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Summary. Ð This paper contributes to the continuing debate over the multifaceted concept of
trust, and its ability to provide a richer explanation of processes of economic activity. Using case
studies of agricultural production, marketing and ®nancing systems in Brong Ahafo Region of
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relations, customer friendships, pre-existing networks and intermediaries. The study shows that
trust is necessary for the development of a vibrant private sector based on microenterprises, in
conditions where actors cannot rely on formal legal institutions at present. Ó 2000 Elsevier Science
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1. INTRODUCTION

Trust and social capital have become fash-
ionable terms in development discourse in the
late 1990s, being taken up by a range of disci-
plines and generating interest in many of the
development agencies. Exchange requires in-
teraction and a level of security which can be
based on legal measures, trust or coercion.
Small-scale rural producers and traders in less
developed countries have limited access to legal
measures and so have to rely on other measures
notably trust. Applied research needs to con-
sider ways of understanding the mechanisms
whereby social capital and trust are created.
There is very little empirical work on the social
relations of markets and how actors build up
trust that enables more complex exchange
than spot transactions to take place. These
concepts are important for understanding how
people cope with poverty and increase their
incomes in situations of high risk and no for-
mal insurance. This paper attempts to explore
these issues based on a survey of production,
®nancing and marketing of tomatoes in Brong
Ahafo, Ghana.1 The survey results are related
to the literature of institutional economics,
anthropology and history.

Through taking a broad de®nition of social
capital that concentrates on trust and norms as
well as networks, this paper adds to the grow-
ing literature that is exploring the role of social

relations in economic activity (Humphrey &
Schmitz, 1996; Fafchamps, 1996; Berry, 1993,
1997; Woolcock, 1998). This di�ers from pre-
vious paradigms that assume models of devel-
opment can be replicated easily. It also goes
beyond forms of New Institutional Economics
that assume that institutions evolve to minimize
transaction costs, but which fail to explore the
nature of social relations and norms on which
these institutions are based. The concept of
social capital broadly de®ned opens up spaces
for reinterpretation and discussion across the
social science disciplines.

The popularity and the widely spread aca-
demic roots of the concept of social capital has
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led to it being used with a range of de®nitions.
The most common themes that run through the
de®nitions are those used by both Putnam
(1993) and Coleman (1990), namely networks,
norms and trust that facilitate co-operation and
co-ordination. The balance of attention given
to each of these concepts varies according to
the researcherÕs viewpoint. Social capital can be
identi®ed at di�erent scales, from the micro-
institutional level to more macro scales of
analysis that examine its role in the formation
of state-civil society relations and economic
development in certain regions.2 This study will
examine the nature of social capital at the mi-
croscale. Attempts have not been made to
quantify social capital and its impact, as the
objective of the research is to get a clearer un-
derstanding of the processes involved and to
develop appropriate research methodologies.3

Woolcock (1998, p. 156) identi®es a weakness
in many theoretical approaches to the concept
of social capital as some see it as a combination
of ties and norms while others see it as a ``moral
resource'' such as ``trust.'' He asks whether
``social capital is the infrastructure or the con-
tent of social relations, the ÔmediumÕ... or the
Ômessage.ÕIs it both?'' The empirical work pre-
sented in this paper and the review of other lit-
erature shows that this distinction between what
causes social capital and what it actually is,
cannot be made. Social capital comes from the
interplay of a range of factors, each of which
entails social relations that shape how agents
react and these reactions are shaped by existing
social capital. In this way, the more that social
capital is used the greater it becomes.4 This self-
reconstituting process is di�cult to quantify and
attempts to do so by looking at simpli®ed linear
causalities can fail to uncover the complexities
of social interaction.

2. THE DIMENSIONS OF TRUST AND
SOCIAL CAPITAL

As mentioned earlier, trust is an integral part
of what is termed social capital. The concept of
trust has been studied in several of the social
sciences in di�ering contexts leading to confu-
sion over the mixture of approaches and per-
spectives (Misztal, 1996, p. 13).5 In the Twi or
Brong language, used by most of the farmers,
traders and input suppliers in the study area,
the English word trust can be translated as
gyedi. This can also mean con®dence, knowl-
edge of a personÕs ability, belief and faithÐa

de®nition that di�ers subtlely from the classic
English interpretation of trust as ``a ®rm belief
in the reliability, truth or strength of a person; a
con®dent expectation; and a reliance on the
truth of a statement without examination''
(OED, 1995). Trust operates when there is
con®dence in other agents, despite other un-
certainties, risks and the possibility for them to
act opportunistically (Misztal, 1996, p. 18;
Gambetta, 1988, pp. 218±219).

Trust can come from both generalized norms
of morality and more personalized sources
embedded in social networks. Agents do not
always aim to maximize the pro®t, but may
consider the minimizing of risks and maximiz-
ing access through developing personal rela-
tionships with other agents.6 This is especially
important in a situation characterized by very
imperfect information and a lack of e�ective
legal mechanisms (Davis, 1973, p. 211), and it is
central to any market transaction when agents
are not willing to rely on norms or institutional
arrangements alone (Granovetter, 1985, p.
490). The risk of other agents being opportu-
nistic cannot be controlled by legal means
without prohibitively high transaction costs in
terms of monitoring contracts (Platteau, 1994b,
p. 756). Moore (1994, p. 819) states that ``many
transactions are so complex that law cannot
possibly cover all contingent circumstances,''
and in many countries there is no formal system
of contracts anyway. Trust plays a major role
in reducing such transaction costs, especially in
situations of complex long-distance trade,
through reducing the need for monitoring and
information.

The employment of trust depends on the
probability that other agents will behave in a
way that is expected (Gambetta, 1988, p. 217).
An action based on trust can therefore be de-
scribed as a calculation, although there is de-
bate over the extent to which agents act under
``rational'' choice or calculation, and the extent
to which their actions are embedded structures
of social relations (Granovetter, 1985). Luh-
mann (1979) sees trust as a way of reducing the
complexity that comes from the freedom of
others and trust can make the calculation easier
or not even necessary. Decisions on whether to
trust are not only based on calculations that
consider information on other agents and en-
forceable sanctions. There is a noncalculative
side as well, in that habits allow agents to re-
duce the number of variables by assuming away
some of the risks and thereby making calcula-
tion possible (Hodgson, 1988, p. 167).
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Cooperative and trusting relationships can be
conceptualized as contracts that rely to di�er-
ing extents on information on reputations,
sanctions and moral norms. The costs of get-
ting information through networks are a major
part of the transaction costs in deciding
whether to cooperate. This information can be
collected through links to networks and
through previous interactions which can allow
the parties to know what to expect.

Available sanctions in this context include
the threat of stopping a contract and losing
future bene®ts; the threat of damage that can
be done to an agentÕs reputation through bad
reports; and social pressure. Sanctions can also
come from more formal institutions, either
created by the state or associations/groups of
civil society which may create obligations for
agents. Obligations toward co-operation and
trustfulness can also come through moral and
social pressure and are based around common
norms most notably that of reciprocity.

While it is accepted that networks are im-
portant for the creation of social capital, there
is a danger of taking a romanticized view of
networks, or ``the community.'' Amin (1996, p.
327) warns of the danger of ignoring the fact
that civil society is an arena for social contes-
tation in which power struggles exist and a�ect
which groups control which resources and what
they do. There is also the issue of who is in-
cluded and excluded in certain groups or net-
works.

Trust is generally seen as positive with posi-
tive outcomes. Granovetter (1985, p. 401) sug-
gests however that trust can enhance the
opportunity for cheating in such cases as con-
®dence rackets where information on the other
party is a key resource. Trust can be used in the
development of cartels and in restricting access
to markets. The de®nition of ``ine�cient insti-
tutions'' is highly subjective and dependent on
ideological stance. Gambetta (1988, p. 214)
points out that individuals see trust as bene®-
cial when those with whom they co-operate do
not hinder them. Networks can also be used for
negative purposes. New Institutional Econom-
ics that only looks at transaction cost minimi-
zation cannot explain the continued existence
of certain institutions. Platteau (1994a, p. 536)
criticizes this approach for its assumption that
institutions are ``evolving more or less sponta-
neously towards e�cient forms under the
pressure of relative price changes,'' while Khalil
(1994, p. 253) states that there are ``moral
principles, ideological commitments and socio-

cultural norms that are not devised, to start
with, to attain greater e�ciency.''

Woolcock (1998, pp. 158±171) also warns of
the limitations of certain networks such as
those based on close ties or ``amoral familism.''
This he sees as

being characterized by an Ôexcess of communityÕbuilt
on such ®erce loyalties and familial attachments that
members are discouraged from advancing economi-
cally, moving geographically, and engaging in amica-
ble dispute resolution with outsiders (p. 171).

Members of such communities may therefore
be restricted in participating in wider networks
because of community obligations. There is
therefore a need for both inter- as well as in-
tracommunity ties, what Granovetter and Put-
nam term weak ties of horizontal networks.

Norms de®ne what actions are considered
acceptable or unacceptable, and can be seen as
the basis of building and maintaining person-
alized trust. They can also be relied upon to
stop some forms of opportunism where the
exchange is a one-o� transaction with no pre-
vious contact between parties and no expecta-
tions of future interaction. Discussions on the
nature and formation of norms of generalized
morality, in relation to social capital, are ex-
tremely complex as they are intangible and
di�cult to observe and there is considerable
debate over the extent to which they in¯uence
economic development (Platteau, 1994b;
Moore, 1994). While there are arguments that
show the importance of norms,7 there is scant
empirical evidence. Many of the key quoted
texts on the subject draw on game theory and
historical studies, although ethnographic stud-
ies have illuminated the subject to an extent,
demonstrating the diversity of norms between
groups (Granovetter, 1993).

I make the distinction between norms and
trust although some use the term ``trust'' to
refer to both. Putnam, for example, states that
``trust itself is an emergent property of the so-
cial system, as much as a personal attribute.
Individuals are able to be trusting (and not
merely gullible) because of the social norms and
networks within which their actions are em-
bedded'' (Putnam, 1993, p. 177). This loose
de®nition creates di�culties in using the term
as it can refer to both expectations due to
knowledge, institutional arrangements and in-
centive systems that enable a individual to
predict behavior, as well general morality in the
community itself (Levi, 1996, p. 46±7).8
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Harriss-White (1996, p. 318) drawing on
Ramanujam (1990), questions the concept of
societal norms and stresses the importance of
context-speci®c rules in Indian society and the
plurality of norms: ``(Moral) behavior can be
speci®c to life-stage, caste or class, season, ex-
ternal pressures ... market exchange has prob-
ably ¯ourished with a plurality of norms for
centuries.'' There can be norms which restrict
the ability to enforce sanctions against some
parties, often based on loyalty to people in the
same network.

Norms can be seen as part of social structure
or a habit that shapes intuitive actions and al-
lows agents to assume away risk (Hodgson,
1988, p. 167). Levi (1996, p. 47) explains the
trust in strangers as coming from cognitive
mechanisms where agents follow a rule without
having to calculate each time. This is similar to
the concept of habit in institutional economics,
de®ned by Hodgson (1998, p. 178) as ``a largely
deliberate and self actuating propensity to en-
gage in a previously adopted pattern of be-
havior.''

Norms cannot be created at will. The pro-
duction of generalized trust is based on what
Platteau (1994a) refers to as ``historically-
rooted cultural endowments'' and are also
generated and maintained through continued
articulation over time. Norms can be learned
through processes of socialization especially
during childhood such as families, schools and
religious institutions. Norms can also come
from civil society if it is willing to take action
against those who break norms (Platteau,
1994b, p. 772).

The role of the market in generating or



cultural decline. The role of traders came under
increasing pressure in the late 1970s and early
1980s as markets were destroyed and traders
pushed out, most notably in the destruction of
parts of markets in Accra and Kumasi (Rob-
ertson, 1983; Clark, 1994).

The agricultural and marketing systems in
Brong Ahafo have been through dramatic
changes since the 1980s. On the one hand, this
was due to the destruction of many of the cocoa
growing areas in the widespread bush ®res of
1982±83. Many cocoa farmers moved into
maize production and other food crops and,
more recently, into vegetable production. There
were also dramatic policy changes with the in-
troduction of the structural adjustment pro-
gram (in 1983), which led to the reduction of
subsidies on agricultural inputs and reduced the
budget of the Ministry of Agriculture10 (Sarris
& Shams, 1989).

The tomato producers in the study area form
an important cluster of the tomato production
for Ghana. Tomato production combined with
other perishable vegetables forms an important
part of the local economy in this area. The
farmers were all working on a small scale, with
average estimated size of tomato farms being
less than one acre.11 Poor access to appropriate
®nance and pro®table markets are major re-
strictions on improving rural livelihoods. The
most important source of ®nance for farmers is
their own farm and their other non-agricultural
income. Most of the bank loans for farmers
come from credit projects, but almost all banks
are reducing their ®nance to agriculture be-
cause of low repayment rates. A small number
of tomato farmers can get money from the susu
or savings collectors and repay with their daily
contributions over the next month. Wealthier
people living in the rural areas can sponsor
farmers by buying the necessary agro-
chemicals and taking a share of the crop. Many
farmers also obtain credit from other farmers12

(Table 1).

(c) Input supply

A large proportion of the farmersÕcosts are
on agro-chemicals, especially fertilizer, insecti-
cide and fungicide. These are bought from
small retail outlets in villages and towns that
are managed by the owner or a relative.
Farmers in this survey received goods on credit
from 83% of the agro-chemical sellers and each
seller supplied an average of 32 customers with
a total amount of goods on credit at C1.2
million13 (£335) at one time. The survey of 159
farmers found that 27% were getting agro-
chemicals on credit and for these farmers the
credit covered an average of 55% of their total
agro-chemical costs. The number of farmers
receiving credit was found to be proportion-
ately lower in certain villages where there was
less production and fewer agro-chemical shops.
Equal numbers of men and women were ben-
e®ting from credit arrangements, although few
of the smaller farmers get credit (Tables 2 and
3).

Repayment is usually made during the har-
vesting period, or if the farmer is unable to pay
then the supplier can continue to support them
in the next season. The renegotiation of con-
tracts is common practice in trade and business
in Ghana (Fafchamps, 1996). Most input sellers
do not raise prices when giving credit as they
are trying to get more customers. In the few
cases that were documented, the estimated rate
of interest ranged between 11% and 85% p.a. In
contrast to the formal sector, the repayment
rates were reported to be very high and most
defaults on loans occur when the crop has
failed.

The agro-chemical sellers also obtain ®nance
through buying on credit from their wholesal-
ers. Of the 42 agro-chemical retailers surveyed,
69% received goods on credit with an average
maximum amount of C4.5 million received at
one time. Credit is given for up to two weeks
and the prices are rarely higher when buying on

Table 1. FarmersÕloans to other farmers in the past yeara

Size (acres) Below 0.5 0.5 0.6±1.4 1.5±2 Above 2 Total

Number of farmers 7 28 25 10 10 80
Percentage of farmers giving
loans

0% 43% 44% 40% 40% 39%

Average amount given (Cedis) 0 37,667 52,909 220,000 145,000 80,452

a Tano Boase, Techimentia and Pamdu villages only. The rate of exchange in November 1997 was approximately
C3580 to £1 or C2150 to $1. Size of farms are given in farmers estimations of acreage. One acre is 0.405 ha.
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credit. The proportion getting credit is higher in
the towns than villages.

Other inputs required include seeds, agro-
chemical sprayers and tractor services. Seeds
are usually obtained from local sources and
traders rather than input sellers. Tractor ser-
vices and agro-chemical sprayers are hired, al-
though very few contracts were found that
allow farmers to pay later.

(d) Traders

Marketing in Ghana is done predominantly
by women traders, either working alone or with
daughters or nieces (Clark, 1994; Gore, 1978;
Schwimmer, 1976). The perishable nature of
the produce requires that it is taken directly
from the farms to the urban consumer markets.

The kwansofo or itinerant traders, who buy
direct from the farmers, tend to be well estab-
lished with many years of experience. The to-
matoes are bought in boxes and transported
using small trucks hired from the urban areas.
Market prices are highly unpredictable and
can vary by a factor of three over a few days
(see Figure 1). Information on prices moves
between markets and through rural areas by a
variety of means and the di�erences in access to
information on prices and supply is a major
determinant of bargaining power (Lyon,
1999b).

Traders and farmers develop customer rela-
tionships so that the traders can have a guar-
anteed supply when there is crop scarcity, and
the farmers have a buyer when there is a glut,
thus allowing both to reduce uncertainty and

Table 2. Credit provided by and received by input suppliersa

Village Small towns Sunyani Kumasi Total
N � 12 N � 17 N � 5 N � 8 N � 42

Average number of years selling
agrochemical

3.6 5.8 6.0 6.8 5.4

Average number of sales outlet per
business

1.3 2.0 1.3 1.3 1.5

Average number of customers
receiving credit through the year

14.7 62.3 1.4 2.8 32.2

Average amount of credit given by
chemical dealers at one time (Ô000s
Cedis)

977 2,104 250 150 1,236

Average number of farmers saving
with each agrochemical dealer

13.8 5.5 11.0 ± 6.0

Average amount saved with each
agro-chemical dealer (Õ000Õs of Cedis)

461 168 133 ± 249

Percentage of retailers getting credit
from agro-chemical wholesalers

59% 77% 80% 63% 69%

Average amount bought on credit 1200 10,600 4800 3200 4500
(Õ000Õs Cedis)

a The rate of exchange in November 1997 was approximately C3580 to £1 or C2150 to $1. Size of farms are given in
farmers' estimations of acreage. One acre is 0.405 ha.

Table 3. FarmersÕaccess to credit from input suppliers according to size of farma

Estimated size of farm (in acres) Below
0.5

0.5 0.6±1.4 1.5±2 Above 2 Do not
know

Total

Number of farmers 23 52 42 18 8 16 159
Percentage of Farmers getting
credit

9% 19% 33% 39% 13% 57% 27%

Amount given, as a percentage of
total agro-chemical costs of
farmers getting on credit

72% 54% 46% 81% 18% 62% 55%

a Size of farms are given in farmersÕestimations of acreage. One acre is 0.405 ha.
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the ¯uctuations in income. These relationships
are often accompanied by credit agreements for
the farmers.14 Eleven percent of farmers ob-
tained credit from traders, although this was
greater in those villages that were not so well
known as tomato producing areas. Traders
tend to give more credit to farmers in these
villages as they have greater bargaining power
there. More credit is given to men and to the
smaller farmers (less than one acre). The survey
of 37 traders found that 62% were giving credit
with an average of ®ve customers and a total
amount given on loan at one time averaged
C449,000. It was also found that these loans
were not based on written contracts but rely on
trust; this is the basis of the discussion in the
next section (Tables 4±6).

Traders charge an implicit rate of interest
through o�ering the farmers lower prices. The
farmers are in a weaker bargaining position as
they are obliged to sell to the traders in order to
repay the loan. The actual cost of loans de-
pends on whether the farmer has to sell the
whole crop to the trader or just enough to pay
o� the loan. There is a wide range of prices
between areas, even over one day in the same
village, so calculating the implicit rate of in-
terest is di�cult. Estimates range from 6% to
220% for the three month period with a ma-
jority of the estimates in the range of 20±25%
for three months or 107±144% p.a. While the
higher rates in this range are considered ex-
ploitative, most farmers receiving credit from

traders relied on this source to grow tomatoes,
without which they would have to grow less
pro®table crops. No farmers were found to be
tied into debt over many years and forced to
take out consumption loans repeatedly.

The cost of the loans is shaped by the bar-
gaining power of the traders and farmers. This
depends on the amount of competition among



entered into by 67% of farmers and 68% of
traders and are more common in those villages
that sell to traders in the local towns. This ar-
rangement occurs in times of glut, when farmers
have little choice but to give on credit, or when
traders have made a loss in previous transac-
tions and request help to build up their capital
again. If they are to trust the traders, the
farmers have to know them for some time and
also know the location of their house so they
can collect the money if the trader does not re-
turn. Some traders also use other farmers or
truck drivers as guarantors. It was commonly
reported that traders try to reduce the money
they owe farmers after selling, claiming that the
price was lower in the market. This is a way of
spreading the risk of marketing to the farmers,
although the traders may cheat if they know the
farmers cannot ®nd out market prices (Table 7).

In the markets, the itinerant traders sell to
retailers. There are restrictions on entering the
markets, which are enforced by the trader as-
sociations for each crop. These groups draw on
traditional leadership structures and are led by
an ohemma or market queen and follow similar
organizational structures found elsewhere in
Ghana (Clark, 1994; Gore, 1978; Lyon, 1999a;
Schwimmer, 1976). The associations control
the market spaces, settle disputes and lobby
local government. They play a role in reducing
tradersÕtransaction costs but the extent to
which they use this argument to gain oligopo-
listic pro®ts varies dramatically over time and
between markets (Lyon, 1999b). Tomatoes are
given on credit to retailers by 76% of the sur-
veyed itinerant traders buying from the farm-
ers. In Kumasi Central Market, the selling is
done with Gao men who were originally porters
but who now sell for the traders, distribute the
produce and collect the money later. They
know the retailers and can ensure that the
money is collected.

A summary of activities where opportunism
is possible is presented in Table 8. Similar
opportunities and institutional forms were

Table 6. TradersÕprovision of and access to credita

Small
town

Kumasi Cen-
tral Market

Asafo
market,
Kumasi

Accra ± 31st
December/

Agbogbloshi
markets

Total

N� 16 N� 12 N� 4 N� 5 N� 37

Average number of farmer
customers receiving credit from
traders in the past year

5.0 2.7 3 9.3 4.6

Average amount each trader
gives to all customers at one time
(Ô000s of Cedis)

224 239 163 1770 449

Percentage of traders getting
tomatoes from farmers on credit

50% 67% 100% 100% 68%

Percentage of traders selling on
credit

56% 83% 100% 100% 78%

a The rate of exchange in November 1997 was approximately C3580 to £1 or C2150 to $1.



found for other crops. A small survey was also
carried out with yam, plantain, maize and
garden egg traders. They also give loans to
farmers with an average total amount given at
one time similar to tomato traders. In the
small sample considered, a range of interest
rates were found ranging from zero to 125%
p.a.

4. MECHANISMS OF TRUST

(a) Networks of working relationships

The most commonly reported reason for
trusting someone was the establishment of a

long standing trading relationship. This cate-
gory is similar to ZuckerÕs (1986, p. 60) ``pro-
cess-based'' mode of trust production, where
trust is tied to past or expected exchange.

Working relationships can build up over a
few transactions or after many years of
continuous transactions. This provides infor-
mation on reputations and how the other
person would react to potential threats; coop-
eration is sanctioned through the threat of loss
of future earnings. The continued interaction
allows each party to collect information on the
capability of the others and build up con®-
dence. This can be in the form of visits to the
farms of farmers who want to take agro-
chemicals on credit, or obtain loans from

Table 8. Opportunism in vegetable production and marketing

Arena Potential opportunism

Hiring labor Do not pay as agreed
Laboring Do not work as agreed, steal from farmersÕcrops
Nnoboa cooperative labor Do not work as hard as others, leave the group after your farm has

been worked on
Sharecropping Harvesting without the sponsor knowing
Credit from agro-chemical retailers Farmers not repaying, buying from other sellers
Savings with agro-chemical retailers Retailers do not return money
Credit from agro-chemical wholesalers Retailer does not repay, and buys from other wholesaler
Credit from traders Not repaying, diverting sales to other traders, not reducing price for

trader as agreed
Farmer price setting associations Farmers selling secretly a lower price than the committee has ®xed.

Farmer representative colludes with traders
Bargaining Farmers and traders withholding information on supply or prices from

the other party
Paying for produce after harvesting Traders reducing the price negotiated with farmers after they have

harvested
Diverting harvested produce to traders
with higher prices

Farmers negotiate a price to harvest for some traders and more traders
come o�ering higher prices. Farmers can dump the earlier traders'
boxes and harvest for the higher price

Low quality produce Farmer hides grass, rocks and unripe or damaged tomatoes in the crate
Traders take on credit Traders ask to take on credit and do not return. Traders return saying

the price was low in the market and so cannot pay the full amount
Trader associations Trader does not cooperate with association members. Stealing

customers of other traders in the market
Sales to retailers Retailers fail to pay later when taken on credit or cannot pay the full

amount



traders. Traders and agro-chemical sellers resi-
dent in the villages will note how much farmers
harvest and the amount of time they put into
their farms. But, con®dence in a personÕs ability
should be distinguished from trust in their
actions.

Those lending money or giving goods on
credit may test the other party over a series of
transactions. This will involve a certain amount
of risk at the beginning and as the probability
of default is perceived to reduce then the
amount given increases. Those giving will look
at the rate, regularity and timing of repayment
and whether the other party sticks to the
agreement. Several agro-chemical retailers re-
ported that they had many customers getting
fertilizer and pesticides on credit at ®rst but
many did not repay. Through this experience
they had found out to whom they could give
credit in the future.

The loyalty of each party to the customer
relationship is important and both will want
to know the extent to which the other has
been buying or selling from others, and
whether their customer has been reporting the
correct prices. Farmers share this kind of in-
formation and traders resident in a village were
found to be sharing information on who was
defaulting. Itinerant traders and chemical
dealers who are not resident in the village ®nd it
hard to get information on the activities of
their customers.

Reciprocity is an important part of building
relationships and reputations. This can be in
the form of leaving money with the trader or
agro-chemical seller for some time to prove that
there is mutual trust. Farmers can also intro-
duce new customers to traders or agro-chemical
sellers and help the trader when she makes
losses. One of the most important aspects of the
customer relationships between farmers and
traders is the guarantee that the trader will buy
from the customer farmer when there is a glut
and the guaranteed supply for the traders when
there is a shortage. In such a relationship,
farmers will also ensure that they give their
customers good quality produce.

One of the main requirements before giving
credit is to know where the individual lives and
works. When visiting them at their house or at
their work place, the creditor can criticize them
publicly, refuse to go away and hope that this
will disgrace the person into repaying the
money. After they have chased up the debtor
several times and have not received any money,
the debt is written o�; the lender knows the

person will not pay as they do not mind what
others say about them.

On the one hand, this basis of trust can be
seen as calculative, as actors can invest much
time and money in building their reputation.
Actors can make rational conscious decisions
that can minimize their transaction costs in
order to maximize their individual material
gains. Many of those interviewed also referred
to the knowledge they had of the customersÕ
character or suban. This information comes in
the form of tacit knowledge and can be intu-
itive as well as calculative. They were able to
trust a person in a certain transaction as they
had seen the person to be trustworthy before.
Common statements included: I have studied
her character; I know what is in her head; I
have read his face; I can tell by their speech and
actions; I know how she talks.

(b) Customer friendship

The division between social and economic
activities is unclear and many of the customer
relations established for business are referred to
in terms of friendship and love. Each party may
try to build up these links in order to have
better safeguards based on a common under-
standing of moral behavior to friends. While
these actions can be seen in an economically
functionalist way and are based on the same
information and sanctions as working rela-



Another farmer in Derma had built up such
close links with an Accra trader that his
daughter went to stay in Accra to be educated
and also help the trader with household tasks.
Other farmers had named a child after a cus-
tomer as a sign of great respect for that person.
These friendships are also built up through
visiting the customer when they or a member of
their family are sick or for ceremonies such as
weddings or ``outdooring'' when a newborn
child is ®rst taken outside. Attendance at the
funerals of a customerÕs family member is
considered important and the traders gave fu-
neral attendance as the main reason for having
market associations. Through attending funer-
als, additional links are created and obligations
reinforced. A large number of guests at a
funeral is a sign of status and so traders
will ensure they attend and make a contribu-
tion to each funeral. If they do not, they will
not be supported, in turn, when a bereavement
occurs in their own family. These ties of
friendship mean that the person giving has
more con®dence that the other party will repay
the money because of moral obligations to
reciprocate.

These examples shows that the relationship
and the type of reciprocity developed in cus-
tomer friendships is considered to be di�erent
from a simple working relationship. While
creating these friendships can be done calcula-
tively, it may also involve intuitive actions.
Plattner (1989, p. 212) distinguishes between
balanced reciprocity where the bene®t is cal-
culated and generalized reciprocity where
maintenance of the relationship is more im-
portant than short term gain, and where the
norm of the relationship is altruism. Interac-
tions may start in a calculative way and then
become intuitive.

(c) Pre-existing networks

The simplest form of trust is that based on
existing networks. These networks or institu-
tions are used to reduce transaction costs but
are not formed for that purpose. The form of
this basis of trust is systemic or part of the
society within which individuals act and is
therefore shaped by political and historical
background to the relations of gender, ethnicity
and class. In such cases actors will have infor-
mation on each other as they have interacted
and formed a common bond before they enter
into any credit giving relationship. These forms
of trust are still based on some form of calcu-

lation as individuals can weigh up the costs of
defaulting. In this case the sanctions are in the
form of moral pressures from the other party of
other members of the common network or
group, in addition to the threats of loss of fu-
ture bene®t. The basis of these existing
networks can range in size from family to a
group in a village such as a church, to a
community and even an ethnic group.
However, in more complex economies, trans-
actions go beyond these networks as they only
allow interactions with a limited number of
people.

Family links are most common in the study
area with family members giving money to their
relations to farm. Traders also rely on family
members to work for them. This can be in the
form of daughters and nieces of traders, or the
brothers of agro-chemical shopowners who
manage the store. Long-term friends can also



residents in the area. Nonindigenous farmers
are also in a weaker position when it comes to
disputing over repayment.

(d) Intermediaries

Trust can be based on both parties having a
link to a common person, intermediary or ag-
yinamu who can act as a character witness or a
guarantor in case the borrower defaults. In-
formation can come from both parties who
obtain such information from existing links or
working relationships. Intermediaries act as
links between networks or gatekeepers. Inter-
mediaries act based on varying degrees of al-
truism, expectation of gifts or to create the
obligation of other parties to reciprocate in the
future.

Acting as a character witness can be in the
form of telling other people about how well a
certain trader or agro-chemical seller treats his
or her customers. People can also ask others
whom they know in common for a recom-
mendation. Church elders, for example, are
used as witnesses for farmers and traders taking
goods on credit, especially when both parties
are members of the same religious denomina-
tion. In such cases both parties rely on the
common moral beliefs of that church. Members
of the police may also act as witnesses, but this
only occurs in larger villages with a police sta-
tion.

Traders taking tomatoes on credit can ask
the driver of the vehicle to act as a guarantor,
while in other cases another farmer who is a
close customer of the trader may act as a
guarantee for the traders and o�er to pay the
farmers if the trader does not return. This role
is often carried out by the elders of a family,
but one agro-chemical retailer interviewed did
not like to do this as it had made him very
unpopular when the farmer could not repay
and he had to place demands on the elder.
Traders themselves can act as guarantors for
farmers when they want to obtain agro-chemi-
cals on credit. A trader will go with the farmer
to the shop and she will promise to pay if the
farmer cannot (similar examples of trust pro-
duction are shown in Table 9).

5. SANCTIONS AND POWER RELATIONS
IN NETWORKS BASED ON TRUST

The empirical study supports the idea that
trust, as de®ned in this study, comes from

sanctions as well as information and norms.
The previous section examined sources of
information through networks and these same
ties can allow agents to draw on sanctions.
Sanctions include loss of future bene®ts,
damage to reputations, and social pressure
from members of the community. Threats of
more drastic action are often made, such as



reported in South Asia, although they were not
reported in previous studies in Brong Ahafo
and Ashanti regions of Ghana (Clark, 1994;
Southworth, Jones & Pearson, 1979) or found
in this one. Farmers can be forced however,
into giving tomatoes to traders on credit at
times when there are few buyers because of the
perishable nature of the crop.

The outcome of an exchange relationship
based on trust depends on the balance of the
bargaining power and access to power re-
sources. These relationships will only stop
having an element of trust when the weaker
party has no other alternative or is coerced into
the exchange. The outcome of unequal rela-
tionships with a basis of trust is closely linked
to the extent of competition and choice avail-
able to farmers, with the more powerful party is
able to have a greater say over how much is
repaid and when. Agents can manipulate the
exchange process depending on their control
over supply, access to information, capital and
credit, transport and knowledge of marketing

procedures as well as the organization of the
market (Lyon, 1999b). All agents have access to
some resources and so can exert a certain
amount of power, but the constraints on certain
agents, such as farmers, are much greater than
on others.

The survey also identi®ed a number of insti-
tutions based on trust that are not necessarily
in the interests of all. These include trader as-
sociations that can act as cartels to restrict ac-
cess. In the study area, traders justify these
associations as a way of stabilizing the very
volatile prices of perishable crops, although the
extent to which they act to reduce their trans-
action costs or to increase their market power
di�ers dramatically between markets and from
day to day (Lyon, 1999b).

6. NORMS

Norms de®ne what actions are considered
acceptable or unacceptable and, in this study,

Table 9. Trust production in the literature

Working
relationships

Customer
friendships

Existing
networks

Intermediaries Norms

Description Trust through



include customs of cooperation, reciprocity,
avoiding deception, keeping verbal contracts
and deciding on acceptable sanctions. Norms
prevent opportunism in one o� encounters;
examples of this are found during marketing,
when farmers harvest before receiving money
on the assumption that traders will stick to the
agreed price. Traders also assume that farmers
will not include tomatoes below an acceptable
quality or put rocks and excessive grass in the
boxes. An interesting area of study is the way in
which these norms of behavior vary between
producing areas. Forms of opportunism do
happen occasionally as these norms are not
often enforceable.

Norms may also be articulated as a habit
and carried out without calculation. Habits
are hard to identify in empirical research,
although in this study they often became
apparent by the reaction of respondents to
questions that they considered to be ridiculous.
When asking the question ``how do you
know this person will pay you back?'' many
respondents laughed and had to think for some
time before answering.

Some norms are more consciously adhered to
and are the basis of building personalized trust
through the mechanism discussed in the previ-
ous section. In such cases they are based on the
need for a social consensus that can enforce
sanctions on norm violators and thereby allow
agents to trust each other. These sanctions or
motivations come in the form of shame and
obligations (Scott, 1976). Individuals are pres-
sured into keeping to norms by those around
them. This can be done by withdrawal of co-
operation, disapproval and attaching social
stigma to norm breakers, although this is lim-
ited to cases where those involved live in
proximity or work closely together. This is
demonstrated in the study area by the impor-
tance that those lending money attached to
visiting the house of those receiving credit so
that they could visit them later and if necessary
embarrass them in front of their neighbors.
Visiting churches is also important as the
church elders can be available for shame and
enforcement. In the study many of the inter-
viewees stressed the importance of their own
religious beliefs, both Christian and Islamic, in
their decisions on how to act. Platteau (1994b,
pp. 765±766) also mentions that norms can be
enforced through a self-policing mechanism,
whereby agents take moral norms and inter-
nalize them, behaving morally in order to avoid
feelings of guilt and shame.

This study shows that there are norms and
these can be de®ned more speci®cally as the
scale of the analysis is reduced. There is a
danger of referring to societal or cultural norms
speci®c to an ethnic group as this leads to in-
accurate stereotypes and tautological argu-
ments as ethnic groups are de®ned by their
norms and cultural beliefs. At the other ex-
treme there are problems with universal as-
sumptions that ignore cultural di�erences and
presume that institutional forms can be trans-
planted to any location. But norms vary be-
tween localities, between individuals, and
change as a relationship builds up and friend-
ship is involved.

7. CONCLUSION

This study has attempted to contribute to the
discussion of trust and social capital through
qualitative empirical studies. The research
shows that there is a wide range of circum-
stances where resource poor farmers and trad-
ers develop cooperation or draw on existing
networks, allowing them to enter into new
markets and increase incomes. Understanding
trust, norms and networks, and their relation-
ship with the broader concept of social capital



studies on social capital. Many analyses, espe-
cially those that attempt to quantify social
capital, concentrate on formal networks and
groups with an assumption that the quality and
quantity of associational life can be used as a
proxy for social capital (Narayan & Pritchett,
1997, p. 2). The formal associations may only
be a small factor in the production of trust or
social capital and the links between networks,
norms and the mechanism of creating institu-
tions based on trust is not made clear. There is
a risk that some de®nitions of social capital
may ignore the ``softer'', less formalized net-
works that cannot be easily quanti®ed, and
thereby leave them hidden from future policy
recommendations on supporting civil society.
Quantitative approaches can aid analysis by
examining the relative importance of well de-
®ned variables, although de®ning these vari-
ables requires in depth qualitative research.

This study did not set out to examine the role
of formal groups but took an open-ended ap-
proach to examine the basis of trust. Networks
are important but those referred to here are
mostly informal ones. In the context of this
study, the most important links for poverty
alleviation are those outside the community
that allow some localities to develop reputa-
tions as cash crop centers. The reputation of a
locality is an asset that makes it less costly or
risky to trade in that area, and therefore pro-
vides the farmers with better access to markets
and more bargaining power. Formal groups
that were mentioned were churches and trader
associations. There is a need to understand
what keeps these formal groups cooperating:
previous work suggests that those that are
sustained tend to have evolved without external
intervention which raises questions over the
ability of external programs to create groups as
part of strengthening ``civil society'' (Lyon,
1999a).

Norms are an important part of social capital
that are drawn on by actors when making de-
cisions on whether to trust an individual.
Norms of reciprocity are the most visible norms
and reciprocity can be seen to be both calcu-
lative when part of building a working rela-
tionship and also more generalized. There are
unanswered questions however, whether there
are ``pervasive norms of generalized morality''
that shape whole markets or societies, or
whether each relationship has to be considered
in its own changing context. There is a danger
of oversocialized or deterministic views that
attributes economic success or failure to

cultural attributes while ignoring the role of
agency and the interplay of actors with di�erent
power relations.

This study found that there are di�culties in
trying to examine or measure the stock of
social capital, but much can be gained from
trying to understand how trust is produced.
The division of trust production into working
relationships, customer friendships, pre-exist-
ing networks and intermediaries re¯ects some
of the tensions within institutional economics.
Some analyses under the umbrella of new in-
stitutional economics or transaction cost the-
ory have taken a highly functionalist approach
that suggests that institutions exist only to
reduce transaction costs and serve the bene®ts
of the potential bene®ciaries. A detailed anal-
ysis of social capital and trust shows that there
is much more to the social analysis of insti-
tutions and demonstrates the role of sanctions
and norms as well as historical and political
processes in shaping how institutions evolve.
The importance of historical and previously
existing institutional settings are shown in the
case study by the trust based on pre-existing
networks. The role of customer friendships
demonstrates that there are di�erent norms for
di�erent types of relations and the study also
shows that trust produced in all the identi®ed
ways can be both calculative and instinctive.
Each party will take in tacit knowledge that
will be used to decide whether to trust the
other in the future.

This paper also has more direct policy
implications. The case study of Ghanaian
agricultural markets shows the importance of
social relations for microenterprise survival in
conditions where the actors cannot rely on
formal legal institutions. The results support
the ®ndings of other studies in Ghana that
have looked at food markets (Clark, 1994;
Gore, 1978; Schwimmer, 1976). These show
the importance of social capital (networks,
norms and trust) in shaping regional devel-
opment patterns and the role of customer ties
in providing certain localities with bene®cial
reputations (Gore, 1978, p. 219). This has
implications for the privatization of industries
as a change of ownership alone cannot be



unpredictable at the time of privatization
(Lyon & A®korah-Danquah, 1998). There can
be no time frame attached to building up trust
as it depends on the speci®c context. It is
necessary to understand how markets operate
in di�erent locations and be sensitive to local
path dependencies, rather than assuming that
there are universal ``market forces'' or condi-
tions that can be transplanted anywhere.

In-depth qualitative research can lead to the
identi®cation of existing institutions, networks
and people who act as intermediaries. There
may also be a role for promoting existing net-
works through facilitating links, identifying
network brokers and mediating con¯icts. The
potential for outside intervention in the cre-
ation of groups or networks is limited as the
successful ones are embedded in social relations
that take time to develop. Projects that attempt
to support the ``soft'' institutional framework
have to balance the nature of these institutions
with the constraints of ``short termism'' in
project planning with its dependence on
reaching pre-set targets. Successful interven-
tions in micro®nance have occurred when pol-
icy allows opportunities for enterprise support
systems to have strategic goals to innovate
culturally speci®c approaches. These must go
beyond the replication of micro®nance models
and the tackle the complexities of running
microenterprise in each location.

An understanding of the social relations that
underpin the market system can be used to
identify those actors who are already ®nancing
production and marketing activities. Such in-
dividuals or groups can be supported as they
generally have a much better record of getting
credit to the rural poor than formal credit
systems in low-income countries such as Gha-
na. A formal legal system that is more appro-
priate for microenterprises would also allow
more time and resources to be put into building



6. Personalized trading relationships have been identi-

®ed in a number of studies and should be di�erentiated

from close kinship links. Davis (1973) documents the suki

relationships in the Philippines, Mintz (1964) refers to the

pratik relationships in Haiti, Finan (1988) describes the

fregues strategies in Northeast Brazil, Trager (1981)

documents the onibara relationships in Nigeria, and

Clark (1994) and Fafchamps (1996) describe the ``cus-

tomer'' relationships in Ghana. Trager (1981) and

Alexander and Alexander (1991, pp. 465±466) report on

the wide variation in the content of trading relationships;

they claim that previous research such as that of Mintz

(1964) and Davis (1973) ignores this.

7. AxelrodÕs work on PrisonersÕDilemma shows that it

is rational to defect when there is imperfect information

about the other player. The optimal strategy is tit-for-tat

where the ®rst player co-operates to start with then on

subsequent games follows what the other player did on

the previous game (Axelrod, 1984). This adaptive

behaviour works when the number of games is inde®-

nite. For this to arise, there is a need for generalised trust

(or altruism) in the ®rst move. Prisoners' Dilemma

however, is based on the assumption that individual

action is only for the strict defence of the individuals

own interest (Storper, 1997). There is also no discussion

on how the rules emerge and the process of how

individuals learn (Mulberg, 1995).

8. Humphrey and Schmitz (1996, pp. 10±12) make the

distinction between generalized and selective trust, where

generalized trust includes both generalized morality and

what Zucker (1986) refers to as institutional-based forms

of trust. Coleman distinguishes between forms of social

capital that are for all members of a group, created and

destroyed as a by-product of other activities, and other

forms of social capital that are created by agents for their

own bene®t (Coleman, 1990, p. 317).

9. Information on the marketing system and commu-

nities was available from previous surveys on tomato

marketing that involved interviews with 120 farmers and

70 traders over an 18-month period in 1995±96.

10. The Economic Recovery Program also led to the

liberalization of some agricultural commodity markets

although this had little e�ect on tomato producers and

traders as there was very little government involvement

previously. During the same period there has been much

investment in physical infrastrure such as roads.

11. The majority of the farmers in the study area are

Brong and there is a large minority of migrants from the

north of Ghana. The latter may have di�erent access to

land and women may be further constrained because of

the kinship system The Brong have a matrilineal kinship

system that allows women to have a greater degree of

resource holding (Norton, 1988; Warren, 1975). Berry

(1997) provides a discussion of the social relations

involved in similar land tenure issues in other tomato

producing areas of Ghana. The results presented here

are summarized from Lyon (2000).

12. Berry (1997) does not report any informal credit

arrangements although a range of such contracts were

found to be important for the tomato farmers in the area

she studied (S. Berry, personal communication).

13. The rate of exchange in November 1997 was

approximately C3580 to £1 or C2150 to $1.

14. Schwimmer (1976) did not ®nd evidence of cus-

tomer relationships between vegetable traders and

farmers in Suhum, Eastern Region. The lack of these

links may be due to the small size of the market and the

absence of itinerant traders and assemblers.
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