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THE ELASTICITY OF TRUST:
EVIDENCE FROM KUWAIT, OMAN, SWITZERLAND,

THE UNITED ARAB EMIRATES AND THE UNITED STATES"

Iris Bohnet,* Benedikt Herrmann™ and Richard Zeckhauser

This paper employs experiments to determine how effectively arrangements decreasing the
expected cost of trust betrayal foster trust in three Gulf countries (Kuwait, Oman and the United
Arab Emirates), and two Western countries (Switzerland and the United States). Our basic
instrument elicits subjects’ minimum acceptable probabilities for trustworthiness that would
make them just willing to trust. Trust proves more elastic to the likelihood and the cost of
betrayal in the West than in the Gulf. Risk aversion and betrayal aversion contribute to this
difference. The disparities between the West and the Gulf are driven more by men than by

women.
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I. Introduction

Middle-Eastern and Western leaders participating in an executive program recently
played a one-shot trust game, much like the game used in this paper. After the game, we asked
the participants how its rules could be changed to make the environment more conducive to trust.
One participant suggested finding mechanisms assuring that trust would be rewarded. A second
suggested decreasing the losses involved when betrayal occurs.

The first suggestion was made by a Middle-Easterner, the second by a Westerner. The
findings in this paper suggest that this was not happenstance. The two participants were
identifying a central instrument for fostering trust in their own societies. Our study examines
how effective arrangements that decrease the expected cost of trust betrayal, either reducing the
cost or the likelihood of betrayal, are for fostering interpersonal trust in three countries in the
Persian Gulf region—Kuwait, Oman and the United Arab Emirates—and two Western
countries—Switzerland and the United States.'

To measure how responsive people are to changes in the expected returns from trusting in
the various countries, we employ laboratory experiments. The kernel of our method is to elicit
subjects’ minimum acceptable probabilities (MAPs) of trustworthiness that would make them
just willing to trust. This gives us their degree of aversion to taking a lottery involving trust.
Once we know the distribution of individual MAPs within a group, we can calculate the
elasticity of trust, which we define as the percentage reduction in those not trusting divided by

the percentage reduction in a factor that negatively affects trust. We compute elasticities for two

" To the best of our knowledge, this is the first series of experiments that has been run in the Islamic world. Our
experiments represent five case studies. We do not claim that they are conclusive about behavior in either the Gulf
region or the Western world. Evidence from related trust experiments, mainly based on the investment game, are
summarized by Camerer (2003) for the developed world and by Cardenas and Carpenter (2005) for developing
countries.



different negative factors. The first is the likelihood of betrayal; the second is the material cost of
betrayal.

In Study 1, we focus on the elasticity of trust to the likelihood of betrayal in Kuwait,
Oman, Switzerland, the United Arab Emirates (UAE), and the United States (USA), holding
fixed the material costs of betrayal. In Study 2, we vary the material costs of betrayal, and
examine how much additional trust a reduction in the material losses involved in betrayal (or
“insurance”) secures in two of our countries, Oman and the United States. Thus, we compare
MAPs in a “high-cost” and a “low-cost” trust game. In Study 3, we examine why differences in
the elasticities of trust might be observed across our five countries. We decompose trust-lottery
aversion into two components, risk aversion and betrayal aversion. We then compare people’s
willingness to take risk in the trust game and in a game developed for control purposes, the
“risky dictator game” [Bohnet and Zeckhauser, 2004]. The only difference between the two
games is that in the control game, nature (a chance device) rather than another person is the agent
of uncertainty. A subject’s MAP in the risky dictator game reveals her risk aversion. > The
difference between a subject’s MAPs in the trust and the risky dictator games reflects her
betrayal aversion, i.e., the change in behavior due to the additional cost when a person rather
than nature is responsible for the final outcome. Finally, we use a post-experimental
questionnaire to collect preliminary data on whom people trust. Aversion to trust lotteries may
also be related to a stronger distinction between in-group and out-group members.

The three Gulf countries and the two Western countries differ in many ways. We refer to
these two groups as clusters. A number of observations, introduced below, suggest substantial

cross-cluster differences. Our approach allows us to measure differences in behavior between

? For ease of understanding, we refer to the first mover as “she” and the second mover as “he.”



and within clusters—both, for men and for women. While we cannot conclusively establish the
fundamental causes for such differences, we can identify likely contributors.

1. Four observations about cross-cluster differences

We present four observations about important differences between the West and Gulf
region countries but make no claims about their relative importance. Many of our observations
about the Gulf region countries are based on the recent Arab Human Development Reports
[AHDR, United Nations Development Program, 2002-2004], which are among the few sources
that provide comparable data on Arab countries. They were written by Arab scholars.® Our
observations are not independent variables; rather, they may be simultaneously determined. For
example, Islamic Law may be a natural or efficient choice for a country with a tribal- or clan-
based society, whereas it would be counterproductive for an open society such as the United
States.

Observation 1: Western Law and Islamic Law. In the West, various arrangements that
decrease the costs of betrayal help to encourage trust. Damages for betrayal are part of nearly all
contractual arrangements. In the United States, for example, contract law utilizes the notion of
“efficient breach,” where the principal is paid her loss by the agent should the agent find it
beneficial to breach the contract. “Perfect expectation damages,” for example, which compensate
the principal for the injury caused by the agent, make the potential victim of breach equally well
off financially whether the contract is performed or breached. Even where the legal system falls

short, for example, when transaction costs are large, commercial insurance may protect a

? The reports emphasize that all its authors are Arab, and thus provide an insider’s look at the conditions in the Arab
world. The reports were warmly received in the West (e.g., hailed by the NYT, the FT and Economist), but received
mixed reviews in the Arab world. Criticism centered around the reports’ recommendations and conclusions and not
around their description of the social, political and economic environment, on which we will focus here. For a
discussion of the comments on the AHDR, see Baroudi (2004).



contracting party for losses ranging from breach of contract (surety bonds) to employee theft
(fidelity bonding).

Such contractual arrangements are unheard of in Islamic Law, which is the dominant
form of law in Kuwait, Oman, and the United Arab Emirates.” The availability of compensation
would justify and encourage taking risk (assuming that other factors did not intervene). This
would be undesirable, since risk-taking, “gharar,” is prohibited under most conditions in Islamic
Law. Sami Ibrahim Al-Suwailem, an Islamic economist from Saudi Arabia, explains:
“...prohibition of gharar is established on the general principle that a decision maker shall not
rely on pure chance to achieve desired outcomes. The approach is suitable not only for personal
decisions, but also for interactions with others. It is a principle that governs general human
behavior under risk.” [2000a, p. 9] Incomplete contracts based on trust and trustworthiness are
inherently risky. They are referred to as “gharar contracts.” “Gharar contracts are often
dynamically inconsistent, and therefore it is often not in the best interest of one of the parties to
fulfill the contract... Non-gharar contracts in contrast can be fulfilled by self-interest of involved
parties.” [Al-Suwailem 2000b, p. 95].

Observation 2: Societal organization. Switzerland and the United States may be
characterized as “individualist,” and Kuwait, Oman, and the United Arab Emirates as

“collectivist” countries [e.g., Triandis, 1995; Hofstede, 2001]. Such cultural theory assessments

* Scholars of Islamic Law agree that the shari'ah is not just law in the usual Western sense. “Rather, it is a divine
command governing all human behavior, whether concerned with this world or the next. (p. 10) ...the law never
accedes to any principle that worldly enforcement applies only to matters of “law” rather than to “morals”... Hence,
nothing corresponds consistently to the modern Western line of division between religious (or moral) and legal.” (p.
16) (Vogel 1997).

> See Kuran (1995, 2004) for a definition of Islamic economics and a discussion of its various proponents. He writes
in the 1995-article (p. 159): “...its agents act under the guidance of norms drawn from the traditional sources of
Islam... These norms ‘command good’ and ‘forbid evil’... The intended effect of the norms is to transform selfish
and acquisitive homo economicus into a paragon of virtue, homo Islamicus. Homo Islamicus acquires property
freely, but never through speculation, gambling, hoarding, or destructive competition.”



predict greater “uncertainty avoidance” and a stronger distinction between “in-group” and “out-
group” members in the latter than the former. Distinctions between in-group and out-group
members are likely to be particularly pronounced when groups are homogenous. Emiratis,
Kuwaitis, and Omanis are such groups. Members of each group speak the same language, have
the same ethnicity, share the same religion, and have similar cultural backgrounds, though they
may come from different tribes. Foreigners living and working in these three Gulf countries
rarely become citizens.

The Arab Human Development Reports also stress the predominance of group-based
societal organization in the Gulf region, and in the Arab world more generally. “Clannism (al-
‘asabiya), in all its forms, (tribal, clan-based, communal, and ethnic) tightly shackles its
followers through the power of the authoritarian patriarchal system. This phenomenon ...
represents a two-way street in which obedience and loyalty are offered in return for protection,
sponsorship, and a share of the spoils... Its positive aspects include a sense of belonging to a
community and the desire to put its interests first.” [AHDR, 2004, p. 145] Hisham Sharabi
[1988], a leading Palestinian intellectual, describes the Arab world as a “neopatriarchy,” where
social relations are more vertical than horizontal, as in the typical modern Western state, and
where society is stratified according to family and clan membership.

A group-based societal organization based on long-standing relationships can
substantially reduce the social uncertainty involved in trust. Within groups, repeated interactions
are likely, information on reputation spreads quickly, monitoring is comparatively cheap, social

sanctions help maintain commitments, and loyalty brings high levels of reliability. Disloyalty is



often punished by expulsion [e.g., Layne, 1987].° The Economist [April 9, 2005, p. 37] describes
a recent case in Qatar where “its rulers have just stripped some 5,000 Qataris of their citizenship,
apparently because they belong to a clan deemed disloyal.”

Observation 3. Political system. Switzerland and the United States are democratic, while
Kuwait, Oman, and the United Arab Emirates have few democratic elements. These Gulf states
are characterized as authoritarian states by the Arab Human Development Reports. Building on
the data available in the Arab world from the World Values Survey [2003], the AHDR 2004
shows that confidence in political institutions is very low in Algeria, Egypt, Jordan, Morocco,
and Saudi Arabia. (Kuwait, Oman and the UAE were not part of the survey.) It concludes that
“clannism flourishes ... wherever civil or political institutions that protect rights and freedoms
are weak or absent. Without institutional supports, individuals are driven to seek refuge in
narrowly based loyalties that provide security and protection.” [AHDR, 2004, p. 146].

According to the corruption index of Transparency International (2004, with 10 being
least and 0 being most corrupt), the average perceived corruption index for our three Gulf
countries is 5.6 compared to 8.3 for the two Western countries.” Of all possible forms of
corruption, “petty corruption,” where people must rely on personal contacts (“wasta”) or pay a

bribe to receive services, is the most widespread in Arab countries [AHDR, 2004, p.138].

% Building on these insights, Greif (1993, 1994) shows how in a collectivist equilibrium, principals spend resources
to acquire information on an agent’s past behavior and only trust a trustworthy agent who has rewarded trust in the
past. In contrast, in an individualist equilibrium, principals do not care about an agent’s history but induce
trustworthiness by compensating agents with higher wages than paid in the collectivist equilibrium. His case studies
for collectivist arrangements are the Maghribi traders of the eleventh century, Jews who were part of the Muslim
world, and for individualist solutions the Genovese traders of the twelfth century who were part of the Christian
world.

" Note, however, that people in our three Gulf countries perceive less corruption than in most other Arab nations
(e.g., Irag, Libya and Sudan received a rank of 2).



Observation 4. Economic structure. The Arab Human Development Reports describe
Arab (Gulf) countries as “rentier states.” The basic source of rent and also public revenue comes
from the extraction of crude oil. For example, in 2002, taxes accounted for only 5 percent of
GDP in Arab oil countries [AHDR, 2004, p. 152]. “In a rentier mode of production, the
government can act as a generous provider that demands no taxes or duties in return. This hand
that gives can also take away, and the government is therefore entitled to require loyalty from its
citizens invoking the mentality of the clan.” [AHDR, 2004, p.152]. In Western countries, by
contrast, the production of goods and services is the primary source of income, and taxes on
payments to capital and labor—comprising between 20 and 30 percent of GDP—are the source
of public revenue.

Observations 2, 3 and 4 identify conditions in the Gulf countries that contribute to a type
of autocratic governance that could be described as “sultanistic” or “neopatrimonialistic,”
according to political scientists [e.g., Linz and Stepan, 1996; Bratton and van de Walle, 1997].
“Relationships of loyalty and dependence pervade a formal political and administrative system.”
[Bratton and van de Walle, 1997, p. 62]. While none of these authors focused on the Arab world,
their analyses bear some similarities to conditions found in the Gulf region. For example,
Acemoglu et al. [forthcoming] show formally how a combination of Observation 3, which they
refer to as “weakly-institutionalized polities,” and Observation 4, the availability of rents from
natural resources, helps rulers maintain power by rewarding loyal and punishing disloyal groups,
our Observation 2.

Cross-cluster differences in the legal, societal, political and economic structures all
suggest that trust is produced differently in the Gulf than the Western states. Formal institutions

help foster trust in the West. Prime responses to the risk of betrayal are the nature of contracts,



which include damages for breach, and insurance arrangements. These instruments allow people
to reduce the expected costs of betrayal, thereby treating trust principally as an investment
decision. They foster trust between strangers, and allow for trust across groups. The parties do
not have to know their counterpart’s type or reputation before offering a contract; the legal
system protects them against their material losses if they are betrayed. When Westerners engage
in business transactions, terms such as “honor,” “betrayal” and “loyalty” do not play a significant
role. It is more calculation than principle or emotion that leads to the decision to trust.®

In contrast, loyalty is the main factor producing trust in the Gulf region. The response to
disloyalty is exit or expulsion. Emiratis, Kuwaitis and Omanis “exit” from a relationship, and do
not trust unless loyalty or trustworthiness is virtually guaranteed. Accordingly, we expect
Emiratis, Kuwaitis and Omanis to demand higher trustworthiness thresholds than Americans and
Swiss to be willing to trust.
2. Predictions

Our four observations yield the following predictions: (i) Emiratis, Kuwaitis and Omanis
will be more averse to taking a lottery on trust than are Americans and Swiss. Differences in
trust-lottery aversion will be revealed in the willingness of people to trust given certain
likelihoods of trustworthy behavior and costs of betrayal. (i1) Gulf region residents will respond
less to increases in the expected returns from trusting than will Westerners, whether those

increases are due to changes in probabilities or in material payoffs. That is, they should show

¥ Recent work by Hsee and Rottenstreich (2004) looks at the difference between calculation-based behavior and
emotion-based behavior in the context of decisions by unitary actors. They find that with willingness-to-pay
questions, calculation-based behavior is much more responsive to (elastic to) quantitative magnitudes, e.g., number
of CDs received or number of animals saved. They show that individuals can be primed to engage in calculation-
based behaviors by giving them specific questions asking them to do calculations.



lower elasticities of trust. (iii) People in the Gulf region will display a stronger in-group
preference than Westerners.

Naturally occurring settings are not well suited to test these conjectures, as it is difficult
to isolate the internalized moral or psychological costs stemming from a dislike of risky behavior
from concern about the material costs of betrayal. For example, absent compensation for losses,
the expected material and psychological costs may be higher in the Gulf than in the Western
countries. The laboratory allows us to hold material costs constant across countries, using a
standardized earnings level for the subject group as the norm. If we observe differences in
behavior in identical settings, we can attribute those differences to between-society variations in
the psychological costs associated with trusting.

Yet, laboratory experiments conducted with students are also not ideal. We would have
liked to run our experiments with a representative sample of citizens in each country, but this
was not feasible in the three Gulf countries. Since there is little or no survey data available for
Kuwait, Oman and the UAE, our study gives us original insights into the behavior of a group
with a comparable subject pool from the West, namely university students. We expect students in
the laboratory in these two clusters to reflect the substantial differences in their societal
backgrounds [e.g., Gichter et al., forthcoming].

Beyond our introduction, this paper is organized as follows. Part II provides a conceptual
framework. Part III explains the experimental design and Part IV presents the results. Part V

concludes.
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I1. Conceptual Framework

Our principal conjecture is that Emiratis, Kuwaitis and Omanis are more averse to
accepting a lottery on trust than are Americans and Swiss. The legal, societal, political and
economic environment in the Gulf countries should lead people to base their decisions on
whether or not to trust someone on whether that person is trustworthy rather than on the expected
returns from trusting, where the latter takes both the likelihood and the benefits from trusting into
account.

Trust-lottery aversion may be produced by an aversion to risk [e.g., Arrow, 1971; Pratt,
1964], an aversion to betrayal [Bohnet and Zeckhauser, 2004], or a combination of the two.
Betrayal aversion comes into play when the agent of uncertainty is another person rather than
nature. That is, people may be more averse to being betrayed by another person than to losing in
a gamble. We first investigate the aversion to taking trust risks, and later distinguish between
these two possibly additive motivators of trust-lottery aversion, hereafter often abbreviated as
TL-aversion.

To measure a person’s TL-aversion, we run a binary-choice trust game (TG) [e.g.,
Camerer and Weigelt, 1988; Kreps, 1990] where the first mover, the principal, must choose
between a Sure thing and a move to Trust. Sure results in the actual sure outcome S for both
players. The Trust move leads to a risky outcome that can either be G (good) or B (bad) in
monetary payoffs for the principal. The preference ordering of the principal based on monetary
values is G > S > B. Using the subsequent letter, the payoffs for the second mover (the agent)
are H when the principal gets G, C when the principal gets B; when the principal selects Sure,

both principal and agent get S. The agent’s preference ordering is C>H > S.
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The ordering of payoffs implies that a money-maximizing agent prefers betraying to
honoring trust, and that a money-maximizing principal prefers not offering trust to being
betrayed. In this sequential game, the unique Nash equilibrium predicts that principals will
always choose Sure, which terminates the game. Various behavioral regularities, such as social
preferences, bounded rationality, psychological benefits and costs from trust and betrayal, and
expectations that other players may behave in other than a money-maximizing fashion can
predict outcomes away from this equilibrium.

To measure principals’ willingness to trust depending on their TL-aversion, we elicit
principals’ minimum acceptable probabilities (MAPS) of getting the good outcome that just leads
them to select Trust rather than Sure. We inform principals that they will be assumed to play
Sure (and earn the sure payoff, S) if their MAP is higher than the actual likelihood of
trustworthiness in the agent group, p*. Thus, p* depends on the distribution of agents’ actions.
However, for a particular principal, should she choose to trust, i.e., announce an MAP equal to or
less than p*, her payoff will depend on her specific agent’s choice. Agents must write down
whether or not they will reward trust before they know whether their principal chose to trust
them. (This is the strategy method.)

The less a principal likes the Trust move, the higher will be her MAP. Those very averse
to trusting can report an MAP of 1, and some players did. This mechanism is incentive
compatible; that is, a rational principal should be indifferent between Sure and Trust with her
reported MAP. A principal cannot affect the probability she receives in the lottery, since it in no
way relates to the answer that she provides. Given our procedure, truth-telling by a principal is as
good as anything else. It is strictly dominant if, as seems reasonable, people subjectively assign

positive probability to values of p* in the immediate neighborhood of their MAP, and if they
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obey the Substitution Axiom of von Neumann-Morgenstern utility. (Absent the positive
probability assumption, it is merely weakly dominant.) Our procedure is closely related to the
(strictly dominant) Becker-DeGroot-Marshak elicitation procedure. The major difference is that
we do not generate p* randomly from a uniform distribution, but rather observe it empirically.
To see our procedure’s theoretical justification, consider an individual with von

Neumann-Morgenstern preferences choosing between Sure and Trust. She attaches utilities to
the three outcomes; denote them as Us, Ug and Ug. Her MAP will satisfy the equation

Us=MAP(Ug) + (1-MAP)Ug . (1)
Solving for MAP, we have

MAP = (Us - Ug)/(Ug - Up). (2)
Based on differences in the legal system, social norms, societal organization and political
structures, we expect a principal’s dislike of taking the risk involved in trusting to be greater in
Gulf than Western countries. Let K be the cost of taking that risk. K has two possible
components. The first is the cost of choosing to accept risk. In the Gulf states, where “gharar” is
specifically prohibited, there may be a risk-taking cost over and above mere aversion to variable
outcomes. The second component is due to betrayal aversion, a hesitancy to take on a trust risk
because the agent may not be trustworthy. We expect greater trust-lottery aversion in the Gulf
countries, or

KGulf S, g West 3)
Posit that Ug is the same in the two clusters, given Ug and Ug normalized to 1 and 0 as is

customary. Thus K would diminish the outcome whenever the trust lottery was accepted, i.e., for
both Ug and Ug. This leads us to rewrite equation (2) as

MAP = [Us — (Ug— K)J/[(Ug — K) — (Ug— K)],

13



or MAP = [Us— Ug+ K]/[Ug— Usg]. (4)
Given (3) and (4), it is evident that due to greater trust-lottery aversion, i.e., greater K,

MAP® > MAPWVet, (5)
Equation (5) represents our central prediction. We do not posit how much of the difference in
MAPs relates to greater aversion to choosing risk, and how much is due to greater betrayal
aversion, a concept explored further below.

We first focus on our base-line trust game and hold the material costs of betrayal
constant. Subscripts indicate the type of game played and superscripts the cluster. The
operational test of a greater degree of TL-aversion in the trust game (TG) in the Gulf than the
Western countries is:

Hypothesis 1: MAPg™" > MAPg" ™,

Given these baseline trust rates, we then explore how people respond to changes in the
expected material costs of betrayal. We first focus on people’s responsiveness to changes in the
likelihood of betrayal and compute the elasticity of trust. That elasticity tells how the percentage
of those not trusting diminishes in response to a percentage reduction in those not trustworthy.
Let t be the fraction of trusting principals, and w the fraction of trustworthy agents. Our elasticity
concept looks at the curve t=f(w). The elasticity measure at each point is thus

[dt/(1-t))/[dw/(1-w)]. (6)

This expression gives the percent reduction in those not trusting over the percent
reduction in those not being trustworthy as trustworthiness increases. Since both numerator and
denominator are positive, the elasticity will be positive. The elasticity of trust applies at every
point on the curve relating the fraction of trusting principals to the fraction of trustworthy agents.

Since our data was limited, we computed this elasticity looking only at decile intervals. Thus,

14



we measure the elasticity at each 10-percent increase of trustworthiness from 0 to 90 percent.’
To get an overall elasticity measure, €, we merely average these ten numbers.

We expect principals to be more responsive to changes in the likelihood of betrayal in
Switzerland and the USA than in Kuwait, Oman and the UAE. Accordingly, trust elasticity on

average, €, should be larger in the Western than in the Gulf countries.

Westem> Gulf )

Hypothesis 2: ¢ €

We then examine how people respond to changes in the material costs of betrayal. We
compare our base line trust game with a game where the costs of betrayal are made higher by
reducing the value of the bad outcome to B,, where B,<B. We refer to the base line game as the
“low-cost” trust game and the new game as the “high-cost” trust game. We expect changes in the
costs of betrayal to have a more powerful effect on the willingness to trust in the Western than in
the Gulf countries. As we only ran the high-cost trust game in Oman and the United States, our
hypothesis is for those two countries:

Hypothesis 3: MAP1Ghigh”" - MAP1GIow " > MAP1Ghigh ™ - MAP1GIow ™"

To examine the extent to which aversion to choosing risk drives our results, we
incorporate a new game, the risky dictator game [Bohnet and Zeckhauser, 2004]. It presents an
identical odds-and-payoff situation as the trust game and also includes two players receiving
payoffs, but if the principal chooses the risky arm, the outcome is due to chance rather than the
agent’s choice. As in the standard dictator game [Kahneman et al., 1986], the principal becomes
the “dictator;” the agent is a mere “recipient,” with no active role to play. If the dictator chooses

Sure (i.e., MAP>p*), the dictator and the recipient each earn S. If the dictator chooses to Gamble

(i.e., MAP<p*), she and her recipient either receive (B,C) or (G,H), respectively, depending on

? We exclude 100 percent as everyone is willing to trust if trustworthiness is guaranteed. Thus, the elasticity in the
final decile interval is always 1.
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the outcome of a lottery giving a p* chance of (G,H). The lottery is resolved by drawing a ball
out of an urn. We use the average likelihood of trustworthiness in a given country as p*. Subjects
were informed that p* had been determined before the experiment.

We focus on willingness to take risk in the context of the risky dictator game. While it
differs from the typically used risky choice task as it involves payoffs to a second person, it is
directly comparable to the trust game. Social preferences, such as inequality aversion or altruism,
or efficiency concerns may affect choices in the risky dictator game, but such preferences should
also apply in the trust game.

If cross-cluster differences in TL-aversion derive primarily from differences in
willingness to take risk, then we should observe a similar cross-cluster pattern in behavior as in
Hypothesis 1. That is, Emiratis, Kuwaitis and Omanis should have higher MAPs in the risky
dictator game (RDG) than do Americans and Swiss. This leads to:

Hypothesis 4: MAPrpG > MAPrpg" e,

In fact, if the principal only cares about monetary outcomes (whether or not she attaches
value to the agent’s payoff), or if in addition, she experiences psychological cost from taking
risk, she should be equally willing to take the risk entailed in the risky dictator game as in the
trust game.

We shall argue, however, that the two games differ for most participants, since another
factor enters. The trust game entails an additional potential psychological cost, namely the
possibility of betrayal. Posit that a principal incurs additional costs from betrayal, beyond the
resources lost and above the psychological costs incurred when the same loss is caused by

nature. Then she would be more willing to take risk in the risky dictator game than in the trust
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game. We refer to these additional costs as betrayal costs, and label behavior that seeks to avoid
such costs as showing betrayal aversion.'’

Betrayal aversion is in line with recent theoretical models and empirical evidence that
people care about how outcomes came to be [Rabin, 1993; Blount, 1995; Charness and Rabin,
2002; McCabe et al., 2003; Bohnet and Zeckhauser, 2004; Bolton et al., 2004; Dufwenberg and
Gneezy, 2004; Falk and Fischbacher, forthcoming]. We expect betrayal aversion to be a general
phenomenon relevant across the world. Thus, we expect:

Hypothesis 5: MAP1g> MAPrpg
for all five countries, where the difference between the two MAPs reflects betrayal aversion.

In the Gulf region, the concept of “gharar” represents nonmaterial costs from both types
of risk-taking, gambling and trusting, but provides no information on their relative importance
for observed TL-aversion. People in the Gulf region may be more averse to both risk and
betrayal than are Westerners; or differences in one of these factors may mainly drive differences
in behavior in the trust game. We do not make any predictions on how risk and betrayal aversion
as contributors to TL-aversion compare across clusters.

Finally, TL-aversion should also be reflected in the arrangements people use to foster
trust. Within-group trust arrangements provide stronger safeguards against betrayal than across-

group trust arrangements. Those safeguards include repeated interactions, low search and

' Note that betrayal aversion is a net concept, not excluding the possibility that people also derive some additional
psychological benefits when they receive the good outcome because another person was trustworthy.
Trustworthiness benefits and betrayal costs are in line with recent findings in neuroscience. Functional MRI scans
have revealed in a prisoner’s dilemma game that rewarded trust was associated with activation of brain areas linked
with reward processing (nucleus accumbens, ventromedial frontal/orbifrontal cortex and rostral anterior cingulated
cortex) (Rilling et al. 2002). Prefrontal regions of the brain seem only to be activated when cooperators played with
another human being but not when they were paired with a computer in a trust game (McCabe et al. 2001). In
contrast, unfairness in an ultimatum game triggered activity in an area of the brain well known for its involvement in
negative emotions (the anterior insula) (Sanfey et al. 2003). Most recently, Kosfeld et al. (2005) found that
intranasal administration of oxytocin decreased people’s betrayal aversion in the investment game.
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monitoring costs, more easily available reputational information, and significant (social)
sanctioning possibilities. We expect Gulf country citizens to differentiate more strongly between
in-group and out-group members than do people in the Western world. This prediction also flows
in part from our earlier observation that there is more homogeneity among Gulf country citizens
than among Americans or Swiss. Group boundaries may be defined along many dimensions. We
believe that in our context, country of origin, religion and gender are the most helpful categories
for comparisons.

To get a better sense for whether within-group preferences play a stronger role in the
Gulf than in the Western countries, we used a post-experimental questionnaire to ask our
participants what fractions of people of various groups, including their own (e.g., Africans,
Americans, Emiratis, Europeans, etc.) they would be willing to trust. The questionnaire appears
as Table A.1 in the Appendix.

We recognize the shortcomings of questionnaires. For example, while we did not find
any evidence that the type of game or the role people played affected subjects’ answers in the
questionnaire, we are wary that participation in the experiment may have triggered certain
responses or made specific identities more salient. Political correctness may also play a different
role in our five countries, possibly leading to higher reported levels of trust for members of
groups not really trusted in the two Western than in the three Gulf countries. We present the data
here despite these shortcomings as we feel that they illustrate an important point, yet they
provide preliminary evidence on in-group preferences only and should be interpreted with care.

We expect a stronger in-group preference in trust in the Gulf than in the Western world.
Let T indicate the fraction of trusted people in a group. The in-group trust rate is indicated by the

subscript “in” and the out-group trust rate by the subscript “out.” A value of 0 indicates no
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differentiation in trust between in-group and out-group members, a negative value an out-group
preference, and a positive value an in-group preference, with a value of 1 indicating the strongest
possible in-group preference (no out-group member is trusted). Thus, we hypothesize that:

Hypothesis 6: [(Tin - Tou)/ Tin] ™" > [(Tin - Tou))/ Tin] > ™.

I11. Design

736 subjects across the five countries participated in our experiments, 304 in Study 1, 142
in Study 2 and 290 in Study 3. The experiments were conducted with students at Kuwait
University in Kuwait, Sultan Qaboos University in Oman, the University of Zurich in
Switzerland, UAE University in the United Arab Emirates, and students from various
universities in the greater Boston area in the United States. We ran a total of 28 experimental
sessions with 22 to 36 subjects participating in each.

In Oman, Kuwait, Switzerland and the USA we ran mixed-sex sessions. In the UAE, this
was not possible since higher education is segregated; experiments there were conducted for
female and male subjects separately. To get a sense for how this might affect behavior, we
added an all-male and an all-female session to our mixed-sex session in Kuwait, a nation with
substantial components of both single-sex and mixed-sex higher education. We believe that there
are no analogous single-sex comparison groups in the West. Had we run the experiments with
men or women only, we would either have been confronted with selection effects at single-sex
colleges in the West, or have made sex more salient relative to the norm in standard Western

subject pools.
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Subjects were identified by code numbers, were anonymous to other players, and were
randomly assigned to the role of principal or agent and randomly matched (single-blind). Table 1

provides an overview of the participants in our experiments.

Table 1: Numbers of participants in the different subject pools

Mixed All Men All Women
STUDY 1: Low cost TG
Kuwait 24 26 28
Oman 58
United Arab Emirates 28 28
Switzerland 50
United States 62
STUDY 2: High cost TG
Oman 70
United States 72
STUDY 3: RDG
Kuwait 32 28 20
Oman 44
United Arab Emirates 30 30
Switzerland 48
United States 58

The payoffs in our baseline experiments (Study 1) were S=10 points, G=15 points, B=8
points, H=15 points, and C=22 points. This yields a p;’, the value of p that makes the lottery
actuarially fair, of 0.29. In Study 2, we decreased the principal’s payoffs to B,=6 points and
increased the agent’s payoffs to C,=24 points, but kept everything else identical.'' This produces
p2’=0.45. In Study 3, we employed the baseline payoffs again but used the risky dictator game,

which determines payoffs through a chance device rather than an agent’s decision.

" Note that this change in payoffs increased the principal’s costs of betrayal and the agent’s “temptation to betray”
(Camerer 2003). We increased the agent’s payoffs as we wanted to keep efficiency gains constant (Charness and
Rabin 2002).
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The payoffs were presented to subjects in a matrix form with neutral terminology and no
discussion of breakeven probabilities. Payoffs were given in points. Each point was converted to
respectively 0.25 Kuwaiti Dinar, 0.2 Omani Rial, 1 Swiss frank, 1 UAE dirham, or 1 USA dollar
at the end of the experiment. Subjects earned a 10-point show up fee and received on average an
additional 13 points for an experiment that took approximately 30-60 minutes.

To ensure the equivalence of experimental procedures across countries, we followed Roth
et al. [1991] on designs for multinational experiments. Thus, we controlled for currency,
language and experimenter effects to the best of our ability. We aimed at producing parity in
rewards across the five nations, which was not trivial as the students’ habits and consumption
patterns differ substantially. We used the most direct measure of opportunity cost of time we
could find as a guideline, the hourly wage of an undergraduate research assistant. We had the
instructions translated (and back-translated) from English to Arabic. In addition, as many
courses at the universities of the Gulf countries are taught in English, we distributed instructions
in both Arabic and English. The experiments were conducted by the first two authors. They first
ran experiments in the USA before conducting sessions in other countries.'?

The experiments were run as follows: After participants had read the instructions, we
summarized the main task aloud and walked the subjects through the payoff table to establish
common knowledge." Subjects could ask questions of understanding in private. Principals and
agents were then given different sets of instructions, dealing with their own decision. They were

not informed on the exact wording of their counterpart’s decision. In the trust games (Studies 1

and 2), principals were informed that agents’ decisions would be used to calculate p*, the

2 We did not find any evidence for experimenter effects in the USA. The first author ran the experiments in
Switzerland and the United Arab Emirates, and the second author ran the experiments in Kuwait and Oman.

' The instructions are available from the authors upon request.
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likelihood of trustworthiness for the entire group. Agents were not informed that principals were
asked to state their MAP of trustworthiness or that we would calculate a p*, since we did not
want our elicitation procedure to affect agents’ decisions. Principals knew that agents were not
aware of how p* would be calculated. In the risky dictator game (Study 3), principals were
informed that p* had been predetermined and was in an envelope visibly posted to the
blackboard. The average likelihood of trustworthiness from the trust games (Study 1) in a given
country served as p* for the risky dictator games, which were conducted after the trust games.

In the trust games, we asked principals what minimum percentage of trustworthy
behavior (MAP) they would require to trust. We used the following neutral language: “How
large would the probability of being paired with a Person Y who chose option 1 have to be for
you to pick B over A?” We used the strategy method for agents: Before they knew their
principal’s decision, we asked them whether or not they would reward trust if trust were offered.
Specifically, we asked: ”Which option, 1 or 2, do you choose in case B?” If a principal’s MAP
exceeded the percentage of trustworthy agents in a given session, p*, both principal and agent
earned the sure payoff. The two payoffs were decided by the agent’s choice if his principal’s
MAP was equal to or lower than p*.

In the risky dictator games, we asked principals to indicate their minimum acceptable
probability (MAP) of earning G such that they would take the gamble rather than the sure
outcome: “How large would the probability of receiving option 1 have to be for you to pick B
over A?” If their MAP was higher than the predetermined probability, p*, they were taken to
reject the chance outcome. They were then paid the sure payoff. If their MAP was lower than or
equal to p*, we conducted the lottery by drawing a ball from an urn, which determined whether

they received the B or the G payment; the corresponding C or H payment went to their recipient.
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Before subjects made their decision, they had to complete a quiz testing their
understanding. Only after all subjects understood the problem and could calculate their earnings
for different values of hypothetical MAPs and p* did we proceed with the experimental
decision."* Principals and agents made and committed to their decisions simultaneously in the
trust game. After the players’ decision forms were collected, we distributed a short post-
experimental questionnaire that asked a series of questions on within-group versus between-
group trust (Table A.1 in the Appendix) and requested basic demographic information."

While subjects completed the questionnaire, we calculated p* in the trust games. Once
the surveys were completed and handed in, we informed everyone on the details of the
experimental procedure and the results on p*, and on their partner’s decision. Subjects’ earnings
were added to the show-up fee and put into a sealed envelope, marked with their code number.

Subjects collected their earnings by presenting their code number.

IV. Results
This section focuses on the behavior of principals, since our major interest is why and
when people trust, not on how trustworthy people are. However, we also look briefly at agents’
responses. Notwithstanding our subjects’ very different societal backgrounds, there were

remarkably little cross-country differences in agents’ degrees of trustworthiness in these games.

' We presented a number of hypothetical scenarios to principals, covering the whole range of possible MAP- and
p*-values, such as: “Assume that your p=0.15 and p*=0.2. Your counterpart chose Option 2. How much do you
earn? How much does your counterpart earn?” or “Assume that your p=0.82 and p*=0.68. Your counterpart chose
Option 1. How much do you earn? How much does your counterpart earn?” Note that “p” stands for MAP here. In
each session, there were up to 4 principals who did not understand the game in the first attempt. We corrected their
mistakes, gave the corrected quiz back, and asked them to answer more questions. We proceeded with the
experiment once everyone had answered a set of three questions correctly.

> We were not allowed to collect demographic information in the UAE. However, as the sessions there were
segregated by sex, we can control for a person’s sex in all our analyses.
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In our baseline trust game, 43 percent of the agents chose to reward trust in Kuwait (N=39), 31

percent in Oman (N=29), 32 percent in the United Arab Emirates (N=28), 28 percent in

Switzerland (N=25) and 29 percent in the United States (N=31). None of the differences between

these percentages is significant (e.g., chi’-test p=0.21 when comparing Kuwait and Switzerland,

the two extremes).

The story is quite different for the decision to trust. Table 2 summarizes principals’

willingness to trust in the five countries in the baseline trust game.

Table 2: MAPs in baseline trust game in all countries: mean, median, [N]

All Men Women
Kuwait'® 0.61 0.74 0.53
0.7 0.8 0.5
[39] [15] [24]
Oman 0.72 0.72 0.73
0.80 0.7 0.8
[29] [12] [16]
United Arab Emirates 0.81 0.77 0.86
0.80 0.8 0.95
[28] [14] [14]
Switzerland 0.51 0.46 0.62
0.55 0.48 0.6
[25] [18] [7]
United States 0.54 0.50 0.61
0.5 0.50 0.72
[31] [19] [12]

'® There are no significant differences for men and women in same-sex and mixed-sex sessions. Men’s behavior
does not vary at all; women are slightly though not significantly more willing to trust in same-sex than in mixed-sex

sessions.
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Result 1: People in the Gulf countries are generally more TL-averse than Westerners.

Overall, the mean MAPs for the Omanis, Emiratis and Kuwaitis exceed those for the
Swiss and Americans. The difference is significant'’ between Omanis/Emiratis and
Americans/Swiss but not between Kuwaitis and Westerners. An important sex difference
emerged. Men’s MAPs are significantly higher in each of the three Gulf countries than in each
of the two Western countries. Women’s MAPs are significantly higher in the United Arab
Emirates than in Switzerland and the United States, but not in Oman or Kuwait (which has the
lowest overall MAP for women). This sex difference remains to be explained.

Table 3 reports a simple regression with MAP as the dependent variable. In Columns 1
and 2 we group the countries by cluster (Gulf=1) and control for sex (woman=1), the sex
composition of our sessions (mixed=1), and all possible interaction variables. The results support
our prediction. Principals in the Gulf countries have higher MAPs than do Western principals.
The differences are predominantly driven by men. Columns 3 to 5 include each country
separately. The USA is our reference group. They show that MAPs do not differ between
Switzerland and the USA, and that the cross-cluster difference in MAPs is due to both sexes in
the Emirates and Oman, but only men in Kuwait. Kuwaiti women have MAPs significantly
below those of Kuwaiti men, and on a par with their Western counterparts. Hypothesis 1 is
confirmed for ten of the twelve possible comparisons (three Gulf countries times two Western

countries times two sexes).

7 We run Mann-Whitney U tests for differences in means. All p-values reported are based on this test, unless noted
otherwise. A difference is reported as significant if p<0.05.
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Table 3: Determinants of MAPs in the low-cost trust game

MAPs MAPs MAPs MAPs MAPs
() @) 3) @) 5)
Gulf countries 0.175%* 0.249%**
(0.041) (0.075)
Kuwait 0.065 0.063 0.243**
(0.056) (0.057) (0.079)
Oman 0.179%** 0.176** 0.217*
(0.060) (0.062) (0.084)
Switzerland 0.036 0.035 0.034
(0.063) (0.063) (0.075)
UAE 0.269%** 0.268** 0.270**
(0.061) (0.062) (0.080)
Women 0.095 0.009 0.116
(0.123) (0.040) (0.084)
Mixed session -0.018
(0.079)
Gulf countries*Women -0.1834
(0.105)
Women*Mixed session 0.039
(0.103)
Kuwait*Women -0.332%*
(0.113)
Oman*Women -0.105
(0.121)
Switzerland*Women 0.037
(0.132)
UAE*Women -0.027
(0.120)
Constant 0.527** 0.500%** 0.543%** 0.539%** 0.498**
(0.032) (0.089) (0.042) (0.045) (0.052)
Observations 152 151 152 151 151
R-squared 0.11 0.15 0.18 0.18 0.25

Standard errors in parentheses, * significant at 10%; * significant at 5%; ** significant at 1%

Hypotheses 2 and 3 posit that trust is more elastic in the Western than in the Gulf
countries. We first focus on how people respond to changes in the likelihood of betrayal, and

then address changes in the costs of betrayal.

Result 2: People in the Gulf countries are less responsive to changes in the likelihood of betrayal

than Westerners.
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Figure 1 shows the percentage of principals willing to trust for given likelihoods of

trustworthiness in the West and in the Gulf countries.

Figure 1: Cumulative distribution of willingness to trust in the Western and in the Gulf countries
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At the extremes of very low and very high likelihoods of trustworthiness, trust behavior
between the two groups of countries converges, as would be expected. Excluding these
extremes, people in the two Western countries are roughly twice as likely to trust as people in the
three Gulf countries. The differences are greatest between Switzerland and the UAE. For
example, when the likelihood of trustworthiness is at least 50 percent, in Switzerland, 67 percent
of principals decide to trust there, whereas in the UAE only 14 percent are willing to do so.
Figure A.1 in the Appendix shows that the cross-cluster differences in willingness to trust are

much more pronounced for male than for female principals.
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Table 4 presents the elasticity of trust in response to the likelihood of trustworthiness in
the five countries, that is, the degree to which principals are more trusting when agents are more
trustworthy. To reiterate, this is given by the percent reduction in those not trusting over the
percent reduction in those not being trustworthy. Trust elasticity is an average of the nine decile
values, e.g., going from 4" to 5™ decile. The elasticity of trust is smallest in the United Arab
Emirates and largest in Switzerland. Our results support Hypothesis 2; the elasticity of trust is

greater in the West.

Table 4: Elasticity of trust to the likelihood of trustworthiness

Nation Elasticity of Trust
Kuwait 0.81
Oman 0.57
UAE 0.21
Switzerland 1.17
USA 1.03

We now turn to how elastic trust is to costs of betrayal. We examine how principals’
decisions respond to differences in the material costs of betrayal, comparing willingness to trust
in our baseline trust game, the low-cost game, with willingness to trust in the high-cost game in

the only two nations where both games were conducted, namely Oman and the United States.

Result 3: Omanis are less responsive to changes in the material costs of betrayal than

Americans.

Table 5 presents principals’ MAPs for the two games in the two countries. Americans
request significantly higher MAPs in the high-cost than in the low-cost trust game. The

difference is significant for women and marginally significant for men (p<0.1). Omanis’ MAPs
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do not differ in the two conditions. Since we only use two cost levels, we do not compute actual
elasticities. However, the non-response by Omanis and the Americans’ significant adjustment in
behavior to changes in the costs of betrayal show that our American subjects’ trust decisions are

much more elastic to the costs of trust betrayal than are those of the Omani subjects.

Table 5: MAPs in low-cost and high-cost TGs in Oman and the USA: mean, median, [N]

All All Men Women

Low-cost High-cost High-cost High-cost
Oman 0.72 0.71 0.72 0.68
0.80 0.75 0.75 0.78
[29] [35] [23] [12]
United States 0.54 0.69 0.60 0.77
0.50 0.75 0.70 0.80
[31] [36] [16] [18]

The trustworthiness rates are again very similar in the two countries: 36 percent are
trustworthy in the US (N=36) and 37 percent in Oman (N=35). The trustworthiness rates neither
differ from each other nor from the trustworthiness rates in the base-line low-cost trust games in
the respective countries.

Figure 2 shows principals’ willingness to trust for given likelihoods of trustworthiness in
the high- and the low-cost trust games. It underlines that willingness to trust is contingent on the
costs of betrayal in the United States but not in Oman. That is, the high-cost and the low-cost
curves are strongly separated in the United States, but not in Oman. Our results support

Hypothesis 3.
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Figure 2: Cumulative distribution of willingness to trust in Oman and the United States in the
high- and the low-cost trust games
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Result 4: There is ambiguous evidence for cross-cluster differences in aversion to choosing risk.
People in the Gulf countries tend to be more averse to such choices than Americans but not more
than Swiss. This aversion accounts for only a fraction of TL-aversion in all countries. This
indicates the strong role that betrayal aversion plays in all five countries.

Table 6 presents principals’ MAPs in the risky dictator game in the five countries.
In the risky dictator game, Emiratis, Kuwaits and Omanis request significantly higher MAPs
than Americans but not than the Swiss. Compared to the value of p that makes a risk neutral
principal indifferent between the sure and the risky option, namely p’=.29, all principals but
Americans are significantly risk averse. Hypothesis 4 is only partially supported, suggesting that

additional factors undoubtedly contribute to TL-aversion.
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Risk decisions produce a similar gender pattern as in the trust game: Men tend to be more
risk averse than women in the Gulf countries, but less risk averse than women in the Western
countries. Cross-regional differences are again mainly driven by men while Gulf and Western
women behave more similarly. Table A.2 in the Appendix presents the regression results for the
risky dictator game with cluster and country controls as in Table 3. Compared to Americans,
Omani, Emirati and Kuwaiti principals are more risk averse. In a regression (not shown)
comparing the three Gulf countries with Switzerland, there are no differences in MAPs across
countries. When running the regressions separately for men and women, we find that men’s
MAPs in Kuwait, Oman and the UAE are significantly greater than men’s MAPs in Switzerland,

but that there are no cross-country differences between women’s MAPs.

Table 6: MAPs in risky dictator game in all countries: mean, median, [N]

All Men Women
Kuwait 0.44 0.46 0.40
0.42 0.43 0.27
[40] [25] [15]
Oman 0.47 0.49 0.43
0.45 0.48 0.40
[22] (8] [13]
United Arab Emirates 0.48 0.51 0.46
0.48 05 0.45
[30] [15] [15]
Switzerland 0.40 0.33 0.48
0.42 0.3 0.5
[24] [13] [11]
United States 0.32 0.28 0.38
0.29 0.29 0.35
[29] [16] [13]

Comparing principals’ MAPs in the risky dictator game with MAPs in the baseline trust

game (Table 2) gives us a measure of subjects’ betrayal aversion. We find differences of 0.16 in

31



Kuwait, 0.26 in Oman, 0.33 in the UAE, 0.11 in Switzerland and 0.22 in the US. This suggests
that betrayal aversion exists in all countries (though only marginally significant in Switzerland
with p<0.1). There are also within-country differences: Betrayal aversion is more pronounced for
Kuwaiti men than for Kuwaiti women and for Emirati women than for Emirati men.

Assuming that risk and betrayal aversion are additive factors, for most groups TL-
aversion is comprised of both risk and betrayal aversion. The one notable exception is American

men, who are not risk averse but are significantly betrayal averse. Hypothesis 5 is supported.

Result 5: In general, in-group trust exceeds out-group trust more in the Gulf than in the Western
countries.

Table 7 reports the greater trust for in-groups than out-groups by country, as reported in
the surveys (see Table A.3 in the Appendix for the survey results). We focus on differences in
the willingness to trust for three kinds of comparisons. They are someone from one’s own
country versus the (unweighted) average number of people trusted from all other regions of the
world we inquired about; someone from one’s own religion versus the (unweighted) average
number of people trusted from all other religions; and someone of one’s own sex versus the other
sex. We then normalize by the in-group trust rate: (Ti, - Tout)/ Tin). In-group preference has a
value of 1 if people only trust in-group members and a value of 0 if people do not differentiate
between in-group and out-group members. A negative value indicates that people are more likely
to trust out-group than in-group members.

Generally, the trust differential between in-group and out-group members is substantially
larger in the Gulf than in the Western countries, providing preliminary evidence in support of

Hypothesis 6. The cross-cluster differences in degree of in-group preference are most
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pronounced for religion. The respondents in the three Gulf countries indicate that they would
trust almost all Muslims, but very few people from other religions. Respondents in the two
Western countries on average do not distinguish between people from their own and from other
religions. Omanis and Emiratis are also more likely to trust people from their own country than
are Americans and Swiss. Kuwaitis’ and Swiss’ own-nation preference is equally pronounced.'®
Finally, men in the Gulf countries exhibit a stronger in-group preference than do women
there, and than do Western men. In the Western countries, men display no in-group bias. Both
Western men and women are more likely to trust women. Women favor other women about to
the same degree in both parts of the world. Table A.4 in the Appendix reports the trust rates for

men and women.

Table 7: Degree of in-group preference, (Tiy - Tout)/ Tin), [N]

Kuwait Oman UAE Switzerland US
Own vs. other 0.20 0.50 0.43 0.20 0.07
nation [154] [172] [116] [98] [131]
Own vs. other 0.70 0.80 0.76 -0.01 0.03
religion [154] [172] [116] [36] [119]
Own (men) vs. other 0.25 0.20 0.29 -0.15 -0.05
sex [85] [71] [58] [64] [65]
Own (women) vs. 0.15 0.00 0.04 0.07 0.14
other sex [72] [98] [58] [33] [63]

We find that subjects’ responses in the questionnaire were not related to their MAPs. We
focus on correlations between the number of people principals indicate they would trust from

their own country and their MAPs from either of the trust games. In none of the countries do we

'8 We note that individuals in the Gulf countries trust their co-religionists more than they trust their fellow citizens,
even though virtually all of the latter are Muslims. We suspect a framing effect is at play, with religion being a more
important distinguishing category for trust decisions than country.
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find any correlation. This lack of correlation between trust attitudes and experimental measures
of trust, though surprising, has been observed in several studies [e.g., Glaeser et al., 2000; Ashraf
et al., 2004]. In addition, in our case, MAPs may indeed measure a different aspect of trust than
the willingness to trust elicited in the survey. A MAP gives a person’s willingness to be
vulnerable when we control for expectations of trustworthiness by experimental design. A
person’s response in the questionnaire presumably is based on her willingness to be vulnerable as

well as her expectations of trustworthiness.

V. Conclusions

Our five-nation experiments produce new evidence on cross-country differences in trust.
Understanding these differences is important, since trust between individuals has been found to
be positively associated with both economic performance and democracy [Knack and Keefer,
1997; La Porta et al., 1997; Temple and Johnson, 1998; Warren 1999; Zak and Knack, 2001,
Putnam 2000]. A number of scholars believe that Islam throws up a barrier to trust [e.g., La Porta
et al., 1997], and more generally to modern economic development and democracy [e.g.,
Huntington, 1993; Lewis, 1993].

However, these claims are not well documented empirically, and they have been strongly
criticized [e.g, Said, 1978, 2001]. In his various writings on economics and development in the
Middle-East, Kuran stresses that “nothing in my interpretation assumes that Islam is inherently
hostile to business...” [2005, p. 594], and concludes his book on Islam and Mammon by saying
that “the argument of this final section does not presuppose that Islam is inherently inimical to

economic development” [2004, p. 146].
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Survey data also fail to provide ready answers, as Inglehart and Norris [2003], two
experts on the World Values Survey, argue. Responses to questionnaires must be analyzed and
interpreted with extreme care. For example, based on two recent waves of the World Values
Survey, 1995-1996 and 2000-2002, people in both Western and Gulf countries indicate that they
prefer democracy to any other form of government. In Morocco and Turkey, for example, over
90 percent of the public endorsed democratic institutions—slightly more than in the USA (89
percent). But sentiments are not sufficient to produce democracy. They must “be complemented
by deeper underlying attitudes such as interpersonal trust and tolerance of unpopular groups.”
[Inglehart and Norris, 2003, p. 70; and Inglehart, 2005 for specific survey evidence on Islamic
countries].

Our findings contribute to the cross-cultural debate about trust behaviors, and suggest a
more nuanced perspective. We analyze the economic factors that might produce trust,
particularly the likelihood of trustworthy behavior and the net material benefits and costs of
having trust returned and betrayed. Our analysis introduces a new concept, the elasticity of trust:
How much does trust respond to the quantitative determinants of the returns to trust? As
expected, we find trust to be much less elastic to the likelihood of betrayal in Kuwait, Oman and
the United Arab Emirates than it is in Switzerland and the United States, and less elastic to the
material cost of betrayal in Oman than in the United States (the only two countries studied).
These findings are consistent with the general theme in the literature that Gulf countries tend to
produce trust by invoking loyalty. By contrast, Western countries tend to produce trust by relying
on formal enforcement and compensation mechanisms that seek to make trust a “good deal.”

Our experiments show that Emiratis, Kuwaitis and Omanis look for a guarantee or near

guarantee of trustworthiness when confronted with the question of whether or not to trust a
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stranger. Given this, it is not surprising that our participants from the Gulf region also
differentiate more between in- and out-group members than do Americans and Swiss. To foster
trust in the Gulf countries, it will not suffice to offer damages that compensate for betrayed trust.
Rather, the risk of betrayal inherent in trust must be virtually eliminated. Within-group trust
arrangements reduce the risk of betrayal. Across-group trust arrangements, e.g., contract law,
tend to decrease the cost of betrayal and make it cheaper to trust a stranger.

We also observe substantial gender differences within countries. Almost universally,
differences between the West and the Gulf are larger for men than for women. Men in the Gulf
are particularly trust lottery averse and risk averse. They are less responsive than women to
changes in the likelihood or the costs of betrayal. Gulf men also show the most pronounced gap
between in-group and out-group trust. Western men are most willing to trust, least risk averse,
have the highest trust elasticity, and exhibit the smallest in-group bias. Women across the two
clusters of nations exhibit much more similar behavioral patterns.

While we hesitate to draw broad inferences based on our relatively small samples,
Kuwaiti women produce a pattern of particular interest: They are significantly less TL-averse
than any other group in the Gulf countries, and also slightly less TL-averse than American or
Swiss women. According to all indicators available in the Arab Human Development Reports,
Kuwaiti women experience less gender inequality than women in any other Arab country (not
merely the two Gulf countries of interest here). For example, Kuwaiti women are most likely to
work outside of the home. Women’s economic activity rate (1986-2001) was 43 percent in
Kuwait, 31 percent in the United Arab Emirates and 13 percent in Oman. Men in these countries
are about twice, three and four times as likely to work as woman, respectively. Kuwait by far

ranks highest on the gender-related development index (which combines measures of life
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expectancy, literacy, school enrollment and earned income, Table 3, AHDR [2004]). On May 16,
2005, the Kuwaiti parliament voted to give women the right to vote and to run for political
office.

Differences in TL-aversion across groups or nations help explain why some groups and
countries are more likely than others to engage in business and contractual arrangements with
strangers. They also help us understand differences in negotiation and conflict resolution styles.
For some groups, conflicts may be resolved once all parties have been compensated for the
losses incurred. For others, broken promises, violations of obligations and contractual
transgressions impose substantial costs of the type that are not easily compensated, indeed may
not be reparable.

Given these preference structures, traditional Western contract law and traditional
Western approaches to fostering trust more generally, as effective they may be in the countries of
origin, would likely be much less effective if transplanted to the Gulf region. Trust, we believe,
depends on a complex array of factors, and simply importing one instrument from an alien
culture is not likely to improve matters significantly. Assuming that current attitudes and social
structures persist, at least for the near future, our experiments show that attempts to boost trust in
the Gulf countries must focus on measures that bolster loyalty, virtually guaranteeing
trustworthiness. Organizational and contractual forms that rely on repetition and reputation,
instruments that are well studied in Western game theory but not embraced in its contract law,

seem the most promising approach.
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Appendix

Table A.1: Questionnaire'

1. Imagine that you are confronted with 100 people from one of the following groups. You do not
know anything else but the information provided below about these groups. Please indicate in
each case how many out of the 100 people you think would be worthy of your trust. Assume that
the people in these groups do not know anything about you (i.e., they do not know your gender,
your nationality, ethnicity or religious affiliation, etc).

a. Men: I would trust out of 100 men.

b. Women: I would trust out of 100 women.

c. Africans: I would trust out of 100 Africans.

d. Americans (USA): I would trust out of 100 Americans.

e. Asians: I would trust out of 100 Asians.

f.  Europeans: I would trust out of 100 Europeans.

g. Middle East: [ would trust out of 100 Middle Easterners.
h. South America: I would trust out of 100 South Americans.
1.  Buddhists: I would trust out of 100 Buddhists.

j.  Christians: I would trust out of 100 Christians.

k. Hindus: I would trust out of 100 Hindus.

1.  Jews: I would trust out of 100 Jews.

m. Muslims: I would trust out of 100 Muslims.

n. Non-religious: I would trust out of 100 non-religious people.

' Questions h and n were not included in the Gulf countries. Pilots suggested that they are either not meaningful or
perceived as offensive.
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Table A.4: Determinants of MAPs in the risky dictator game

MAPs MAPs MAPs MAPs MAPs
() @) 3) @) 5)
Gulf countries 0.103** 0.162*
(0.038) (0.063)
Kuwait 0.114* 0.114* 0.184**
(0.053) (0.053) (0.069)
Oman 0.143* 0.125* 0.212%*
(0.062) (0.063) (0.094)
Switzerland 0.073 0.073 0.048
(0.060) (0.060) (0.081)
UAE 0.161%** 0.16** 0.23%*
(0.057) (0.057) (0.078)
Women 0.172 0.011 0.103
(0.109) (0.037) (0.081)
Mixed session -0.032
(0.063)
Gulf countries*Women -0.205
(0.092)*
Women*Mixed session -0.046
(0.092)
Kuwait*Women -0.167
(0.108)
Oman*Women -0.166
(0.127)
Switzerland*Women 0.051
(0.120)
UAE*Women -0.149
(0.113)
Constant 0.355%** 0.331%** 0.323%* 0.318** 0.277**
(0.030) (0.075) (0.041) (0.044) (0.054)
Observations 145 144 145 144 144
R-squared 0.05 0.1 0.06 0.06 0.1

Standard errors in parentheses, * significant at 10%; * significant at 5%; ** significant at 1%
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Table A.3: Percentage trust in Gulf and Western countries

Kuwait Oman UAE Switzerland USAY
(n=157) (n=172) (n=116) (n=98) (n=131)
Men 38.6 37.1 48.8 50.6 51.4
Women 36.2 33.1 42.8 56.9 57.3
Own nation 43.7 53.4 74 60.6 54.8
Africans 31.9 27.7 40.9 46.5 51.7
Americans (US) 35.6 23.6 36.5 45.8 54.8
Asians 34.0 27.9 42.9 53.7 55.6
Europeans 40.4 334 44.1 55.8 54.9
Middle-Easterners 33.2 36.4 48.7 42.2 45.4
South Americans 44.7 47.9
Buddhist 14.9 8.5 19.6 62.9 65.3
Christians 37.2 26.3 344 55.7 55.7
Hindus 12.9 8.8 18.5 56.3 57.9
Jews 8.9 4.3 8.7 52.9 52.6
Muslims 61.1 69.2 79.7 44 .4 48.6
Non-religious 48.9 50.8
Table A.4 Percentage trust in own and other sex
Own sex Other sex
Kuwait Women (n=72) 393 31.3
Men (n=85) 44.8 33.6
Oman Women (n=98) 32.9 32.6
Men (n=71) 41.8 33.8
UAE Women (n=58) 51.0 49.1
Men (n=58) 48.5 34.7
Switzerland Women (n=33) 57.1 53.2
Men (n=65) 49.3 56.8
USA Women (n=63) 60.0 51.6
Men (n=65) 51.3 54.2

2% Note that in the low-cost trust games and risky dictator games in the US, we collected the survey data for

principals only.
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Figure A.1: Cumulative distribution of men’s and women’s willingness to trust in the Western
and the Gulf states
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