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Setiting the contexi

- What the Global Markets wanteg
- Profits
- What the Global Markets look fore
- New ldeas and Money
- What the Global Investors and Inventors need?

- Trust
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Trust and Growth

Real Growth Rate 1980s and Trust in People

Former and Current Communist Nations Excluded
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Most People Can Be Trusted, World Values Survéys and Intl Social Survey Program
Source: Penn World Tables, r2 =300
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EAC: a bit of history

-“Trust Is the lubricant of the social system {...)
much of the economic backwardness in the world
can be explained by a lack of mutual
confidence” (Arrow, 1972).

- Trust matters for others measurable economic
variables: higher and more equal incomes, just
institutions, better-educated and ethnically
homogeneous populations (Knack & Keefer, 1997);

- Trust has positive effects on foreign trade (Guiso,
Sapienza & Zingales, 2004, 2005) and individual
well-being (Helliwel, 2002)
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A trust-game
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A trust-driven financial crisis

Figure 1. The collapse of trust

Trust in financial markets
US GSS
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Note: Fraction that answer they have a great deal of confidence in banks and financial markets. The figure for 1985
is interpolated taking the mean of the two adjacent years. The value for 2009 is imputed using the fraction that trust
completely banks, brokers, mutual funds or the stock market in the first three waves of the trust index survey and
taking the mean. “[ am going to name some institutions in this country. As far the people running these institutions
are concerned would you say you have a great deal of confidence, only some confidence or hardly any confidence
in them?”.

Source: US General Social Survey. [N—
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A trust-driven financial crisis

Figure 2. Cheating in financial markets

A. Pooled sample

Q
@

72.66

60

Percent
40

20

15.59

7.2

3132
o

I

1.41

1
0 1

3
Number of times cheated

Vittorio Pelligra
Universita di Cagliari, IUS & CRENOS,

‘ Non conne!

04/05/2010



A trust-driven financial crisis

B. By country
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Graphs by Country
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A trust-driven financial crisis

Figure 3. Deception and trust

The Effect on Trust on Banks of having been deceived
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Source: Guiso 2010
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A trust-driven financial crisis

Figure 5. Madoff’s victims and trust

Effect of Madoff wictims on trust on banks Effect of Madoff victims on trust on bankers
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A trust-driven financial crisis

Figure 6. Trust and bank run

Effects of trust on banks on decision to run

Fraction that run on banks
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Note: The figure shows the relationship between the level of trust in banks (1-no trust a all, 5: trust them
completely) and the decision to run around the financial crisis after the collapse of Lehman Brothers in the US. Bank
run is the fraction of people that answer yes to the question “Have you withdrawn deposits and stored them as cash

for fear of a bank’s collapse?” in the first wave of the Chicago Booth/Kellog School Financial Trust Index Survey
(FTIS).
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A trust-driven financial crisis

Table 1. Relative trust levels over time

Wave I Wave II Wave III
Banks 0.99 0.94 1.00
Bankers 0.88 0.84 0.92
Brokers 0.71 0.69 0.72
Mutual funds 0.86 0.87 0.88
Stock market 0.70 0.71 0.71
Government 0.77 0.78 0.83
Large corporations | 0.71 0.67 0.73
The Fed 0.77 0.78 0.84

The table shows the level of trust towards the specified entity relatively to the level of trust towards people on general.

Source : elaborations on the FTIS
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A tfrust-driven financial crisis

- The negative effects of the loss of trust, spill-over

to the whole economy.

- A lack of trust produces a decrease of the GDP

growth rate

- Trust is a crucial resource (vinculum societatis)

that has been over-exploited
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EoC: a bit of history

- 1991, Brasil

- Chiara Lubich and the Focolare Movement
- Simple ldea: three thirds: poor, culture, firm

- Effects:

- global redistribution of wealth
- caring relationships
- cultural change

- setting a new frame
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EoC: a bit of history

- Wealth redistribution
- Why not just philanthropy?

- Cultural change

- why not just schools and press?
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Traditional vs EoC

Economic Social
Traditional aim consiraint
EoC constraint aim
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The effect of context and culture

Respect Don’t Respect
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The effect of context and culture

T. Burnham et al. /J. of Economic Behavior & Org. 43 (2000) 57-73 67
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Fig. 4. Trust.

Vittorio Pelligra
Universita di Cagliari, IUS & CRENOS, 04/05/2010



Cultural change in trust belifs

The Trust-Income Relation
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- Simple idea

- Focus on relationships

- Cultural change

- Fostering Trust and Reciprocity

- Culture of giving

- No difference among for-profit and no-profif

- Inclusive markets
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Thanks !
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Documentation

www.edc-online.org
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