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1 Introduction
� What is trust?
� Dictionary De�nitions:

� 1 a: assured reliance on the character, ability, strength, or truth of someone or something.
b: one in which con�dence is placed

� 2. dependence on something future or contingent.
� Trust can be a �lubricant� to economic activity
� Can avoid the need for expensive contracting and enforcement.

� Can avoid the trouble of building, maintaining and monitoring reputations.

� Parallel literature on Social Capital and Trust
� �Social Capital refers to the connections among individuals�social networks and the norms
of reciprocity and trustworthiness that arise from them.� (Putnam 2000, p. 19)

� The more connected and integrated we are, the better society functions.
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� Basic questions for this area:

1. Are there natural preference for trust?

2. How have these shaped existing institutions?

3. Can we design future institutions to take advantage of trust?

4. Does the government have a role in building trust?
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2 Trust Games
Two papers introduced similar games, but the �rst one gets the credit:

� Berg, Joyce, John Dickhaut, and Kevin McCabe. �Trust, Reciprocity, and Social Norms,� Games
and Economic Behavior, 1995, 10, 122-142.

� Van Huyck, John B.; Battalio, Raymond C.; Walters, Mary F. �Commitment versus Discretion in
the Peasant-Dictator Game.� Games and Economic Behavior, July 1995, 10(1), 143-7

The simple Trust Game has these parameters:

� Two subjects, each endowed with (M1;M2): In this exampleM1 =M2 = 10

� Player 1 can pass x, 0 � x �M , to Player 2.
� Player 2 received kx, where k > 1. Typically k = 3:
� Player 2 can pass back y to Player 1.
� Earnings are thus �1 =M1 � x + y; and �2 =M2 + 3x� y:
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What's the equilibrium?
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Equilibrium:

� Basic Assumption: Money Maximization:
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Equilibrium:

� Basic Assumption: Money Maximization:
� subgame perfection predicts y = 0, so x = 0.

� Alternative: ?
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Equilibrium:

� Basic Assumption: Money Maximization:
� subgame perfection predicts y = 0, so x = 0.

� Alternative: Assume people like to be nice to those who have been nice to them.
� Then there may be some y(x) that is increasing on x; i.e. y0(x) > 0:

� This means that even a money-maximizing player 1 will have some x > 0 that is best.

� �1(x) =M1 � x + y(x)
� d�i(x)=dx = �1 + y0(x) = 0
� The solution implies x > 0:



10

Berg, Dickhaut, McCabe (1995): 30 pairs. M1 =M2 = 10; k = 3 One decision.

� Result: returns correlated with trust, but...90% returned�player 1 loses money on average.
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How much of trust is altruism versus a hope for reciprocity?
Cox, James C. �How to Identify Trust and Reciprocity.� Games and Economic Behavior, 2004, 46,
260-281.

� How would you separate altruistic feelings from a hope for reciprocity?

� That is, player 2 is reciprocal, so y(x); and y0(x) > 0

� Player 1 is either

� u1 = �1(x) =M1 � x + y(x); a money maximizer, ....or
� u1 = u(�1; �2); that is, he cares for the other person and reciprocity is not a constraint or not
necessary for passing.

� What experiment would allow you to tell these two motives apart?
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How much of trust is altruism versus a hope for reciprocity?
Cox, James C. �How to Identify Trust and Reciprocity.� Games and Economic Behavior, 2004, 46,
260-281.

� Condition A: Standard Trust game, with price of 1/3 (k = 3) for passing payoff.
� Condition B: Player 1 is a Dictator with price of 1/3 for passing payoff. Player 2 makes no choices
� Condition C:
� Let S be the set of x's by Player 1 in a Trust Game.

� Let F (y) be the distribution of amounts returned

� Endow subjects in a pair at �01 =M1 � x and �02 =M2 + x; for some x 2 S:
� Player 1 makes no choices and Player 2 is a dictator.

� This time the allocation is not voluntary so there is only altruism, not reciprocity present.

� Let y0 be the amount Player 2 passes and let F 0(y0) be the distribution of y0's.

� Then the question is, if F (y) > F 0(y) for all y?

� Player 1 in A vs B is an indicator of Trust in excess of altruism.
� Player 2 in A vs C is an indicator of Reciprocity in excess of altruism
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Results: A. Trust
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A vs. B: Trust versus Dictator
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A vs. C: Reciprocity versus Altruism
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Sidebar on Statistical Tests

� Tobits: For regressions where the dependant variable (amount returned here) has limited val-
ues, i.e. 0 � y � 3x:

� Non-parametric tests: When the sample has lots of noise, these can help you get power.
� Mann-Whitney is a test of whether one sample tends to be higher in value than the other.

� Take two samples (A and C), and combine them into one sample.

� Rank the combined sample from highest to lowest value of y.

� If there is no effect of the treatment, then there should be no �bunching� of A or C toward one
end, or toward both ends.

� The Mann-Whitney tests for differences in the �sum of the ranks" of the two samples.

� This is called nonparametric because it doesn't use the values of the samples or paramters
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of the distribution of the samples (mean and variance) for the tests, but just the rankings.
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Trust and Contract Enforcement

� Bohnet, Frey & Huck (2001)
� �More Order with Less Law.�

� When there is imperfect enforcement, higher levels of enforcement can crowd out altruistic
compliance.



20

p = 0:1, 0:5, or 0:9

� Most compliance is with Low. Either High or Medium followed by low erodes compliance
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� Gneezy and Rustichini, �A Fine is a Price.� Journal of legal studies, 2000 vol:29 iss:1 pg:1

� � This is a real-world example that �social contracts" or sanctions can be �crowded out" by
of�cial sanctions, and they may be more ef�cient.
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Correlating Trust in the Lab and Trust Measured in Surveys
Glaeser, Laibson, Sheinkman and Soutter, �Measuring Trust�, Quarterly Journal of Economics,
Aug 2000, Vol. 115, No. 3: 811-846.

� Background:
� The General Social Survey asks this question about Trust:

� �Generally speaking, would you say that most people can be trusted or that you can't be too
careful in dealing with people?

� Question has been repeated on World Values Survey in many different countries.

� The question has been used as a basis for measuring �trust� and �social capital� around the
world.

� Knack and Keefer, QJE, 1997 used this question to argue that trust can predict economic
growth across countries.

� Question for these authors: Is trust on the survey correlated with trust in the lab?
� Explore this with Harvard undergraduates
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� 258 Harvard UGs answer a survey, which includes the �trust question� plus a ton of other per-
sonal and demographic variables:

� Age, economic background, numbers of friends, love life, important life events that may en-
hance or spoil trusting attitudes (e.g. being robbed, receiving charity, lending money to a
friend, being lent money from a friend).

� 196 of these made it back to the lab to play two versions of a trust game
� Trust Game 1: Standard Berg, Dickhaut, McCabe set up, with k = 2 rather than k = 3:

� Subjects saw their partner
� Were asked if they knew their partner and asked how many friends they had in common.
� �Trust� is measured as the amount sent
� �Trustworthiness� is measured by the amount sent back.
� Some of these included a �promise� condition where the responder could promise to repay
a certain amount.

� Game 2: Envelope Drops

� Subjects report their values for and envelope with $10 in it, addressed to the subject, that
will be randomly dropped somewhere in Boston.
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� Higher values indicate more trust.
� General Results:
� Measures of past trusting behavior are better than attitudinal questions on a survey at predict-
ing actual trusting behavior in the experiment. This is based on an index of trusting behaviors
developed by the authors. The trust question had only a 22.4% correlation with the amount
sent, and the envelope drop had only 14.6% correlation.

� However, survey did do better at predicting the trustworthiness. The trust question had 34%
correlation with the conditional amount sent back.

� They interpret this as very weak evidence for the predictive power of the trust question.

� Other interesting �ndings:
� Social connections matter: The number of friends between the subjects overwhelmed most
other measures for predicting trust.

� Race matters: people of different races did not trust each other as much (based on 12 obser-
vations).

� Social variables matter: Those who earn more have better educated parents, work fewer
hours for pay, are members of volunteer organizations. They also have a more active love life.
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