual characteristics that might be expected to in‡uence norms
(age, gender, economic status and market integration) are included as is a variable
from the post-experiment questionnaire designed to measure how well individuals
understood the games they were playing.

The Table 6.2 estimates follow the discussion on identi…cation above. We
obtain evidence of signi…cant endogenous social e¤ects for all three decisions.
These results support the idea that communities have normative equilibria which
tend to maintain themselves through endogenous social interactions. In this
sense, it is meaningful to say that communities enjoy distinct levels of the social
capital of trust.30

Somewhat surprisingly, the point estimates for the endogenous social e¤ects
for trust and trustworthiness are above one, contrary to the one for altruism.
There are alternative explanations for this. As mentioned above, the regressions
in Table 6.2 omit individual shocks31 that are used as instruments of community
level norms. This might introduce an upward bias on the estimates. Second,
we assume a linear relationship between community norms and individual behav-
ior. Finally, our identi…cation strategy ignores the fact that the trust game is a
proposal-response game, and therefore, decisions as trustors and trustee might be
reinforcing even in the absence of social interactions. Since the …rst two criticisms
apply to the dictator regression also but we do not observe large social interaction
parameters in this regression, we suspect that equilibrium considerations are the
plausible cause of this upward bias.

The variation in session-level demographics permits us to observe two addi-
30The results in this section hold true when alternative individual measures of norms, di¤erent

instruments, or controls for income are utilized.
31Only 40% of our sample were also interviewed in 1993 and 1998.
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Table 6.2: Social Interactions Regression

Money Sent as Individual Measures of
Dictator Trust Trustworthiness

(b¾i) (bpi) (b̄i)

Endogenous Social E¤ects
Altruism, ¾dg(i) 0.56 (0.28) **
Trust, bpg(i) 1.40 (0.47) **
Trustworthiness, ¯g(i) 1.20 (0.40) **

Individual Characteristics ( zi)
Age 9.2e-4 (7.4e-4) 6.0e-4 (6.6e-4) 3.6e-4 (0.003)
1=Male, 0=Female -0.07 (0.02) *** -0.041 (0.02) * 0.208 (0.11) *
% of Acquaintances 0.009 (0.05) 0.031 (0.04) -0.209 (0.22)
Food self-su¢ciency -0.005 (0.01) 0.016 (0.01) 0.058 (0.06)
1=Urban, 0=Rural 0.036 (0.04) 0.010 (0.04) 0.096 (0.20)
Constant -0.015 (0.20) -0.310 (0.22) 1.384 (0.90)

Exogenous Social E¤ects (zg(i))
Average Age 0.007 (0.002) *** 0.006 (0.002) *** -0.014 (0.01)
% Men 0.134 (0.11) 0.144 (0.10) -0.579 (0.51)
Average % Acquaintances 0.049 (0.11) -0.021 (0.10) 0.383 (0.48)
Average Food Self-su¢ciency -0.041 (0.04) -0.044 (0.04) -0.138 (0.20)

Experimental Understanding & Quality
Individual Error 0.009 (0.01) -1.3e-4 (0.005) 0.029 (0.03)
Average Group Error -0.016 (0.03) -0.001 (0.03) -0.191 (0.13)

Adjusted ¡ R2 0.1353 0.0674 0.0495
n=261
Standard errors in parentheses. * = p-value < .1; ** = p-value < .05; *** = p-value < .01
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tional results. In South Africa, gender a¤ects decisions at the individual level but
age a¤ects decisions at the session level. When controlling for the gender compo-
sition of the room, women tend to give more in the dictator game and trust and
reciprocate more. Controlling for the age of the participant, sessions with older
people are associated with more altruistic giving but less trust.

7. The Economic Value of Social Capital

Several prior studies have used micro data to explore the impact of the social
capital of trust on the expected material well-being of households. The Narayan
and Pritchett (1998) study of Tanzanian households was one of the …rst to explore
this hypothesis with data on small, local groupings. In their study, Narayan and
Pritchett regress household per-capita expenditures (as a measure of material
well-being) on a set of basic control variables (household size, location and human
capital) and on a social capital variable. They measure the latter with an index
meant to capture the quantity and quality of associational life (the number of
social groups and how well they function). They …nd that a community social
capital measure has a strong positive e¤ect on a household’s realized level of
per-capita expenditures.32 Using the same living standards data available for
this study, Maluccio et al. (2000) and Haddad and Maluccio (forthcoming) ratify
Narayan and Pritchett’s …ndings, showing that social capital signi…cantly enhance
households’ ability to generate livelihood in KwaZulu-Natal, South Africa.33

The methods utilized in this study permit us to revisit the sort of social cap-
ital regression pioneered by Narayan and Pritchett. However, in contrast to
previous studies, we have direct, experimental measures of the social capital of
trust and altruism rather than econometrically troubled associational density mea-
sures. In addition, our econometric approach that explicitly models norms as an
endogenous social process and instruments them with private, idiosyncratic norm

32Worried about simultaneity bias (i.e., higher expenditures may explain greater participation
in groups and association, rather than vice versa), Narayan and Pritchett employ a two-stage
regression procedure in which they instrument for their associational density social capital mea-
sure using self-reported trust measures. They argue that these instruments are econometrically
exogenous to any individual household’s level of well-being.

33The …rst of these studies measures social capital with an association index akin to that
used by Narayan and Pritchett, while the latter study uses a self-reported trust measure. Both
studies use …xed e¤ects, panel data methods in an e¤ort to resolve simultaneity issues between
social capital and income.
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shocks. These instruments are directly unrelated to community income.34 Table
7.1 displays the social capital regression results that our measures and methods
yield. Similar to other studies in this area, the dependent variable is per-capita
household expenditures, as a measure of household economic well-being. The
regression features conventional, pre-determined control variables, including the
age, education and sex of the household. Taking advantage of the panel nature of
the KwaZulu-Natal data, the regression also includes the productive assets (land,
machinery, small business equipment, etc.) held by the household …ve years prior
to the survey date. Given these control variables, the regression asks if com-
munity norms (as estimated by the instrumental variable regressions in table 6.1)
boost expected well-being above what would be predicted given household’s initial
conditions.

Table 7.1 shows three separate expenditure regressions. The …rst shows that
the community level of altruism (measured by predicted dictator game giving,
b¾dg(i)) is associated with higher expected levels of well-being.35 The second re-
gression shows that the impact of the instrumented trustworthiness norm measure,
b̄
g(i), is, signi…cantly negative. Finally, the third regression shows that when both

altruism and trustworthiness are included in the regression, the former loses sig-
ni…cance while the latter continues to show a signi…cant and negative e¤ect on
expected well-being.36

These results clearly signal that experiments are able to capture features of
the economic environment that are not captured by traditional living standard
measures. At …rst glance, the results are rather puzzling, at least from the
perspective of Platteau (2000) who suggests that pure sharing norms may depress
investment and incomes, while trust that collateralizes inter-temporal transactions
may enhance it.

At a deeper level, these results may signal that e¤orts to uncover the economic
impact of social capital need to structure a more careful approach than one which
simply pools data on all households and asks if expected expenditures are increas-
ing in social capital. While trust (or other norms) may enhance the capacity
of households to informally access capital, insurance or jobs when markets are

34These results are available from the authors.
35This results hold with di¤erent speci…cation of instruments or controlling for past income

levels.
36Because the same instruments were used for trust and trusworthiness, we cannot include

both measures in the linear regression. Results with the trust measure, bepg(i), duplicate the
reported …ndings with the trustworthiness measures.
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Table 7.1: OLS Estimates of the Impact of Economic Norms
Household Per Capita Expenditures

(logarithm)
Community Norms
Altruism, ¾dg(i) 1.527* -0.213
Trustworthiness, ¯g(i) -0.987** -1.036**

Economic Assets
Education of Household Head 0.081** 0.080** 0.080**
Productive Assets 1993 (log) 0.023* 0.016 0.016

Demographic Characteristics
Household Size (log) -0.699** -0.702** -0.702**
Gender of Household Head (male=1) 0.145* 0.183* 0.185**
Age of Household Head (log) 0.013** 0.012** 0.014**

Community Characteristics
Location (urban =1) 0.509* 0.471**

Constant 4.785** 4.216** 4.243**

Adjusted R2 0.5513 0.5689 0.567
n=261
* Signi…cant at the 10% level, ** Signi…cant at the 5% level

weak, not all households in a community will be constrained in their access to
these goods. Pooling all households into a single regression may thus disguise the
impact of trust on those who need it.37 Moreover, if trust permits households
to mutually insure each other, such insurance need not have a positive e¤ect on
mean expenditures. Indeed, trust could even reduce expected expenditures if
maintaining trust requires the investment of time into directly non-remunerative
work activities. The estimates in Table 7.1 showing a negative impact of trust-
worthiness are consistent with this latter interpretation. Finally, the capacity of
people to assist those whom they trust clearly depends on the resources that they
have available to them. Without control for the resources of the trusting group,
little could again be inferred from pooled regressions of the sort displayed in Table

37An alternative approach to the study of social capital is to bypass some of the problems
associated with the analysis of reduced form expenditure equations and focus on the impact of
norms on a speci…c outcome, such as access to capital, as in Karlan (2002).
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7.1, even when norms are appropriately measured and endogeneity issues handled
credibly.

8. Discussion and Conclusions

This study set out to assess the claim that social norms a¤ect economic outcomes,
especially in low-income economies where markets and other formal institutions
tend to fail. In an attempt to alleviate the norm measurement problems associ-
ated with this assessment, this study employed variations on trust and dictator
games to isolate and measure norms of altruism, trust and trustworthiness. As
opposed to self-reported measures of trust and trustworthiness, economic experi-
ments such as these have the advantage of giving incentives to responders to reveal
the behavioral norms that guide their real world decisionmaking. However, this
novel way of measuring economically relevant norms does not exempt the study
from the identi…cation problems associated with the analysis of economic behavior
in the presence of social interactions. This study has deployed an instrumental
variables methodology to diminish these problems.

The overall results of this analysis are encouraging in their demonstration that
economic experiments are a useful tool for capturing social norms that a¤ect char-
acterize communities and shape real economic outcomes. First, this study has
shown that while amounts sent and returned in the trust game overstate levels
of trust and trustworthiness when unconditional or altruistic sharing norms are
high (as they are in South Africa), by having experimental subjects play multi-
ple experimental roles, it is possible to develop measures that isolate trust and
trustworthiness from altruism. Second, econometric analysis of the experimental
data (supplemented with data from a household living standards panel survey)
suggests that norms vary across communities and that these cross-community
di¤erences are reinforced by endogenous social interactions as individuals mimic
the predominant norms around them. The community social capital of trust
can thus be meaningfully identi…ed from individual norm measures. Third, es-
timates of the type of livelihood regression found in the microeconometric social
capital literature (e.g., Narayan and Pritchett, 1998) show that experimentally
measured norms account for variation in economic well-being beyond what can be
accounted for by human and physical capital. That is, experiments do provide
new information on socioeconomic environments. This …nding is remarkable,
since this study’s estimation approach uses idiosyncratic norm shocks to instru-
ment for community norms and is thus less susceptible to endogeneity problems
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that has plagued other social capital studies, as Durlauf (2002) remarks. At the
same time, the estimated impacts of social capital are quite di¤erent from those
found elsewhere in the literature, and ultimately they suggest problems with the
standard, reduced form approach that simply pools together all households in an
e¤ort to identify a mean e¤ect of social capital on expected expenditures.

In closing, moving forward the social capital research agenda will require not
only more careful measurement and modeling of norms (as we have tried to do
here). It will also require a more structural approach to the e¤ects of social
capital on incomes and livelihoods and greater attention to the capacity of the
trusting group to broker opportunities for those who need them.
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