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         INTRODUCTION 

 

HOW TO REALIZE 
THE POTENTIAL 
OF SOCIAL 
CAPITAL AS A 
FACTOR OF 
ECONOMIC 
DEVELOPMENT? 

 
The fifth enlargement round of the European Union in 2004 brought several 
drastic changes regarding its composition and neighbourhood. Firstly, new 
member states with recent communist background joined the union, and 
secondly, enlarged EU was suddenly bordered with economically poorer and 
politically less stable and less democratic countries. These changes brought 
about the creation of the unified European Neighbourhood Policy (ENP) which 
aims to create a ring of countries around the EU with which the EU has close, 
peaceful and cooperative relations (COM 373 final, 2004).  
 
The SEARCH project in general aims at strengthening the integration process 
between the EU and the neighbouring countries by improving the understanding 
of the economic interactions of NC-s with the EU in terms of capital, trade, 
people, knowledge and innovation. Within the SEARCH project, the WP5 focuses 
on understanding the institutional framework condition of the ENP countries. In 
particular, WP5 is designed to investigate the current status of the social, cultural 
and institutional environment in the ENP countries and regions, and to identify 
the impact of current changes and transformations on the prospects for improved 
economic development, social cohesion, and stronger integration.  
 
This policy brief focuses on the empirical evidence provided by the research 
carried out under Task 1 of WP5. We present research findings on social capital 
levels, dynamics and determinants, and its relations with institutional and 
economic performance both at national and individual level. We first point out the 
policy issues we address and describe the context of analysis, followed by some 
policy recommendations on how to better employ the potential of social capital as 
a factor of national and individual economic welfare. 
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 EVIDENCE AND ANALYSIS 

 
SOCIAL CAPITAL 
MATTERS FOR 
ECONOMIC 
PROSPERITY … 
 
 
 
 
 
 
… AND DEMOCRACY 
 
 
 
 
 
 
 
 
 
 
 
 
 
THE LEVELS OF SOCIAL 
CAPITAL VARY IN 
DIFFERENT PARTS OF 
EUROPE 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
THE RELATIONS 
BETWEEN SOCIAL 
CAPITAL COMPONENTS 
REMAIN MIXED 
 
 
 
 
 

 
According to the literature, social capital constitutes nowadays one 
fundamental determinant of economic growth and prosperity. It works 
through different channels such as interpersonal and institutional trust, 
cooperative values and attitudes, leading to the formation of communities 
and networks of people, and business firms. Private corporations can also 
benefit from trust among their employees and from trusting relations to 
clients and suppliers, to creditors and shareholders. As such, it is important 
to draw lessons about institutions and policies that encourage the formation 
of social capital.  
 
Besides economic effects, social capital is also an important factor of 
institutional performance and democratic quality. Democracy requires a 
spirit of inter-personal and inter-group cooperation as well as reliable and 
respected institutions. Social capital is obviously favoring democratic and 
institutional performance, while it is, vice versa, also favored by democratic 
and institutional quality. In other words, there is a two-ways dynamic 
relation between social capital and democracy which mutually strengthen 
each other. Low levels of social capital, on the other hand, may lead to 
excessively rigid and unresponsive political system with high levels of 
corruption. Empirical research of Hlepas (2102) has confirmed that in most 
of the European countries, there is an analogy between the levels of 
generalized trust and scoring in democracy index, institutional quality index 
and also in global competitiveness index.  
 
In European context, empirical evidence shows that there are distinctive 
sub-groups of countries in terms of social capital and institutional quality. In 
his recent study, Hlepas (2012) distinguishes between three main 
components of social capital: generalized trust, public trust to politicians 
and elite compliance to legal and social norms, which are compared to each 
other as well as to the levels of democratization, institutional quality and 
global competitiveness in different groups of countries. His results show 
that within the EU-15 group Southern European countries score far lower in 
terms of all abovementioned aspects of social capital and institutions. 
Differences exist also within the group of the twelve new EU member 
states, where Estonia, Cyprus and Malta obviously score much better in 
nearly all aspects, compared to the rest of the new members, while 
Romania and Bulgaria score far lower than others. Candidate countries 
show different strengths and weaknesses. Turkey, for instance is scoring 
comparatively better in global competitiveness, while institutional quality 
and trust to politicians also reach a rather satisfactory level. However, 
general trust and scoring in democracy index are extremely low and 
appropriate policies seem to be needed in order to further encourage 
democratization, openness and cooperative predisposition in this country. 
Finally, Eastern neighboring countries seem to have a long way in order to 
reach EU standards especially concerning elite compliance with norms, 
democracy index and global competitiveness.  
 
Concerning relation of different components of social capital to each other, 
the level of generalized trust does not seem to correspond to levels of elite 
compliance to norms and public trust to politicians. In correspondence with 
theoretical literature, generalized trust rather reflects the level of 
cooperative predisposition in everyday life and towards anyone, and is 
mostly culturally embedded. On the other hand, the level of elite compliance 
to norms and public trust to politicians seem to reflect historically embedded 
authority and acceptance of the state, of public institutions and of political 
power. Satisfaction with institutional performance could also enhance public 
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DYNAMICS OF SOCIAL 
CAPITAL 
 
 
 
 
 
SOCIAL CAPITAL MIGHT 
SERVE AS AN 
ALTERNATIVE SOURCE 
OF SECURITY IN TIMES 
OF ECONOMIC CRISIS 
 
 
 
 
 
 
 
WHAT DETERMINES 
THE LEVELS OF SOCIAL 
CAPITAL? 
 
 
 
 
 
 
 
 
 
 
THE DETERMINANTS OF 
SOCIAL CAPITAL HAVE 
DIFFERENT EFFECTS IN 
DIFFERENT PARTS OF 
EUROPE 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

trust to politicians. An important common result in nearly all European 
countries is a positive relation between public trust to politicians, 
institutional quality and elite compliance to norms.   
 
When looking at the dynamics of social capital in Europe over time, the 
study by Parts (2012) shows that during 1990-2008, the average level of 
social capital has decreased in new member states and increased in EU-
15. However, the experiences of individual countries has been rather 
diverse concerning the changes in different components of social capital, so 
no strong generalizations can be made on the basis of country groups. 
 
Positive effects of social capital appear also at the level of individuals, 
influencing their economic behaviour. Tatarko et al (2012) provide empirical 
evidence confirming that, on the example of Russian adults, higher levels of 
trust, tolerance, and civic identity are associated with adverse monetary 
attitudes. This can be interpreted as when social capital decreases, people 
try to compensate by accumulating financial capital. Greater social capital, 
on the other hand, by providing social support that serves as an alternative 
source of security, influence, and protection, may reduce this dependence 
on money. As a result, an increase of social capital is expected to reduce 
the number of economic crimes and the number of offenses against the 
person. 
 
Given the above explained positive effects expected from social capital, it is 
important to understand what determines the levels of different components 
of social capital. Based on the scientific literature, individual-level 
determinants of social capital can be divided into two groups: socio-
demographic factors like gender, age, income, education, employment and 
marital status, number of children and town size; and cultural and 
psychological factors including individualism, satisfaction with democracy, 
religiosity, etc. Regression results by Parts (2012) enable to generalize that 
most influential factors of social capital in Europe are education and 
satisfaction with democracy. Social capital also associates positively with 
age, income, and having children, while there is negative relationship 
between social capital, town size and individualism.  
 
However, there are several differences between country groups – Western 
Europe (WE), new member states (NMS) and neighbouring countries (NC). 
The only component of social capital which was influenced similarly by 
supposed determinants in different country groups was generalized trust. 
Most diverse results appeared when analyzing the determinants of 
institutional trust and social norms. Both income and age associate with 
higher institutional trust in WE and NMS, while in NC-s the opposite holds. 
Education has also diverse effect on institutional trust: in WE those with 
higher education have more institutional trust, but in NMS they have less 
institutional trust. These mixed results could be related to the differences in 
actual quality of institutions in different country groups, although theory 
suggests that in post-communist countries the relationship between 
institutional quality and institutional trust is not quite clear.  
 
As regards social norms, both income and education have positive effect in 
WE and negative effect in NC, while the effect of individualism is just 
opposite in these country groups. In new member states, the effects of the 
same determinants are mixed: education has positive effect on social 
norms similarly to western European countries, while regarding the effect of 
income and individualism NMS-s are more similar to neighbouring countries 
where higher income decreases the acceptance of social norms. 
 
Finally, age has different effect on participation in formal networks: in WE 
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the number of connections increases with age while in NC older people 
participate less in formal networks. The latter could be explained by 
different past experiences – under communist rule formal participation was 
mostly “forced” not voluntary and this could have generated unwillingness 
to join different organizations even after the collapse of old social order. 
 
Summing up, it seems that the determinants of social capital are in 
accordance with theory only in Western European countries and tend to be 
opposite in neighbouring countries, while new member states with 
communist background are somewhere in between – in some aspects they 
are already more similar to more developed western European societies, 
while in others they still suffer from past communist rule. 
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 POLICY RECOMMENDATIONS 

 
THE NEED TO 
SUPPORT THE 
FORMATION OF 
SOCIAL CAPITAL  
 
 
 
 
 
 
 
IMPROVING 
EDUCATIONAL 
LEVELS AND 
DEMOCRACY  
 
 
 
 
 
 
 
GENERAL PRO-
GROWTH POLICIES 
COULD BENEFIT 
SOCIAL CAPITAL 
CREATION 
 
 
 
 
 
 
FORMING CITIZENS’ 
VALUE 
ORIENTATIONS  
 
 
PROMOTING ELITE 
COMPLIANCE TO 
LEGAL AND 
ETHICAL NORMS 
 
 
POLICY MEASURES 
MAY VARY 
DEPENDING ON 
PECULIARITIES OF 
EACH COUNTRY  

 
Cooperative predisposition of the population and public trust to politicians 
that often negotiate and decide on matters of European integration are 
very important within the context of Europeanization and EN policies. At 
the level of individuals, social capital gives people a sense of confidence 
and security, thus compensating partly the lack of money in hard times. 
However, the case of Southern European Countries that suffer from an 
unprecedented economic crisis and more recent case of Ukraine with its 
political crisis show that their deficiencies in institutional quality, elite 
compliance with legal and ethical norms and cooperative attitudes have 
not been accordingly addressed.  
 
The most influential individual-level determinants of social capital, 
especially of general and institutional trust are education and satisfaction 
with democracy, so the main policy implication would be the need to 
support investments in educational system and improving 
democratization processes. This recommendation holds for all European 
countries and population groups. While general trust is more culturally 
and historically determined and thus rather difficult to change with 
specific policies, institutional trust could be promoted through more 
transparent and accountable decision-making procedures, participatory 
actions and higher institutional quality in general. 
 
Trust also tends to increase along with overall economic development 
and growing incomes, indicating that general pro-growth policies could 
benefit also the creation of social capital. However, policy makers should 
keep in mind that in countries with lower initial welfare level the effect of 
growth might be the opposite – in several EU neighboring countries (e.g. 
Serbia, Ukraine, Croatia) the higher incomes associate with lower 
institutional trust and acceptance of social norms. In some new member 
states (e.g. Bulgaria, Hungary, Latvia, Poland) institutional trust has been 
even lower than in NC-s, but these countries are already in the phase of 
development where growing incomes favor higher institutional trust.  
 
Political authorities could also encourage value orientations that 
contribute to the development of social capital, such as acceptance of 
social norms, more cooperative attitudes, supporting various forms of 
voluntary work, etc. In this respect, compliance of political and business 
elites with legal and ethical norms has critical importance, as the rest of 
the public tend to follow the elite’s value orientations. Elite compliance 
can be promoted through actions that will strengthen the rule of law, 
public awareness and transparent budgeting, while discouraging rent-
seeking and free-rider attitudes.  
 
In sum, it is not easy to provide uniform policy recommendations for all 
countries on how to support the creation of social capital. The policies 
which aim at supporting social capital creation should adjust to the 
peculiarities of each country and focus on country-specific deficiencies. 
These peculiarities, including institutional capacity and governance 
performance, depend on the overall level of economic and democratic 
development of a specific country, so respective policies should be 
continuously revised and adjusted. 
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 RESEARCH PARAMETERS 

 

Introductory 

statement  

 
The current Policy Brief incorporates the policy implications of the research 
findings on social capital, its determinants and relations with institutional and 
economic performance.  
 

 

Objectives of 

the research  

 

 

 
The main objectives of the research were to: 

 Describe the levels and dynamics of social capital comparatively in EU 
old and new member states and neighbouring countries. 

 Ascertain the determinants of social capital with special focus on 
possible differences between EU members/non-members and countries 
with/without recent communist background. 

 Elaborate empirically the hypothesis that there is a two-way dynamic 
relationship between social capital and democratic and institutional 
performance, which jointly determine economic performance and the 
level of human development of a country. 

 Assess the effect of social capital on an individual’s economic behaviour 
and dependence on money. 

 

 

Methodology 
 
The research relies on the use of different statistical and econometric methods 
which are applied on different data sets: 

 Empirical analysis of the levels and dynamics of social capital is based 
on the European Values Survey data and covers the period 1990-2008. 
The concept of social capital is characterized by a broad variety of 
survey indicators which are compressed into smaller number of 
components with the help of factor analysis. 

 The determinants of social capital are assessed by regression analysis 
using individual-level data from the EVS 4th wave which refer to year 
2008. Distinction is made between socio-demographic factors and 
cultural and psychological factors of social capital, and the effects of 
these factors are studied separately in three country groups: old 
European countries, new member states with communist background 
and neighbouring countries. 

 Relationships between social capital, democratic and institutional 
performance, and economic and human development are elaborated by 
two-dimensional graphs on the basis of national-level data from the 
World Economic Forum, the World Bank, the UNDP and Economist 
Intelligence Unit. 

 The analysis of the effect of social capital on individual’s economic 
behaviour is based on the sample of 634 Russian adults (aged 20-59 
years) who fulfilled the questionnaire in years 2010-2011. A structural 
equation model relating trust, tolerance, and civic identity with economic 
attitudes was specified and tested while controlling for age, gender, and 
education. 
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