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Generalized Trust and Why It Matters 


for Business in the Age of Globalization
1)
Globalization offers great opportunities for businesses to expand their markets and to grow faster.  It also creates great challenges–operating successfully in different cultures and increasing inequalities in the economies of both rich and poor countries.  How can we gain the benefits of globalization and at the same time mitigate the problems?  Generalized trust may be the key.  When people trust each other, they are will be more tolerant of cultural differences, more receptive to open markets, more willing to take risks to innovate in business, more engaged in their communities, and more concerned about the distribution of resources in their society (especially to rising inequalities).  Countries with high levels of trust are also much more likely to be open to the initiatives of globalization.  

2)
What is distinctive about generalized trust and why should we care about it?  Generalized trust is a value that we learn early in life (but is not immutable).  It means trusting people who are different from ourselves–whom we don’t know.  Generalized trust is the sense of shared fate with others.   It is not simply trust based upon our experience with particular people, with whom we interact regularly.   Trust is based upon a world view of optimism and control.  The world is a good place and we can make it better.  However, trust is in shorter supply than it used to be.  In 1960, when the survey question, “Generally speaking, do you believe that most people can be trusted, or can’t you be too careful in dealing with people?” was first asked, 58% of Americans said that most people can be trusted.  In 2002, about 37% believed that most people can be trusted.

3)
Generalized trust creates bridges to people with whom we may have little in common.  It is the foundation of a spirit of cooperation and tolerance.  Trusters seek common ground rather than confrontation with their adversaries.  They see people of different views and different backgrounds as creating new opportunities for interactions rather than as threats.

4)
Business should care about trust because a more trusting environment makes for less conflict in the firm and between firms.  Trust also promotes diversity and better relations among different groups.  Trust makes it easier to work in a globalized economy.  And, perhaps, most critically we know that countries where more people trust each other have  higher rates of economic growth.  So it also seems likely that companies with more trusters would have higher growth rates.

5)
Business benefits from trust in several ways.  First, the cooperative spirit that underlies trust leads people to search out common ground.  Generalized trust represents business on a handshake; trusters presume good will from their partners.  Contracts matter, but people begin with a presumption that they will not have to rely upon the courts.  Both courts and  values can lead to keeping commitments.  If our only concern is ensuring compliance, we may be conflating Sweden (where people obey the law because they feel a sense of mutual obligation to one another) with Singapore (where people obey the law because they fear the consequences of violating it).  Legal solutions can also be costly and confrontational.  When one side goes to court so quickly, the other party may be reluctant to continue doing business.  

6)
Second, trusters favor diversity, but also see a common vision for a country or an organization.  They see immigrants as making positive contributions to society.  They are not threats.  Open markets are also important.  We cannot grow if we only trade with ourselves and new markets create new opportunities.  Generalized trusters’ support for diversity makes them better able to function in different cultures; they come to work with people, rather than to control them.  Companies such as HSBC that place a high value on understanding local culture reflect a corporate culture of generalized trust.  They also know that they are better suited for economic success in these communities.

7)
Trusters are also more likely to take risks.  Trusters underestimate risk, but mistrusters overestimate risk.  Trusters are more likely to take the initiative on new business opportunities, such as doing business on the Internet.  Mistrusters fear that expanding to new technology and new initiatives is simply too risky.  So in the longer run, risk-averse companies find it difficult to become innovative (and also to grow).

8)
Society benefits from trust as much as business.  Trust leads to tolerance and support for immigration and open markets as well as for an active role for the United States in world affairs.  It also leads people to get involved in doing good deeds for their communities–volunteering, giving to charity, and being willing to serve on a jury.  It does not lead people to join voluntary associations, as some have claimed.  You don’t need trust to join with others who have similar interests to their own.  Trust matters for volunteering and giving to charity for causes that link you to those with less and for other “good causes.”  If you volunteer at your child’s school or give to your house of worship, you don’t need to have generalized trust.  At the macro level, trusting societies spend more on education and on the poor.  They have more open markets, higher rates of economic growth, less corruption, better functioning legal systems, and lower rates of crime.

9)
As trust has declined in American society, we have become more confrontational.  Crime has increased and so has the rate of litigation.  We volunteer less and give less of our national income to charity.  It is more difficult to measure changes in tolerance, since so much else has happened, but our society has become more polarized and it has been more difficult for our national institutions to act.  Immigration and open markets have come under attack.  And the Congress has been increasingly unable to enact major legislation: Stalemate and obstructionism in the United States Congress very clearly track the decline of trust.  So does the level of polarization between our national parties, whose leaders (and followers!) clearly do not trust each other any more.  This is hardly surprising–the major cause of the polarization of American society has been the growing level of income inequality, which makes people at the top and the bottom less likely to see that they have a shared fate.

10)
Trust and globalization thus have common foundations.  Globalization requires reaching across cultural boundaries and trust provides the mechanism.  Globalization cannot succeed in a confrontational business climate, especially in a world without strong international legal institutions.  Trust emphasizes cooperative decision-making without relying upon the law as the principal guarantor of keeping your word.  Globalization requires innovation and trust provides the incentives.  Globalization demands open markets and trusters favor opening markets.  Trust leads to economic growth, perhaps because it leads to more globalization.  But trust also looks to the downside of globalization: It demands that we pay attention to increasing income inequalities (which may result from globalization) and that society cannot simply open markets without being concerned about those left behind.  So it is hardly surprising that countries with the highest levels of trust among their citizenries are also the ones with the greatest degrees of globalization (using the A.T. Kearney measure of openness of markets, Internet penetration, telephone usage, foreign investments, etc., as published in Foreign Policy magazine).  See Figure 1 below.  

11)
What can business do to build trust?  We should not expect a major transformation in American society from business, since trust is generally learned early in life.  However, business can take steps to create trust, some direct and some indirect steps.  The direct steps include stressing diversity in the workplace and seeking nonconfrontational solutions to negotiations.  Indirect strategies may be more likely to have lasting effects.  Business can create family-friendly workplaces, giving workers time to spend with their families so that they can transmit these positive values to their children.  Business can provide opportunities for furthering education by employees, since we know that education broadens people’s perspectives on the world and sharply increases trust.   Businesses can get involved in their communities and set examples.  Sponsoring volunteering programs and charitable giving programs can create trust–but only if they are truly voluntary.  The Wall Street Journal reported recently that many firms are “forcing” their workers to volunteer (as schools require volunteering of their students)–and many workers resent this (perhaps even reducing trust!).  Businesses can make substantial contributions to their communities themselves, realizing that a bit of altruism can yield a better society and a stronger business climate.  Swiss Re, the big reinsurance company, is an excellent example of a large firm that has excelled in community service.  So are Ben and Jerry’s, the icre cream company, and Birkenstock, which makes sandals and other shoes. Promoting good deeds such as volunteering and charity produces a “warm glow” among those who help others: benevolence is rewarded with a good feeling, leading to greater trust.   Swiss Re in particular has devoted considerable resources into promoting stronger environmental standards, working to improve water quality, and providing benefits for workers that will give them opportunities time to give back to their own communities.  Ben and Jerry’s contributed a share of profits to charity  Birkenstock provides free time for its employees to do good works and it contributions to many charity.  In particular, it has donated considerable sums of money to causes that have little to do with its business such as the Elizabeth Glaser Pediatric AIDS foundation.  It has also paid employees to volunteer and to give sacks of money to worthy causes without publicizing it.  And each small step to doing good can help reduce, even by a small amount, the level of inequality in a society.  Simply recognizing the importance of trust, its benefits, and the need to reverse the decline in trust is a key first step.
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