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Abstract: The objective of this paper is to examine the relationship between 

horizontal/generalised/social trust and economic growth in the Middle East and North African 

(MENA) countries given the substantial plunge in their trust values since 2005.   The paper 

utilises a multiple linear regression model on a panel data set of 104 countries during the period 

1999-2020, which includes trust data from the last four waves of the World Values Survey 

(WVS).  A Pooled Ordinary Least Squares (POLS) estimation technique was used.  Interaction 

terms between trust and different dummy variables were employed; ones that represent the 

different country-classifications and ones that represent the different waves.  Results show an 

overall positive and significant relation between trust and economic growth for all regions.  

Further investigations reveal that transition economies followed by developing countries 

exhibit the highest impact of trust on growth, succeeded by developed countries and tailed by 

MENA countries.  Additionally, during Waves 6 and 7, the overall effect of trust on MENA 

countries’ economic growth reverted to being negative.  This could possibly be due to the 

religious and ethnic “horizontal polarization” that symbolised the Arab Spring, which 

prohibited detrimental collusive behaviours and allowed economic reforms to take place.     

Keywords: Trust, economic growth, MENA, Arab Spring, WVS. 
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1. Introduction 

Cultural and behavioural factors including trust have been explored in the literature not 

so long ago to decipher the lingering reasons for growth differentials across countries.   

Horizontal, generalised, or social trust refers to the interpersonal level of trust between people 

in a society, while trust in authorities is referred to as vertical trust.  Horizontal trust is perceived 

as one of the main drivers of economic performance/growth (Knack and Keefer, 1997; La Porta 

et al. 1997; Zak and Knack, 2001) and is transmitted through several channels.  Trust reduces 

transaction costs (Ostrom, 1990), which increases efficiency (Coase, 1990); it augments human 

capital (Coleman, 1988) by increasing both the demand on and the supply of education 

(Bjørnskov, 2006); it enhances governance (Knack, 2002); it upsurges investment rates 

(Whitely, 2000); it boosts international trade with foreign partners (De Groot et al., 2004); and 

finally, trust is imperative to maintaining an optimal state sector (Bjørnskov, 2006). 

The ground-breaking study that examined the relationship between trust and growth in 

a cross-section was that of Knack and Keefer (1997). Using indicators from the WVS, they 

found that trust positively affects growth. Zak and Knack (2001) using the model applied by 

Knack and Keefer (1997) confirmed previous results and found that trust is positively correlated 

with investment rates and growth in per capita income. Dearmon and Grier (2009) were the first 

to update the method used by Knack and Keefer (1997) and Zak and Knack (2001) by utilising 

panel estimation techniques. They concluded that the effect of trust on economic development 

stems from its effect on human and physical capital. Dearmon and Grier (2011) found that the 

marginal impact of trust on capital decreases as trust increases, which means that promoting 

trust would be most helpful for low trust countries.  

The study by Kasmaoui et al. (2018) is the only one that examined the trust-growth 

relationship in MENA countries, steered by the several changes the region has undergone such 

as the demographic transition, Arab Spring, and other economic changes. These events affected 

both the growth and the trust levels prevailing in the region. Their work was conducted on a 

sample of 60 countries included in only the sixth wave (2010-2014) of the WVS. Their cross-

country analysis showed a positive and significant impact of trust on growth in the general 

sample. However, when the relationship was investigated in the sample of MENA countries, 
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results indicated that the impact was weaker compared to other countries.  Since this research 

included only one time period, a turbulent one, the results might not be generalisable to 

MENA’s trust-growth interconnection, which provides more room for further investigations. 

MENA countries are of specific interest being the only region that experienced 

significant deteriorations in their trust values across the last four waves of the WVS as shown 

in Table 1 and Figure 1.  Generalised trust dropped by 41% from wave 4 to 5, 2% from wave 5 

to 6, 34% from wave 6 to 7, and 62% when comparing wave 4 to 7.  One conceivable reason 

would be the Arab Spring; the circumstances that lead to it (during wave 5), its commencement 

(during wave 6) and its extended ramifications, from which several MENA economies are still 

suffering. The Arab Spring was emblematised by violence and upheaval in different countries 

besides political and social fragmentation even within the same family.  Considering the Arab 

regional identity, this implies that increased group tensions during the uprising can also harm 

interpersonal trust across the region (Spierings, 2017).  Furthermore, in several countries, the 

actions of those who came in political power after the uprising might have changed people’s 

general views on trustworthiness; particularly countries who had untrustworthy and corrupt new 

leaders. Even before the Arab Spring, the economic, political, and social circumstances that led 

to the Arab Spring might have manifested themselves in the huge drop in the trust values as 

described above.  It is still an interesting observation and perhaps requires more in-depth 

research, that during the worst years of disruptions – that of the Arab Spring itself (wave 6), 

trust did not drop as much as it did before the onset of the Arab Spring (from wave 4 to wave 

5) and after it (moving from wave 6 to wave 7).  Many MENA countries faced several other 

major challenges before and during the uprising such as chronic unemployment, drop in 

remittances, social and political unrest (Acheboune & Driouchi, 2014; El-Katiri et al., 2014; 

Naufal & Vargas-Silva, 2010). All these challenges had a major impact on growth in many 

MENA countries and, with the reduced level of interpersonal trust, it is interesting to investigate 

if the latter played any role in affecting the former.   

This paper thus investigates the impact of horizontal trust on growth using a panel data 

set of 104 countries covering the period 1999-2020. More specifically, it explores how 

generalised trust affects economic growth in MENA countries by comparing this nexus in 



Egypt’s Future Outlook: The Search for a New Balances [BAEPS Conference: November 24, 2020]                                 4 

 

MENA versus other countries classifications. The period under investigation is chosen based 

on the availability of MENA countries’ data in the WVS, which was not until the fourth wave 

(1999-2004) and until 2020.  Previous studies measured either the impact of generalised trust 

on growth or the impact of different variables on the accumulation of trust in the economy but 

not for such a long period as this paper intends.  Moreover, the impact of trust on growth was 

investigated only once in MENA countries but using cross-country analysis and for only one 

wave as mentioned above.  None of the research in the literature investigated the impact of trust 

on economic growth in MENA countries in a panel analysis or has compared it to other country-

classifications. This paper thus aims to fill these gaps in the literature.  The outcome of this 

paper should be interesting to sociologists, economists, policymakers, and governments. 
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Table 1. Generalised trust mean and median values with number of observations per country-classification per wave 

Classification 

of countries 

4th Wave  

(1999-2004) 

5th Wave 

(2005-2009) 

6th Wave  

(2010-2014) 

7th Wave 

(2017-2020) 

 Mean Median 

# of 

surveyed 

people 

Mean Median 

# of 

surveyed 

people 

Mean Median 

# of 

surveyed 

people 

Mean Median 

# of 

surveyed 

people 

MENA 32.9 32.3 16,516 19.32 15.65 11,819 18.86 15.8 16,827 12.39 13.8 9,925 

Developing  22.515 20.8 30,918 19.82 14.9 31,515 19.11 15 38,334 17.83 12.95 39,186 

Transition  19.11 16.6 7,562 19.58 17.6 6,799 21.28 18.95 11,839 18.83 20.6 22,279 

Developed  36.45 35.5 9,416 34.77 31.9 26,409 35.65 35.9 19,408 36.9 33.7 53,709 
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countries classifications and wave
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The paper is organised as follows:  Section 2 critically reviews the rest of the empirical 

literature. Section 3 discusses the data and the econometric method used.  Section 4 presents 

and discusses the results and Section 5 summarises and concludes the paper. 

2. Generalised Trust and Economic Growth 

Empirical studies that have explored the effect of social trust on economic performance 

can be classified into two groups; those that tested this relationship using cross-country/state 

analysis and which found a positive correlation between trust and growth and those that tested 

the relationship using panel estimation techniques, which obtained mixed results.   

For the first group of studies, in addition to the findings discussed above, La Porta et al. 

(1997) confirmed that trust promotes government efficiency and participation in social 

organizations. Schmidt (2003) found that trust promotes growth via the accumulation of human 

and physical capital, the spread of technologies, and improving the well-functioning of 

institutions. Bjørnskov (2012) indicated that trust positively affects schooling and governance, 

and both significantly affect growth. Bjørnskov and Meon (2013) showed that trust results in 

better levels of education, quality of institutions, and GDP per capita.  

Belonging to the same group of studies, but across states rather than across countries, 

Knack’s (2002) and Dincer and Uslaner’s (2007) results revealed that there is a significant direct 

relationship between trust and growth in the USA.  Cui (2017) investigated the relationship 

across Chinese provinces and concluded that trust positively and significantly promotes growth.   

Among the studies that utilised panel estimation techniques, other than those of 

Dearmon and Grier (2009, 2011) discussed earlier, is Roth’s (2009) study, which demonstrated 

an inverse relationship between trust and growth.  This result stems from the existence of 

developed countries in the sample, where the effect of trust on growth relies upon the initial 

level of trust prevailing in the economy.  If the initial level of trust is high (compared to other 

countries) then the effect of trust on growth will be negative, but if the initial level of trust is 

low then trust will affect growth positively, which supports the argument of Dearmon and Grier 

(2011). 
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Volland (2010) wanted to test the robustness of the trust-growth relationship especially 

with respect to the claim that trust captures the well-functioning of institutions.  His results 

showed that trust positively and significantly affects growth and that indeed the trust-growth 

relationship is robust after controlling for respondent’s perception of the well-functioning of 

institutions. Palomino and Ausina (2013) studied the role of trust on economic development 

and their results displayed that trust is a principal driver of economic development, but not 

relevant for poorer countries and exhibits diminishing returns as the economy becomes richer. 

The irrelevance of trust to poor countries contradicts the findings of Knack and Keefer (1997) 

which proposed that trust is more relevant to poor countries with weak rule of law and 

institutions, where the idea is that when trust (informal institution) substitutes formal ones in 

poor countries, transaction costs are lowered, and this could spur output.  However, Zak and 

Knack (2001) broached the idea of ‘low-trust poverty trap’ suggesting that poor countries with 

low trust levels cannot use trust to lubricate growth and development.   

Horvath’s study (2012) was an exception from the two groups of studies identified; 

utilising Bayesian Model Averaging to research the impact of trust on growth focusing on the 

robustness of the relationship and the role of model uncertainty. His results showed that trust is 

among the top determinants with positive impact on long-run economic growth and that for 

countries with a weak rule of law the effect of trust is stronger. Moreover, his findings were 

robust regarding the endogeneity of the trust-growth relationship.  

All the above non-consensual results highlight Kasmaoui et al.’s (2018) suggestion that 

the trust-growth nexus depend to a great extent on the countries, regions and time periods 

studied.   

3. Methodology 

The central purpose of this paper, given the significant drop in MENA countries’ 

generalised trust values previously discussed, is to investigate their trust-growth nexus. To carry 

this, we first test the hypothesis that horizontal or generalised trust positively affects economic 

growth in general as suggested in the literature. Then we compare MENA’s trust-growth 
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relationship to those of other non-MENA countries to get a better understanding of how MENA 

is performing.   

To measure trust, prior literature (Dearmon & Grier, 2009, 2011; Knack & Keefer, 1997; 

La Porta et al.,1997; Volland, 2010; Zak & Knack, 2001) employed the same proxy for trust; a 

question from the WVS asking: “Generally speaking, would you say that most people can be 

trusted or that you need to be very careful when dealing with people?” Trust is then measured 

as the percentage of respondents who answer this question by choosing that “most people can 

be trusted”. This trust proxy is usually referred to as the measurement of generalised trust in the 

economy. Whether this “standard” measure of trust is reliable and valid (i.e., it measures what 

it is supposed to measure) has been extensively discussed in the literature with many scholars 

on opposite sides of the dispute (Barro, 1991; Beugelsdijk & Van Schaik, 2005; Hardin, 2002; 

Katz & Rolter, 1969; Lundmark et al., 2016; Rice & Feldman, 1997; Uslaner 2004, 2008, 2012; 

Volland, 2010).  Uslaner (2015) gave a thorough defense to each argument raised in criticism 

of the “standard” measure.  Endorsing Uslaner’s defense of this “standard” measure, this paper 

utilises it.   

The WVS covers seven waves from 1984-2020.  Each wave is conducted on average 

over a four-year period.  This paper incorporates the last four waves because they are the ones 

that contain MENA countries covering the periods 1999-2004, 2005-2009, 2010-2014 and 

2017-2020 (published July 2020).  The total number of countries originally included is 104 (but 

automatically dropped during regressions to 94 because of missing variables) and a list of their 

names and to which classification they belong is in Table A1 in the Appendix.  This paper 

adopts the base model employed by Knack and Keefer (1997), Zak and Knack (2001) and 

updated by Volland (2010) and so in addition to the main independent variable - Trust, other 

growth exogenous control variables used are discussed below.  Table A2 in the Appendix 

provides a summary of the variables used in the model, their definitions, expected signs, and 

data sources.  

Initial GDP Per Capita: The neoclassical growth model and the Absolute 

Convergence hypothesis postulate that poor countries grow faster than rich economies (Ramsey, 

1928; Solow, 1956). According to Barro (2003), the convergence hypothesis indicates that 
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countries that have a low initial level of GDPPC will experience acceleration in economic 

growth during the observation window interval. Hence, economic growth is expected to be 

inversely related to the initial level of GDPPC.  Since this variable measures convergence, it 

should reflect the previous period’s level of growth. Following Zak and Knack (2001), the initial 

level of GDP/Capita growth is the first growth observation in the five years observation 

window; thus, it is referred to as t-5. 

Inflation: According to Gokal and Hanif (2004), high levels of inflation hamper 

economic growth because of the adverse costs it imposes on investment, tax distortion, and the 

reduction in countries’ international competitiveness. On the other hand, referring to the 

Aggregate Demand – Aggregate Supply (AD-AS) model, an increase in growth increases 

inflation and thus a positive relationship between the two variables is possible. Nevertheless, 

this relationship was shown to be inversed in the empirical literature (Barro, 1995; Bruno & 

Easterly, 1995). Economic growth is thus expected to be inversely correlated with inflation.   

Life Expectancy: The measurement of life expectancy is a proxy for the quality of 

health care. Improvement in health conditions could decrease mortality rates, accelerating the 

growth of the population base and reducing income per capita.  Similarly, countries that have 

an ageing population experience low levels of GDPPC growth due to the reduction in the labor 

force (Bhargava et al., 2001; Sachs & Warner, 1997). Contrarily, if the country experiences a 

drop in the mortality rates after the demographic transition phase, an increase in life expectancy 

would reduce population growth and increases per capita income (Barro & Lee, 1994; Bloom 

et al., 2000).  In consonance with this discussion, the relationship between economic growth 

and life expectancy cannot be confidently determined.  

Schooling Attainment: The level of schooling attainment is used as a proxy for 

human capital, which is a determinant of economic growth since an educated labour force are 

more productive and innovative (Mankiw et al., 1992; Nelson & Phelps, 1966). Consequently, 

economic growth is expected to be positively correlated with schooling attainment.   

Investment: Most growth models consider capital formation as an antecedent of 

economic growth. This strong and positive relationship has been shown in theoretical and 
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empirical literature (Blomstrom et al., 1996).  This paper expects economic growth to be directly 

correlated with the level of investment.   

Military Expenditure: Military expenditure incurs an opportunity cost on spending 

on other productive activities, such as human capital and research and development and thus 

negatively affects economic growth (Dunne & Vougas, 1999; Dunne et al., 2002). Oppositely, 

military expenditure could accelerate economic growth through its stimulation effect resulting 

in higher aggregate demand, employment, innovation, and production (Chletsos & Kollias, 

1995).  Deservedly, the relation between economic growth and military expenditure cannot be 

assertively determined.  

Price of Investment Goods: Real investment rates are positively correlated with 

economic performance. However, most of the research findings indicate that the investment rate 

at domestic prices cannot explain changes in growth, but relative prices of capital can (De Long 

& Summers, 1991, 1993; Taylor, 1994).  This paper expects that economic growth is going to 

be negatively correlated with the price of investment goods.   

Trade Openness: Trade openness refers to the trade policy orientation of an economy. 

Empirical evidence reveals that trade openness positively affects economic growth (Frankel & 

Romer, 1999; Sachs & Warner, 1995) in support of the endogenous growth theory, which 

postulates that trade’s positive impact on growth is through innovation and technology spill 

overs (Grossman & Helpman, 1991). Thus, economic growth is expected to be positively 

associated with trade openness.   

Rule of Law: Rule of Law means the provision of security of property or the integrity 

of contracts. It represents institutional development, such as a credible police force, public 

defenders, and prosecutors, reformulating the criminal code, and warranting the integrity of the 

penal system. The empirical literature concluded that robust property rights are associated with 

improved economic performance (Clague et al., 1999; Knack & Keefer, 1995).  Therefore, this 

paper expects economic growth to be positively associated with the rule of law.   
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Based on the above, the main model used, which is an extended form of the neoclassical 

growth model, is specified in the following equation: 

Growth of GDPPCit = β0 + β1Trustit + β2 GDPPCit-5 + β3 Inflit + β4 Lexpecit + β5 Schoolingit + 

β6 Invit + β7 Militaryit + β8 POIit + β9 Opennessit + β10 RLWit + εit       

The subscripts i and t denote the country and wave respectively and  is the error term. 

The dependent variable is the growth rate of real GDPPC.  Following Dearmon and Grier 

(2009), all annual macroeconomic data were made consistent with the WVS data by using an 

observation window for each country. That is, data related to waves 4, 5, 6 and 7 are averages 

of the periods 1999-2004, 2005-2009, 2010-2014 and 2017-2020 respectively. For education, 

the five-year interval closest to the first year of the wave is selected. The data set used is 

unbalanced, meaning that not all countries have four observation windows, and it comprised 

214 observations.  For all statistical analysis, STATA version 12 was used. 

4.  Results and discussion 

A multiple linear regression model is used to test the effect of each of the independent 

variable and the control variables on the dependent variable. As a first step, the dependent 

variable was checked for normality using Shapiro-Wilk test and gave a p-value of 0.046.  Since 

this is more than 0.01, the null hypothesis should not be rejected, meaning that the dependent 

variable is considered normally distributed with 99% confidence. POLS estimation technique 

is then used.  POLS is the best option since later the interaction terms of the trust variable with 

the different countries’ classification dummies will be introduced to the model.  Moreover, the 

dataset used is not the typical panel data that would allow for random or fixed effects estimation 

models since around 27% of the countries are present in only one wave, 37% of the countries 

are present in two waves, 23% of the countries have observations in the three waves and just 

13% of the countries are present in the four waves.  

Before interpreting the results (Table 2), the Variance Inflation Factor (VIF) was 

employed to test for multicollinearity.  As shown in Table 3a, there is no multicollinearity since 

all VIF values are below 10.  Heteroskedasticity was also tested using a Breusch-Pagan / Cook-



Egypt’s Future Outlook: The Search for a New Balances [BAEPS Conference: November 24, 2021]                                13 

 

 

 

Weisberg test.  Probability of chi2 was 0.205, which is greater than 0.05 meaning that the null 

hypothesis should not be rejected; that is the variance of the residuals is constant with 95% 

confidence.  Afterwards, a Ramsey regression specification-error test was utilised to test for 

omitted variables, which gave a p value of 0.0504.  This being greater than 0.05 means that the 

model is correctly specified and that there are no omitted variables with 95% confidence.  

 

Table 2. Results for the specified general model using Pooled Ordinary Least Squares  

Dependent Variable 

GDPPC_Growth 

    Coefficient.  

(Standard Error) 

  

GDPPCt-5 -0.0001 *** 

 (0.0000)  

Infl -0.0584 *** 

 (0.0113)  

Lexpec -0.0972 *** 

 (0.0296)  

Schooling 0.1695 ** 

 (0.0760)  

Inv 6.2719 ** 

 (2.4344)  

Military -0.2238 ** 

 (0.1020)  

POI -0.8287  

 (0.9439)  

Openness 0.0042  

 (0.0033)  

RLW 0.4139  
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 (0.2643)  

Trust 0.0445 *** 

 (0.0105)  

Constant 7.9696 *** 

 (1.9322)  

 

# of obs. 

 

     214 

R2 0.3595 

Adj.R2 0.3280 

F(10,   203)  

Prob > F        

        11.4000 

0.0000 

 

Note:  ***, **, * represent significance level at 1%, 5%, and 10% respectively. 
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Table 3. Results for the VIF test for the basic and extended models  

(a)  

Variable VIF 1/VIF 

GDPPC_t5 4.38 0.2285 

RWL 3.83 0.2614 

POI 3.08 0.3249 

Schooling 2.7 0.3700 

Lexpec 2.65 0.3772 

Trust 1.71 0.5846 

Inv 1.36 0.7339 

Infl 1.27 0.7861 

Openness 1.26 0.7907 

Military 1.08 0.9250 

Mean VIF 2.33   

 

 

(b) 

Variable VIF 1/VIF 

Developed_Trust 7.49 0.133555 

GDPPC_t5 5.22 0.191485 

RWL 5.06 0.197812 

Schooling 3.88 0.257413 

POI 3.26 0.306797 

Trust 3.1 0.322154 

Lexpec 2.83 0.352862 

Transition_Trust 1.92 0.521798 

Inv 1.45 0.69087 
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MENAW4_Trust 1.38 0.727039 

Openness 1.33 0.754621 

Military 1.31 0.760642 

Infl 1.29 0.777778 

MENAW6_Trust 1.24 0.805522 

MENAW7_Trust 1.12 0.892094 

MENAW5_Trust 1.11 0.903154 

Mean VIF 2.69   

 

The value of the R2 obtained is similar to the ones obtained in the previous literature 

analysing the trust-growth relationship (Knack & Keefer, 1997; Volland, 2010; Zak & Knack, 

2001).  The adjusted R2 is 0.3280 indicating that the proposed model could infer 32.80% of the 

total variance in the GDPPC growth.    The model is a sound one since Probability F-statistic is 

equal to 0.00.  Regarding the coefficients of the variables, the coefficients of GDPPCt-5 

(although trivial) and Infl are negative and significant, as expected. The coefficients of Lexpec 

and Military are also negative and significant.  Schooling and Inv on the other hand have positive 

and significant coefficients, as expected.  Regarding the trust variable, it has a positive and 

significant coefficient of 0.0445, meaning that a one-unit increase in its level increases growth 

of GDPPC on average by 0.0445 units holding other variables constant. This outcome matches 

other findings in the literature (Bjørnskov, 2006; Knack & Keefer, 1997; Knack, 2001; La Porta 

et al., 1997; Zak & Knack, 2001). All the other remaining variables show no significant 

coefficients.   

Running the model for MENA countries alone to investigate the effect of trust on their 

economic growth proved impossible because of the small number of observations. Therefore, 

an interaction term between a MENA dummy variable, which takes the value of 1 if the country 

belongs to MENA and 0 otherwise, and the trust variable is added to see the impact of the 

specific trust variable on growth if the observation belonged to MENA.  The coefficient of the 

MENA-trust interaction term is added to the coefficient of the trust variable and the result of 
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this subtraction/addition (depending on the sign) reflects the size and sign of the impact of trust 

on growth in MENA countries.  The results are shown in Table 4, column (1).  

Table 4. Results for the specified general model with different country-classification and wave interactions 

Dependent Variable 

GDPPC_Growth 

Coefficient  

(Std. Err.) 

 
Coefficient  

(Std. Err.) 

 
Coefficient  

(Std. Err.) 

 

 
     (1)        (2)        (3)   

 

GDPPC_t5 -0.0001 *** -0.0001 *** -0.0001 ***   

 (0.0000) 

 

(0.0000) 

 

(0.0000)    

Infl -0.0588 *** -0.0570 *** -0.0572 ***   

 (0.0110) 

 

(0.0111) 

 

(0.0109)    

Lexpec -0.0820 *** -0.0817 *** -0.0725 **   

 (0.0294) 

 

(0.0295) 

 

(0.0295)    

Schooling 0.1130 

 

0.1025 

 

0.0849    

 (0.0765) 

 

(0.0879) 

 

(0.0879)    

Inv 6.0955 ** 5.4620 ** 4.9591 **   

 (2.3827) 

 

(2.4324) 

 

(2.4195)    

Military -0.0972 

 

-0.1397 

 

-0.1296    

 (0.1075) 

 

(0.1093) 

 

(0.1085)    

POI -1.3171 

 

-1.1459 

 

-1.2014    

 (0.9364) 

 

(0.9414) 

 

(0.9367)    

Openness 0.0041 

 

0.0030 

 

0.0033    

 (0.0032) 

 

(0.0032) 

 

(0.0032)    

RWL 0.2766 

 

0.5234 * 0.4672    

 (0.2623) 

 

(0.2934) 

 

(0.2930)    

Trust 0.0528 *** 0.0612 *** 0.0569 ***   

 (0.0106) 

 

(0.0135) 

 

(0.0136)    

MENA_Trust -0.0561 *** -0.0565 ***    
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 (0.0177) 

 

(0.0181) 

 

    

Transition_Trust 

  

0.0182 

 

0.0178    

 

  

(0.0240) 

 

(0.0239)    

Developed_Trust   -0.0265  -0.0269    

   (0.0178) 

 

(0.0177)    

MENAW4_Trust     

 

-0.0441 **   

    

 

(0.0220)    

MENAW5_Trust    

 

-0.0079   

    

 

(0.0358)    

MENAW6_Trust     -0.1001 ***   

     (0.0295)    

MENAW7_Trust                -0.1391 **   

 

    (0.0597)    

Constant 7.3828 *** 7.5107 *** 7.1696 ***   

  

(1.8996)  (1.8957)  (1.8933)    

# of obs.  214    214    214 

R2  0.3898    0.4013             0.4221 

Adj. R2  0.3566    0.3624                           0.3751 F statistic

 (11,202) 11.73     (13,200) 10.31  (16,197) 8.99   Prob > F 

 0.0000    0.0000             0.0000   

Note:   ***, **,* represent significance level at 1%, 5%, and 10% respectively. 

 

Once again, multicollinearity and heteroskedasticity tests were carried and neither of the 

problems were found (results not shown).  Slightly better outcomes are displayed for R2 and 

adjusted R2.  Regarding the coefficients of GDPPCt-5, Infl, Lexpec, Inv, POI, Openness and 

RWL, the signs and significance or lack of it are similar to the previous output. As for their 

sizes, they are slightly different from the general model’s output but not in a way that causes 

significant changes to the interpretations. The main difference is that of Schooling and Military, 

which are still with their original signs but are now insignificant to growth.   
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Concerning Trust, here the coefficient means that non-MENA countries have a positive 

and significant effect of trust on growth, whereby when trust increases by one unit in those non-

MENA countries, growth increases by 0.0528 units, keeping other variables constant.  The 

coefficient of the interaction term between the MENA dummy and generalised trust, 

MENA_Trust, is negative and significant, indicating that the impact of trust on MENA 

countries’ growth is significantly less than the same effect in all non-MENA countries in the 

sample by 0.0561 with 99% confidence.  This goes in line with the findings of Kasmaoui et al. 

(2018) discussed above. However, an increase in the level of trust in MENA countries by one 

unit will cause growth to decrease by 0.0033 (0.0528-0.0561) units keeping all other variables 

constant.  In other words, trust in MENA countries is not just significantly less than other non-

MENA countries but it negatively impacts their growth, although this impact is quite small.    

This odd finding warrants more investigation to understand it better. First, would be 

through examining whether this characteristic is MENA-specific.  This suggests using more 

interaction terms between trust and different country-classifications’ dummies since different 

country groups might have different impact on growth as the literature above portrayed.  

Second, would be through scrutinising if this is MENA-wave-specific since this peculiar finding 

might have been a result of the Arab Spring, which affected MENA’s trust values.  As discussed 

earlier and shown in Table 1 before, the significant drop in trust values in MENA countries in 

comparison to other country-classifications in waves 5, 6 and 7 are perhaps mirroring the 

circumstances that led to the Arab Spring, the Arab Spring itself and the repercussions of the 

Arab spring respectively. This proposes utilising separate interaction terms between MENA and 

trust in the different waves.   

To inspect the first issue, the new model’s specification included three interaction terms 

with trust as shown in column 2 of Table 4; one with MENA countries dummy, one with 

transition countries dummy and the last one with developed countries dummy (which include 

developed America, Asia, EU and Oceania). No interaction term of trust with developing 

countries dummy (which include developing Asia, developing Africa, developing Latin 

America and the Caribbean) was added because developing countries were left as the reference 

to which the rest of the interaction terms are compared.  Developing countries’ interaction term 
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was chosen as the reference for two reasons.  First, they have the same country status 

(developing) as MENA countries.  Second and more importantly, they represent 40% of the 

observations in the sample, so it is considered a good reference category. 

Relevant tests for the new specification showed neither multicollinearity nor 

heteroskedasticity.  The coefficients of all the non-trust variables are very similar to those in 

column 1 specifically in terms of signs and significance (except for RWL, which is now 

significant).  The sizes of a few coefficients differ but only slightly.  The coefficient of Trust is 

positive and significant meaning that trust in developing countries has a positive effect on their 

economic growth, whereby a one-unit increase would increase growth in the developing 

countries by 0.0612 units.  This result is in line with the findings of Knack and Keefer (1997) 

but appears to contradict that of Palomino and Ausina (2013) who postulate that trust is 

irrelevant to poor countries.  The contradiction is only since not all developing countries are 

necessarily poor.  Comparing the impact of trust in MENA countries on their growth, the 

coefficient of MENA_Trust is negative and significant meaning that the effect of trust on MENA 

countries’ growth is significantly less than that of developing countries by 0.0565 with 99% 

confidence.  However, an increase in the level of trust in MENA countries by one unit, unlike 

the previous discussed result in column 1, will cause growth to increase by 0.0047 (0.0612-

0.0565) units, keeping all other variables constant.  This coefficient is also very small, indicating 

that trust has a very weak impact on MENA countries’ economic growth, when compared to 

other country classifications.  The coefficient of Transition_Trust is positive while that of 

Developed_Trust is negative, but both are insignificant, meaning that the effect of trust on 

transition and developed countries’ growth are not significantly different than that of developing 

countries.  This outcome, although weak, supports Palomino and Ausina’s (2013) results that 

indicated that trust could exhibit diminishing returns in rich countries.  To sum up, the above 

results indicate that transition countries followed by developing countries have the highest 

impact of trust on growth.  They are then succeeded by developed countries and tailed by 

MENA countries.   

To inspect the second issue, the model specification of column 2 in Table 4 was used 

but this time MENA’s interaction term with Trust was divided by wave, where for instance 
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MENAW4_Trust is an interaction term between Trust and a dummy that takes the value of 1 if 

the country belongs to MENA and is in wave 4 and 0 otherwise.   Although MENA includes 

Iran and Turkey and the concern is about Arab Spring, the results are not very different from 

the results in column 3 after removing Iran and Turkey from relevant dummies (results not 

shown).  The usual tests were carried and showed no multicollinearity (see Table 3b) and 

homoscedasticity.  As is clearly shown, there are no significant changes with respect to all non-

trust variables as well as with Trust, Tansition_Trust and Developed_Trust.  

Concerning the coefficients of the new interaction terms; MENAW4_Trust is negative 

and significant demonstrating that the effect of trust on MENA countries’ growth during wave 

4 (1999-2004) is significantly less than that of developing countries by 0.0441 with 95% 

confidence.  However, an increase in the level of trust in MENA countries by one unit, will still 

cause growth to increase by 0.0128 (0.0569-0.0441) units, keeping all other variables constant. 

This coefficient is not too small and shows that trust does affect MENA countries’ growth.   

MENAW5_Trust coefficient although negative, is insignificant indicating that during wave 5 

(2010-2014), the effect of trust on MENA countries’ growth is not significantly different than 

that of other developing countries.  The coefficients of MENAW6_Trust and MENAW7_Trust 

tell a different story and are perhaps the reason behind the same finding in column 1.  They are 

both negative and significant and their sizes are bigger than the Trust coefficient.  This means 

that a unit increase in the level of trust in MENA countries during waves 6 and 7 would have 

caused growth to decrease by 0.042 (0.0569-0.1001) units and 0.0822 (0.0569-0.1391) units, 

respectively.  These two coefficients are close to the coefficients of trust in the other regions, 

but the overall effect is in the opposite direction, indicating that it does affect growth 

significantly and negatively.   But since in reality Trust in MENA countries was significantly 

reduced during waves 6 and 7, then the correct interpretation would be that a unit decrease in 

the level of trust in MENA countries during those two waves caused growth to increase by 0.042 

and 0.0822 respectively.  This is probably an indication of the status of “horizontal polarization 

along ethnic and religious lines” (Lanchovichina, 2017) in the Arab societies ever since the 

Arab Spring.  The negative relationship between trust and growth proposed by Roth (2009) 

relates to the possible adverse effect of collective action. Olson (1982) argued that collective 

action and “collusion” (that result from high horizontal trust) could be used by the society to 
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hamper economic reforms that could lead to improved economic performance (as cited in Roth 

(2009)). Thus, high interpersonal trust negatively impacts growth through reducing efficiency.  

In MENA’s case, the opposite is what prevailed; low interpersonal trust might have prohibited 

detrimental collusions, which allowed economic reforms to take place and improved economic 

performance and thus growth.   

5. Summary and Conclusion 

The theoretical literature hypothesises that trust enhances economic growth through 

reducing transaction costs, augmenting human capital, enhancing governance, fostering 

investment, maintaining an optimal state sector, and promoting international trade. Most of the 

empirical studies demonstrated that trust positively affects growth with very few exceptions 

especially that of Roth (2009) which suggested the possibility of a negative relationship between 

trust and growth.  

The impact of trust on MENA countries’ economic growth is specifically intriguing 

given the substantial diminution of their trust values, according to the WVS, starting wave 5 

onwards and the changes they have undergone in the past ten years: the Arab Spring and its 

reverberations.  Using a replication of the model used by Knack and Keefer (1997) and Zak and 

Knack (2001) and updated by Volland (2010), a multiple regression model is applied on a set 

of 104 countries, including 15 MENA countries during the period 1999-2020.   POLS estimation 

technique results show that the initial level of GDPPC, inflation level and life expectancy 

negatively and significantly affect the economic growth of all countries in the sample, while 

investment as a share of GDP positively and significantly affects their economic growth. These 

results match the conclusions reached in the literature. The coefficients of schooling, military, 

price of investment goods, openness and rule of law are found insignificant to growth in almost 

all model specifications.  

Concerning trust, our results show that horizontal trust positively and significantly 

influences growth in the general model as argued previously by many scholars (Bjørnskov, 

2006; Knack & Keefer, 1997; Knack, 2001; La Porta et al., 1997; Zak & Knack, 2001). Taking 

developing countries as the reference category and comparing them with MENA and other 
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country-classifications, our results reveal that this positive and significant overall effect of trust 

on growth is strongest for transition countries, followed by developing then developed 

countries.  This outcome marginally reinforces Knack and Keefer’s (1997) finding, which 

suggested that trust is more pertinent to poor countries with weak rule of law and institutions 

and marginally contradicts that of Palomino and Ausina’s (2009) that contends that it is 

irrelevant to poor countries, since not all developing countries are necessarily poor.  This 

outcome also slightly supports Palomino and Ausina’s (2009) argument that the trust-growth 

relationship in developed countries exhibit diminishing returns, since our results show this to 

be not very significant.   

The trust-growth nexus in MENA countries however has the weakest effect, which 

defends Kasmaoui et al.’s (2018) results.  Nevertheless, our results also show that the impact is 

reversed and becomes negative during and after the Arab Spring.  This supports Roth’s (2009) 

trust-growth inverse relationship argument, which is based on Olson’s (1982) contention that 

“collusion”, which could result from high interpersonal trust, could obstruct economic reforms, 

and thus adversely affects growth.  Alternatively, in the case of MENA that could mean that 

during and after the Arab Spring, collusive practices were diminished because of low 

interpersonal trust and that allowed economic reforms to take place and growth to sustain.  It is 

also worth noting that during wave 7 of the WVS, five of the seven MENA countries, namely 

Egypt, Iraq, Jordon, Lebanon and Tunisia were undergoing structural reforms dictated by the 

IMF to be able to get loans to finance their struggling economies after the Arab Spring.  In other 

words, one can argue that although trust plummeted during this period, the effect of the reforms, 

which might not be necessarily all captured in the model, were stronger and resulted in 

economic growth.  

One of the limitations of this study is the limited number of countries that have values 

in the four waves, especially those belonging to MENA.    Moreover, all the results discussed 

in this paper rests on the reliability of the “standard” measure of trust and equally important on 

its validity, meaning that it measures what it is supposed to measure.  Although this is not 

usually considered a limitation, but it might change the results if this measure is not as reliable 

or valid, as assumed.  This requires further research, where other suggested trust measures are 
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used to test whether the same conclusions would still prevail.  Another limitation is the inability 

to provide sound policy implications at this stage given that the results need to be more 

thoroughly investigated and understood before any hasty policies can be suggested.  The 

findings related to MENA in specific highlight areas for further research.  The dwindling trust 

values although might not have negatively affected economic growth, might have caused, or 

still cause ill-effects in the fabric of the society and might have other adverse effects on the 

economy.  These need further investigations as to the reasons and impact of such effects from 

sociological, economic, and political perspectives.   
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Appendix 

 

Table A1. List of Countries in the Sample.  Country-classification is based on that of UNCTAD. 

MENA Developing Transition Developed 

Algeria Argentina Albania Andorra 

Egypt Bangladesh Armenia Australia 

Iran Bolivia Azerbaijan Austria 

Iraq Brazil Belarus Bulgaria 

Jordan Burkina Faso Bosnia & Herzegovina  Canada 

Kuwait Chile Georgia Croatia 

Lebanon China Kazakhstan Cyprus 

Libyaa Colombia Kyrgyzstan Czech- Republic 

Morocco Ecuador Macedonia Denmark 

Palestinea Ethiopiaa Moldova Estonia 

Qatar Ghana Montenegroa Finland 

Saudi-Arabia Guatemala Russia France 

Tunisia Haitia Serbia Germany 

Turkey Hong Konga Tajikistana Greece 

Yemen India Ukraine Hungary 

 

Indonesia Uzbekistana Icelanda 

 

Macaoa 

 

Israel 

 

Malaysia 

 

Italy 

 

Mali 

 

Japan 

 

Mexico 

 

Lithuania 

 

Myanmar 

 

Netherlands 

 

Nicaragua 

 

New Zealand 

 

Nigeria 

 

Norway 

 

Pakistan 

 

Poland 
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Peru 

 

Puerto Ricoa 

 

Philippines 

 

Romania 

 

Rwanda 

 

Slovakia 

 

Singapore 

 

Slovenia 

 

South Africa Spain 

 

South Korea Sweden 

 

Taiwana 

 

Switzerland 

 

Tanzania 

 

United Kingdom 

 

Thailand 

 

United States 

 

Trinidad & Tobago 

 

 

Uganda 

  

 

Uruguay 

  

 

Venezuela 

  

 

Vietnam 

  

 

Zambia 

  

 

Zimbabwe 

  
Note: a Countries automatically dropped because of missing variables. 
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Table A2. Summary of variables used, their definitions, expected signs, and data sources 

Determinates of Growth Variable Variable Definition Expected Sign Data Sources 

Dependent Variable Growth of 

GDPPC 

The growth rate of 

GDPPC during each 

observation window. 

NA World 

Development 

Indicators (WDI) 

Trust (Independent 

Variable) 

Trust % of respondents who 

answered that most 

people can be trusted. 

+ WVS 

Initial Level of GDPPC 

(Control Variable) 

GDPPCt-5 The first value of Real 

GDPPC in the 

observation window of 

each country. 

- WDI 

Inflation (Control 

Variable) 

Infl The annual percentage 

change in the price of 

the average consumers’ 

goods basket 

- WDI 

Life Expectancy(Control 

Variable) 

Lexpec Life expectancy of 

individuals in years. 

Ambiguous WDI 

Schooling Attainment 

(Control Variable) 

Schooling Average years of 

schooling for those 

above 25 years old. 

+ Barro and Lee 

(2010) and Human 

Development 

Report 

Investment (Control 

Variable) 

Inv Share of investment in 

GDP. 

+ WDI 

Military Expenditure 

(Control Variable) 

Military Share of military 

expenditure as a 

percentage of GDP. 

Ambiguous WDI 

Price of Investment 

Goods(Control Variable) 

POI Price level of 

investment goods 

relative to the US 

prices. 

- Penn World Table 

(PWT) 9 

Trade Openness(Control 

Variable)  

Openness The share of trade in 

GDP.  

+ WDI 

Rule of Law (Control 

Variable) 

RLW The perception of 

individuals to the extent 

of confidence in rules, 

enforcement of 

contracts, courts and 

police.  It takes the 

value between -2.5 and 

+2.5 

+ Worldwide 

Governance 

Indicators 

 

 

    

 

 


