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Given the nature of social capital, the foundations of its formation, and the
important role it plays in economic development, a hypothesis of a possible correlation
between social capital and income distribution can be put forward. This research is an
attempt to enrich the small number of analyzes related to the testing of this hypothesis by
discussing the issue in the context of the interaction between social capital and income
distribution in Armenia and in general. To address the research problem, the tools of
correlation and panel regression analysis are used and compared with the results of the
expert survey dedicated to the assessment of public social capital in the Republic of
Armenia. As a result of the analysis of both the Republic of Armenia and the panel data of
different countries, a statistically significant relationship is reported between the social
capital, its elements, and income distribution, which is also in line with the opinions of
participant experts on the same issue. Obtained results are summarized by causal
inference terminology and a causal graph of relationships is proposed.
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The interaction between economic results and social capital is a
less clear and visible phenomenon, and sometimes it can be mediated by the
influence of several other related phenomena. Significantly, the authors
discussing the interaction between economic growth and social capital often
come to the idea of inclusive growth when describing the transmission
mechanisms of this interaction, the idea of which directs the research arrows to
the problem of equal distribution of incomes.

Based on the essence of social capital, the foundations of its formation, and
the important role it plays in economic development, it is possible to put forward
a hypothesis of a possible interaction between social capital and income
distribution. In the paper, an attempt is made to enrich the works devoted to the
verification of this hypothesis, which are only a few. Note that in most of these
works the interaction of the public elements of social capital with the socio-
economic indicators of the country is not considered at all. We have tried to fill
this void through our research.

Authors discussing the interaction between economic
growth and social capital often reach the idea of inclusive growth when
describing the mechanisms of transmission of this interaction (e.g. Thomas and
Hedrick-Wong 2019;' Soumyananda 2014,2 2012;3 Mayilyan 2012,* etc.). Yet,
there are only a few studies on the direct interaction between social capital and
income distribution, some of which we will present below.

Thus, B. Kennedy and his co-authors tested the hypothesis that growing
inequality between the rich and the poor is the result of declining social cohesion
or social capital, which, in turn, is linked to an increase in armed killings and
violent crime. The analysis revealed a high correlation between income
inequality, the number of violent armed crimes, as well as between social capital
(negative correlation). In turn, both interpersonal trust in society and group
membership are correlated with the number of armed violent crimes (negative
correlation). The analysis showed that the impact of the increase in income
inequality (measured by the Robin Hood index)®> on armed murder and violent
crime is partly due to the distortion of social capital. As income inequality
increases, so does the level of social distrust, which, in turn, is linked to the level
of armed murder and violent crime. B. Kennedy and his co-authors define social

! Thomas, H. and Hedrick-Wong, Y. (2019), Pathways to inclusive growth: social capital and the
bottom of the pyramid 1, Inclusive growth, Emerald Publishing Limited, Bingley, pp. 57-73,
https://doi.org/10.1108/978-1-78973-779-020191006.

2 Soumyananda D. (2014), Inclusive growth through the creation of human and social capital,
International Journal of Social Economics 41(10):878-895, DOI:10.1108/1)SE-07-2013-0157.

% Soumyananda D. (2012), Social capital formation ensuring inclusive growth: A development
mechanics for backward region, MPRA Paper No. 66261, 28 pages,

Online at https://mpra.ub.uni-muenchen.de/66261/.

* Mayilyan F. (2012), The role of social capital in the process of formation and realization of human
capital [Ponb counanbHoro kanutana B npotecce popMUPOBAHNA U peann3aLum YenoBEYeCKoro
kanutana] [Rus], Bulletin of Tomsk State University 1(17), pp. 51-62.

5 The index is the vertical distance between the Lorentz's curve and the equal income distribution
line. In other words, this is the share of the income (in the range [0,1)) that needs to be passed
from the rich to the poor to achieve equality.
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capital as the per capita membership density and the level of interpersonal trust
in each state. The latter, as most commonly, is calculated based on some
questions from well-known surveys (in this case, General Social Survey (GSS)),
such as "most people can be trusted”, "You can not be too careful”, "people are
helpful", etc.®

In another study, Vilhjalmsdottir A. and co-authors analyzed multilevel data
on 5,958 students (15 and 16 years old) in 102 public schools in Iceland to
examine whether income inequality in neighborhoods affects the emotional world
of adolescents. The Vilhjalmsdottir A. and co-authors also analyzed whether the
indicators of social capital - social trust and youth involvement in social networks
- participate in the process. The results of the study showed that the equal
distribution of income has a positive effect on the emotional state of individual
adolescents. However, the results of the study do not prove the positive effect of
social capital on mitigating the unequal distribution of income. In the work, the
information on involvement in different groups and emotional state is obtained
through questionnaires developed for participants. Income inequality, in turn, is
measured by the Gini coefficient, the wage ratio of the highest and the lowest
90/10 percentiles, the median household income, the Robin Hood index, and
other indicators.’

The International Monetary Fund (IMF) also has a study on this topic in
which D. Gould and A. Hijzen use data from the American National Election
Survey (ANES) and the European Social Survey (ESS) to determine whether the
trend in declining social capital is due to rising income inequality. The results
show that high levels of general inequality reduce individuals' sense of mutual
trust.8

Another work dedicated to the issue is S. Josten's work, where the observed
model (heterogeneous agents overlapping generations (OLG)) takes into account
"endogenous growth" and "social capital". An individual can either become an
active part of the network of interaction based on public trust, thus having a
positive contribution to the common social capital, or isolate herself/himself from
society by participating in the economic life of the society but not contributing to
the social capital of the community. S. Josten concludes that the resources
invested in social networks based on mutual trust and cooperation are key
factors for long-term economic success and growth. Therefore, in addition to the
economic-political transmission channels, there are also socio-economic channels
that provide the link between income distribution and economic growth. In
addition, one of the most important conclusions is that the one-time reduction of

o

Kennedy B., Kawachi I., Prothrow-Stith D., Lochner K., Gupta V. (1998), Social capital, income
inequality, and firearm violent crime, Social Science & Medicine, Volume 47, Issue 1, Pages 7-17,
ISSN 0277-9536, https://doi.org/10.1016/S0277-9536(98)00097-5.

Vilhjalmsdottir A., Gardarsdottir R., Bernburg J., Sigfusdottir |. (2016), Neighborhood income
inequality, social capital and emotional distress among adolescents: A population-based study,
Journal of Adolescence, Volume 51, Pages 92-102, ISSN 0140-1971,
https://doi.org/10.1016/j.adolescence.2016.06.004.

Gould E. D., Hijzen A. (2016), Growing apart, losing trust? The impact of inequality on social
capital, IMF working paper, Retrieved March 04, 2021, from
imf.org/external/pubs/ft/wp/2016/wp16176.pdf.
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inequality stimulates the development of human capital and the acceleration of
economic growth in the short run. In the long run, however, it can even lead to
deepening inequality as such reducing the effectiveness of individuals' learning
and discouraging investment in human capital. Therefore, according to S. Josten,
it is necessary to ensure the continuity of the income redistribution policy, both
to control the level of income inequality, as well as to improve social capital and
stimulate economic growth.®

From the most recently published works on the topic, the analysis by
Petricova |. and Zhang W. is also worth our attention. The results of the study
conducted by Petricova |. suggest that as local economic inequality rises,
households’ bridging social capital, measured through participation in efforts to
resolve broader communal issues, declines whilst their bonding social capital,
measured through membership in relatively demographically and socio-
economically homogeneous voluntary associations, increases.'® Zhang W. takes
rural China as an example to explore the relationship between social capital,
income, and the level of well-being of Chinese farmers. The article provides
evidence that the level of happiness among farmers is positively correlated with
higher income, more active participation in social activities, and reciprocal
activities. That is, social capital is a strong predictor of happiness."

In another work that differs from the others by the methodology, D.
Stancato, D. Keltner and S. Chen have argued that deepening inequality between
individuals reduces social capital. D. Stancato, D. Keltner and S. Chen test this
hypothesis with scientific experiments conducted with the methods of game
theory. D. Stancato, D. Keltner and S. Chen define social capital as a tendency to
be keen on grouping and warmth in face-to-face interactions. In the work, the
authors carry out two scientific experiments with the tools of game theory. In the
first experiment, participants were assigned the roles of manager and assistant
according to the degree of influence (high - manager, low - assistant) and income
distribution equality (equal - $ 6 and 4, unequal - $ 9 and 1). At the end of the
game, the participants were reminded about the money they earned during the
game, and immediately answered some questions, such as the desire to group
with a teammate (on a scale of 1 to 7), the participant's care, trust, etc. In
general, according to the results of the first scientific experiment, income
inequality reduces the desire of participants to team up. The first scientific
experiment, however, according to D. Stancato, D. Keltner and S. Chen, has
certain limitations. In particular, it relies on self-accountability (uses the online
instant message chat platform). In addition, this experiment in testing the
assumption of low interpersonal warmth, trust, and competence in the case of
high-income inequality did not provide statistically significant results. For this

9 Josten, S. (2004). Social capital, inequality, and economic growth. Journal of Institutional and
Theoretical Economics (JITE) / Zeitschrift Fiir Die Gesamte Staatswissenschaft, 160(4), 663-680.
Retrieved July 25, 2021, from http://www.jstor.org/stable/40752484.

10 Petrikova, I. (2022), The effects of local-level economic inequality on social capital: Evidence from
Andhra Pradesh, India. The European Journal of Development Research 34, 2850-2877 (2022).
https://doi.org/10.1057/s41287-021-00495-w.

1 Zhang W. (2022), Social capital, income and subjective well-being: evidence in rural China,
Heliyon, Volume 8, Issue 1, 6 pages, https://doi.org/10.1016/j.heliyon.2021.e08705.
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reason, the authors carried out the second scientific experiment through a
conversation platform that is already being filmed. This allowed to create greater
social involvement among the participants, as well as to analyze the audio-visual
data. The results of the second experiment correspond to the results of
correlation analysis, showing an inverse relationship between the level of social
capital and income inequality. In addition, research shows that interacting in the
context of inequality damages emotional responses, forcing participants to
perceive their partner as less competent, warm, and moral."? Interestingly, one of
the elements of public social capital - interpersonal trust- is mostly discussed in
all these works on the interaction between income distribution and social capital.

There are even fewer studies analyzing social capital in Armenia. Among the
researches dedicated to the public sphere and interpersonal relations, one can
single out the extensive research named "Civic activism as a new component of
the civil society of Armenia". The research project explores how nonprofit
organizations (NGOs) interact with civil society activists, looking at these two
actors from a broader perspective of participation in Armenian political culture.
The research used a mixed methods approach, combining quantitative and
qualitative techniques of analysis using primary and secondary data, the general
picture of civic activism in Armenia and its interaction with the NGO sector with
the wider community, using statistical analysis of secondary data in mapping,
case studies of social mobilization, supplemented by focus group discussions,
semi-structured interviews with key civic stakeholders.™

Another work related to the topic is the analysis authored by Sh. Kurkchyan.
In the work, Sh. Kurkchyan studies the involvement of non-governmental
organizations operating in the Republic of Armenia in the social networks and its
impact on the level of the country's social capital through qualitative analysis of
secondary data, as well as in-depth interviews conducted with NGO leaders
(experts). According to the results of the analysis, the introduction of networks
created by local NGOs to improve the quality of social capital expansion in
Armenia is not enough. Social networks created by regional NGOs are weak, lack
human and financial resources, and have competitive difficulties. However, local
NGOs share the growing tendency toward the perception of the need for
collaborative efforts through networks. These efforts are seen as creative, and
effective and contribute to public confidence in NGOs.™ In another paper
published in the collection of materials from the same conference, A. Alexanyan
theoretically analyzes the condition of trade unions in Armenia and their role in

12 Stancato D. M., Keltner D., Chen S. (2018), The gap between us: income inequality reduces face-
to-face social capital, University of California, Berkeley, 35 pages, Retrieved March 04, 2021, from
https://xlab.berkeley.edu/connect/Stancato_Income%20Inequality%20and%20Social%20Capital_MS.
pdf.

13 Paturyan Y. )., Gevorgyan V. (2016), Civic Activism as a Novel Component of Armenian Civil
Society, American University of Armenia, 108 pages,
https://tcpa.aua.am/files/2012/07/English-5.pdf.

4 Kurkchian Sh. (2013), The involvement of Armenian non-governmental organizations with social
networks and contribution of these networks to improvement of social capital in Armenia, CRRC
Armenia, Conference proceedings, pp. 54-74,
https://www.crrc.am/wp-content/uploads/2019/03/CRRC-Social_Capital-Conference-1.pdf.
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the enrichment of social capital.”” In the listed works, however, the interaction of
the public elements of social capital with the socio-economic indicators of the
country is not studied. We have tried to fill this void through our research.

In this work, the assessment of the interaction between
income distribution and social capital in the Republic of Armenia is carried out
through quantitative and qualitative analysis methods of primary (expert survey)
and secondary (official statistical organizations, Legatum Prosperity index,
Caucasus Barometer, World Values Survey) data. In particular, similar to the
methodology of our previous paper on the assessment of business social capital
in the Republic of Armenia,'® in this paper, an assessment of the social capital of
the Republic of Armenia in the chain of non-commercial organizations, state and
society was conducted (period: September 2021). The survey is conducted
among 24 experts, including officials from the Ministry of Labor and Social
Affairs, heads/experts of trade unions, non-governmental organizations, socio-
economic research centers, and professors of economics and sociology; 42% of
the experts carry out their main activity in the private-public, and 58% in the
public sector, 75% of the participants belong to the 36-55 age group, 16.7%
belong to the 18-35 age group, and 8.3% belong to the 56 and older age group.
Moreover, in the scope of the testing phase, the questionnaire was initially sent to
5 experts, based on the preliminary analysis of whose answers some adjustments
were made in the questionnaire. Assessing the uncertainty about the
independence of opinions of experts, it should be noted that the average
standard deviation of questions from 1 to 10 points is 0.39, which is a good
result, given that when assessing the independence of opinions, the general
variance should be large, not the opposite.”” The results of the expert survey
were compared with the Legatum Prosperity Index, Caucasus Barometer, World
Values Survey, as well as the results of our previous expert survey on the
assessment of the Republic of Armenia (RA) business social capital.'® The
hypotheses and results obtained from the secondary data analysis using
correlation and panel regression analysis techniques were compared and verified
by the expert survey results. The sub-model of the panel regression model was
selected based on the Lagrange multiplier random effects, Redundant Fixed
Effects tests, and Hausmann test results.'

In this paper, to answer the proposed research
problem the analysis was performed in the following order. Firstly, the results of
the expert survey on the assessment of public elements of the social capital of the

15 Aleksanyan A. (2013), Trade unions in Armenia: Factor of Social capital, CRRC Armenia,
Conference Proceedings, pp. 96-105,
https://www.crrc.am/wp-content/uploads/2019/03/CRRC-Social_Capital-Conference-1.pdf.

16 Mayilyan F., Isayan L. (2022), Assessment of business social capital through expert survey (by the
example of the republic of Armenia) [in Armenian], Messenger of ASUE 2021(6), pp. 46-57,
https://asue.am/upload/files/science/banber/2021-year-6/4.pdf.

17 See the same place.

18 See same place.

19 Gujarati, Damodar N., and Dawn C. Porter (2009). Basic econometrics. Boston, Mass: McGraw-
Hill, 5th edition, 946 pages.
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Republic of Armenia were summarized and analyzed, which were compared with
the results of the Caucasus Barometer, the World Values Survey, as well as the
results of our previous expert survey on the assessment of RA business social
capital. Secondly, the interaction of social capital, economic outcomes, and
income inequality indicators was discussed, first based on data from the Republic
of Armenia and then from all available countries. Finally, the work was summed
up by the experts' suggestions on the obstacles to raising social capital in
Armenia, their causes, and priorities for overcoming the problems.

The results of the study of the RA public social capital (through an expert
survey).

According to the results of the expert survey, in terms of cooperation - one
of the most important elements of social capital - the situation in Armenia is as
follows (Figure 1). On average, the highest level of cooperation exists between the
"outside world" and non-governmental organizations, in which case, however, we
have the largest standard deviation and the average absolute deviation from the
median (MAD).
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Distribution of answers to the question "Please assess the level of
cooperation in Armenia in the following directions"?

We have the lowest average assessment of the level of cooperation in terms
of cooperation between the state, on one hand, and the RA and diaspora NGOs,
on the other hand. The biggest consensus in the answers is on the relatively low
rating of cooperation between the communities and the state, in which case we

20 Source: The expert survey results conducted in the scope of this analysis.
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have the lowest deviation and the lowest MAD, which can be seen from the
graph, considering the in-quartile interval (IQR) containing 50% of responses.
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Figure 2. Distribution of answers to the question "Please assess the level of trust in
the Republic of Armenia in the following directions” a) questions that are
included only in this questionnaire, b) questions that were also included
in the business social capital questionnaire?

In terms of the trust, the picture is as follows (Figure 2). According to
experts, the highest average score of trust is in the case of interpersonal trust.
Trust in the Armenian Apostolic Church was rated high with the largest variation
in responses, while trust in other religious organizations was rated significantly
lower. The lowest average rating of trust was given in the case of trust in the
mass media. For comparison, according to the results of the Caucasus
Barometer (reference period February-March 20202%), the highest trust is in the
army and the church, and the lowest is in the judiciary. According to the World
Values Survey (reference period 202123%), the highest level of trust is again in the
military system and the church. However, the level of trust in the media exceeds

2 Source: The expert survey results conducted in the scope of this analysis as well as in Mayilyan F.,
Isayan L. (2022), ASSESSMENT of business social capital through expert survey (by the example of
the republic of Armenia) [in Armenian], Messenger of ASUE 2021(6), pp. 46-57,
https://asue.am/upload/files/science/banber/2021-year-6/4.pdf.

22 Source: https://caucasusbarometer.org/.

3 Source: https://www.worldvaluessurvey.org/.
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the level of trust in the National Assembly. The latter, in contrast to the results of
the Caucasus Barometer, exceeds the assessment of confidence in the judiciary
as well.

Interestingly, compared to the opinions of the participants in the expert
survey on business social capital assessment (Figure 2b), in this case, the average
score is high only in terms of trust in local self-government bodies, while the
trust in the government, the National Assembly and the judiciary was lower.
Moreover, in this case, the assessments are more consensual (similar), with a
small variation.
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Answers to the question "How do you think the atmosphere of trust
and cooperation in the country has changed during the last 30 years according to
the mentioned directions?" (a/ between the state and society, b/ the state and
NGOs, c/ NGOs and society, d/ in terms of interpersonal relations).?*

According to 54% of the surveyed experts, the cooperation between the
state and the society has continuously deteriorated, while 42% think that it has
improved or deteriorated over a certain period. Particularly, there is an opinion
according to which the situation has worsened in recent years. Yet, according to
another point of view, in the period before the independence of the Republic of
Armenia (1991), the cooperation improved, then continuously deteriorated, and
since 2018, it again has started to improve. And according to some other
experts, the cases were situational: it faded by inertia for several years after
1991, occasionally spiking at the start of the war and after victories, and fading
after internal political upheavals (October 27, 1999; March 1, 2008; November
9, 2020). The picture of the cooperation between the state and NGOs, as well as
between NGOs and society is relatively favorable. According to the experts, there
were situational episodes, depending on the NGO or the topic, its type and
structure, experience, and reputation. There are opinions according to which the
cooperation between the NGOs and the community remains weak and remains at
the same low level. From the point of view of interpersonal relations, according
to the majority of experts (54%) the situation has continuously deteriorated. In

24 Source: The expert survey results conducted in the scope of this analysis.
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this case, however, 30% think that they have continuously improved, and 17%
think that the cases were situational (directly depending on the economic and
political situation). There is an opinion that these relations are relatively stable.
Note that the average rating of experts for participation in the elections is 5.54,
the participation in public events (e.g. cultural events, festivals) is 5.96, voluntary
work - 5.33, and mutual support in the community 5.88.

The interaction between social capital and economic outcomes

The answers to the questions assessing the correlation between social
capital and economic indicators are interesting. According to the majority of
experts (58.3%), the social capital in the country is definitely positive, and 33.3%
think that it has a mainly positive impact on economic outcomes (economic
growth, gross domestic product (GDP) per capita, etc.). The (average) expert
rating of the coefficient describing the impact of social capital on economic
growth is 0.78. It should be noted that according to the majority of the experts in
this survey, the positive impact of the social capital on the economic results is
expressed with a higher coefficient versus the experts' opinion evaluating the
business social capital in the RA%. In turn, the impact of economic outcomes on
social capital was considered unequivocally positive by 45.8% of experts, 37.5% -
mainly positive, and 16.7% - no impact. The impact of economic growth on social
capital was estimated at an average of 0.62, which is lower than the assessment
given by experts assessing business social capital. For comparison, note that our
analysis 2 of the interaction between social capital indices and economic
outcomes showed a significant correlation only in terms of GDP per capita
(0.66).

The interaction between the income distribution and the social capital
of the Republic of Armenia

According to 54% of experts, the unequal distribution of income is mainly
negative, and 29% - definitely has a negative impact on the level of social capital
in the country. The average coefficient of the impact of social capital on income
inequality is -0.41. According to 38% of experts, income inequality does not
affect social capital, and the other answers are shared almost equally in different
directions. As a result, the average coefficient obtained is zero.

It should be noted that when looking at the available secondary data on
social capital and income inequality, this obvious negative correlation can be
observed (Figure 4).

% Mayilyan F., Isayan L. (2022), assessment of business social capital through expert survey (by the
example of the republic of Armenia) [in Armenian], Messenger of ASUE 2021(6), pp. 46-57,
https://asue.am/upload/files/science/banber/2021-year-6/4.pdf.

% |sayan L. (2021 b). Interaction between social capital and economic outcomes: Which elements of
social capital lead to better economic results? [Rus] Hay4Hble uccneposaHna coBpemeHHbIx npobnem
pa3sutna Poccun: umcdposas TpaHcopmauma skoHommkmn. Conference Proceeding.
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The dynamics of social capital and the Gini coefficient in the RA
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Moreover, in the case of consumption inequality, the negative correlation is
higher between the Gini coefficient and interpersonal trust element of social
capital (-0,78), while in the case of income inequality, the negative correlation is
more significant between the Gini coefficient and civic participation (-0.66). It
should be noted that this correlation between income inequality and social capital
in the literature is usually explained by the fact that poor economic conditions
and inequality lead to social disorganization and disruption of social cohesion.?®
The Gini coefficient of income inequality is even more closely correlated with the
volume of exports (-0.89). The latter, in turn, significantly (0.9) correlates with
the networks element of social capital.?

It should be noted that in the expert survey questionnaire we also included
questions about social capital and the establishment of institutions in the country.
According to the results, the success of institutions has a mainly positive effect on
income equality (definitely positive - 33.3% of respondents, mostly positive -
50%). Estimates of impact in the opposite direction are very different: there are
opinions about both positive and negative impact, as well as the absence of any
impact.

7 Sources: Legatum Prosperity Index and Armstat. The Gini coefficient for 2021 is our forecast
obtained with the help of the Hodrick_Prescott filter. The value of social capital in 2011 is
considered an outlier and it was replaced by the previous publication figure for the same year.

2 Kennedy B., Kawachi I., Prothrow-Stith D., Lochner K., Gupta V. (1998), Social capital, income
inequality, and firearm violent crime, Social Science & Medicine, Volume 47, Issue 1, Pages 7-17,
ISSN 0277-9536, https://doi.org/10.1016/S0277-9536(98)00097-5.

29 |sayan L. (2021 a), How do internal and external network connections of the republic of Armenia
look? FACEBOOK Social Connectedness Index [Arm], Amberd Bulletin, N2(9), pp 71-77,
https://asue.am/upload/files/amberd/%D5%8F%D5%A5%D5%B2%D5%A5%D5%AF%D5%A1%D5%A3
%D5%AB%D6%80%2021.2%20(1). pdf.
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Table 1
Correlation matrix on social capital and its elements, institutions, and income
inequality indicators®’

Interp.
Social | and Net | Interp.| Instit. Instit. | Gini
Capital | family | works | trust | trust | partic.| pillar |(consp)| (inc.)
relations|

Social Capital 1

Inte.rperson.al and 0.891" 1

family relations

Networks 0.740" 0.7417 1

Interpersonal 0547 0281 -0.108 1

trust

Institutional Trust 0.956"" 0.778" 0.621° 0.653" 1

Civic -0.344 -0.356 -0.682° 0.146 -0.343 1

participation

Institutional pillar  0.302 0.328 0.797° 0.434 0.68 0.779" 1

Gini coef 0145 0.085 0.439 -0.782" -0.295 -0.309 0.467 1
(consumption)

Gini coef

. -0.071  0.061 0.267 -0.311 -0.060 -0.662" 0.472 -0.031 1
(income)

*** 90-1 very high **.70-.90 high * .50-.70 moderate

Estimation of the interaction between social capital and income
inequality through available panel data of all countries

In this section of the paper, we have attempted to test the hypothesis of the
inverse relationship between social capital and unequal distribution of income
through panel regression analysis of available country data.

According to the results of the analysis, the correlation is significant
between the Gini coefficient of income distribution and the complete index of
social capital, as well as institutional trust, network connections, and
interpersonal relations with family and friend elements of social capital.
Moreover, in the case of the first two elements, the connection is inverse, and in
the case of the third, it is direct. The latter may theoretically be explained by a
decrease in the element of interpersonal trust as a result of unequal distribution
of income, which, in turn, strengthens family and personal relationships, but the
analysis of available data does not provide statistically significant results for it.

30 Sources: Armstat, World Bank and World Economic Forum.



Panel regression analysis results for income distribution and social

capital and its elements.’

Dependent variable: income inequality (Gini coefficient)

U} @) 3 “4) ®) (6) @)
Intercept 39.8"" 3747 38.3™ 36.9 402" 3467 3777
(1.195)  (0.573) (0.612) (0.454) (0.763) (1.209) (1.361)
Social Capital -0.058™
(0.223)
Civic participation -0.016 0.006
(0.013) (0.014)
Institutional trust -0.036™ -0.025
(0.013) (0.014)
Interpersonal -0.004 -0.001
trust (0.011) (0.012)
Networks -0.054™ -0.061""
(0.012) (0.013)
Relations 0.028  0.052™
(0.016) (0.017)
Panel Sub-model PER=F CX=F, PER=F PER=F PER=F CX=F, PER=F
PER=F PER=F
R2 0.953 0.957 0.953 0.953 0.954 0.957 0.955
Avg. number of 70
countries
Number of years 13

* Standard errors in parentheses. ***p<0.01

*p<0.05 *p<0.1

The equation characterizing the relationship between the elements of social
capital and the Gini coefficient will look like this:
InEq = 37.7 + 0.006*Civ - 0.025%InstTr - 0.001*IntpTr - 0.61*Nets +

0.052*Rel + [PER=F] + e @),

where InEq is the Gini coefficient characterizing the unequal distribution of
income, Civ is the civic participation element of social capital, InstTr is the trust
in institution's element, IntpTr is the interpersonal trust element, Nets is the
interpersonal networks element, Rel is the interpersonal relationship element,

3 Source: Authors’ calculations. The panel sub-model was selected based on the results of Lagrange
Multiplier tests for Random Effects, Redundant Fixed Effects tests and the Hausman test.Whenever
there was no difference in subtypes we have taken the ones with higher R2 and lower standard

errors.
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PER = F is the information about fixed time effects, and e are random errors of
the model and are not correlated with explanatory variables. It should be noted
that considering the correlation between the indicators of unequal distribution of
income and the social capital in the groups of comparable RA neighboring
countries and developed countries with high social capital, no marked
differences are observed in the two groups. However, it would be interesting to
study the relationship through classification methods.

Finally, combining obtained findings with previously conducted analysis on
the relationship between social capital, its elements, and countries’ economic
outcomes, the below causal graph can be obtained (Figure 5).

—
. nterperso’ Civic
Networks nial trist particip.
S /

- A
H""mm k . e
et / -
Hh‘a \ )
H"""\-.._\_H . ¥

- 5
GDP per
capita, %

— Observed relationships

Observed positive relationships
Observed negative relationships
Unobserved or experts belief relationships

Observed and believed relationships between social capital, economic
outcomes, and income distribution inequality*

With Figure 5 data, according to causal inference terminology, GDP per capita and
the Gini coefficient can be considered as colliders (mutual child nodes) for social capital
and economic growth indicators, and the Gini coefficient can even be considered as a fork
(node which affects both indicators). What does this mean? It is believed in the theory that
the existence of colliders blocks the causal path between the parents (in this case,
economic growth and social capital), which can be unblocked once we fix the value of the

32 Source: current and previous analysis of the authors (see Mayilyan F., Isayan L. (2022), assessment
of business social capital through expert survey (by the example of the republic of Armenia) [in
Armenian], Messenger of ASUE 2021(6), pp 46-57 https://asue.am/upload/files/science/banber/2021-
year-6/4.pdf and Isayan, L., Mayilyan, F. (2022). Causations or payoffs? The interaction between
countries’ economic results and competing proxies of social capital. Economics and Sociology, 15(2),
60-73. https://doi.org/10.14254/2071-789X.2022/15-2/4).
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collider. In this case, this means there is a causal relationship between economic growth
and social capital, only if we fix the value of GDP per capita. In terms of the Gini
coefficient, the situation is even more complicated, as it is also a fork, which means if we
fix the income inequality in a country to be unchanged (like in some developed European
countries), then the causal flow disappears between social capital and economic growth.
Moreover, if we identify the causal effect of the Gini coefficient on economic growth, then
using the 'frontdoor adjustment’ technique (keeping all its assumptions first) the causal
effect of social capital on economic growth is clearly identifiable.33

Obstacles to the increase in RA social capital, their reasons, and
priorities for overcoming problems

Within the framework of the expert survey, the participants were also asked
open-ended questions about the obstacles to the increase in RA social capital,
their reasons, and solutions. As a result of the textual-content analysis of the
answers to the questions on the problems, it becomes clear that the main
obstacles to the high level of social capital of the Republic of Armenia are the low
level of interpersonal trust and the trust in the state, lack of national ideology,
educational problems, socio-economic and institutional issues. The obstacles
mentioned in the answers are connected with the historically broken informal
norms, the division of society, and the lack of formal institutions. In addition, the
experts single out exogenous factors limiting the improvement of RA social
capital, such as the spread of COVID-19, the Second Artsakh War, and
geopolitical instability. According to some of the experts, the solutions to the
mentioned problems are through making the public sector efficient, investments
in education and educational reforms, united and consistent work, the inclusion
of young people and different groups, as well as patriotism, value system, and
confidence building.

Examining the hypothesis on the interaction between social capital
and income distribution by an expert survey and secondary data analysis using
the panel regression analysis method we showed that the unequal distribution of
income has a negative impact on the level of social capital in the country, while
there is almost no opposite effect. According to the results of the panel
regression analysis, this relationship is significant between the Gini coefficient of
unequal income distribution and the entire social capital index, as well as the
institutional trust, networking, and family and interpersonal relationships with
friends sub-pillars of social capital. Analyzing the time series of RA indicators of
income distribution and social capital, it became clear that in the case of income
inequality, the inverse relationship is more significant between the Gini
coefficient and the element of civic and social participation.

Enriching the small list of analyses conducted on the public element of the
social capital of the Republic of Armenia, remarkable facts about the problem
were revealed as a result of this analysis. The results of the expert survey showed
that we have the lowest average rating of the level of cooperation in the Republic
of Armenia between the state and the NGOs operating in the diaspora and

33 Neal B. (2020), Introduction to causal inference from a machine learning perspective, Course
lecture notes, 132 pages, https://www.bradyneal.com/Introduction_to_Causal_Inference-
Dec17_2020-Neal.pdf.
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Armenia, while the greatest consensus is on the relatively low level of cooperation
between the state and communities. The highest score of trust was given to the
interpersonal trust, as well as the trust to the Armenian Apostolic Church, and
the lowest average assessment was given to the trust in the media. The results
obtained, with small exceptions, correspond to the results of the well-known
Caucasus Barometer survey and World Values Survey conducted on the same
topic. Compared to the opinions of the participants of our previous survey on the
assessment of business social capital, in this case, the average score is higher
only in the case of trust in local self-government bodies, while the trust in the
government, the National Assembly and the judicial system was lower.

The main obstacles to the high level of social capital of the Republic of
Armenia and factors of its deterioration are the low level of interpersonal trust
and the trust in the state, the lack of national ideology, the problems in the field
of education, several socio-economic and institutional problems. The obstacles
mentioned in the answers are considered to be connected with the historically
broken informal norms, the division of society, and the lack of formal
institutions. Finally, solutions to the problems must be found through the
efficiency of the public sector, investment in education, educational reform,
united and consistent work, the inclusion of youth and different groups, as well
as patriotism, value system, and confidence building.
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$PUPY3A MAUNIAH

3asedyrowan kagpedpoli meopuu skoHomuku AlFDY,
00KMOp 3KOHOMUYECKUX HAYK, npogheccop

JIMAHA UCAAH

Accucmernm kaghedpbl meopuu 3KkoHoMuKU Al DY

OyeHka B3aumooOelicmBusi coyuanbHO20 Kanumana u
HepaBeHcmBa 00x000B.— YUWTbiBaA NpUPOLY COLMANLHOIO Ka-
nuTana, OCHOBbI €ro POPMUPOBAHUA U BaMHYHO POfib, KOTOPYHO
OH UrpaeT B 3KOHOMUYECKOM Pa3BUTUM, MOKHO BbIABUHYTb MUMO-
Te3y O BO3MOMHOI CBA3W COLMANbHOIrO KanuTana c pacnpegene-
HUEM [0XOA0B. DTO WUCCNefoBaHUe ABMAETCA MOMbITKOW obora-
TUTb HEDONbLLIOE KONMMYECTBO aHann30B, CBA3aHHbIX C BEpUdUKa-
LMell ykasaHHOW rUMnoTesbl MyTem OOCYMAEHWNA BONPOCA B KOHTEK-
CTe B3aVWMOAENCTBMA Memay couManbHbIM Kanutaiom U pacripe-
OeneHnem OOXOAO0B B LENOM, a Takke B ApmeHuu. [Ina pelueHus
“ccnenoBaTeNbCKoM 3alauu UCMONb3YHTCA UHCTPYMEHTbI Koppe-
NALWOHHOTO U MaHENbHOrO PErpecCUOHHOro aHanusa U NpPoBO-
OMTCA CpaBHEHMe C pe3yibTaTaMy SKCMEPTHOro orpoca, MoceA-
LLLEHHOrO oLeHKe nybnuyHoro coumanbHoro kanutana B Pecny6-
nuke ApmeHusA. B pesynbTaTe aHanusa naHenbHbIX JaHHbIX Kak
Pecnybnukn ApmeHus, Tak U pagja cTpaH BbIABNAETCA CTaTUCTU-
YECKM 3HaYMMasA CBA3b MEMAY COLMaNbHbIM KanuTtanom, ero sne-
MEHTaMW W pacnpefeneHneM AO0XOLOB, YTO TaKkKe COBMajaeT C
MHEHMEM 3KCMepTOB-y4acTHUKOB. [lonyyeHHble pesynbTatbl 06-
obLaloTCA TEPMUMHONONVEN Kay3anbHOro aHanusa, npegJaraeTcs
Kay3anbHbIii rpad B3auMOCBA3ei.
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