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I.  Introduction

What is the relationship between institutions, compliance and trust? This is a key question for the social sciences. Although scholars suggest that both institutions
 and trust
 are necessary preconditions for political and economic success, we know very little about how – or whether – institutions and trust are related to each other.
 Do certain kinds of institutions have appreciable and consistent effects on trust among social actors? On the basis of the existing literature, it is difficult to say. Scholars who have studied institutions have little to say about trust (which they frequently conflate with institutional compliance insofar as they study it at all), while scholars who study trust have yet to develop a proper account of the relationship between trust and institutions.


In this article, we set out the core propositions of an alternative account of the relationship between institutions and trust. We elaborate the distinction between trust and institutional compliance, showing how different institutional configurations may be more likely to produce the one or the other. In particular, we show how variation in two aspects of institutions – their level of formality/informality, and the degree to which they instantiate power relations – may have substantial implications for trust among those actors who are subject to the relevant institutions. While our primary contribution is theoretical, we also demonstrate that our account has clear consequences for empirical research and may indeed help clear up some of the more vexing problems of the existing literature on trust, compliance and institutions.


Current debates on institutions and on trust have largely emerged in isolation from each other, with adverse consequences for the understanding of how institutions and trust are related to each other.
 First, various scholars of institutions have examined how appropriate institutions may produce cooperation among actors. Much of the work in this vein invokes formal theory. For example, there is a thriving literature that uses sub-game perfect equilibria to model the role that certain historical institutions (the rules governing Champagne fairs, merchant gilds and long distance trade) have played in preventing cheating among traders.
 While this body of work sometimes invokes the notion of trust, it in fact conflates trust with simple institutional compliance, or more precisely, with the lack of incentive that actors have to deviate from an established equilibrium. We contend that this is an impoverished concept of trust, not least because it fails to incorporate the uncertainty about others’ future behavior that political theorists see as a critical feature of social situations where trust may be required.


Second, there is a literature that draws a strong distinction between trust and interests, arguing that to the extent that trust draws upon our rational knowledge regarding others’ motives and likely behavior, it cannot properly be considered to be trust.
 Arguments of this sort draw upon an intuition that we share – that trust cannot be reduced to mere determinate calculations of others’ interests. However, insofar as they deny any systematic connection between our trust in others and our perception of those others’ interests, they risk turning trust into a residual category, applicable only in emotionally “thick” relationships. They certainly offer few possible insights into the relationship between institutions and trust.


Finally, there is a promising body of recent work on trust and encapsulated interests.
 This argues that trust best applies in contexts where individuals have an interest in continued interaction, and thus may have good reason to behave trustworthily towards each other in specific issue-areas. However, precisely because this work concentrates on personal relations among individuals it has difficulty in incorporating the effects of institutions, which work at a higher level of social aggregation. While institutions may alleviate distrust in this account, 
 it is difficult to see how they can have positive and systematic effects on the level and kinds of trust that prevail among those social actors that are subject to them. 


In short, scholars have paid little sustained attention to possible interaction effects between institutions and trust.
 Furthermore, this gap is not accidental; it flows directly from the basic ontological and methodological presuppositions that guide research in existing approaches. However, it is highly implausible that the prevailing institutions in a given society do not affect trust relations in important ways.

We suggest that an alternative account, which would provide a more nuanced account of the relationship between institutions and trust, should fulfill three criteria. First, it should directly and clearly distinguish between simple institutional compliance and trust. However, it should not start from the premise that the effects of institutions on interests are completely unconnected to (and perhaps even incompatible with) trust, properly conceived. Finally, it should provide a proper account of the causal relationship between institutions and trust. 

In the remainder of this article, we advance just such an account of how institutions may have clear and important consequences for trust among individuals. We begin by delineating more precisely what we mean by institutions and trust. Next, we examine the differences between formal and informal institutions. We argue that insofar as informal institutions provide a greater penumbra of uncertainty ex post in resolving unanticipated problems, they offer greater scope for trust than formal institutions. However, as we note in the next section, trust will also be affected by the degree to which a given institution or set of institutions instantiate asymmetries of power. Ceteris paribus, institutions which instantiate gross power asymmetries will be more likely to lead to distrust than institutions which do not instantiate such asymmetries. In the final section, we do not seek to test our arguments but instead provide a framework for assessing their empirical plausibility.

II. Institutions and Trust
“Institutions” and “trust” are among the most ill-defined terms in the social sciences. Both have a plethora of competing (and sometimes conflicting) definitions. In this article, we define an institution as a set of rules that provides information about how people are supposed to act in particular situations and can be recognized by those who are members of the relevant group as the rules that others conform to in these situations.
  There are two features of this conception that we want to highlight for purposes of this argument. First, treating social institutions as rules helps to highlight the important relationship between institutions and social beliefs and expectations. If a rule is to have the status of a social institution, the members of the community must share the knowledge that the rule defines the relevant community standard of behavior in a particular social situation. If this common knowledge requirement holds, then such rules can affect expectations and behavior in future interactions. As Searle points out in his discussion of the differences between rule-governed behavior and simple behavioral regularities:


Two of the marks of rule-governed as opposed to merely regular behavior are that we generally recognize deviations from the pattern as somehow wrong and defective and that the rule unlike past regularity automatically covers new cases. Confronted with a case he has never seen before, the agent knows what to do.

Second, social institutions will differ in their relevant mechanisms of enforcement. Some institutions will be self-enforcing – given the existence of a set of rules, and knowledge among actors that everyone else will adhere to those rules, all actors will have an incentive to comply with them. Other institutions require a third-party enforcer such as the state.
In defining trust, we start from Russell Hardin’s argument that trust consists of a reasoned expectation on the part of actor a that actor b will take her interests into account with regard to a particular matter or situation, c.  Hardin uses this definition to develop a theory that sees personal relationships among individuals as the key source of trustworthiness and thus of trust.
 We think that Hardin’s account is useful, but we wish to explore how a different – and broader - set of social phenomena than personal relationships may affect trustworthiness and thus trust.  In contrast to Hardin, we contend that an individual actor a may possibly trust not only other individual actors such as b, with whom she has a personal relationship, but also actors whom she has no personal relationship with, if they fall into type B.  SEQ CHAPTER \h \r 1In other words, we wish to examine how individuals may trust other actors, not because of a shared thick relationship, but rather because these others belong to a specific category of actor. 

This is what we think social scientists usually have in mind when they invoke trust in their explanations of social cooperation. That is, they see trust as part of an explanation for why people cooperate in situations characterized by uncertainty about the future. Coleman conceived of trust as a factor in certain types of social interactions charaterized by risk: “They are situations in which the risk one takes depends on the performance of the other actor.”
 Misztal elaborates on this conception by emphasizing the importance of a time lag in the nature of the interaction: “The main common characteristic of trust ... is its ‘dependence on something future or contingent; confident anticipation’. The trust features are thus derived from the contingency of social reality and they require a time lapse between one’s expectations and the other’s action. ...  Trust always involves an element of risk resulting from our inability to monitor others’ behaviour, from our inability to have a complete knowledge about other people’s motivations and, generally, from the contingency of social reality.”

Highlighting the significance of uncertainty in this way allows us to examine trust in that very important intermediary set of social relationships where we deal with others who are not personally known to us in any deep sense, but who nonetheless fall into categories that (a) we recognize, and (b) provide us with some information about how these others are likely to behave in specific social situations. Furthermore, we wish to examine how trust may apply in contexts where the actors do not know precisely what the situation c is in advance. We develop both points below.

Under these definitions, how will institutions affect trust among actors who are subject to them? We argue that  SEQ CHAPTER \h \r 1institutions will affect our trust in others through affecting our beliefs about how these actors are likely to behave in concrete social contexts.  SEQ CHAPTER \h \r 1Institutions instantiate commonly held beliefs about how others are likely to behave in given social situations. The information which they provide is of a quite specific sort. Institutions take the form of sets of rules at a certain level of abstraction; usually, they do not tell us how individual actors are likely to behave, but rather how classes or types of actors are likely to behave. Thus, the information that they provide is quite distinct from the information about more intimate relational incentives that Hardin and others focus on.


Institutions provide information about the range of types to be found in a given society and how they will interact with each other, in part because they instantiate beliefs about the ways in which different actors are likely to behave. Indeed, institutions will arguably be the most important source of such beliefs in most moderately complex social contexts, where actors are dealing with others who are personally unknown to them. In the absence of intimate acquaintance and the forms of knowledge that flow from it, the beliefs instantiated within institutions provide crucial information about how different types of actor are likely to behave across a variety of situations.

Consider, for example, the following mechanism. An actor a is aware of the existence of social rules applying to a specific type of actor, B, which suggest that type B actors will be trustworthy in interactions with a (or more broadly, actors of type A) in situation C. It is reasonable to expect that a will trust actors of type B in situations that resemble C; she will expect that when she encounters actors of type B in such situations, they will take her interests into account.  For example, in the US  SEQ CHAPTER \h \r 1people of certain social categories (upper middle and upper class members of dominant ethnic groups), may have good reason to believe that members of the police will behave in a trustworthy fashion in a wide variety of interactions. These beliefs are intimately associated with informal yet pervasive institutions that dictate how members of the police interact with different types of citizens (in the US, well dressed Caucasians driving expensive cars are usually not stopped for questioning without good cause).
 Members of this social category may reasonably trust the police, reasoning on the basis of existing institutions that they belong to a type that the police has good reason to treat in a trustworthy fashion. 

More abstractly, in such situations a knows that she is a member of the class A, and is dealing with a member of the class B; the social beliefs instantiated in institutions give her good reason to anticipate that members of class B will behave in a trustworthy fashion towards members of class A across a variety of situations. Here, the logic is similar to Hardin’s personalized trust, but on a broader scale of social abstraction. For Hardin, a trusts b, with regard to matter c, because she knows that b’s interests encapsulate her own in this matter. Under the mechanism that we describe, a trusts b with regard to situations resembling C, because a is a member of type A, while b is a member of type B, and a knows from existing institutions that type B actors have good reason to be trustworthy when interacting with type A actors in situations that resemble C.
 

This said, it is important to remember that the concept of trust has a limited application – it only obtains in conditions of uncertainty.
 Trust has little independent explanatory power in situations where actors possess definitive and complete knowledge of how others will behave. Thus, institutions are likely to affect trustworthiness and thus trust, not in circumstances where institutions have direct and unambiguous consequences for behavior, but rather where there is some ambiguity in how or whether institutions should be applied.

 Two kinds of ambiguity are especially important for the relationship between institutions and trust. First, there is ambiguity over whether the situation which actors find themselves in is covered by the relevant institutional rule. Here, Hardin’s vocabulary may be adapted to provide a clearer understanding of the issues involved and of the difference between institution-induced expectations and trust. First, consider the case where a and b find themselves in a situation c, which is clearly covered by an existing institutional rule setting out how agents of type A and B should behave under circumstances C. Under this set of conditions, it is difficult to describe a’s expectations regarding b, or b’s expectations regarding a, as involving trust. Their mutual expectations are directly induced by the institution in question. Thus, when institutional rules apply directly and unambiguously, we should speak of institution-induced expectations and of institutional compliance, not of trust.

However, consider an alternative case in which a and b find themselves in a situation c*, which resembles C in important respects, but is not precisely and unambiguously covered by it (we note that such situations are endemic; the application of abstract institutional rules to concrete situations is rife with ambiguity). In such contexts, the relevant institutional rule does not compel or induce compliance directly, as it is not entirely clear whether the rule should or should not apply under the given circumstances. Here, institutions may still play a very important role in affecting actors’ expectations and behaviour, but not a determinative one. Existing institutions may provide actors ex post with a means of interpreting situations that were not specifically anticipated ex ante, but that in some important way resemble the situations covered by existing institutional rules. Rather than inducing behaviour directly, these institutions work in the same way as the corporate cultures described by David Kreps and Gary Miller; they provide a focal point on which actors’ expectations regarding appropriate behaviour may converge.
 

If actors a and b find themselves in situation c*, and are uncertain of how to behave, we may reasonably expect that they will draw upon their knowledge of how type A actors and type B actors interact in C in determining the appropriate actions. Where the situations are analogous, actor a will be more likely to behave in accordance with the behaviour prescribed for A in the relevant institutional rule, and actor b will be more likely to act in accordance with the behaviour ascribed to B.
  If the institution in question prescribes that actor B be trustworthy to actor A (or vice versa), actor a will have some grounded reasons for trusting b in situations that are not precisely C, but are analogous to C.  While the rule does not determine actors’ behaviour, it does give them initial guidelines about how to behave in unexpected circumstances. To the extent that there are few other reliable sources of information regarding types of actors and how they will behave, the beliefs instantiated in institutions will be compelling focal points – in a situation of uncertainty, they allow actors to interpret situations and act accordingly.

The second form of institutional ambiguity is uncertainty over whether or not the enforcement mechanism associated with an institution is likely to be invoked. We note that this is intimately associated with the first. Ambiguity over whether an institution covers the situation in question will lead to ambiguity over whether or not the institution will or should be enforced under unexpected circumstances. Thus, we may expect that the likelihood of enforcement will vary with the degree of similarity between c* and C. This will have the effect of making the relevant institutional rule more attractive as a focal point – if actors reasonably fear that others may enforce the institutional rule as if c* fell under C, they will be more likely to behave as if c* indeed falls under C. We acknowledge that there is relatively little role for trust in circumstances where c* is very closely similar to C, and the institutional rules and enforcement mechanisms applying to C are almost certain to apply. Similarly, it may be difficult to talk of trust in circumstances where the probability that c* will be treated as C is easily quantifiable, and thus may be treated as risk. However, we note that there will be very many possible situations in which c* is only somewhat analogous to C, and which will give rise to uncertainty as to whether or not the enforcement mechanism will be invoked. Under these circumstances, we may expect that the possibility of enforcement will increase the focal power of the institution, without at the same time involving that certainty of application which is implied in the notion of institution-induced compliance.

Thus, in summary, we suggest that there is a clear difference between institution-induced compliance and the effects of institutions on trust and distrust between actors. The notion of institution-induced compliance applies in circumstances that are clearly covered by a relevant institutional rule with associated enforcement mechanisms, thus directly structuring actors’ interests, their actions, and their knowledge of how others are going to act. The notion of trust is entirely superfluous under these circumstances. However, institutional rules may also have important consequences in circumstances where there is ambiguity or uncertainty over whether an institutional rule should be applied. In circumstances that are not directly covered by an existing institution, but that are analogous to those circumstances covered by an institution, we may still expect actors to use relevant institutional rules as guidelines that help them anticipate how others are likely to act, and thus how they should act themselves. The power of institutions to serve as focal points of this sort is likely to be enhanced by the possibility that the institution may be enforced, even where it is not entirely clear that it applies.

This allows us to distinguish clearly between institution-induced expectations, and the less determinate kinds of institutional effects that are likely to affect perceptions of trustworthiness, and thus of trust. It also suggests that institutions have two clear effects on human behavior. First, they may directly structure expectations and behaviour, in circumstances where they unambiguously apply. This is the ‘core’ function of institutions, and is the focus of most existing institutional theory in the rational choice tradition. Second, they may provide guidelines of interpretation for actors in situations where they do not unambiguously apply. This second realm of institutional effects can be usefully described as the ‘penumbra’ of institutions: the shadow that institutions cast over expectations in circumstances that are not clearly covered by institutional rules. It is in this latter context that institutions may lead to trust among actors, by providing them with means to interpret situations in ways that conduct towards trustworthiness and reasonably grounded expectations about trustworthiness, or alternatively in ways that conduct towards untrustworthy behavior and distrust, depending on the institutions in question. Insofar as the precision of institutions varies, so too will the relative importance of the core and penumbra. Relatively precise institutions (that is, institutions for which C is tightly delimited) will tend to have well-defined cores, but relatively narrow penumbrae (they are difficult to apply to circumstances other than those for which they were defined). Relatively diffuse institutions, in contrast, will not have well defined cores (at the extreme, they may not have cores at all), but will have relatively wide penumbras with important effects for behavior. Thus, if trust is a phenomenon of uncertainty rather than unambiguous and externally induced expectations, we may expect it to be more readily created under diffuse rather than narrowly defined institutions. We develop this argument in the next section.

III. Informal and Formal Institutions
In the previous section, we have argued that as institutions’ precision varies, so too will the relative importance of their core (where they directly induce expectations), and their penumbra (where they merely influence them). How best may we capture this variation? In this section, we argue that there are important differences between formal and informal institutions. In relative terms, formal institutions will tend to have well defined cores, and relatively narrow penumbrae. Thus, they will be primarily relevant to the explanation of social outcomes insofar as they directly induce expectations. Informal institutions, in contrast, will tend to have relatively inchoate (or non-existent) cores, and relatively broad penumbrae. Such institutions will often be more important because they provide actors with guidelines that help form expectations than because they directly induce expectations. Ceteris paribus, formal institutions will be more likely directly to induce expectations than informal ones, while informal institutions will be more likely to foster trust under appropriate circumstances than formal ones.

What do we mean by formal and informal institutions? We note that formal institutions and informal institutions systematically differ in form, and usually are associated with different enforcement mechanisms.

 Formal institutions consist of written rules. They include laws, constitutions, regulations, contracts, written agreements and similar forms. Usually, although not always, they are enforced by a third party. Typically, this third party is the state; in some situations it may be specialized private actors. Even where formal institutions are not accompanied by a third party enforcement mechanism, they may serve to coordinate expectations, providing “parchment equilibria.”
 Formal institutions typically emerge through formal bargaining processes, in which actors seek consciously to create institutions that may bind them (or others) in the future. They may evolve through various forms of interstitial change and reinterpretation or through further processes of bargaining.

Informal institutions are unwritten rules that structure social behavior.
 They include community norms, unwritten understandings and the like. Typically, such institutions are not enforced by a third party, but rather rest on the threat of enforcement by members of the relevant community of actors. Thus, they are likely to emerge through a series of bargaining interactions, which come over time to create institutions that instantiate expectations about the relevant bargaining strengths of actors involved, and thus structure future interactions. In the long run, they are likely to change in response either to changes in the interests or the relative bargaining strength of powerful actors.

Why should formal institutions be characterized by a better structured core, and a narrower penumbra than informal ones? As we have already noted, a key feature of institutional rules is their precision. Formal institutions usually consist of written texts that are intended to increase ex ante predictability.
 Their scope therefore tends to be more tightly defined than the scope of informal institutions. Thus, formal institutions usually have a clearer scope of application than informal ones – the situations which they apply to, and which they do not apply to, are relatively clearly defined and distinct from one another.

Furthermore, formal institutions, to the extent that they are associated with effective enforcement mechanisms, are likely to involve less ambiguities of enforcement than informal institutions. The actions of third party enforcers are typically more predictable than the actions of a congeries of agents within a community, especially when the mechanisms of institutional interpretation are transparent.

This is not to deny that there is substantial variation among formal institutions. Some such institutions (legal regulations, comprehensive contracts) are extremely detailed in their scope, and correspondingly precisely delimited. Because of this precision, it is difficult to apply them in contexts other than those for which they were originally drafted. Other formal institutions (prominent examples include constitutional texts and business contracts that have the relational quality analyzed by MacNeil among others
) tend to be more diffuse, and thus to have a broader penumbra. They state general principles without providing much direct guidance as to how those principles should be applied. However, even more diffuse formal institutions of this sort tend to have a limited range of ambiguity. Typically, they are interpreted by specialized entities (such as courts) that have an organizational interest in maintaining standards of transparency and consistency in order to maintain their more general legitimacy.
 While such formal institutions may be indeterminate in themselves, they are usually accompanied by dependent quasi-formal institutions (traditions of precedent and judicial interpretation, bureaucratic codes) that substantially reduce their indeterminacy.

Informal institutions, in contrast tend to have a less well-defined core of application, and a much broader penumbra. In contrast to formal institutions, they are usually unwritten, and do not provide tightly defined ex ante expectations regarding their scope of application. Even while informal institutions may inform the expectations of all members of a community, they are unlikely to be as tightly specified, or as delimited to specific contingencies, as formal ones. Thus, while informal institutions typically have some core (an area of application where everyone in the relevant community agrees that the institution applies), the perceived boundaries of this core are fuzzy, and may indeed vary from individual to individual within the community. This lack of hard edges means that their penumbrae are wider – precisely because they are fuzzier, they may more easily provide guidance in unanticipated ex post contingencies. By the same token, it is more difficult for any one agent to be sure that other agents in the community will not seek to enforce the institution, even in situations that are at best ambiguously covered by the informal institution in question. The process through which the institution is re-interpreted ex post is relatively unbounded and unpredictable – there is little role for the kinds of tradition of precedent and interpretation that characterize most formal institutions. Again, this serves to extend the penumbra of the informal institution considerably.

What does this mean for institutional compliance, trust and trustworthiness? Ceteris paribus, it implies that formal institutional settings will be more likely to lead to institution-induced expectations, and simple institutional compliance than trust and trust-induced cooperation. Because formal institutions have a relatively narrow penumbra, institution-induced expectations will predominate, and there will be little scope for institutions to produce trust or trustworthiness. We note that this does not imply that trust and trustworthiness will not exist, and perhaps even play an important role in formal institutional settings. However, trust will not have its source in these institutions, or even be very much influenced by them; instead it will have its source in the kinds of personal relations discussed by Hardin and others.

In contrast, there will be much greater scope for informal institutions to affect trust and trustworthiness. Because these institutions have a greater penumbra, they may more easily influence trust among actors. Both the ambiguity of scope, and the ambiguity of application of these institutions will make them more salient than formal institutions when dealing with situations that are not anticipated ex ante.
IV. Power relations and trust

In the preceding section, we have argued that informal institutions will potentially affect trustworthiness and trust over a considerably greater range of situations than formal ones. However, this claim only concerns the scope or range of institutional effects on trust; it tells us little about their actual consequences. When will institutions lead to increased trust among actors? When will they lead to increased distrust?


We suggest that the actual consequences of institutions for trust and distrust will depend upon the precise expectations that they instantiate. In particular, we wish to point to the consequences of one aspect of institutions – the power relations that they instantiate – for trust and distrust among actors.


There is good reason to believe that trust is much more easily achieved in circumstances where actors have relatively equal bargaining power (and thus, the ability to ensure that distributional outcomes do not systematically disadvantage them). Furthermore, severe asymmetries of power are likely to produce distrust among actors.
 The reasons are straightforward. In Hardin’s account and in ours, trust is the expectation on the part of one actor that another actor will take her interests into account with regard to the matter at hand. This expectation is problematic in situations where there are substantial asymmetries of bargaining power and is increasingly less likely to obtain as these asymmetries increase. 

Why is this so? Bargaining power depends on the alternative options that are available to an actor. If I am considering a transaction with you, but have many other attractive options (other ways to achieve my goals), then my bargaining power will be relatively high in this transaction. I will be able credibly to threaten to take up another option in order to persuade you to accept an outcome that is less favourable to you and more favourable to me in terms of final distributional outcomes. In other words, to the extent that I have greater bargaining power than you have in a particular transaction, I have less need to take your interests into account. Thus, I am less likely to be trustworthy in your eyes; you have less reason to trust me. In situations involving extreme asymmetries of power, where I have no reason at all to take your interests into account, you will have very good reasons actively to distrust me because I have no reason whatsoever to pay attention to your needs and concerns.

Furthermore, asymmetries of this sort are likely to be instantiated in both formal and informal institutions, insofar as both kinds of institutions result from bargaining processes. This is evident for formal institutions, which typically arise through formal bargaining processes. But as Knight (1992) shows, the relative bargaining strength of actors may be instantiated in informal institutions too, even when these institutions emerge in an entirely decentralized way. In a very important sense, informal institutions may be said to instantiate the history of social relations among types over time – they are the by-product of successive instances of bargaining among actors and the expectations to which these instances give rise. Where power relations are asymmetrical, and where powerful actors may expect to secure distributional outcomes that favour them, expectations about these power relations and their consequences will become instantiated in informal institutions. Thus, institutions crystallize expectations about the ways in which different categories of actors interact with each other, including most particularly expectations about the relative bargaining power of actors.

Thus, we can reasonably make two claims. First, asymmetries in bargaining power may be expected to have important consequences for trust and trustworthiness. To the extent that power asymmetries apply in a given situation, powerful actors will have less reason to take the interests of less powerful actors into account, and thus will be less trustworthy. Second, these asymmetries are likely to become instantiated in both formal and informal institutions.

These claims, in combination with the claims about institutional effects made in the previous section, allow us to make the following argument:  SEQ CHAPTER \h \r 1the power asymmetries (or lack of same) that are instantiated in formal and informal institutions will determine how the application of institutions generates trust or distrust in situations where uncertainty arises. In settings where the relevant institutions instantiate a rough equality of power relations, we may expect that these institutions will help foster trust and trustworthiness among actors. In settings where the relevant institutions instantiate substantial inequalities in power relations, we may expect that institutions will foster distrust and lack of trustworthiness.

To show why this is likely to be so, we set out two possible cases. In both of these cases, actors a and b find themselves in a situation c* that resembles, but is not identical to, a situation C specified in an institutional rule covering how actors of type A and type B ought to behave, so that it falls into the institution’s penumbra. If, as we have argued in the previous section, actors seek to use existing institutions as guidelines indicating how others are likely to behave, then actor a will reason that actor b will behave according to the actions dictated by the institutional rule for actors of type B in situation C. Similarly, actor b will reason that actor a will act in accordance with the behaviours dictated by the institutional rule for actors of type A.

However, this will have different consequences for trust, depending on the extent to which the institutional rule in question instantiates power asymmetries. First, let us imagine a case in which this institutional rule does not instantiate serious inequalities in bargaining power. Actor a, when he looks to the institutional rule in question, will see that actor b, insofar as she is a member of type B, will have good reasons to take actor a’s interests into account, and thus to be trustworthy. Actor b will make the same judgement with regard to actor a. Because the institutional rule suggests that there are no major asymmetries of bargaining power, each actor will infer from the institutional rule that the other actor is likely to be trustworthy and that they may thus trust the other actor. Thus, by using the institutional rule as a guide to how others are likely to behave in a new situation, they will be likely to trust each other; the expectations instantiated in the institution will lead them to believe that the other actor is likely to be trustworthy.

In contrast, we may imagine the case where actors a and b refer to a rule that instantiates gross asymmetries in bargaining power, and thus suggests that actors of type B are more powerful than actors of type A in situation C. In this case, the institution will give actor a little reason to believe that actors of type B have good reason to be trustworthy. Actor a will reasonably infer from the institution that b, as a member of type B, has little reason to take account of her interests. She will therefore conclude that actor b should not be trusted. Not only this: actor b will have little reason to trust actor a. He will infer from the institution that actor a, as a member of type A, has no reason to trust him, which means in turn that actor b has no reason to trust actor a. Insofar as actor a has no reason to trust actor b, she also has no reason to behave in a trustworthy fashion towards actor b, whom she may reasonably expect not to reward any trustworthiness. Thus, the asymmetries of power that are instantiated in the institutional rule will give weaker actors no reason to trust stronger ones and in consequence will give stronger actors no reason to trust weaker ones.

V. Summary
We may now bring the two skeins of our argument together, by showing how the effects of institutions on trust and trustworthiness varies together with  (a) institutional type, and (b) the extent of power asymmetries instantiated within the institution.

	Institutional type/extent of power asymmetries
	No Asymmetries/Minor Asymmetries of Power
	Major Asymmetries of Power

	Formal Institutions
	Institution based confidence/impersonal exchange
	Institutionalized inequality

	Informal Institutions
	Rich trust/trustworthiness
	Extensive distrust, lack of trustworthiness


First, we examine how institutions will affect trust in situations when they are (a) formal, and (b) do not instantiate major power asymmetries. As formal institutions have a strong core, and a relatively narrow penumbra, we may expect that their primary effect will be to instill confidence rather than to create trust. Individuals will be able to transact with each other with a considerable degree of security in circumstances that are covered by the relevant institutions. In these circumstances, trust will be irrelevant. This cell covers the kinds of exchange anticipated by many scholars of the New Institutional Economics, who point to the beneficial consequences of impersonal exchange for economic prosperity and political stability.
 However, because the penumbra of formal institutions is relatively limited, we may expect that these institutions will not predispose individuals to trust each other under many circumstances that are not directly covered by the institution. This does not imply that individuals will distrust each other, but it does suggest that they will need to draw on alternative sources of information (such as the personal relations privileged in Hardin’s account) if they are to create the mutual expectations that are necessary for trust and trustworthiness.

Second, we examine how institutions affect trust when they are (a) formal, and (b) do instantiate major power asymmetries. Here too, we may expect that exchange under the relevant institutions will be relatively impersonal, and that individuals will have a high degree of confidence in its outcomes, although the distributional results of these exchanges will be grossly inequitable, favoring certain social groups over others. Such institutions will have negative direct consequences for trust and trustworthiness, but these consequences will be limited in scope. Within the relatively narrow penumbra that formality allows, these institutions will be likely to produce distrust, and lack of trustworthiness.

Third, we examine the case in which institutions are (a) informal, and (b) do not instantiate major power asymmetries. Here, we may expect institutions to lead to quite rich forms of trust and trustworthiness across a variety of possible situations. In addition to their core effects, such institutions will have relatively wide penumbrae. Within those penumbrae, actors will be highly likely to trust each other, and to be trustworthy towards each other – they may reasonably infer from existing institutions that others will be trustworthy, and will reward trust.

Finally, we examine the case in which institutions are (a) informal, and (b) instantiate major power asymmetries. In contrast to the last case, we may expect extensive distrust and lack of trustworthiness across a wide variety of social situations. Within a broad penumbra, individuals will infer from existing informal institutions that other individuals from more powerful and less powerful social categories cannot, and should not be trusted. The result is likely to be pervasive, mutually reinforcing distrust among social groups, with negative consequences for economic and political exchange.
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