CHAPTER 3

Social Trust and Regulation:
A Time-Series Analysis of the United States

Peter T. Calcagno and Jeremy Jackson

Whom do you trust? The typical measure of the social trust concept

is through responses to survey questions such as this one: “Do you
think most people can be trusted?” Unfortunately, data from many
sources are documenting a decline in social trust in the US, as mea-
sured by such questions. 2019 Pew Research survey data show that 79

percent of US adults believe that “ Americans have ‘far too little” or “too

little” confidence in each other,” while 70 percent believe that “Amer-
icans’ low trust in each other makes it harder to solve the country’s

problems.”! The role of social trust and social capital in developing eco-
nomic and political institutions is becoming a prevalent topic among
social science researchers. Social trust and social capital are similar con-
cepts that attempt to measure the health and connectivity of a society’s

social fabric. Social trust is closely related to cultural heritage, and has

been found to be associated with the development of constitutions,
with economic growth, with happiness, and with economic freedom.
Because social trust is associated with so many beneficial outcomes, it

is important to find the cause of the erosion of social trust among the

US population. It is not just social trust, which is a trust for one another,
that is eroding.
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Table 1. Trust and the US Government

Survey date Source Individual polls (%) Moving average (%)
25 Mar 2019 Pew 17 17
21 Mar 2010 Pew 22 24
14 Feb 2000 Pew 40 34
1 Dec 1990 ANES 28 33
15 Oct 1980 ANES 25 30
1 Dec 1970 ANES 54 54
15 Oct 1964 ANES 77 77
1 Dec 1958 ANES 73 73

Note: The poll results provided here are the percentages of people who reported that
they trust the government in Washington “always” or “most of the time.”

Sources: Pew = Pew Research Center; ANES = American National Election Studies

According to a recent Pew Research Center poll, only 17 percent of
Americans “trust the government in Washington to do what is right
‘just about always’ or “most of the time.”” This is a historic low: in 1958
this number was at at 73 percent.? Table 1 shows the change in trust
in the federal government over the past seven decades. In addition,
Americans think that other Americans’ trust in Washington, DC, has
declined—75 percent of poll respondents believe that trust in the federal
government has been shrinking, and 41 percent believe that Americans
lack of trust in the federal government is a major problem.’

Similarly, Gallup polls have surveyed individuals regarding trust in
the three branches of the US government, and all three are accorded
historically low levels of trust. In 2019 the percentages of people who
have a “great deal” of trust in the current executive, judicial, and leg-
islative branches are 24, 16, and 4 percent, respectively.* In addition,
Gallup finds that trust in the American people to make good judg-
ments under the democratic system is also down.® In 1974, 83 percent
of people thought that the American people had either a great deal or
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a fair amount of confidence in making democratic decisions; however,
in 2018 only 58 percent thought they had a great deal or fair amount
of confidence. If trust in the federal government and its citizens is at a
low and people do not think others trust the government, then what
effect does this have on our economic system and, more importantly,
on the regulatory environment that is supposed to protect individuals
from a variety of potential harms?

Meanwhile, numerous studies examine the various effects of regu-
lation on an economic system. Regulation consists of rules, mandatory
prescriptions that must be followed, and prohibitions stipulating what
must not be done. Regulation acts as a constraint on the behavior of the
regulated. The academic literature argues theoretically and empirically
that regulation can introduce inefficiencies and drag to an economic
system,® affecting economic growth,” entrepreneurship,® workers,” and
firms.!® While government regulations can be necessary to promote
the safety or well-being of its citizens, overwhelming regulatory bur-
dens can be costly to firms that must comply and to customers that pay
higher prices." Excessive regulation can raise the possibility of regu-
latory capture, whereby industries gain control of the agencies tasked
with regulating them,'? or rent-seeking behavior, whereby firms seek
preferential treatment in exchange for political favors.”® Each of these
pitfalls reflects a tendency for regulation to protect firms from their
competition instead of protecting citizens.

One might argue that an economic system with high trust and simple
but effective rules might not require as much regulation. After all, if
you trust fellow citizens to do the right thing, then you don’t need reg-
ulation to constrain their behavior. Indeed, researchers have found that
those with low social trust demand more regulation while those with
high social trust prefer less."* However, those with low social trust are
also likely not to trust the state regulating agencies, whereas those with
high social trust are likely to trust the regulating agencies.

Attitudes toward regulation and intervention are found to be condi-
tional on institutional trust: an individual with high social trust is more
likely to support regulation when confidence in regulating agencies

is high and confidence in companies (the entities needing regulation)
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is low. This creates a possibility that social trust and regulation could
display a positive correlation. Social trust itself is not developed in a
vacuum, but is rather derived from the cumulating of social devel-
opment through experiences. This development requires a feedback
mechanism whereby praiseworthy behavior is rewarded and blame-
worthy behavior is punished.'” Regulation circumvents the feedback
mechanism in which individuals develop their sociality , leaving one
with lower social trust as a result.'®

With trust at historic lows and regulation at historic highs, we want
to examine the relationship that may exist between them. This chap-
ter’s objective is to pull together the literature on regulation and social
trust, along with data from the US, to examine what role social trust
plays in the determination and development of regulation.

There is little literature that examines the relationship between
social trust and regulation. The literature that does exist only exam-
ines cross-country data. For instance, economists Philippe Aghion, Yann
Algan, Pierre Cahuc, and Andrei Shleifer argue that there is a negative
relationship between trust and regulation. They argue that the causation
should go both ways, with increased distrust causing increased regula-
tion and increased regulation further degrading trust.” However, they
are unable to implement an empirical test of bidirectional causation
and rely purely on correlation across countries in one time period.
Paolo Pinotti, a researcher with the Bank of Italy, uses individual data
across multiple countries from a single year.' He looks at the relation-
ship between social trust and individual preferences about regulation
and finds evidence that low social trust is correlated with an increased
preference for regulation. He puts forward a theoretical framework
that suggests trust may causally influence preferences for regulation
and the level of regulation itself, yet this causal link cannot be estab-
lished by his study.

We intend to add to this research by focusing on one country—the
United States—and using time-series data as opposed to a cross section
of countries. Using social trust data from the General Social Survey and
regulation data from RegData, we examine the relationship between
social trust and regulation from 1972 to 2017. This long period of
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data allows us to see whether the same results that are present in the
cross-country analysis are present over time, and in a single developed
country. While our data do not allow for a full-scale determination of
causation as opposed to correlation, we are able to take advantage of
the long time horizon of our data to test for what is known as “Granger
causality.” Granger causality has been likened to predictive causality.
It requires that the cause (increased regulation) occur before the effect
(decreased social trust). Essentially, past movements in a cause vari-
able can be tested for subsequent movements in an effect variable. One
of the useful aspects of this concept and statistical technique is that it
allows for and tests for bidirectional causality.

The rest of the chapter develops as follows: The next section explores
the literature on regulation, social trust, and the overlap between them.
The third section presents the data and model used to examine social
trust and regulation. The fourth section presents the results of our
empirical analysis. The fifth section summarizes the results in the
context of recommendations for policy reform, and the final section
offers a conclusion.

Literature and Background

Regulation

To begin examining the impact of social trust on regulation, we bring
together two broad areas of research in the economics literature. The
first area examines the impact of regulation on economic activity. The
literature on regulation presents empirical evidence that higher levels
of regulation are negatively correlated with business activity, entre-
preneurship, and economic growth." Several studies suggest that the
agencies that set and impose regulations seek to gain job security, power,
and prestige by providing greater amounts of regulations.” These agen-
cies pass new regulations to benefit the special interest groups that
dominate the political landscape. Firms might hire lobbyists to rep-
resent them within an industry to rent-seek for regulations that will
lessen competition, or interest groups might promote “public interest”

concerns about issues such as the environment or land use policy. In
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some cases, both forces might be in play, as in situations that follow
economist Bruce Yandle’s “bootleggers and Baptists” theory of spe-
cial-interest-group activity.?! Researchers have found that countries with
high costs of entry into the market due to a high regulatory burden
also have a weaker perception of marketplace competition and low-
er-quality private and public goods.”

Research suggests that higher levels of government intervention
reduce entrepreneurial activity at the cross-country level.” Specifically,
regulatory scholars Andrew Hale, David Borys, and Mark Adams con-
tend that regulation has become so burdensome and complex, owing
to its overly vague and difficult-to-interpret language and the large
investments in time and resources required to discover and interpret
it, that it actually reduces safety—contrary to the good intentions of
the regulators.* Using economist William Baumol'’s theory of produc-
tive and unproductive entrepreneurship, several researchers argue
that regulation will not lessen entrepreneurship, but will rather redi-
rect it into unproductive channels.” One study uses data from the US
to explore the possibility that trends of increasing regulation, measured
by RegData, can lead to a trend of declining entrepreneurial activity.
The authors find little evidence to suggest that regulation affects entre-
preneurial activity in the US economy.*

At the state level, research shows that states with higher levels of
economic freedom and with less regulation tend to spur on more entre-
preneurial ventures.” Regulations can also affect the size and scope of
firms. One study suggests that regulation can operate as a fixed cost to
firms and deter the growth of small firms.? Firms will also purposely
remain small in an attempt to avoid or be exempt from regulation.”
Specifically, regulations like Sarbanes-Oxley seem to encourage firms
to remain just small enough to maintain exemption from regulation as
small businesses.*® Economists Daron Acemoglu and Joshua Angrist
argue that the Americans with Disabilities Act actually reduced the
employment of people who are disabled.” The act requires employer
accommodations for disabled workers and makes workplace discrim-
ination based on disability illegal. Its advocates intended to make

the workplace more open and inclusive to those with disabilities by
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providing legal protections, yet the evidence paints a different picture
of the workplace that now exists. The required accommodations make
hiring someone with a disability very costly—in some cases, more costly
than the expected cost of litigation owing to noncompliance.

The Nobel Prize winning economist, Joseph Stiglitz argues that market
failures such as externalities are one motivation for regulation. He notes
that environmental regulations have given us cleaner air and water and
that we could not fathom a world without food safety regulations.”
Financial regulation is an area of debate over the net costs or benefits
of regulation. Stiglitz argues that the problem with financial markets
is not that they are regulated, but that financial regulation tends to be
very specific.® The high level of specificity makes it possible for finan-
cial entrepreneurs to leverage the specificity and circumvent regulatory
restriction. The highly dynamic nature of financial markets presents a
unique set of challenges for regulators. Lynn Stout, Professor of Law,
argues that financial speculation creates real welfare losses and that
there are regulatory solutions that could reduce these welfare losses.*

The issue, according to Stiglitz, is that markets do not operate as
our models of perfect competition predict they should and that issues
such as asymmetric information create a real need for regulation in
the market. The question is not whether we need regulation: “The
debate is only whether we have gone too far, and whether we could
have gotten the desired results at lower costs.”® In addition, there is
the issue of market irrationality, which—behavioral economics argues
that individuals will make less-than-optimal decision and that behav-
ioral economics might provide insights into creating regulation that can
improve an individual’s well-being. Economist Cass Sunstein argues
that paying attention to choice architecture in designing regulation
could change how regulation is imposed and improve the regulatory
environment.* Richard Thaler and Sunstein similarly argue, in their
book Nudge, that designing regulations so as to make the most benefi-
cial option the easiest choice—that is, giving people a nudge—is a way
to create regulatory benefits to improve on market irrationality. Thus,
by employing lessons learned from behavioral economics, nudges could

allow for better and more efficient types of regulation.”
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According to Economists Patrick McLaughlin, Nita Ghei, and Michael
Wilt, overall regulatory restrictions in the US have increased by almost
20 percent since 1997. It is estimated that if regulations had remained
at the same level they were in 1980, the US GDP would have grown
by an additional $4 trillion as of 2012. Thus the inefficiencies and bur-
dens associated with regulations can slow economic growth, increase
the prices of goods to consumers, distort labor markets, and increase
inequality.®

Social Trust

Political Scientist Robert Putnam defines social capital as “features of
social organization, such as trust, norms, and networks, that can improve
the efficiency of society by facilitating coordinated actions.”* Social
trust, which is considered to be a component of social capital, has been
found to be a determining factor in the development of several politi-
cal and economic institutions. Similarly to regulation, social trust has
been found to affect economic growth. One study found that countries
with high social trust grow faster than countries with low social trust.*
Another researcher argues that social trust can influence growth through
other factors such as governance and education.* Using an econometric
technique known as three-stage least squares regression, which con-
trols for many confounding factors, Christian Bjornskov, economist,
finds that social trust causes economic growth through the intermedi-
ary channels of increased education and improved governance.* Social
trust causes increased schooling and increases an index for the “rule of
law” (improved governance). Each of these has an effect on economic
growth. However, political scientist Peter Nannestad argues that high
social trust in Scandinavian countries has also led to the development
of a large welfare state, which is likely to reduce growth.*

A study by economists Ryan Murphy, Meg Tuszynski, and Jeremy
Jackson (one of the authors of this chapter) brings together these dis-
parate literatures on trust (social capital), economic freedom, growth,
entrepreneurship, and well-being. Using data on the US, its authors
find weak evidence of a positive effect of trust on economic freedom in

the US. Conversely, they also find weak evidence of a negative effect
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of economic freedom on trust.* Neither effect was large, which tends
to agree with the results of previous studies that also explore the effect
of economic freedom on social capital in the US.#

These studies stand in contrast to a 2006 study that finds a positive
causal relationship between economic freedom and trust using inter-
national data from the Economic Freedom of the World report and the
World Values Survey.* While social capital and social trust remain sep-
arate concepts, social trust is a key element of social capital and is often
touted as the component of social capital that is most economically rel-
evant.” This chapter is not focused on the concept of economic freedom,
yet economic freedom and regulation are certainly linked concepts. A
society with high levels of economic freedom will tend to have lower
levels of regulation.

Social capital and social trust can be described as binding, when tightly
knit communities are bound together in solidarity, and bridging which
refers to the connectedness of disparate communities and groups to
one another. Social trust provides a community with what it needs to
overcome problems of collective action and may reduce the need for
regulations to restrict the behavior of those who don’t comply with the
community standards of conduct and behavior. Likewise, a highly reg-
ulated community may be one in which social trust isn’t needed. You
don’t need to trust others if you can instead trust the state to enforce com-
pliance with community standards of conduct and behavior. At a more
extreme level, high levels of regulation may even destroy social trust by
eliminating the feedback loop required for the development of sociality.
Or perhaps trust develops because regulation creates compliance that
then allows individuals to trust one another. The direction of the effect
between social trust and regulation can go either way—it could be pos-
itive or negative. Before we review the literature on trust and regulation,
we discuss relationship between government and trust more broadly.

Trust and Government Level, Size, and Scope
Beyond cross-country studies, there are studies that examine political
trust at the local and state levels in the United States. One 2005 study

attempts to determine political trust at the local level. The authors find
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that the more diverse cities are with regard to ideology, income inequal-
ity, and education level, the lower political trust is.* Other researchers,
looking at the state level, argue that political trust in state and local

government is consistently high in the United States—and much higher

than trust in the federal government. They argue that economic con-
ditions such as unemployment and fiscal condition explain why there

is more trust at the state level.*

Large government is often associated with slow growth and eco-
nomic inefficiency, but these issues are separate from the economic
consequences of regulation. Many of the Scandinavian countries are
associated with a large welfare system, but they are also known for their
high levels of social trust.* However, these countries are not necessarily
heavily regulated. Table 2 shows that, among the countries of Norway,
Sweden, Denmark, Finland, and the Netherlands, social trust has been
increasing across the waves of the World Values Survey, beginning in
the 1980s. At the same time, social trust in the US has been decreasing.
Table 3 indicates the size of government (as measured by the Economic
Freedom of the World index) for these same countries. The Economic
Freedom of the World index measures economic freedom on a scale of
0-10, with higher values indicating greater economic freedom. Evaluat-
ing economic freedom over the same period as the World Value Survey,
in these countries has improved slightly, but on average they score
between 4 and 5. The US has an average size-of-government score of
approximately 7 over this period. Thus, the US has a smaller govern-
ment than all of these countries, but less social trust.

However, these are not overly regulated countries. Table 4 demon-
strates that the Economic Freedom of the World index for all of these
countries has been improving with regard to regulation, increasing their
index scores by between 1 and 2 points. For instance, Norway went
from 5.35 in 1980 to 7.32 in 2009. The US has experienced only slight
decreases in economic freedom. Thus, Norway, Sweden, Denmark,
Finland, and the Netherlands score relatively well on this measure of
regulation, and this evidence suggests that regulation in these coun-
tries has been decreasing while their social trust has been increasing.

Several researchers have argued that social trust must precede the large
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welfare state to keep the other parts of the government, such as regu-

lation, in check.” The high social trust is what allows the large welfare

state to function effectively. Similarly, others suggest that the quality

of governance is what is necessary to maintain a stable welfare state.”

The US has not seen much change in the economic freedom measure

of regulation—there is a slight decrease over this time period, while

trust levels have declined. This suggests that regulation and trust are

inversely related, but the level of trust is a separate issue from the over-

all size of government. We now review the literature on the relationship

between regulation and trust more explicitly.

Table 2. Social Trust Scores

Early Early Mid- Average
Country 1980s 19905 1990s 2000 2005-2007 2008-2009 score
Norway 61.2 65.1 65.3 — — 75.1 66.7
Sweden 57.1 66.1 59.7 66.3  68.0 70.7 64.7
Denmark 56.0 577 — 665 — 76.0 64.0
Finland 57.2 628  47.6 580 58.8 64.7 58.2
Netherlands  46.2 558 — 598 — 61.7 55.9
us 46.8 500 356 358 396 — 41.6

Source: Average scores from the World Values Survey, http:/ / www.worldvaluessur-

vey.org/wvs.jsp.
Table 3. Government Size Scores
Country 1980 1990 1995 2000 2005 2009  Average score
Norway 3.63 3.69 3.88 3.90 5.85 5.09 4.34
Sweden 270 349 3.74 4.60 4.60 4.26 3.90
Denmark 3.80 3.89 3.81 4.74 4.40 4.09 4.12
Finland 517 476 3.59 5.04 5.01 5.00 4.76
Netherlands 501 5.53 5.35 4.69 5.04 4.27 4.98
us 589 7.32 7.25 7.38 7.71 7.15 7.12

Source: Economic Freedom of the World report Fraser Institute, https:/ / www.fraserin-
stitute.org/economic-freedom/ dataset.
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Table 4. Regulation Scores

Country 1980 1990 1995 2000 2005 2009 Average score
Norway 5.35 6.08 7.05 7.33 7.42 7.32 6.76
Sweden 5.85 6.17 6.33 7.54 769 750 6.85

Denmark 6.44 7.00 7.57 8.02 8.60 8.46 7.68

Finland 6.38 6.52 6.90 7.51 7.83 7.59 7.12

Netherlands  6.21 6.05 6.96 8.06 7.89 7.63 7.13

us 8.63 8.66 8.33 8.55 8.61 8.09 8.48

Source: Economic Freedom of the World report Fraser Institute, https:/ / www.fraserin-
stitute.org/economic-freedom/ dataset.

Regulation and Trust
Some researchers claim that trust is an important aspect of having a
society flourish and that when trust and ethical behavior are low, citi-
zens will demand regulation.”® Regulation can bring with it economic
and political inefficiencies and costs as well as further damaging social
trust, as noted above. Therefore, low trust and demands for regula-
tion can form a vicious cycle in which social trust spirals downward.
For instance, there seems to be evidence that social trust affects con-
tracts. Two 1997 studies found that contracts will be longer and more
verbose where there are low levels of social trust.> The authors of one
article claim that in places that lack formal institutions to enforce con-
tracts and secure property rights social capital can aid in facilitating
economic activity.®® Therefore, where institutions that formally enforce
contracts and secure property rights are not present and where trust
is low the return on investment for regulations is high. A later study
applies this argument to national constitutions and finds that coun-
tries with high social trust have shorter constitutions.® Another study
finds similar relationship between social trust and constitutions for
US states.”

There are a few studies that bring together the areas of regulation and

social trust. Aghion, Algan, Cahuc, and Shleifer, using a cross-country



Regulation and Economic Opportunity: Blueprints for Reform

study, argue that there is a negative relationship between trust and reg-
ulation. They argue that individuals in low-trust countries will demand
more regulation from their government even when citizens perceive
that the government is corrupt. Developing a model of civic-minded-
ness, the authors claim that communities that are civic-minded will have
low regulation and corruption.*® They argue that distrust is a source of
disorder, and this relationship leads individuals to demand more reg-
ulation. Using the World Values Survey, they examine both countries
in the Organization for Economic Co-operation and Development and
former Soviet countries to demonstrate that regulation and corruption
flow from distrust.”

Similarly, Pinotti—also using cross-country data—shows that low
levels of trust increase the levels of regulation. In particular, Pinotti
claims that studies of regulation and corruption have omitted the
important variable of trust.®* Furthermore, he argues that accounting
for trust reduces the effects of regulation on entry into markets. He
suggests that it is the low levels of trust that are at the source of the
problem, as opposed to the regulations themselves.®!

Economists Hans Pitlik and Ludek Kouba claim that the influence of
social trust on attitudes about government intervention is conditional
on the perception of the reliability, honesty, and incorruptibility of state
actors and major companies.® Pitlik and Kouba's results support the
idea that the impact of social trust on attitudes about government inter-
vention is conditional on individual confidence in state actors relative
to private companies.

There is a well-established literature that examines trust in labora-
tory experiments based on game theory. In Humanomics, economists
Vernon Smith and Bart Wilson review that literature and extend it to
include insights from Adam Smith’s The Theory of Moral Sentiments.*®
They modify the traditional trust game by giving players the option to
punish those who display blameworthy behavior (want of beneficence)
and subsequently the option to reward behavior that is praiseworthy
(beneficent action). Laboratory experiments of these modified trust
games support Adam Smith’s description of how morality, sociality,

and trust are developed through the feedback loops of social interaction
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that reward that which is praiseworthy and punish that which is blame-
worthy. When this feedback loop is bypassed by state regulation, the

opportunity for society to develop the social norms required for gener-
ating social trust is missing. This is the mechanism by which”regulation

can erode social trust.

Using trust experiments, economists Thomas Rietz, Eric Schniter,
Roman Sheremeta, and Timothy Shields find that if a system based
on trust is functioning well, it is best not to interfere with it by impos-
ing minimum standards of behavior. However, if a trust-based system
is not performing well in the absence of rules, it might be improved
with the addition of rules, but only when the rules are very restrictive.
In the researchers’” experimental environment, trust and reciprocity
are damaged by the imposition of rules (which we interpret as regula-
tions), further damaging the welfare aspects of the game.** Regulation
damages the individuals’ ability to learn about and influence norms
of trust and reciprocity.

We are building on the work that brings together the literature on
regulation and trust by looking at social trust in the US over time. The
General Social Survey provides us with data for the US from 1972 to
2017. We add to the literature by examining the relationship between
regulation and social trust in a single country over time. Previous stud-
ies have used data from many countries at one point in time. Such
studies are subject to error because many cultural factors, which vary
from country to country, are hard to control for. A lack of multiple time
periods also eliminates the ability to observe a cause and effect over
time. By focusing on one country over time, we overcome these diffi-
culties to the extent that cultural factors are constant over time.

As noted above, we know that regulation has been increasing in the
US, which lets us ask two questions: Do increases in regulation have
a degrading effect on social trust? Does lower social trust lead to an
increase in regulation as a response? Our time-series data allow us to
further test the direction of causality between regulation and trust. We
are also able to test whether a negative relationship between regula-
tion and trust exists over time.
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Data and Methodology

Data

Our data come from two major sources. The General Social Survey (GSS)

provides trust data at the US level for the years 1972-2018. The survey

asks individuals questions on a variety of topics that range from social

media, workplace conflict, and religion all the way to national secu-
rity issues. A variety of questions address an individual’s confidence or

trust in government, business, the press, the judiciary, and individuals.
The survey also includes a question regarding general social trust. The

GSS has long been one of the main sources for social trust data in the

US and has been used in numerous frequently cited research studies.®®

The general trust question in the GSS asks, “Generally speaking, would
you say that most people can be trusted or that you can’t be too careful in
dealing with people?” Our variable Trust is the proportion of respondents
in a given year who choose the response “most people can be trusted.”

The GSS data contain annual data for 1972-1993, although with some
gaps, and biennial data beginning in 1994. To measure overall confi-
dence and trust levels in a given year, we compute the simple average
of all responses that year. In years where there are no GSS data avail-
able, we impute the value as the average of the years before and after.
Where two consecutive data points are missing, we impute the data
points with a simple linear projection. This gives us an annual time
series of trust data from 1972 to 2017.%

Because Pitlik and Kouba find that the effect of social trust on the
demand for regulation is mitigated by institutional confidence, we
also consider a GSS question regarding confidence in institutions. Here
is the question: “I am going to name some institutions in this country.
As far as the people running these institutions are concerned, would
you say you have a great deal of confidence, only some confidence, or
hardly any confidence at all in them?” The responses are coded on a
scale of 1 to 3, with higher values indicating greater confidence. We
construct variables using responses about confidence in the follow-
ing institutions: Congress (ConLegislature), press (ConPress), medicine
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(ConMedicine), finance (ConFinance), and business (ConBusiness). Our
variables for institutional confidence are the proportion of respondents
that report having “a great deal of confidence.” (The confidence vari-
ables were added to the GSS in 1973.)

The data on regulation come from RegData, a database published
by the Mercatus Center at George Mason University. RegData includes
two primary metrics: restrictions and industry relevance. We focus on
restrictions, which is a proxy for the number of regulatory restrictions
contained in the regulatory text (Restrictions). Restrictions are measured
by counting select words and phrases, such as shall or must, that are
typically used in legal language to create binding obligations or prohi-
bitions. RegData also offers a secondary measure of restrictions—the
total word count of the regulatory text—as an alternative measure of
the volume of regulation over time (Words). We use both of these mea-
sures to account for regulation in the US over time. RegData provides
us with annual data on restrictions and words from 1970 to 2017, which
match well with our GSS data. Thus, combining the two data sets, we
have a time series that goes from 1973 to 2017.

The relationship between social trust (or social capital) and economic
growth is well established in the literature.®® Income inequality as mea-
sured by the Gini coefficient has also been shown to be causally related
to social trust.® Unemployment is also related to general macroeconomic
conditions, to economic growth, and to regulation.” While our main focus
is the relationship between social trust and regulation, it is important to
include control variables in our analysis to mitigate the potential that
omitted variable bias could lead to false conclusions about Granger cau-
sality. For this reason, in addition to the variables of interest—social trust
and regulation—we include three control variables: the US GDP growth
rate (Growth), income inequality measured by the Gini coefficient (Gini),
and the US unemployment rate (Unemployment). While it is possible to
conceive of other potentially relevant control variables, the relatively
short length of the data set (44 years of observations) and the lag struc-
ture of the model make adding a large number controls problematic.”

Summary statistics for all data are given in table 5, where the data

have first been transformed by the natural logarithm.
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Table 5. Summary Statistics

Observa- Standard

Variable tions Mean  deviation Minimum  Maximum

Restrictions 48 13.540 0.264 12.91 13.900
Restrictions_Health 48 9.675 0.476 8.425 10.520
Restrictions_Finance 48 11.260 0.210 10.90 11.760
Restrictions_Mining 48 9.348 0.495 7.930 9.843
Trust 47 —0.999 0.120 -1.176 —0.736
ConLegislature 46 -2.213 0.375 —2.934 -1.421
ConPress 46 -2.021 0.382 —2.500 -1.239
ConMedicine 46 -0.824 0.142 -1.033 —-0.489
ConFinance 44 -1.513 0.367 —2.248 —0.851
ConBusiness 46 -1.515 0.237 —2.041 -1.123
Growth 49 6.373 2.998 -1.800 13.000
Gini 49 —-0.821 0.070 —0.931 -0.722
Unemployment 49 1.805 0.240 1.361 2.273

Methodology

Since our data are a time series and we want to determine whether
trust affects regulation and regulation affects trust, our main empiri-
cal method is a regression technique known as vector autoregressive
(VAR). All variables enter into the VAR model after we have first taken
the log and then the first difference (which is calculated by subtracting
the value at time t from the value at time t — 1).”2 This method treats
each of the key variables, Trust and Restrictions, as endogenous variables
that depend on lagged values of itself and each of the other variables.
This model allows us to conduct what are known as tests of Granger

causality. Granger causality refers to the ability of past values of one
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variable to predict the current values of another. This method corre-
sponds to an empirical test of cause (a change in a current value of one
variable) producing an effect (a change in the future value of another
variable). We will conduct Granger causality tests to answer two ques-
tions: Does regulation “Granger cause” trust and, conversely, does trust
“Granger cause” regulation?” The VAR methodology also allows one
to track the dynamic effects of a one-time change in one variable on
another variable with what is known as an impulse response function.
We compute impulse response functions that allow us to examine the
dynamic effects of a change in trust on regulation and the dynamic
effects of a change in regulation on trust.
A more detailed description of the methodology can be found in this
chapter’s appendix.

Results

To begin our examination of the relationship between regulation and
trust, we examine the raw data. We plot the annual mean of Trust and
the annual number of Restrictions (figure 1). Figure 1 shows Trust (the
proportion of people who responded “most people can be trusted”) at
just over 45% in 1972 and declining over the period of observation to
just over 30% in 2018. Restrictions in 1970 was at 40,000 and by 2017 was
atjust over 1 million. Thus, the annual trends of the raw data suggest
a strong negative relationship between the two variables. In figure 2
we plot Trust and Words: the same strong negative relationship is also
present using the volume measure of regulation.

To examine this relationship further, we can similarly plot out social
trust and confidence in our various institutions. Figure 3 shows the
trends in Trust, ConPress, ConMedicine, ConLegislature, ConBusiness, and
ConFinance. A few observations can be made as we compare the respon-
dents’ confidence in these various institutions. Confidence in all of
these institutions, like social trust, is declining over the period in ques-
tion. Respondents have the most confidence in medicine and the least
confidence in Congress. Confidence in financial institutions shows the
most volatility, with declines in confidence corresponding with eco-
nomic downturns.
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Figure 1. Social Trust and Regulatory Restrictions
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Sources: General Social Survey (data set), NORC at the University of Chicago, 2018
data (release 2), March 2019; Patrick A. McLaughlin and Oliver Sherouse, RegData US
3.1 Annual (data set), QuantGov, Mercatus Center at George Mason University, Arling-
ton, VA, 2018.

Figure 2. Social Trust and Volume of Regulatory Text
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Sources: General Social Survey (data set), NORC at the University of Chicago, 2018
data (release 2), March 2019; Patrick A. McLaughlin and Oliver Sherouse, RegData US
3.1 Annual (data set), QuantGov, Mercatus Center at George Mason University, Arling-
ton, VA, 2018.
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Figure 3. Social Trust and Confidence in Various Institutions
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Source: General Social Survey (data set), NORC at the University of Chicago, 2018 data
(release 2), March 2019.

Figures 1 and 2 suggest that Restrictions and Words appear to be
increasing at a steady and smooth rate, but if we examine various
industries, we see that there is variation in regulation. We identify three
industries to examine closer: healthcare, finance, and mining. RegData
provides data broken down by the codes used in the North American
Industry Classification System, so we focus on the two-digit codes for
our three chosen industries. In the figures that follow, we plot Trust
against Restrictions and Words limited to these specific industries.

We identify these industries as ones that are heavily regulated. Finance
and healthcare/ medicine are industries that have confidence measures
in the GSS, noted in figure 3, but both are service industries. Mining is an
industry that is heavily regulated because of the potentially dangerous
conditions associated with working in mining, but there is no correspond-
ing GSS data available for confidence in mining and it is not an industry
that most individuals would pay close attention to. For this reason, we
include it to determine whether the relationship between general social
trust and regulation in mining is different from the relationships between
general social trust and regulation in the other two industries.

Figures 4 and 5 show Trust plotted alongside Restrictions_Health and
Words_Health, respectively. Figure 4 shows that Restrictions_Health was
increasing during the early 1970s, then appears to plateau from the late



Regulation and Economic Opportunity: Blueprints for Reform

1970s through the early 1990s before beginning to increase again. The
negative relationship between social trust and regulatory restrictions
is still obvious. Figure 5 shows a similar pattern, with some spikes and
dips in Words_Health over the time frame.

We repeat this exercise with the finance industry (figures 6 and 7) and
the mining industry (figures 8 and 9). We will limit our discussion here
to Restrictions_Finance and Restrictions_Mining. Figure 6 depicts Restric-
tions_Finance increasing during the 1970s, declining during the early
to mid 1980s, increasing again aside from a couple of dips just before
2000, and then increasing steadily after 2000—with a sharp increase fol-
lowing the Great Recession. However, Restrictions_Mining is perhaps
the most interesting variable relative to Trust, and shows the greatest
amount of change. The restrictions on mining increased dramatically
in the mid to late 1970s, and then declined somewhat during the mid
1980s. Restrictions on mining increased again around 1990 before fall-
ing around 2000. Since then, they have steadily increased. Again, the
negative relationship between social trust and regulatory restrictions
is present in these industries, although it is less pronounced in mining.

Figure 4. Social Trust and Regulatory Restrictions
Related to the Healthcare Industry
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Sources: General Social Survey (data set), NORC at the University of Chicago, 2018 data
(release 2), March 2019; Patrick A. McLaughlin and Oliver Sherouse, RegData US 3.1
Annual (data set), QuantGov, Mercatus Center at George Mason University, Arlington,
VA, 2018.
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Figure 5. Social Trust and Volume of Regulatory
Text Related to the Healthcare Industry
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data (release 2), March 2019; Patrick A. McLaughlin and Oliver Sherouse, RegData US
3.1 Annual (data set), QuantGov, Mercatus Center at George Mason University, Arling-
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Figure 6. Social Trust and Regulatory Restrictions
Related to the Finance Industry
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Figure 7. Social Trust and Volume of Regulatory
Text Related to the Finance Industry

words

X
< 3 .
- o
2
[%]
3
~ X 38
f(g — N85
(e} (8]
= K
E ]
B 2 R 8
g S
% E
= >
R 2
2 F
c
o
£
© S
o 9
S &

™

1970 1980 1990 2000 2010 2020

Sources: General Social Survey (data set), NORC at the University of Chicago, 2018 data
(release 2), March 2019; Patrick A. McLaughlin and Oliver Sherouse, RegData US 3.1 Annual
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Figure 8. Social Trust and Regulatory Restrictions
Related to the Mining Industry
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Figure 9. Social Trust and Volume of Regulatory
Text Related to the Mining Industry
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data (release 2), March 2019; Patrick A. McLaughlin and Oliver Sherouse, RegData US
3.1 Annual (data set), QuantGov, Mercatus Center at George Mason University, Arling-
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Aghion, Algan, Cahuc, and Shleifer argue that causality runs from
higher levels distrust leading to demanding regulation.” However, their
analysis is a cross-country study. Given our time series of data, we can
examine a Granger causality between Trust and regulation (as measured
by Restrictions) to determine whether Trust Granger causes Restrictions,
whether Restrictions Granger causes Trust, or whether Granger causal-
ity runs in both directions.

A Wald test is used to determine Granger causality from the VAR
output. (See the appendix for details concerning the VAR model, output,
and Wald tests.) Our results indicate that changes in Trust do not
Granger cause later changes in Restrictions.” That is, changes in Trust
do not have the ability to predict future changes in Restrictions. However,
the converse is confirmed. Changes in Restrictions do Granger cause
changes in Trust. Current changes in regulation as measured by Restric-
tions can be used to forecast future changes in Trust. This relationship of
Restrictions Granger causing Trust holds across the three industries we

examine as well. Additionally, Trust Granger causes Restrictions_Finance
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and Restrictions_Mining—thus, when it comes to the finance and mining
industries, Granger causality runs in both directions.

Finally, to further assess the relationship between trust and regula-
tion, we employ an impulse response function (IRF). An IRF estimates
the dynamic effect of a one-time change (shock) in one variable as it
interacts with other variables, leading them to all change over time.
The IRFs that we compute and graph presumes that a one-time shock
to a variable happens at time zero and then maps the dynamic impact
on another variable over the following 10 time periods. Again, we test
this relationship in both directions. Figure 10 illustrates the effect of
a one standard deviation increase (shock) in Trust on the number of
regulatory restrictions. The estimated effect is the solid line, while the
shaded area around the line represents the 90 percent confidence inter-
val around the estimated effect.

In the period following the shock to trust, there is a small negative
effect on restrictions. However, the confidence interval contains zero,
which demonstrates that the size of the effect is statistically insignif-
icant. The initial small negative effect quickly goes to zero after the
first period. Similarly, the dynamic effect on Trust of a one standard
deviation increase (shock) in Restrictions is computed in an IRF and
displayed in figure 11. Trust has no immediate response to the initial
shock in Restrictions. However, in time period 2, there is a significant
decrease in Trust by just over 1 percent, which is about half a standard
deviation in Trust. In the third period and following after the shock in
Restrictions, there are no further changes to Trust. This demonstrates
that a one standard deviation increase in Restrictions will tend to cor-
relate with a half a standard deviation decrease in Trust two periods
later. These results provide further evidence for the negative relation-
ship between social trust and regulation.

The dynamics of the relationship between changes in social trust and
changes in regulation differ by industry. To examine this more fully,
we also compute IRFs for Trust and regulation in each of the indus-
tries previously examined: healthcare, finance, and mining. These IRFs
are presented in figures 12 through 17. The IRF showing the dynamics
between a one standard deviation increase in healthcare restrictions
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and its impact on social trust is found in figure 12. This graph shows
the familiar pattern we saw for overall restrictions in figure 11: Initially,
there is no impact on social trust, but two periods after an increase in
healthcare regulations, there is a significant decrease in social trust.
Figure 13 demonstrates that a one standard deviation increase in social
trust has no dynamic impact on healthcare restrictions. Figures 14 and
15 graph the corresponding IRFs for the finance industry. A one stan-
dard deviation increase in finance regulations leads to an immediate
(although statistically insignificant) decrease in social trust, followed
by another (this time statistically significant) decrease in social trust
two years later.

Interestingly, a one standard deviation increase in social trust also
leads to a decline in finance regulation one year later. Thus, there is
evidence of a vicious cycle in the finance industry, as increased regu-
lation leads to decreased social trust and decreased social trust leads
to increased regulation. The mining industry presents an entirely dif-
ferent set of relationships. Figures 16 and 17 graph the corresponding
IRFs for the mining industry. As shown in figure 16, a one standard
deviation increase in mining restrictions actually leads to subsequent
increases in social trust in years 2 and 3 following the increase. This
is the opposite of the effect we saw for regulation overall and in the
healthcare and finance industries.

Figure 17 demonstrates that a one standard deviation increase in
social trust leads to a decrease in mining restrictions the following

year—a decrease that disappears in subsequent years.
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Figure 10. Impulse Response Function: Trust to Restrictions
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Figure 12. Impulse Response Function: Restrictions_Health to Trust
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Figure 14. Impulse Response Function:

Restrictions_Finance to Trust
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Figure 16. Impulse Response Function:
Restrictions_Mining to Trust
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Policy Reform

Social trust has been found to be correlated with economic growth”
and subjective well-being,”” making its promotion an ideal objective
for policy. While there are often specific benefits that accrue from spe-
cific and targeted pieces of regulation, there are also benefits to be had
from general and broad deregulation efforts and reforms that reduce
the complexity and burden of regulation. Regulation can get in the
way of the necessary social feedback loops that create social trust as
social interactions reward that which is praiseworthy and punish that
which is blameworthy. Our findings demonstrate that, in addition to
traditional benefits, general deregulation may also bring an increase
in social trust.

While we do not find evidence that increases in social trust would
lead to decreases in overall regulation, thus revealing a virtuous cycle
of deregulation, we do reveal such a virtuous cycle of deregulation in
the finance industry. A general reduction of the regulatory burden in
the finance industry can lead to increases in social trust. These increases
in social trust then lead to further general reductions of regulation in
the finance industry—thus perpetuating a cycle that will see further
increases in social trust.

These results bring to the fore two main policy recommendations.
First, policymakers should look for ways to reduce the overall reg-
ulatory burden on the economy. Doing so would promote economic
efficiency, economic growth, and social trust. Second, policymakers
should look for ways to reduce the regulatory burden on the finance
industry specifically. Such reductions may bring additional benefits
owing to the virtuous cycle. A reduced regulatory burden in the finance
industry will lead to increased social trust, which will further propa-

gate itself from further reductions in the financial regulatory burden.

Conclusion

We set out to empirically examine the question of causality between
regulation and social trust. Our analysis adds to the existing literature
by providing a new time-series data set of regulation and trust in the

US. Other studies have all been cross-sectional and cross-country. Our
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findings are consistent with those of previous researchers, who have

found that there is a negative relationship between social trust and reg-
ulation.” However, Granger causality tests provide strong evidence that

regulation Granger causes trust. There is less compelling evidence that

trust Granger causes regulation.

This relationship is tested with a data set encompassing all the regu-
lations in the US as well as a select set of industry regulations, and the
results continue to hold. These results suggest that a vicious cycle does
not exist between the degradation of social trust and growth in regula-
tion that have been observed in the US since the 1970s. Because social
trust doesn’t Granger cause regulation, it is possible to implement pol-
icies that can support social trust without the negative consequences
generated from regulation. Furthermore, policies that reduce the reg-
ulatory burden have the added benefit of leading to increased social
trust along with increased efficiency and economic growth. This is espe-
cially beneficial because social trust is known to be associated with so
many other desirable outcomes.

Appendix: Methodology in Detail

To conduct our tests of Granger causality, we first determine whether
the variables contain a unit root and, if so, whether stationarity can
be achieved by first-differencing the data. We confirm that the first
differences of all data are stationary, so all VAR regressions are per-
formed using first differences of the data. This allows us to use a simple
VAR econometric specification on which we can conduct Wald tests for
Granger causality. In all VAR regressions, the data are first logged and
then first-differenced. The summary statistics of the data in log first
differences appear in table Al.

Each VAR model we estimate is a system of two linear regression
equations, as expressed in equations Al and A2, where subscript ¢
indexes time, Trust is the first difference of the log level of trust, Restric-
tions is the first difference of the log level of the number of restrictions
(from RegData), and X is a vector of log first differences of control
variables.”” Letting i index each equation, the error term is ¢, and the

parameters to be estimated are (1) the constants for each equation, C; (2)
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the coefficients for lagged differences of endogenous variables, p, ; and

(3) the vector of coefficients for lagged differences of exogenous vari-

ables, y, .
Trust, = Cl P, Restrictions,  + [ Restrictions, | + Yia Xt Vi Xt e (A1)
Restrictions, = C2 +0,, Trust  + P,, Trust  + 1 Xt szZXI_Z te, . (A2)

VAR model 1 is a simple two-way VAR specification between the log
first differences of Restrictions and Trust. Diagnostic tests indicate that a
VAR model of lag order 2 is most appropriate. The VAR model includes
the confidence measures of our institutions and our controls for eco-
nomic conditions. This model generates an R? of .62 on Restrictions and
.86 on Trust, indicating that the model is better able to predict Trust than
Restrictions. The VAR coefficients for model 1 can be seen in table A2. We
continue in this same vein with our restrictions in the specific industries
of healthcare, finance, and mining in VAR models 2, 3, and 4, respec-
tively. These results can be found in tables A3, A4, and A5, respectively.
Table A6 displays the Wald test statistics for all Granger causality tests.
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Table A1l. Summary Statistics in Log Differences

Variable Observations Mean csiziril;it?:)i Minimum szmi-
Restrictions 47 0.0209 0.0212 —-0.0317 0.0820
Restrictions_Health 47 0.0445 0.0673 —0.0897 0.2360
Restrictions_Finance 47 0.0183 0.0614 -0.2200 0.1340
Restrictions_Mining 47 0.0407 0.1270 -0.2320 0.5310
Trust 46 —-0.0082 0.0650 —-0.1290 0.2580
ConLegislature 45 -0.0336 0.1740 —-0.5840 0.3340
ConPress 45 -0.0133 0.1160 —0.2850 0.2490
ConMedicine 45 -0.0095 0.0652 —-0.1790 0.1450
ConFinance 43 —0.0125 0.1690 —0.3700 0.3000
ConBusiness 45 -0.0109 0.1350 —0.4660 0.2490
Growth 48 -0.0020 2.3560 -7.9000 5.6000
Gini 48 0.0043 0.0095 -0.0150 0.0474

Unemployment 48 —0.0049 0.1510 —0.2450 0.4730
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Table A2. Vector Autoregression Model 1:
Regulatory Restrictions and Social Trust

Equation Al .
(restrictions) Equation A2 (trust)

Variable Coefficient Coefficient
. 0.2881** 0.0523
RestrtctwnsH (0.1527) (0.3303)

Restricti 0.0082 —0.9699**
ESHTICLIONS, (0.1388) (0.3003)

Trust —0.0784* —0.2742%*
-1 (0.0488) (0.1056)

Trust 0.0222 —0.2708***
-2 (0.0450) (0.0974)
. —0.0187 0.0187
ConLegislature, | (0.0195) (0.0422)
Conl.ecislat 0.0443*** —0.0172
OnLESISIAtITE, (0.0150) (0.0324)
ConPress —0.0130* —0.1872**
-1 (0.0406) (0.0879)

ConP —0.0039 0.3511***
ONITESS,, (0.0289) (0.0626)
. —0.0476 0.1350
ConMedicine, , (0.0930) (0.2012)

. —0.0364 —0.4872%*
ConMedicine,_, (0.0675) (0.1461)
ConFinance —0.0486™ -0.0223
-1 (0.0229) (0.0495)
ConFinance 0.0566*** —0.1059**
-2 (0.0230) (0.0497)
ConBusiness 0.0435 0.0570
eSS, (0.0515) (0.1114)
ConBusinss —0.0247 0.2173***
NDUSINESS, (0.0354) (0.0766)
Crowth 0.0061* 0.0071
-1 (0.0036) (0.0077)
Crowth —0.0015 —0.0051
-2 (0.0016) (0.0034)

Cini 0.3339 —2.3076***
-1 (0.3882) (0.8397)
Cini —0.2039 1.0465**
-2 (0.2393) (0.5176)
Unempl. 0.0063 0.1038
nemployment,_, (0.0344) (0.0745)
Unempi 0.0605* —0.0437
nemployment,_, (0.0340) (0.0735)
Constant 0.0087 0.0147
(0.0043) (0.0093)

N 41 41
R 0.62 0.86

Note: Standard errors are in parentheses.
*p<.1; 7 p< .05 p<.01
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Table A3. Vector Autoregression Model 2:
Healthcare Industry Regulatory Restrictions and Social Trust

Equation A1 (healthcare restrictions)  Equation A2 (trust)

Variable Coefficient Coefficient
Restrictions_Health, 28?59;1;)) (885;1;)
Restrictions_Health, , (()62?331) _(%%)57%%
Toust 0.1502 —0.3010%**
-1 (0.2030) (0.1157)
Trust 0.0026 —0.3971%*
-2 (0.1658) (0.0945)
ConLeeislat ~0.0065 0.0335
OnLEGISIAtUTE, (0.0794) (0.0453)
. 0.0056 —0.0333
ConlLegislature,_, (0.0642) (0.0366)
ConPress ~0.0282 —0.0344
-1 (0.1493) (0.0851)
ConPress 0.0880 0.3060***
-2 (0.1145) (0.0653)
N —0.3870 —0.0946
ConMedicine, , (0.3753) (0.2140)
. 0.0503 —0.3185*
ConMedicine,_, (0.2625) (0.1496)
ConFi 0.1457 —0.0273
onbmance, , (0.0962) (0.0548)
ConFinance —0.2323*** —0.1058"*
2 (0.0965) (0.0550)
ConBusiness 0.3176 0.1221
-1 (0.2219) (0.1265)
ConBusiness 0.1238 0.1648**
-2 (0.1356) (0.0773)
—0.0124 0.0080
Growth,, (0.0152) (0.0087)
Crowth 0.0029 —0.0066**
2 (0.0061) (0.0035)
Cini —1.5642 —2.1198%**
-1 (1.5776) (0.8995)
Cini 0.2731 0.9432*
-2 (0.9825) (0.5602)
0.1696 0.1062
Unemployment,_, (0.1403) (0.0800)
~0.2178 —0.0762
Unemployment,_, (0.1367) (0.0779)
Constant 0.0328 0.0025
(0.0154) (0.0088)
N 41 41
R 0.44 0.84

Note: Standard errors are in parentheses.
*p<.1; ™ p<.05 " p< .01



Regulation and Economic Opportunity: Blueprints for Reform

Table A4. Vector Autoregression Model 3:
Finance Industry Regulatory Restrictions and Social Trust

Equation A1 (finance restrictions) Equation A2 (trust)

Variable Coefficient Coefficient
Restrictions_Finance,_, (8%7123) E(()) f ??7187)
Restrictions_Finance ~0.1207 —~0.2592"
— -2 (0.1783) (0.1394)

Trust —0.8420%** —0.2208**
-1 (0.1467) (0.1147)
Trust 0.0725 —0.2877**
Stz (0.1665) (0.1302)
ConLegis] 0.0298 —0.0320
onLegislature,, (0.0688) (0.0538)
. 0.0656 -0.0154
ConLegislature, , (0.0489) (0.0382)
ConPress 0.1460 —0.0898
- (0.1098) (0.0859)
ConPress —0.0679 0.3610"**
-2 (0.0898) (0.0702)
. —0.9179*** -0.0719
ConMedicine, (0.2660) (0.2080)

. 0.4137** —0.4405***
ConMedicine, _, (0.2078) (0.1625)
ConFinanc —0.0362 —0.0150
OnEIance, (0.0681) (0.0533)

ConFinance —0.0615 —0.1537***
-2 (0.0731) (0.0571)
ConBusi 0.5232%* 0.1005
ONBUSINESS, (0.1510) (0.1181)
ConBusiness —0.0783 0.2369***
-2 (0.1135) (0.0887)
0.0250** 0.0042

Growth, , (0.0111) (0.0086)
Growth -0.0083 -0.0044
-2 (0.0053) (0.0042)

Cini —2.4821* —3.1778***
-1 (1.3701) (1.0713)
Cini 1.5484 1.4110*
-2 (0.8404) (0.6571)
Unempi 0.2049** 0.0852
nemployment,_, (0.1027) (0.0803)
Unempi 0.0268 —0.0742
nemployment, , (0.0988) (0.0773)
Constant 0.0251 0.0063
nstan (0.0107) (0.0084)

N 41 41
R 0.72 0.84

Note: Standard errors are in parentheses.
*p<.1; 7 p< .05 p< .01
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Table A5. Vector Autoregression Model 4:
Mining Industry Regulatory Restrictions and Social Trust

Equation A1 (mining restrictions) Equation A2 (trust)

Variable Coefficient Coefficient
Restrictions_Mining, (()(.)55238) zg 8;’ 17 g)
Restrictions_Mining, _, zg i) ;17 g) (()61(3)2;)
Trust —0.5371* —0.2752%*
-1 (0.3158) (0.1083)
Trust 0.2100 —0.4662**
-2 (0.2591) (0.0888)
ConLoois] 0.0343 0.0529
onLegislature,_, (0.1393) (0.0478)
. —0.1030 —0.0643*
ConLegislature,_, (0.0995) (0.0341)
ConPress —0.1309 0.0000
-1 (0.2444) (0.0838)
ConPress 0.0905 0.3102%**
-2 (0.1850) (0.0634)
. —0.4356 —0.1036
ConMedicine,_, (0.5770) (0.1978)
. 0.5519 —0.2645*
ConMedicine, , (0.4197) (0.1439)
ConFinance —0.2912** —0.0313
1 (0.1487) (0.0510)
ConFinance 0.4542%** —0.1375**
-2 (0.1556) (0.0533)
ConBusine ~0.2494 0.0281
SIESS, 4 (0.3214) (0.1102)
ConBusiness —0.6501*** 0.2616**
-2 (0.2219) (0.0761)
Crowth 0.0652*** 0.0046
1 (0.0226) (0.0077)
Crowth —0.0359** —0.0060*
-2 (0.0094) (0.0032)
Cini ~1.3635 —1.6225*
-1 (2.4885) (0.8532)
Cini 0.8076 0.7921
-2 (1.5357) (0.5265)
Unenl , —0.1380 0.0346
nemployment, , (0.2157) (0.0740)
. 0.3461 —0.0565
Unemployment,_, (0.2223) (0.0762)
Constant 0.0151 —0.0088
(0.0201) (0.0069)
N 41 41
R 0.70 0.85

Note: Standard errors are in parentheses.
*p<.1;*p<.05 " p<.01
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Table A6. Granger Causality Wald Tests

Effect variable Cause variable X2
Model 1

Restrictions Trust 3.40
Trust Restrictions 12.27%**
Model 2

Restrictions_Health Trust 0.57
Trust Restrictions_Health 5.13*
Model 3

Restrictions_Finance Trust 35.43***
Trust Restrictions_Finance 5.33*
Model 4

Restrictions_Mining Trust 4.73*
Trust Restrictions_Mining 9.68***

Note: *p <.1; ** p <.05; *** p < .01.
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