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Trust, as an important traditional informal institution of a society, has in recent decades come into focus of
many social sciences and the economic science as well. Namely, trust is one of the key factors that determine
the character of both human and social relations. There is a growing realization that, among other key factors
of the market system effectiveness and efficiency, economic impacts are also determined by the appropriate
level of trust that exists between economic actors. This paper analyzes the role of trust as a facilitating
factor that enables a more successful development of economic activities in such an environment where
economic actors deal with the problems of information asymmetry, incomplete contracts, an underdeveloped
institutional framework, uncertainty etc. It is suggested that trust, both personal and institutional one, is a
significant factor in economic success and development. At the same time, trust plays an important role in
the successful implementation of a socio-economic transformation, which is especially relevant in transition

countries.
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INTRODUCTION

It is generally accepted that a successful economic
development of a country requires a developed and
flexible institutional environment. In this regard,
social sciences give considerable attention to studying
the economic, social and psychological nature of trust,
as one of the most important informal institutions.
Trust is increasingly considered as a factor which
represents the principal condition for the successful
functioning of the market economy, and therefore an
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important element of economic development. Namely,
the successful resolution of the complex social and
economic problems of a country includes the full
mobilization of all relevant structures: the government,
the authorities, businesses, citizens, whose interaction
and relationships should be based on mutual trust
and cooperation. Thus, for instance, for the successful
scientific and technological progress and improvement
of the competitiveness of an economy, it is necessary
to have creative collaboration of all the key factors
in the above-mentioned structures, as well as to
establish mutual trust. However, in conditions where
a society (citizens) does not trust companies and the
government, and where the government does not
trust companies and at the same time deceives the
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society, a vicious circle is created, which significantly
adds to the economic and political chaos in the state.
When a society and an economy are dominated by
the rules such as “everyone for themselves”, “prevent
competition” and so forth, when the prevailing
atmosphere is that of mutual distrust and other
negative phenomena, there are no conditions for the
establishment of a compromise and cooperation. It
is evident that a lack of trust, as an undesirable state
in the economic and social spheres, is one of the key
obstacles to achieving successful cooperation between
potential business partners.

Under such circumstances, where mutual relations in a
business environment are characterized by the absence
of trust, reputation does not mean much, and its loss
does not prevent unfair business partners to achieve
their goals. At the same time, when the functioning
of both the government and the companies is
characterized by the lack of transparency, the process
of obtaining information about potential partners
is a difficult one, and such situation is even more
complicated by the fact that the institutions that should
provide reliable information are poorly developed.
These are all pronounced features that characterize the
economy and the society in Serbia in the current time
period. Since the lack of trust is one of the symptoms of
the underdevelopment of the institutional framework
of both an economy and a society, this paper points out
the positive effects of trust in cases where economic
actors are faced with open problems present in every
economic system, such as opportunistic behavior,
information asymmetry, transaction costs, the
principal-agent problem, the building and development
of the institutional environment and so forth.

The concept of trust, as the subject matter of the
present study, is considered as the key element of social
capital which significantly determines the successful
realization of economic activities in any economy.
By its decisive contribution to the strengthening
and developing of social capital, trust, as analyzed
in this paper (both personal and institutional), is
directly expressed as an important institutional
factor in an economic success. In accordance with the
aforementioned issue, the aim of this paper is to point
out the fact that the favorable business environment
is the one established through building personal

and institutional trust which, in turn, enhances the
successfulness of the business activities, based on
the relevant information about the stimulating effect
of trust in respect of the successful overcoming of
potentially conflicting situations which emerge due
to the information asymmetry, incomplete contracts,
underdeveloped institutions, and the uncertain future
per se. In accordance with the subject matter of this
paper and the specified goal of the research, the starting
hypothesis whose testing will show the importance
of trust in the contemporary economy, is: trust, both
personal and institutional one, has positive effects on
human capital, investments, the level of transactions
costs, the collective organization and governance,
and represents the key factor that determines the
effectiveness of economic efficiency and growth;
hence, trust per se is an important institutional factor
in an economic success. In the process of exploring the
key aspects of the concept of trust, and based on the
confrontation of different theoretical viewpoints on
this important economic and social phenomenon for
the purposes of this study the analytical descriptive
method was applied.

THE CONCEPT OF TRUST AND ITS ROLE IN
THE ECONOMY AND SOCIETY

The concept of trust is a complex and multiform social
phenomenon, as evidenced by the fact that this issue is
analyzed by philosophers, psychologists, sociologists,
economists and political scientists. Over the past few
decades, this component of social capital has received
much attention, particularly its economic feature, as
well as its very important social-psychological nature.
There is little doubt about the attitude that trust
plays an important role in overcoming the threat of
opportunism, and that its presence affects the forms of
the organization and level of transaction costs. Namely,
in such an environment where trust represents an
established category, we have also satisfied active
individuals whose productivity will be higher and
who will not ask for the government’s assistance in
resolving any mutual disputes. Consequently, available
resources will be used more efficiently and more
rationally in implementing the economic goals, which
is a major precondition of an economic success.
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The problem of trustisusually analyzed in philosophical
and sociological literature from the aspect of different
social groups, who have their peculiar notions of
fairness, diligence, responsibility, not only in terms of
justice and the appropriateness of the processes and
phenomena which include the prevailing idea about the
legality of the current affairs, but also from the point
of the harmonization of the attitudes and aspirations
regarding the ongoing efforts and results. Some of the
main characteristics of trust, inherent in any social
group, can be considered as universal values. At the
same time, in one way or another, every social group
incorporates its understanding of these values and,
based on its own perception of reality, customizes its
concept of trust. For example, when the government
implements some changes in the society, then these
changes, if they are in accordance with the appropriate
generally accepted values, will have the trust of the
vast majority of the population that will be supportive
of these changes. At the same time, the government’s
action aimed at the protection of the group interests
will, in terms of trust, inevitably be ranked differently
by different population groups.

As a complex and multifunctional social phenomenon,
trust affects the shaping of all aspects of social
life, adds to the stability of social relations and
promotes cooperation and integration. In brief, trust
is important because it is a fundamental assumption
of cooperation between people. As such, it represents
the most important component of social capital,
which Putnam (1993, 167) describes as an element
positively contributing to the overall economic, social
and political advancements of a society. This brings
us to the conclusion that trust represents a significant
component of the social structure, yet not of the one
of an individual. Therefore, one can say that it is a sort
of public good, necessary for the establishment and
maintenance of the stable social and economic relations.
In addition, the role of the institutional norms and
institutions is of great importance for the development
and maintenance of the complex relationships in a
society based on trust, as well as the existence of a
mutual correlation between institutions and trust. On
the one hand, if a society is characterized by a high
degree of confidence, the newly-established institutions
will be better accepted, and on the other hand, the
introduction of new institutions will have a positive

effect on the growth of trust and cooperation. Hence,
it can be concluded that the nature of the institutional
order is important, and that institutions can generate
a culture of trust and cooperation on which the future
social and economic development will rest.

The concept of trust is the most fully elaborated in the
framework of social capital, which stresses that trust
makes one of the key, perhaps the most important,
elements of its structure. According to Putnam (1993,
167-169), the importance of trust lies in the fact that
it facilitates the cooperative activity and that, as a
significant “moral resource”, contributes positively to
the overall economic, social and political advancement
of a society. Putnam draws attention to the fact that
trust can be understood as a source of social capital, as
well as its result. In essence, the point is that trust and
social capital mutually support each other.

Within the concept of the social capital, as an
informal norm which allows cooperation between
two or more economic actors, Fukuyama (1999, 2002)
puts an emphasis on trust and norms as its essential
components. He points out that trust is the key
indicator of social capital; yet, trust itself is not the
capital but an important endogenous variable in the
functioning of the economic sphere. In this context,
Fukuyama believes that trust, as well as social
networks and civil society, represent an important
side-effect that affects social capital. In addition, social
capital is defined as the potential that originates from
the dominant relationship of trust in a society or in its
parts. Some authors suggest that the elements of social
capital are basically the same as the elements of the
institutional environment in terms of institutionalists’
view; however, there are notable differences between
these two theoretical approaches (Nesterenko, 2002,
Fukuyama, 2004). The theory of social capital points to
the fact that norms, mutual relations, organizations and
other elements of social capital are stimulating elements
in a business environment. Based on this belief, some
theorists (Coleman, 1990; Putnam, 2002) point out that
social capital has the capacity of the key resource, both
in democratic politics and economic prosperity. In
terms of proper quantification, Fukuyama (1999) is of
the opinion that trust also has a qualitative dimension,
which is difficult to express in the form of economic
formulae. Starting from this definition, he believes that
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companies with low levels of trust are not suitable for a
rapid economic growth.

Trust is present in all spheres of an economic system
as its integral part, but is also an essential integral
component of the functioning and development of a
socio-economic system. The economic science puts a
special stress on the context of trust since no type of
investment can be realized without trust. Furthermore,
the absence of trust also causes an increase in
transaction costs, which, accordingly, creates serious
obstacles in the functioning and development of
an economy. In accordance with the institutional
approach, trust among economic actors is seen as the
fulfillment of obligations without the application of
sanctions, i.e. the interested parties believe that there is
no need for the implementation of particular measures
and sanctions regarding the fulfillment of mutual
obligations.

According to Fukuyama (1999, 20-21), the economic
activity is the key and the most dynamic segment of
any society, where, in a principled way, various types
of norms, rules, moral obligations and other social
values, including trust, which as a universal cultural
feature has a prominent role, operate. In this context, it
is indicated that the very model of the modern market
and market relations is in a special way connected with
confidence. If we look at the choice, i.e. the decision-
making processes of economic actors, we can see that
the quality of decisions is determined by trust, which,
in a direct way, reflects the level of rationality. This fact
brings us to the conclusion that the market itself is a
product of the mutual trust of its participants because
the market cannot exist in such conditions where
everyone would deceive each other. On the contrary,
despite the competitive relationship between economic
actors, the market implies sincerity and openness of
its participants in terms of meeting commitments, and
expectations that all other actors will establish identical
relationships. Hence, trust between economic agents,
which has always played an important role in the
socio-economic development, is the most completely
manifested precisely in the market economy. As
Arrow stresses (1972, 357), any commercial operation
contains significant elements of trust, especially if its
implementation takes some time. In accordance with
the aforementioned position, the author believes that a

significant part of the economic underdevelopment in
the world can be explained by the absence of mutual
trust.

Since the subject matter of this study is the most suitable
and the most substantial essence of the trust-related
issues, it is necessary to conduct an economic analysis
in order to gain a more complete understanding of
the nature of informal institutions. Additionally, it
should be noted that trust is not synonymous with
the common conception of a proper treatment. When
we talk about trust, it is necessary to bear in mind
that this is not a trust in “person as such”, but in their
abilities, aptitudes, skills, moral characteristics, etc.
In this regard, it is necessary to bear in mind that
the characteristics such as punctuality, fairness, the
character trait of “keeping the word”, represent a kind
of power, not only moral properties (a business partner
can be a good friend, while still always late for work
and appointments, which is bad for business).

As an economic category, trust implies such relations
between economic agents, where one of the parties,
based on the assessment of the moral and commercial
properties of the other party, to a certain extent
excludes the possibility of opportunistic behavior. As
noted, various economic agents, entering a mutual
business relationship in terms of an uncertain future,
must build their relations based on certain mutual
trust. Thus, figuratively speaking, one can say that
trust is the “air” necessary for the functioning of
normal business activities.

In the modern economic environment, trust has a
growing importance not only in the national economy,
but also in wider, international relations. Just how
important trust is in the international economy is
evidenced by the fact that one of the themes of the
World Economic Forum held in Davos, 2003, was
“Building Trust”. And this is an indicator that the
growing tendency in modern science is to define
trust as a basis of the system of economic cooperation
at the global level. The importance of trust as one of
the important factors of economic behavior and an
economic success is supported by the lessons learned
from the financial crisis in 2008. Many anti-crisis
programs designed by developed countries have given
priority to measures that should result in increased



V. Lekovic, Trust as an institutional factor of economic success 69

trust between governments, banks and borrowers. In
Serbia, for example, due to a need to restore confidence
in the financial sector, an emphasis is put on increasing
the amount of savings guaranteed by the state.

The importance of the trust factor, as the principle
condition for the successful functioning of the market
economy and economic development, is particularly
manifested during the implementation of the very
complex socio-economic transformations in transition
economies, which, economically speaking, should
result in the establishment of a market system. Kornai
(2003) considers that the degree to which this factor is
present in a society and an economy makes it easier
to understand the causes of the success and failure in
transition countries. Many are of the opinion (Stiglitz,
2001) that the lack of trust and the destruction of social
capital are one of the most important causes for many
failures of the reform process in the post-socialist
countries.

Under his concept of the industrial society, Fukuyama
(1999, 129) emphasizes that the achievement of some of
the key tasks of economic life, such as the welfare of
the nation and its competitiveness, are conditioned by
the level of trust existing in a given society. Fukuyama
sees trust as expectations established within a society,
those that the members of the society will behave
properly and honestly and show willingness for
mutual assistance, in accordance with the generally
accepted norms. Such trust, which a certain individual
counts on, relies on the expectation that the business
partner will not draw his/her own benefit from the
vulnerability of the mentioned individual, if any.

In other words, trust is a kind of presumption of
integrity and honesty in relationships within a certain
circle of partners. These are the uncertain, however
expected modes of partnership relations. Integrity,
which is formed based on the past behavior, leads to
the creation of trust in a next activity, which justifies the
adoption of the presumption of integrity in business
dealings. At the same time, trust is the result of some
other activity that affects the choices of individuals,
when the individual is required to act in a manner
which is known as the action of others (Ostrom, 1998).

The role of trust in socio-economic life is manifold.
It contributes to the greater efficiency of the market

economy, a successful social partnership and
democratic stability, affects personal satisfaction and
an optimistic perception of the future, thus stimulating
economic growth. There are several aspects through
which high levels of trust affect economic performance
and economic growth and development:

* An intensive exchange of information, which leads
to the facilitated coordination of the interests of
economic actors, is established and hence more
complete cooperation in the innovation sphere;

* By reducing future uncertainties, future risks
associated with the implementation of the major
investment projects, as well as the threat of
opportunistic behavior, are also reduced;

* The transaction costs related to monitoring and
control as well as those of protecting property
rights are reduced, which contributes to reducing
the burden of the legal system and increases its
capacity.

Figure 1 illustrates the possible direction of the effect
of trust on some of the key factors, such as investment,
human capital management, transaction costs,
collective organization and action, which all determine
economic success and economic growth.
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In the contemporary conditions, the relations
characterized by trust are an important prerequisite
for the establishment of long-term economic ties and,
by transcending the interaction between companies,
they begin to exert an increasing influence on economic
relations at the macro level. The activities regarding
the establishment of trust between states, their leaders,
different economic agents from various countries and
etc., are also significant.

Although trust is essentially based on the reputation
of the company and not on an analysis of specific
contractual terms and conditions, this does not
necessarily mean that it leads to a restriction of
competition, because reputation is, above all, the
confidence that is, again, the result of a past behavior;
this indicates that the carrier of such reputation will
act in the future in accordance with the previously
acquired reputation (positive reputation). Trust which
is for the most part based on the reputation of a
business entity is one of the important instruments in
the competitive struggle, so in other words, it can be
considered as “reputation competitiveness”.

In addition, it is necessary to further consider
the substance and content of the socio-economic
phenomena such as “institution of trust”. The problem
of establishing an effective institution of trust is
most clearly expressed by the institutional economic
science. The works of institutionalists clearly articulate
the view that a high level of trust allows companies
and individuals to significantly reduce the threat of
opportunism, solve the problem of uncertainty and
reduce the costs of monitoring and control, whose
occurrence is inevitable due to incomplete contracts.
In addition, trust encourages a continuous exchange of
information, which in turn, by harmonizing different
interests of economic entities, prevents significant costs
which are associated with protecting property rights.

A previously established confidence level is changed
during the conducting of bilateral relations between
economic agents, which indicates that the formation of
a dynamic process of trust is accompanied by a series
of expenditures. These are transaction costs, which are
the result of gathering information about the business
partners and occasionally incurred expenses due to
the maintaining of the business relationships with

business partners and etc. This kind of costs can be
described as an investment in establishing business
relations based on trust. The dynamic nature of trust
is manifested in gradually built reputation which
suits the trust established between business partners.
The reputation is said to be an intangible asset, whose
value determines the measure of the reliability with
which partners can assess the future behavior of the
relevant economic agent. In this respect, reputation
can be seen as an implicit contract (Furubotn &
Richter, 2000), which represents a valuable capital
for a company. Reputation allows companies to cut
costs because it excludes the preparation of detailed
contracts which must contain a precise assignation of
powers and liabilities. On the other hand, if partners
accept reputation and honest behavior as a kind of an
ideal, the balance that can have a multiple and much
broader social significance is formed. In this sense,
reputation should be considered as one of the sources
of trust.

BASIC TYPES OF TRUST

The typology of trust, as one of the most important
informal institutions, can be determined according to
several criteria. Here, attention is usually directed at
distinguishing interpersonal and institutional trust
(the trust of people in social institutions and their
representatives). Also, a distinction is made between
vertical and horizontal trust. Vertical trust implies
confidence in social institutions (the government,
legislative bodies, churches, trade unions, etc.), while
horizontal trust implies trust between people. While
speaking about the different types of trust, it should
be emphasized that if we consider personal trust
as a kind of the foundation of every society, then
institutional trust is the basis of the functioning of a
complex organized society in which there are various
organizations generating and supporting the rules of
the game. In this paper, an emphasis is placed precisely
on institutional trust — the trust individuals have in
social institutions, their representatives, institutional
practices and procedures.

It is said that trust which characterizes not only the
relations between the entities engaged in continuous
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communication, but also the relations within a system
as a whole, represents depersonalized trust, that is,
general (social) trust. Trust established in this manner
is an important quality of civil society, enabling a better
integration of citizens in the common social initiatives.
Thanks to this important social feature, i.e. the value of
trust, relations of tolerance are formed between people,
which makes a society function more successfully.
Therefore, some authors (Ostrom, 1998; Uslaner, 2002,
Uslaner & Badescu, 2002) suggest that the development
of general trust is the fundamental issue, as well as a
significant commitment of each society. In this context,
the issues of sources of general trust emerge. The effect
of voluntary associations, organizations (both formal
and informal ones) and similar structures, and the state,
is specially analyzed. It can be noted that the impact
of various voluntary associations is ambiguous, which
is directly related to their character. In this context, it
cannot be expected to increase the level of social trust
in the environment where the activities of individual
associations are aimed at drawing benefits for their
members at the expense of the rest of the society. For
example, the formation of supplier cartels, which are
formed in order to increase prices, only increases
mistrust in consumers concerning these structures.

Many studies (Hall, 1999; Kaas, 1999) indicate that
general trust is determined by way of the functioning
of the political and judicial institutions. The emphasis
is on the relationship between trust in such institutions
(institutional trust) and general trust, whose cause-
effect relationships have a dual nature. On the one
hand, the formation of general trust is supported by
the optimistic attitudes towards the existing political
institutions, while general trust, on the other hand, is
supported by the higher efficiency of state institutions.
A more detailed disambiguation of the role of
institutions in the development of general trust allows
a better perception of the structure of institutions, with
particular attention to those who have a significant role
in the daily life of citizens. The citizens” assessments
regarding the performance of these institutions on the
one hand and fairness of their decisions and actions,
on the other hand, is characterized by two key aspects
of the institutional trust: the efficiency of institutions
according and their fairness. In addition, the attitudes
towards the activities of institutions at the micro-

level are largely transferred to the macro level. Thus,
institutional trust significantly affects the overall
credibility of a society as a whole, and also represents
the building blocks of such a society.

The role of state institutions is very important for
the establishment of general trust in a society. The
advantages of the institutional concept of trust lies in
the fact that personal experience and confidence are
not ignored, but are fitted into the overall picture of
trust as a social phenomenon. This conclusion is in line
with those beliefs (Knack & Keefer, 1997) which point
out that the countries with a lower socio-economic
differentiation and a more even distribution of income
have higher levels of total (general) trust.

The fact that trust plays an important role in
eliminating the threat of opportunism has never been
questioned; indeed, trust determines the character of
cooperation and influences the organizational form
and level of transaction costs. Therefore, trust is
increasingly considered as an important factor of an
economic success and economic development (Lyasko,
2003, 4). Special attention must be paid to the role
of trust in the implementation of a socio-economic
transformation, with an emphasis on those processes
that are associated with the building of a market
economy, which allows for the better understanding
of the reasons for the success and failure of transition
countries. In this regard, Stiglitz (2001) emphasizes the
lack of trust and the destruction of social capital as the
limiting factors in implementing reforms.

One of the most complex and most important forms of
trust is trust in institutions, primarily the state ones.
In addition, institutional trust can be characterized as
depersonalized trust in relation to officially established
rules, norms and principles. In this context, confidence
in the established rules is manifested as trust in
organizations that implement these policies. At the
same time, trust in companies is transferred to their
management. An analysis of institutional trust, in
which trust in the state agencies and its representatives
is embedded, is essential. Given the nature of
institutional trust, this type of trust has its own
specific features, compared with interpersonal trust.
Interpersonal trust, above all, stands for trust between
people who are not acquaintances (in the institutional
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literature, this form of trust is described with the
term trust, in general, as opposed to personalized).
The relationship between these two types of trust is
particularly examined. Institutional trust, which does
not refer to specific persons, is understood as the ability
(capacity) of a system of rules and organizations.

Bearing in mind that institutional trust is not the result
of an attitude to contracts, laws and organizations,
but to persons responsible for the implementation of
appropriate policies, it can be concluded that this form
of trust includes an important personal component.
In other words, trust in institutions is a form of trust
which is a result of interpersonal relations. In this
regard, it is only correct to talk about institutional
trust as confidence in institutions, which is on the one
hand, created by the people, and, on the other, directly
affects the nature of these relationships. In addition,
institutions have an important impact not only on the
nature of human relationships, but also on the very
individuality of a person and the shaping of one’s
personality by the working process. When a socially
organized working task enables an individual to make
decisions, take an initiative and a responsibility in the
process of work, then this individual fully reveals his/
her potential. Otherwise, there is a risk of a person’s
degradation to the level of a simple appendage of the
machine, which turns him/her into an impersonal
entity.

When one person trusts another, he/she expects
favorable and non-discriminatory behavior from the
other person: therefore, there is no need for such a
transaction to be formally controlled (Kornai, 2003, 5).
In this sense, trust becomes a kind of presumption of
good faith in relations between the partners. Trust is
based on the view that the business partner shall not
draw his/her own benefit from the possible weakness
of his/her counterpart, but will act honestly, and show
willingness for mutual assistance, in accordance with
the generally accepted rules and norms. Hence, the fact
that the business entities are not only ready to formally
accept the rules, but also to respect them, makes an
important element of the trust mechanism. In addition,
this suggests that trust in institutions is determined by
the level of their compliance with the expectations of
economic entities, i.e. the assessment of these entities
regarding the manner in which these institutions

were formed in terms of their efficiency and fairness.
This leads to the conclusion that institutional trust is
established more completely in such an environment
where the institutions function efficiently and fairly.

The issue of trust in a state and its institutions has
a particularly specific weight, given their role as
the creators and guarantors of the institutional
environment. The level of trust in the state is
determined by two essential components. One
of them relates to how efficiently government
institutions enable the carrying out of economic
activities (regardless of whether it comes to creating
the necessary conditions for effective competition or
the participation of the state in the economic process).
The second component relates to the fairness of the
institutions (the formal content of the established rules,
mechanisms of their development and adoption, the
structure of the organization). Namely, it is important
that the existing state institutions be effective in
meeting the main objectives of the economy, and that,
on the one hand, they be addressing the issues of a fair
arrangement in the best possible way and, on the other,
be contributing to the achievement of the maximum
economic efficiency. It should be noted that both these
conditions are interrelated and mutually determined
by considering that:

* In the design of the state economic policies it must
be understood that without economic efficiency, it
is not possible to achieve desired material results,
which would enable the improvement of the quality
of living of the citizens;

* By ignoring the principles of fairness, it would be
difficult to achieve a desired economic efficiency.

INSTITUTIONAL TRUST AND ECONOMIC
EFFICIENCY

The institutional structure of a national economy, which
is composed of the totality of its formal and informal
institutions and mechanisms for their implementation
and compliance, is an essential factor for an efficient
resource allocation and economic development. Its
role is essential in solving relevant problems, not
only in terms of the coordination of activities in an
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environment of the limited rationality of the actors,
but also in the distribution of conflicts, given that
economic agents pursue their own economic interests.
The role of institutions, both formal and informal,
is manifested in the fact that, due to their effective
operation, these institutions substantially contribute to
reducing transaction costs, thereby positively affecting
the successful performance of a country’s economic
activities.

As far as the set of informal institutions is concerned,
it is important to emphasize the role of historical
and cultural heritage, ideology, and so forth. In this
context, moral norms have particular significance since
they support the system of values in a society and at
the same time affect the establishment of the rule of
law and its implementation. By developing the value
system of a society, favorable conditions for exercising
trust between actors in the economy are achieved,
which, in the conditions of asymmetric information,
facilitates the process of the economic exchange and
in this way supports the establishment of an efficient
set of formal institutions, ie. the system of laws
and rules that structures social interaction and the
economic exchange, which is an essential prerequisite
for an effective and efficient development of economic
activities.

Simultaneously, such relationships contribute to the
growth of trust in government institutions, which
is significant given the complementarity between
the existing level of trust and the efficiency of the
government. When the trust in government institutions
is low, the pressure on the state officials to better and
more responsibly perform their duties is weak. Poor
governance reduces trust, which causes inferior
economic performance. In contrast, in the conditions
where the high levels of social trust are present, one
can exert stronger public pressure on the government
officials, resulting in more efficient public management,
which is an essential prerequisite of the business
environment that is favorable for the development of
economic activities. This is particularly important in
the context of the fight against corruption, given that
constant public scrutiny over public officials is the most
effective means of making them behave in accordance
with the defined rules. Thus, trust in state institutions

increases, as well as the reliability and efficiency of the
established formal institutional framework.

General trust affects economic performance through
macro-political channels, primarily due to the quality
of institutions. In this regard, countries with more
developed formal institutions that effectively protect
property rights, contract compliance and enforcement,
have more favorable conditions for the establishment
and enhancement of mutual trust. This suggests that,
under the mentioned conditions, a higher level of trust
has positive effects on economic performance, as well
as the rate of economic growth.

An analysis of economic exchange implies transactional
rationality, where the rationality of choice is based
on the difference between a transactional profit and
transaction costs. In order to achieve the rational
functioning of the system, institutions must exert
control over the costs during the establishment and
enforcement of contractual relations. Therefore, the
activity of establishing an institutional framework that
will be trusted implies a certain amount of costs which
are inevitable and desirable (Furubotn & Richter, 2008).
In fact, such an institutional framework contributes to
the establishment of trust, which has a positive impact
on economic performance and is reflected through
positive outcomes in case collective problems arise.
Thus, better co-operation is established, which results in
lower transaction costs and a greater market efficiency.
At the same time, social trust reduces the costs related
to the prevention of opportunistic behavior; thus
a society, instead of investing in monitoring and
supervising, directs its resources towards productive
investments.

Trust between economic actors as well as institutional
trust influence the level of economic performance and
therefore affect movements in the GDP per capita.
Namely, trust as a result of the repeated interaction
between economic partners causes the expansion
of economic activities. At the same time, trust as an
informal institution influences the development of
formal institutions, which in turn promote trust and
thereby exert positive effect on increasing the level of
economic success. Individuals who successfully work
together strengthen the level of trust and develop
an informal institution of the agreement, which is
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essential in resolving any disputes that might arise
during the utilization of shared resources.

Pointing out to theimportance of theissue of trust allows
for the better understanding of the methods used to
maintain the vitality of an economy in an environment
of asymmetric information, incomplete contracts and
an uncertain future per se. Information asymmetry,
as a situation in which some parties to business
transactions may have an information advantage
over others, results in moral risk or moral hazard, in
terms of possibilities to exploit such advantages. The
spreading of the consequences of different levels of
information which certain economic agents possess
leads to the so-called adverse selection in terms of
the misrepresentation of private information, in view
of concluding a contract that will be more beneficial
for one of the parties to the contract and thus result
in the inefficient functioning of the market. In order
to ensure the transaction, the less-informed party is
forcedto spend his/her funds on collecting additional
information and formulating more complex and more
complete contracts. However, trust reduces the need
for such expenditures.

Under the conditions of information asymmetry and
incomplete contracts, trust is a kind of catalyst for
the economic activity. Its role is important, both in
terms of the pre-contractual and post-contractual
information asymmetry. An asymmetry in the
available information leads to an adverse selection
as a form of pre-contractual opportunism, based on
which some seller may achieve a short-term benefit.
Thus, incomplete information leads to the inefficient
functioning of the market mechanism. Establishing
a relationship of trust between a seller and a buyer is
one way to prevent such developments. Trust, in the
aforementioned case, means that the seller is expected
not to misuse the fact that the buyer is less informed
and sell goods at a higher price. Such trust can be
established from various sources, ranging from the
earlier transactions that resulted in a certain reputation
to customer’s assessment of the seller’s intentions to
achieve the long-term growth of his/her business. It is
almost impossible for the seller to count on the growth
of his/her business if he/she deceives the customer.
Another option would be the drawing up of a more
detailed purchase contract, which would specify the

parameters of the quality of goods and the obligations
of the seller in case the goods sold do not match the
specified parameters. This option involves additional
transaction costs, incurred both by preparing such a
contract and forcing the retailer to meet its obligations,
which further burdens the business transaction.

Also, in the familiar principal-agent relation, in terms
of their different post-contractual information on
the subject of the contract, there is a potential moral
hazard in the form of post-contractual opportunism.
It appears at the end of the contractual relationship,
when the partner who is better informed, maximizes
his/her benefits at the expense of the other partner.
Such a possibility is moderated by the growth of trust
between the principal and the agent. Trust, in this
particular case, involves the principal’s expectation
that the agent will not to abuse the fact that he/she is
better informed, on the one hand, and, on the other,
the agent’s expectation that his conscientious work
will adequately be rewarded by the principal. Sources
of such trust may be different: the agent’s reputation,
personal relationships and the like. One possible
approach to solving the principal-agent problem can
be found in the so-called incentive contracts, which
actually represent a cry for rational trust. The fact that,
from the manager’s perspective, there cannot exist an
ideal contract is supported by the fact that complete
rational trust between owners and managers does not
exist. However, it is reasonable to expect the optimal
level of trust between them.

In an attempt to speed up the process of the socio-
economic development, which includes developed and
consistent institutions, one often opts for a transplant
or import of institutions. Here, we are talking about
the transfer of institutions which are formed in a
certain more developed institutional environment, to
another, less developed one (Polterovich, 2001, 24-50).
As practice shows, the Serbian experience included,
this type of lending often proves unsuccessful. The
answer to the question why this happens can be found
in the institutional concept of trust. In fact, the level
of trust in transplanted economic institutions depends
on the assessment of their effectiveness in the recipient
country on the one hand, and on the other hand, the
assessment of the implications of state institutions on
social justice, which depends on the manner in which
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certain institutions are implemented. For example,
trust in the privatization of housing units differs
from trust in the privatization of companies and the
infrastructure. Inadequate communication during the
mass privatization resulted in the absence of an efficient
system of property rights, increasing trust in the
institution of the private property instead; a completely
opposite situation occurred, which undermined trust
in the competent institutions, especially the judiciary
ones.

A negative rating of the effects of the transplantation
of new institutions into the system, in terms of social
justice, represent the catalyst for the mass opportunistic
activities, in relation to both such and other institutions.
This opportunism can be manifested as demand for
such institutions which do not correspond to the official
reform logic, which, in accordance with such logic,
reduces the capacity of the introduced institutions.
This indicates that the lesser the trust in the new
institutions, the greater the costs of implementation
and support to their survival. Thus, the transaction
costs of their use become high. The manner in which
low trust is manifested in high transaction costs can
most clearly be seen in the difficulty in the realization
of the rights of ownership.

The practice has confirmed that the absence of effective
mechanisms for the protection of property rights and
contractual liabilities increases risk on the capital
market, leading to the paralysis of the investment and
innovation activities at the micro level. In this sense,
North (2003, 77) considers that the inability of a society
to ensure that contracts are carried out efficiently
and at a low cost, in qualitative terms represents
the most important cause of the stagnation and
underdevelopment of the Third World Countries. The
key indicators of the protection of property rights and
contractual liabilities lie in an efficient judicial system,
the rule of law, a degree to which corruption is present,
the risk of confiscation and the risk of breaching a
contract. It is undisputed that the state plays the key
role in the implementation of property rights through
regulation, supervision and judicial-legal procedures.
However, along with a request for the improvement
of the legal system, the need to increase the level of
trust between business partners has increasingly been

emphasized in recent years (Milner, 1997, Lyasko,
2003).

Mutual trust between economic agents and the precise
specification of property rights result in lower demand
for public and private legal mechanisms for the
protection of property rights and contractual liabilities.
Specifically, the greater the mutual trust between
business partners, the lesser the litigation processes.
According to Kornai (2003, 8), if there is less pressure
on the judiciary to speed up the legal procedures,
trust in the judiciary and bureaucratic mechanism will
increase. The end result is indisputable: the higher the
level of trust between trading partners, the lower the
transaction costs. At the same time, the savings in the
current transaction costs can be achieved on account
of the transaction costs incurred during the building
of trust. It is therefore necessary to take such costs into
account when analyzing the economic role of trust
(Lyasko, 2003).

However, each level of trust between business partners
corresponds with an adequate level of mutual control.
In fact, maintaining a relationship of trust does not
involve the complete renunciation of monitoring and
control. Rather, we can talk about trust relying on
certain control. Introducing the additional monitoring
and sanctioning mechanisms which exist in a
supposedly developed and established relationship
of trust between the business partners, indicates that
trust between such partners actually never existed.
When a partner is, so to speak, out of the framework
of control, he sends a signal to the partners that the
relations of mutual trust have been exhausted to a
certain extent and that they need to be rebuilt in order
to maintain a reliable relationship (Lyasko, 2003). At
the same time, relations of trust are very diverse and,
in some cases, may have a different role in a society.
Thus, the relationship of trust between the members
of criminal groups, and between those who give and
those who accept bribe, harms other members of such
a society. From the example of the famous prisoner’s
dilemma, we conclude that the higher the degree of
trust between the offenders, the more difficult for the
judicial system to successfully implement its mission.

The conceptual views on the role of trust in economic
development have received confirmation in the



76 Economic Horizons (2012) 14(2), 6578

analytical models and statistical observations. In a
series of empirical studies, a correlation between trust
and economic growth has been identified (Knack
& Keefer, 1997). Based on the model of equilibrium
growth, it was confirmed that a society with low levels
of trust might easily fall into poverty trap (Zak &
Knack, 2001).

The crisis of trust which is present in the domestic
economy and which occurred in the 1980s, was even
deepened due to the implementation of the transition
activities in the past two decades. The orientation on the
implementation of the socio-economic transformation
by a narrow range of coordination mechanisms was
not suitable for overcoming the crisis of trust and
thus led to contradictory results. These results may
serve as an illustration of the economic development
which results in a lack of trust. The destruction of
the old social and organizational capital, without a
corresponding emphasis on creating the new one,
had a significant impact on the economic and social
failures in the present period of transition, as pointed
out by Stiglitz (2001, 114). It can be argued that many of
the essential characteristics of the domestic economy
are the consequences of the adapting of the economic
actors to the conditions characterized by a lack of
confidence, both in relations between firms and in
relations with the state. For example, in a certain period
of transition, barter, as the simplest form of exchange,
was present in Serbia. This was conditioned, among
other economic and political reasons, by the lack of
trust between business partners.

CONCLUSION

Numerous analyses, as well as the economic reality,
have shown that the existence of trust between
economic actors is crucial for the successful functioning
and stability of an economy. Namely, economy does not
only require a proper institutional arrangement, but
also appropriate social relationships that will contribute
to the building of trust. In transition societies, it is
precisely the lack of trust in economic, cultural and
political spheres that represents an important obstacle
to building a civil society without which there is no
responsible government and therefore no essential
preconditions for political and economic stability.

At the same time, numerous problems, both
economic, and social ones, faced by countries in
transition, are most frequently seen as a consequence
of underdeveloped institutions and a low level of
trust. In addition, although a full responsibility for a
number of open issues of the transition process cannot
be assigned to the institutional component, every
analysis of the effects of the current socio-economic
transformation in transition economies, which would
neglect just one of the mentioned factors, would result
in incomplete and one-sided conclusions. Hence,
the conclusion is that the lack of trust is one of the
causes of the failed reforms in the former socialist
countries. Simultaneously, in all countries where
reform programs were implemented consistently and
in the proper manner, the level of general trust was
significantly raised, thus, all actors manifested their
full readiness to support the reform processes and
to actively participate in them. The ultimate result of
the properly designed and consistently implemented
activities is an increased economic success of economic
actors and dynamic economic growth, which indicates
that there is a positive correlation between socio-
economic stability and economic growth, on the one
hand, and all forms of trust in a society, on the other.
Hence, it can be concluded that the level of trust in a
society is actually an indicator of the society’s “health”
and vitality.

If we look at Serbia, which is characterized by a
deep and prolonged economic crisis (high levels of
the foreign debt and trade deficit, an extremely high
unemployment rate and the emigration of young
and educated people, the impoverishment of the
population, the de-industrialization of the country),
the crime and corruption rates increase, the absence
of the will to strengthen the institutional capacities of
both the society and the economy, are clear reasons for
the lack of trust which is present in all segments of the
Serbian society. When the government is not ready to
design comprehensive and consistent reform programs,
and more efficiently implement the promised reforms,
when the government does not create an institutional
environment that will stimulate the economic activity
and economic growth, it is logical that new forms of
distrustin a society will emerge. In such circumstances,
there is little opportunity for the strengthening of
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social trust, which is the key condition for achieving
more complete social cooperation. The countries where
transition processes have successfully been carried out
represent quite the opposite example. The experience of
these countries shows that trust can be built relatively
quickly as the key indicator of social capital, which is
an essential prerequisite for achieving an economic
success and economic growth and development.

The World Bank report for 2011 emphasizes that,
even in developing countries, it is possible to reach
a satisfactory level of trust strengthening in one
generation, as well as a more successful transformation
and building of economic institutions, which is an
important guarantee for the safety and fairness of
the citizens. However, this implies that the governing
structures of the country must be dedicated to a
substantive institutional reform and focus primarily
on strengthening the institutional capacity of a
country, because the legitimacy of institutions is a
guarantee of the stability of the economy and the
society, as a basis for an improved economic success
and a more rapid growth and development. For a
successful transformation of the basic institutions,
strengthening the social and personal confidence
in the key social activities which aim to improve the
institutional environment is essential. The conclusions
that we have reached in this paper, those confirming
the existence of a positive correlation between trust
and institutional development, on the one hand,
and economic performance, on the other, indicate
the necessity of a clearly formulated strategy for
improving the institutional infrastructure of the
economy and the society, as well as the value system
of the society in which trust has an important role.
Due to their contemporariness, the issues of trust and
institutional infrastructure as the determinants of
economic and social development will undoubtedly
be the subject matter of future research, in order to
make an appropriate contribution to the establishment
of an economic, institutional and social environment
which would be suitable for improving economic
performance of the Serbian economy based on the
adequate scientific method and by applying a proper
methodology.
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