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Abstract 

Carlander, A. (2015). Trust as a strategy for handling uncertainty in private savings choices. 
Department of Psychology, University of Gothenburg, Sweden 

This thesis examines trust in banks and financial expertise as a way of coping with the 
uncertainty involved in financial decision making. Trust is considered to be beneficial in 
general and uncertainty is assumed to induce adverse feelings that people will want to get rid 
of. The general aim was to investigate whether people will substitute assumed adverse 
psychological states with trust. Thus, topics such as trust, investor biases, financial literacy 
and customer satisfaction were investigated. Different groups of participants were included; 
undergraduate students, the general public, and bank customers. Study I showed that the 
propensity to invest in an actively managed fund was determined by beliefs in investor skills 
together with trust in financial institutions. In addition, self-reported financial knowledge and 
trust were found to be complementary in the choice of different investment products. Results 
from Study II showed that trust fully mediated the relationship between perceived quality of 
personal services and customer satisfaction. This indicates that satisfaction and thereby also 
loyalty may depend on trusted bank personnel. Study III investigated a savings choice 
scenario with real-time stock information. The results showed that trust in financial advisers 
increases the probability of delegating the savings choice to a financial adviser. Conversely, 
financial literacy increases the probability of choosing to invest individually in shares or in an 
index fund. In addition, the choice to delegate to a financial adviser reduced the participants’ 
subjective uncertainty of the choice task. The results suggest that trust is a way of coping 
with uncertainty. In general, this thesis emphasizes the importance of trust in explaining 
behaviour in a financial context. In particular, trust seems to be a reason why people 
consistently invest in expensive financial products that rarely are beneficial to them. This 
may indicate that trust in banks and financial expertise rests upon an unwillingness to accept 
uncertainty that may lead to higher than warranted levels of interpersonal trust. This raises 
some ethical issues for future policy considerations. 
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SWEDISH SUMMARY 

Att kunna lita till andra människor är viktigt för sociala relationer, samarbete och för att 
samhällen skall fungera effektivt. Osäkerhet inför framtiden är ett naturligt inslag i livet som 
alla måste handskas med i och med att osäkerhet ofta resulterar i en känsla av obehag eller 
stress. Ett antagande, som dessutom har starkt stöd i forskningen, är därmed att människor 
helst undviker osäkerhet.  

Ett område som präglas starkt av osäkerhet är ekonomi. Det är dessutom ytterst angeläget att 
studera då de flesta människor berörs av ekonomin, både lokalt och globalt. Det finns i 
synnerhet två områden som har varit högaktuella sedan finanskrisen 2008 och det är 
kostnader för finansiell rådgivning i förhållande till prestation samt privatkunders höga 
lojalitet till sin bank.  

Ett grundantagande inom finansteori är att marknaden för värdepapper är effektivt rationell 
och att all tillgänglig information återspeglas i aktuellt pris. Det innebär i princip att aktiv 
kapitalförvaltning och finansiell rådgivning till privatkunder är verkningslös, då det rimligen 
inte kan resultera i ett ekonomiskt fördelaktigt informationsövertag. Syftet med avhandlingen 
var därför att undersöka varför många människor ändå verkar lita på banker och finansiella 
institutioner när den samlade forskningen visar att man inte borde göra det. Det finns 
anledning att tro att förtroendet är ett sätt att hantera upplevd osäkerhet. Människor väljer att 
lita till finansiell expertis istället för att acceptera osäkerhet och skapar på så vis en positiv 
illusion där framtiden upplevs som mindre osäker.  

Avhandlingen består av tre delstudier. Studie 1 visar att benägenhet att välja en aktivt 
förvaltad fond påverkas av uppfattningen om professionella investerares skicklighet men 
även av förtroende för banker och finansiella institutioner. Studien inkluderade också tre 
andra sparalternativ; indexfond, aktier eller sparkonto som var påverkade i betydligt mindre 
utsträckning av både förtroende och uppfattning om investerares skicklighet. Ett intressant 
bifynd är att förtroende och självskattad finansiell kunskap verkar vara substitut till varandra. 
Valet av den aktivt förvaltade fonden var påverkad av förtroende i högre utsträckning men av 
finansiell kunskap i mindre utsträckning. Valet att handla aktier var påverkat av finansiell 
kunskap i hög utsträckning men inte alls av förtroende.  

Resultaten från Studie 2 visar att graden av kundnöjdhet med sin bank som beror på personlig 
service förklaras till största delen av förtroende inför personalen. Det kan verka trivialt men 
resultaten tyder på att endast personlig service inte är tillräckligt utan kunderna måste också 
lita på personalen i fråga för att känna sig nöjda. De tillfrågade deltagarna i studien var 
emellertid relativt lojala mot sin bank då över 70 % av dem angav att de hade varit kund hos 
sin bank i över 10 år. Resultaten bör därför tolkas i skenet av att en lång relation skapar ett 
visst förtroende i sig som dessutom kan spilla över på andra uppfattningar om sin bank.  

I likhet med Studie 1 visar Studie 3 att förtroende inför finansiella rådgivare ökar 
sannolikheten att finansiell rådgivning väljs, jämfört med att investera i aktier eller en 
indexfond. Finansiell kunskap, å andra sidan, ökar istället sannolikheten att aktier eller en 
indexfond väljs. Deltagarna i Studie 3 var även tillfrågade om upplevd osäkerhet inför att 



 
 

 
 

välja mellan finansiell rådgivning, investera själv eller en indexfond och resultaten visade att 
de som valde finansiell rådgivning skattade osäkerheten i uppgiften som lägre.  

Denna avhandling visar att förtroende påverkar flertalet finansiella beteenden. Förtroende 
krävs om man skall köpa en finansiell produkt med krav på avkastning där ansvaret överlåts 
till någon annan. Förtroende krävs också i termer av att bankkunder måste lita på 
bankpersonalen för att känna sig nöjda, det räcker alltså inte med att bara erbjuda personlig 
service. Resultaten kan även tolkas som att förtroende är något som vi känner när vi vill 
rättfärdiga en redan köpt produkt, vilket i sin tur kan förklara ett högt förtroende då 
förtroende antas öka med tiden. Den här avhandlingens viktigaste bidrag är att föreslå 
förtroende som ett substitut för både upplevd osäkerhet och finansiell kunskap. Förtroende 
för banker och finansiell expertis är därmed utan tvekan ett viktigt område och framtida 
studier bör fokusera på orsak och verkan för att kunna visa att förtroende ökar som en respons 
på ökad osäkerhet.  
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Introduction 

Trust is a fundamental aspect of practically every human endeavour. One notable 

reason for its use is that, for someone who chooses to trust, trust has the power to transform 

uncertainty into certainty. Consider, for instance, the following scenario: A recently hired 

colleague at work is in a difficult financial situation and wants to borrow money from you. 

Since no one can vouch for his honesty because he is a new acquaintance, you have the 

following choices. You can run an extensive background check on him that would be costly 

in terms of money and effort or you can refuse to make the loan even at the risk of seeming 

stingy and not collegial. If you loan him money, you will probably worry he will not repay 

the loan. Alternatively, if you loan him money, you may feel rewarded by the satisfaction of 

helping someone in need. You may even expect reciprocal acts of generosity. In this 

example, we view trust as a psychological prediction model that is based on a subjective 

belief that other people’s actions are more predictable than they actually are (Lewis & 

Weigert, 1985). Boon and Holmes (1991, p. 206) describe this belief as follows: “At some 

level trust is a positive illusion developed to curtail feelings of uncertainty once commitments 

have been made”.  

The premise in this thesis is that trust is used as a coping strategy to facilitate the 

avoidance or suppression of uncertainty such that potentially adverse outcomes will be shared 

by other people or the blame related to such outcomes will be directed towards other people. 

The decision to trust someone, which may in fact be an act of self-protection or self-

enhancement, is a subjective process in which trust becomes a voluntary control strategy that 

can be implemented in times of uncertainty.  

One area where uncertainty is inherent is financial decision-making. Investors have 

different ways of coping with this uncertainty. As the stock market is theoretically assumed 

to reflect all available information (Malkiel, 2003), the efficient market hypothesis proposes 

that an investor cannot benefit, for example, from studying financial data. However, if all 

stock market information were known and reflected in share prices, very few investors would 

buy or sell anything. They would have no possibilities for arbitrage (Grossman & Stiglitz, 

1980). Yet obviously investors do buy and sell shares and other investments. Thus, there 

must be other explanations, besides the available information, of observed investor 

behaviour. This thesis investigates ambiguity aversion (Ellsberg, 1961) as a possible reason 

that investors make market decisions based on trust in financial data and expertise that helps 

resolves their ambiguity. 
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Because it is necessary to examine trust, next I review the literature on trust (general 

to specific), focusing on a number of different disciplines and approaches. Thereafter I 

summarize the three empirical studies that were conducted for this thesis. In the last section I 

present a general and critical discussion of the findings and limitations of the research as well 

as make suggestions for future research.  

Literature review 

Origin and development of trust 

The first experiences of trust occur in early childhood. Proponents of attachment 

theory (see Bowlby, 1982) argue that children’s first experiences with trust make a permanent 

imprint that influences their later development of social trust (see also Eriksson, 1968). This 

dispositional view of the different aspects of personality was predominant in mid-twentieth 

century psychology research. Repeated experiences with trust, or more specifically positive 

outcomes of trusting behaviour, will influence how willing a person is to trust in the future. 

For example, King-Casas et al. (2005) claim that reciprocated trust predicts higher trust in 

multiple rounds of investment games.  

We find four main approaches to trust development in the literature (Lewicki, 

Tomlinson, & Gillespie, 2006). The first approach, the behavioural perspective, takes a 

rational choice perspective in which trust is measured by behavioural outcomes such as 

cooperation. An assumption is that initially trust is low and only changes as a response to 

trusting behaviour from a counterpart. 

 The second approach, a uni-dimensional perspective, assumes many cues influence 

trust, and that trust varies between distrust and high trust. However, it is unclear if trust 

begins at zero or at an initial mean level. It is plausible that the initial level depends on both 

personality and the social context. 

 The third approach, a two-dimensional perspective, assumes trust and distrust are 

interrelated yet distinct constructs with initially low levels of trust in novel environments.  

The fourth approach, the transformational perspective, is grounded in different cues of 

trustworthiness like the uni-dimensional and two-dimensional perspectives although it is 

more complex. According to the transformational perspective, trust is based on expected 

costs and benefits, knowledge, shared values, and identity. Thus, trust begins as a calculative 

relationship and transforms into a more emotionally oriented relationship. This 

transformation occurs if there is a positive relationship history that fosters predictability and 
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decreases information asymmetry. Although theoretically separate, these four approaches to 

trust development are similar in that each assumes trust is sensitive to changes over time. 

 Lewicki and Bunker (1995) offer still another approach to trust development: 

knowledge-based trust. They look at trust as a pure, calculus-based transaction. If parties 

enter into trusting situations repeatedly, then ideally information between them is shared. 

This decreases the information asymmetry between the parties because trust is based on 

knowledge both parties have. Ultimately, if there is positive affect linked to knowledge-based 

trust, the parties’ relationship can transform to identification-based trust. Rousseau, Sitkin, 

Burt, and Camerer (1998) agree that trust relationships begin as calculative trust and 

transform over time into more relational trust.  

Some empirical studies claim that trust is higher between two people if they have had 

prior interactions with each other (e.g., Gulati, 1995). In this context, Jones and George 

(1998) describe calculative trust and affective trust as conditional and unconditional, 

respectively. Conditional trust develops into unconditional trust when information is 

exchanged in repeated trust experiences over time. In this way, trust is processed cognitively 

and conditionally  (at least at the beginning of a relationship), suggesting that initial trust 

should be low because there is no prior relationship in which information has been shared. 

Yet, paradoxically, the literature reports that initial trust levels often are high. 

One way to resolve this paradox is to acknowledge the dispositional view of trust, that 

is, the acceptance of the baseline, faith-in-humanity-effect. Disposition-related trust seems 

most salient in initial trust interactions, especially between people in ambiguous situations 

with no prior relationship history (McKnight, Cummings, & Chervany, 1998). An even 

simpler solution may be to relate trust to the passage of time. This means that initial trust 

develops into cognitive and affective trust in three distinct phases of trust development 

(Webber, 2008).  

In general, trust development seems related mainly to repeated (positive) outcomes of 

trusting situations. For example, repeated trust interactions between the same parties will 

eventually stabilize owing to the diminishing marginal effect of each new interaction (Huang 

& Wilkinson, 2013). In other words, past experiences of trust will influence future trust 

judgments. A longer trust relationship will thus accumulate more information that the parties 

can use to make trust judgments. Such information appears as both “cognitive” and 

“emotive” data. 
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Definition of trust 

Although trust is a powerful concept that is used in numerous disciplines, neither 

laypeople nor researchers define trust in the same way. However, one workable dictionary 

definition of trust is the following: “assured reliance on the character, ability, strength, or 

truth of someone or something”.1 In addition, the characteristic of trustworthiness means that 

someone or something is “able to be relied on to do or provide what is needed or right”.2  

Another appealing definition is by Boon and Holmes (1991, p. 194) that states that trust is “a 

state involving confident positive expectations about another’s motives with respect to 

oneself in situations entailing risk”.  

Trust is sometimes defined as trust propensity, which relates to both trust and 

trustworthiness, which is the natural inclination to trust others. Trust propensity is a 

dispositional construct in that people are assumed to have an invariant preference for a certain 

degree of trust (Colquitt, Scott, & LePine, 2007).  

The concepts of trust and trustworthiness are closely related because trust is usually 

only placed in trustworthy people or things. However, much of the early trust research is 

more concerned with trust than with trustworthiness (for a discussion, see the Introduction in 

Kharouf, Lund, and Sekhon, 2014). Therefore, trustworthiness is not addressed to any great 

extent in this thesis. In my opinion, trustworthiness, which deals to a large extent with signal-

detection theory, consists of many components with different signalling cues. For example, 

different people, under very different circumstances, can interpret trustworthiness differently. 

Such complex components of trustworthiness are beyond the scope of this thesis.  

Mayer, Davis, and Schoorman (1995) developed an integrative (and more simplified) 

model for trustworthiness that consists of the following three components: competence, 

benevolence, and integrity. Rousseau et al. (1998), who compared the two concepts of trust 

and trustworthiness in various academic disciplines, found that trust and trust components are 

regarded similarly, irrespective of the discipline. However, Colquitt et al. (2007), who tested 

the relationship among trust, trustworthiness (competence, benevolence, and integrity), and 

trust propensity using meta-analytic structural equation modelling, found the three concepts 

are separate constructs that should be dealt with separately.  

A closely related concept to trust is social capital that, in many ways, is as important 

as physical, human, or natural capital. Social capital, which is created over time, derives from 

a common understanding between people within groups. Unlike other types of capital, social 
                                                           

1 http://www.merriam-webster.com/dictionary/trust 
2 http://www.merriam-webster.com/dictionary/trustworthiness 
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capital is not depleted but rather increases with use. While it is difficult to measure trust 

precisely and to construct it at will (Ostrom, 2000), social capital can be measured as the 

aggregate value from social connections that arise when an adequate number of people trust 

each other (Putnam, 2000). 

 It is generally assumed that geographic areas lacking social capital find it difficult to 

prosper (Guiso, Sapienza, & Zingales, 2004; Knack & Keefer, 1997; Zak & Knack, 2001). 

One key explanation for perpetual poverty is the lack of trust where mutual defection, 

hostility, and short-sighted opportunism are social norms. This situation may also mean the 

presence of low social capital (Woolcock, 1998). One theory is that people invest in social 

capital only if there are incentives, just as they do with other investments   (Glaeser, Laibson, 

& Sacerdote, 2002).  

According to game theory, a one-shot investment game will not automatically lead to 

cooperation but rather to the inclination by both players to defect, which constitutes a Nash 

equilibrium (Berg, Dickhaut, & McCabe, 1995). However, the one-shot situation rarely exists 

from an ecologically valid perspective. A more realistic analysis is that if people interact 

repeatedly (e.g., because of shared religions, traditions, laws, or social norms), they have an 

incentive to cooperate. Social capital is then spontaneously generated over time through 

repeated “trust games” in real life (Fukuyama, 2001).  

People’s behaviour in repeated trust games tends to be more cooperative and less 

selfish when reputational damage (Boero, Bravo, Castellani, & Squazzoni, 2009) and other     

punishments for norm violations (Camerer, 2003) are likely. One conclusion is that trust is 

the difference between how people, in theory, should behave so as to maximize their utility 

and how they actually behave so as to preserve social capital. If trust occurs repeatedly, and is 

initiated by a large number of people in a group, that aggregate behaviour can be considered 

high social capital. 

 

Preconditions for trust 

Trust is a voluntary and selective mental process followed by a specific judgment or 

decision (Möllering, 2006). Trust is voluntary in the sense that people choose to trust based 

on their knowledge of others and of the relevant context. Trust is selective in the sense that 

people discriminate among people in matters requiring trust. If everyone were trusted, the 

concept of trust would be conceptually redundant. The decision to trust, therefore, requires a 

specific judgment (evaluation) of the trustworthiness of others and/or of the situation.   



 
 

6 
 

Another precondition for trust judgments and decisions relates to the inadequacy of 

information in general and to the uncertainty about others’ behaviour in particular (Gambetta, 

1988). Trust situations are typically asymmetrical because the trusted person (henceforth, the 

trustee) has some advantage over the trusting person (henceforth, the trustor) who has less 

information than the trustee. For example, when the trustor has complete information about 

someone or something, trust is not required because there is no uncertainty. Conversely, with 

complete lack of information, the trustor’s uncertainty becomes a matter of faith rather than 

of trust. A trust judgment requires that at least some information is available so that the 

trustor can assess the level of risk or uncertainty.  

Another precondition for trust relates to the finite amount of desirable resources 

available and to the people who are inclined to cooperate in managing these resources under 

scarcity (Casson & Della Giusta, 2006). Balliett and van Lange (2013) also conclude that the 

relationship between trust and cooperation is stronger when there is a larger, versus smaller, 

degree of conflicting interests.  

A different and more incentive-based perspective of trust is that the trustor should 

gain (G>0) from trusting the trustee while still taking into account the risk and potential loss 

(L>0) of betrayal by the trustee. Ideally, the potential gain minus the risk of loss should be 

higher than zero in order that the trustor has an incentive to trust the trustee and thereby gain 

in utility. The expected utility value E thus depends on the subjective probability p of the 

trustor’s trustworthiness and on the potential gain G and loss L in trusting the trustee 

(Coleman, 1990). The following formula expresses this utility value: 

𝐸 = 𝑝𝑝 − (1 − 𝑝)𝐿 > 0 

 

Trust as an expression of risk 

In terms of calculated gain and loss, Butler, Giuliano, and Guiso (2009) suggest there 

is an optimal level where a certain risk level should be met with a corresponding trust level. 

This means that people who are very trusting will be taken advantage of, and that people who 

are much less trusting will often miss beneficial opportunities. People at the extremes of these 

trust levels will therefore suffer from a disadvantage in terms of utility. 

 Taking a transaction-based view of trust and risk, Manchala (2000) proposes a risk-

trust matrix (see Figure 1). As the figure illustrates, a higher cost, which translates to a higher 

risk, is met with a lower degree of trust irrespective of the transaction history.  
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Figure 1. Risk-trust matrix (Manchala, 2000, p. 39) 

  

However, this thesis does not assume linearity between trust and risk. Rather, the 

assumption is a quadratic function for trust and risk with an implied optimal trust level in 

terms of utility (Adobor, 2006; Butler et al., 2009). To clarify, an increasing risk level results 

in a higher trust level; however, at some level of risk, the potential costs will likely outweigh 

the potential benefits. At that point, as trust decreases, cooperative behaviour also decreases 

(see Figure 2). The optimal trust level is then the result of a cost-benefit analysis that people 

conduct in these scenarios (Kamleitner & Hoelzl, 2009). To some extent, trust becomes a 

rational choice when both the long- and short-term costs and benefits are evaluated. 
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Figure 2. Assumed relationship between risk and trust 

 

Trust and stress responses 

Given the assumption that uncertainty or risk in general produces a stress response, 

and that individuals voluntarily increase their trust as a coping strategy, many empirical 

studies conclude a negative relationship exists between trust and stress (Ahnquist, Wamala, & 

Lindström, 2010; Cardoso, Ellenbogen, Serravalle, & Linnen, 2013; Cheung & Tse, 2008; 

Guinot, Chiva, & Roca-Puig, 2014; Harvey, Kelloway, & Duncan-Leiper, 2003; Oktug, 

2013; Takahashi et al., 2005; Zysberg, Kimhi, & Eshel, 2013). Yet other studies reach the 

opposite conclusion (Beard, 1982a, 1982b).  

Increases in uncertainty can result in an increase in trust (Kollock, 1994) since 

uncertainty is a precondition to trust. It has been reported that interpersonal trust can be up-

regulated as an adaptive coping response (Koranyi & Rothermund, 2012). This response is at 

the core of the coping strategy suggested in this thesis. Other coping strategies have also been 

reported to correlate with trust (Buchwald, 2003; Grace & Schill, 1986; Wilson & Darke, 

2012).  

 

The unpleasantness of uncertainty 

Negative experiences involving uncertainty often result from the incompatibility 

among cognition, experience, and behaviour (Kagan, 1972). Such incompatibility creates a 

dissonance that people typically find unpleasant and wish to avoid (for a review of the 
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tolerance of ambiguity and related concepts, see Furnham and Marks, 2013). In decision 

theory, the Ellsberg paradox (Ellsberg, 1961) refers to the idea that people prefer to take risks 

where the odds on eventual outcomes are known rather than to take risks where the odds are 

ambiguous, even when the known probability is low. This preference is usually referred to as 

the uncertainty (or risk) aversion (Epstein, 1999).   

Because estimates of uncertainty are subjective (Lindley, 2006), and therefore 

susceptible to many different judgment biases (Kahneman, 2011), people differ in their 

tolerance of uncertainty (Buhr & Dugas, 2002; Hofstede, 1984). The consensus, however, is 

that people who react negatively to uncertainty show signs of stress (Greco & Roger, 2003; 

Mishel, 1984; Monat, Averill, & Lazarus, 1972). For example, uncertainty reduction theory 

(Berger & Calabrese, 1975) stipulates that because the initial social uncertainty between two 

people is uncomfortable, they are motivated to reduce this discomfort by sharing information 

about themselves.  

Other studies have shown that superstition (Case, Fitness, Cairns, & Stevenson, 2004) 

and increased materialism (Chang & Arkin, 2002) may be used to suppress uncertainty. Still 

another way to reduce uncertainty, after evaluating both the adverse and favourable outcomes 

of a particular situation, is to expect an outcome that lies somewhere in between. This method 

is often used in determining commodity market prices (Akerlof, 1970).  

Thus, people use different strategies for handling uncertainty (Lipshitz & Strauss, 

1997). Furthermore, some research suggests that anticipated coping strategies differ from the 

coping strategies actually used (Folkman & Lazarus, 1985). In other words, people are 

largely unaware of the coping strategies they use – a condition that is similar to their 

difficulty in predicting emotional responses (Gilbert, Pinel, Wilson, & Blumberg, 1998). 

 

Dealing with uncertainty 

Assuming that uncertainty is an unacceptable mental state and that asymmetries in 

information contribute to this uncertainty, people should be motivated to reduce perceived 

information asymmetry. One way they compensate for a lack of information is to think (in 

spite of evidence to the contrary) they have more information and control than are 

realistically justified. Langer (1975) describes this false belief as “the illusion of control”.  

Judgment biases are other ways to reduce perceived information asymmetry. For 

example, people may have an optimistic bias (Weinstein, 1980), which is reflected by overly 

optimistic self-confidence, or a hindsight bias, which is reflected by a knew-it-all-along 

attitude (see Blank, Musch, & Pohl, 2007). Other people will systematically exhibit 
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unawareness of their lack of knowledge or information (Kruger & Dunning, 1999). 

Nevertheless, illusions such as these are seen as adaptive and crucial for the well-functioning 

of human thought (Taylor & Brown, 1988). However, in some areas, such as finance, holding 

deceptive or misleading illusions can have very costly consequences (Fenton-O’Creevy, 

Nicholson, Soane, & Willman, 2003). 

People may also reduce perceived information asymmetry by trusting another 

person’s knowledge or potential access to information. Dia (2011) suggests this strategy 

explains how some financial decisions are made. It has also been reported that people trust 

authorities and experts for risk assessments much more when they lack specific knowledge 

themselves (Siegrist & Cvetkovich, 2000; Viklund, 2003). This conclusion can partly be 

explained by the fact that it is easier to evaluate the trustworthiness of experts than of their 

expertise (Tyler & Huo, 2002). Thus, trust, which simplifies complexity (Earle & 

Cvetkovich, 1995), can be a subjective and positive illusion for the assumed control of 

uncontrollable events (Boon & Holmes, 1991). In this way, trust allows people to convince 

themselves the uncertain future is less uncertain (Lewis & Weigert, 1985; Sztompka, 2003). 

In addition, the “illusion of control (by proxy)”, described by Wohl and Enzle (2009), allows 

people to trust third parties. 

 

Measurement of trust 

It is evident from the literature that trust is a subjective evaluation of the likelihood 

that future events – which are difficult to measure or to conceptualize – will occur. 

Historically, trust measurements fall into three major categories. The first category is based 

on the dispositional view that trust is inherent and static. One of the most cited measurements 

is Rotter’s (1967) Interpersonal Trust Scale, which analyses various areas ranging from 

judgments of politicians’ truthfulness to students’ exam-taking opportunism. Another 

measurement in this category, the General Social Survey3 (GSS) in the United States, poses 

the following question: “Generally speaking, would you say that most people can be trusted 

or that you can’t be too careful in dealing with people?” The World Values Survey4 (WVS) 

permits comparisons among nations. Yet another measurement is Yamagishi’s (1986) 5-item 

questionnaire, the Trust Scale, which was later developed into the 6-item General Trust Scale 

(Yamagishi & Yamagishi, 1994). Numerous other measurements exist that build on self-

                                                           
3 http://www3.norc.org/gss+website/ 
4 http://www.worldvaluessurvey.org/ 
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reports of trust in general or of trust in others. All measurements in this category are designed 

to measure whether people can be trusted, regardless of the situation. 

The second category in trust measurement is the result of concerns about whether 

self-reports influence real life behaviour. Berg et al. (1995) designed the Trust Game (also 

known as “the investment game”) that is based on (and similar to) the dictator or ultimatum 

game. This game, which has become the gold standard in many disciplines for the 

measurement of trust, involves at least two paired participants: a trustor and a trustee. The 

trustor initially receives some money and must decide whether to give some of it to the 

trustee. The trustor may also send no amount of money. The experiment leader doubles or 

triples the amount given. The trustee then must decide either to return some portion of the 

now increased amount of money to the trustor or to keep the entire amount. Both the trustor 

and the trustee have the opportunity to send or to decline to send money to the other. The 

amount of money from the trustor is typically regarded as an indication of trust while the 

money returned from the trustee has more similarities with reciprocity. 

 In their study of the relationship between trust measured by surveys and by trust 

games, Glaeser, Laibson, Scheinkman, and Soutter (2000) found that the trust question from 

the General Social Survey does not correlate with trusting behaviour as measured by the trust 

game. Some researchers have replicated this finding (Ermisch, Gambetta, Laurie, Siedler, & 

Uhrig, 2009; Holm & Nystedt, 2008) while others have not (Bellemare & Kröger, 2007; Fehr, 

Fischbacher, von Rosenbladt, Schupp, & Wagner, 2003). The explanation of these 

contradictory results may be that trust consists of both beliefs and preferences. While survey 

questions mainly measure beliefs, experiments such as the trust game measure both beliefs 

and preferences (Sapienza, Toldra-Simats, & Zingales, 2013).  

Concerns may also be raised as to how accurate these various measurements are. 

Because trust is a complex concept, treating it rather simplistically (e.g., by one general 

question such as the GSS trust question) may create measurement error. However, the trust 

game measure is also criticized because it frequently presupposes complete anonymity and 

uses an often-sterile environment that has few similarities with reality. Moreover, because the 

trust game is frequently used in groups of students with small sums, the real life basis for 

participants’ decisions may be challenged.  

However, there is some variation among the many ways the trust game has been 

conducted. In their meta-analysis, Johnson and Mislin (2011) found that trustors send less 

money if their payment is random instead of performance-based, and if they are playing 

against a non-human counterpart (e.g., a computer). Conversely, trustees return less money if 
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they are students and if the amount has a low rate of return. Another important finding is that 

trust game participants who live in geographic areas of low social capital both send and 

returns less. Researchers have also found that questions that correspond best to money sent in 

the trust game are specific questions about past trusting behaviour (Glaeser et al., 2000; 

Sapienza et al., 2013). 

The third category in trust measurement developed as result of technical advances in 

functional magnetic resonance imaging (fMRI). There is an interesting coherence between 

the results of fMRI studies and the findings in the trust literature. For example, trust and 

distrust have been reported as two separate conceptions that are processed by two different 

regions of the brain (Dimoka, 2010). Furthermore, some research suggests that trust is 

processed both cognitively and emotionally, depending on which region of the brain is 

activated when people evaluate trustworthiness (Adolphs, 2002; Baumgartner, Heinrichs, 

Vonlanthen, Fischbacher, & Fehr, 2008).  

 

Components of trust 

Trust has been represented in the literature as different components that often translate 

into specific explanations of why a trustor trusts the trustee. Trust is thought to succeed where 

rational thinking alone would fail (Lewis & Weigert, 1985) because trust is a mix of both 

rational and emotional processes. For example, Johnson-George and Swap (1982) describe 

emotional trust as the fear of social betrayal.  However, Lewis and Weigert (1985) explain 

that trust has both cognitive and affective foundations. Jones (1996) describes trust as an 

affective attitude that acts as a cognitive filter. The trustor will view the trustee through this 

filter rather than make a rational assessment of trustworthiness.  

There is a large body of evidence that supports the idea that rational decision-making 

is always based on emotions. According to Evans and Stanovich (2013), dual-processing 

theories are the most valid perspective although this division is debated. In financial decision-

making, there are usually rational or theoretically correct actions in which the role of 

emotions is downplayed. However, because seemingly rational decision-making tends to 

activate areas responsible for emotions in the brain, some researchers think that indicates 

such decision-making involves emotional processing (Fehr, 2009; Sanfey, Rilling, Aronson, 

Nystrom, & Cohen, 2003). 

 Recent evidence shows that emotions such as empathy facilitate decision-making in 

social dilemmas (Ramsøy, Skov, Macoveanu, Siebner, & Fosgaard, 2015). There are yet 

examples when emotions both help and hurt the decision-making ability (Loewenstein & 
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Lerner, 2003). Anderson (2007) concludes that emotions, like rationality, are still a necessary 

part of decision-making. Therefore, it is reasonable to conclude that trustors search for 

concrete reasons to trust trustees although these reasons are both rational and emotional.  

According to Deutsch (1960, p. 125), trust rests upon “confidence that the other 

individual has the ability and intention”. Other researchers describe additional, similar trust 

elements. For example, Barber (1983) identifies two necessary components of trust: fiduciary 

obligation and proficiency. A legal, ethical, or professional relationship entails certain 

obligations that the trustee (ideally) will honour. Moreover, the trustee must have the 

technical competence or ability to be trusted with a specific responsibility. Mayer et al. 

(1995) propose that trust consists of the interrelated components of competence, benevolence, 

and integrity. McKnight et al. (1998) propose a similar division that mainly focuses on 

integrity and the evaluations of competence, benevolence, honesty, and predictability. 

Rousseau et al. (1998), in applying trust differently across various disciplines, depending on 

the research area, methods, and incentives, find a number of similarities. According to 

Möllering, Bachmann, and Lee (2004), trust components should at least convey information 

about trustees that establishes they are able, willing, and consistent. 

Rempel, Holmes, and Zanna (1985) propose dividing trust into the three dimensions 

of predictability, dependability, and faith. Predictability, which refers to the trustee’s 

consistency of action in a certain environment, resembles the cognitive and concrete 

prediction of ability. Dependability, which refers to the situation when the trust relationship 

has progressed to include mutual benefits, describes a trustee’s personal responsibility. Thus, 

this dimension is more emotionally and socially oriented. Faith, which refers to the trustor’s 

acknowledgement of the risk in trusting the trustee, is a positive belief not tied to available 

evidence.  

Trust is also related to time because evaluations of ability and integrity are formed 

quickly while evaluations of benevolence take longer (Schoorman, Mayer, & Davis, 2007). 

Additionally, the cognitive and affective dimensions of trust have been associated with 

specific antecedents. Johnson and Grayson (2005) found that service expertise and product 

performance were antecedents of cognitive rather than of affective trust, and that similarity 

was an antecedent of affective trust rather than of cognitive trust. Therefore, it is possible that 

competence and integrity are more important for cognitive and faster processing whereas 

benevolence is associated with more consequential and affect-loaded processing.  

However, Kahneman (2011) reaches a different conclusion. He proposes that in the 

two modes of thinking (fast and slow), the emotional or perhaps affective processes are fast 
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while the cognitive processes are slow. This potential incompatibility may result from 

assumptions of dual-processing that have not yet been fully addressed in the trust literature. 

The best way to approach dual-processing is probably to analyse it as two distinct systems 

that are complementary and intertwined. 

There are some problems with the component view of the trustee’s trustworthiness 

that should be addressed. First, because individual differences naturally occur, in game theory 

as well as in many theories of social interaction, both risk and social preferences may account 

for some variation in trust. Furthermore, people have different sensitivities to betrayal 

aversion that has been found to explain a substantial amount of trust behaviour, especially the 

decision not to trust (Bohnet & Zeckhauser, 2004; Hong & Bohnet, 2007). Second, the 

component view implies that the components are stable and readily available. However, 

because trust is a social phenomenon, it is inevitably sensitive to both temporal and 

contextual changes.  

Most trust research sees trust as uni-directional, focusing on one person’s trust in 

another (for a review, see Korsgaard, Brower, and Lester, 2014). However, it is likely that 

reciprocity influences trust because trust often stems from repeated interactions between two 

people – a process in which both, at different times, take the role of trustor and of trustee 

(Serva, Fuller, & Mayer, 2005). Such reciprocity implies that the trustor’s trust influences the 

trustee’s trust, and therefore trust is likely bi-directional. This research suggests that people’s 

trust levels are sensitive to whether trust is matched by equal, reciprocal trust from others.  

Over time, people seem to make adjustments in their initial trust level, eventually 

achieving optimal trust equilibrium (Glaeser et al., 2000). This means that if a high-trust 

person is obliged to cooperate repeatedly with a low-trust person, each party will very likely 

reach some adequate level of trust in the other. Thus, trust tends to converge towards a 

mutually, socially, or institutionally agreed-upon level of implicit trust (Kramer, 1999). Then 

trust, in many cases, is the result of a socially rational decision.  

 

Trust in groups 

Groups in general benefit from a high degree of interpersonal trust (de Jong & 

Elfring, 2010) because trust reduces the fear and greed often present in cooperative situations 

(Hwang & Burgers, 1997). The governance of effective cooperation in groups also depends 

on the group leaders. It is thus important that followers trust their leaders (for reviews on trust 

in leadership, see Burke, Sims, Lazzara, and Salas, 2007; Dirks and Ferrin, 2002).  
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Trust has become a global concern on an aggregate, macro-economic level. For 

example, because countries are interconnected through the global financial system, a loss of 

trust in one part of the system can affect the entire system. It has been suggested that the 

recent financial crisis was sparked because of a general loss of trust in the financial system 

after Bear Stearns and Lehman Brothers collapsed (Gillespie & Hurley, 2013; Sapienza & 

Zingales, 2012). In addition, according to Shin (2009), a fundamental explanation of the 

crisis was the widespread, unforeseen behaviour of high-risk investments. The financial 

system trusted these investments would experience perpetual and predictable growth.  

Given what we know about financial crises, it is clear that trust in institutions is an 

important aspect of trust. One definition of an institution is that it is a socially established 

organization (e.g., by custom, practice, or law) that many people accept and use.5 Zucker 

(1986) was one of the first researchers to note that the concept of trust can be applied to 

institutions. This application is as compelling as it is problematic because it implies that 

people can trust in the absence of interpersonal evaluations.  

The upshot of institutional trust is that many companies base their marketing 

campaigns on their cultural values and identity signalling in the expectation that people will 

ascribe personal attributes to corporations (Malone & Fiske, 2013). A recent study shows that 

people evaluate companies’ moral decisions much as they evaluate individuals’ decisions 

(Plitt, Savjani, & Eagleman, 2015). The idea that companies and institutions are judged on 

human qualities is not improbable because a company or institution may be viewed as a set of 

expectations for a group of people who are involved in social exchanges where norms, social 

rules, and legitimate processes exist. 

 One way of evaluating institutional trust is to look at the number of people who trust. 

If, in a given environment, the majority of people trust an institution(s) (e.g., the government 

or the legal system), society can function despite a lack of trust by a minority. According to 

Luhmann (1979), institutional trust differs from interpersonal trust in that it resembles 

confident or a systemic trust derived from reliance on a wider and more rigid norm- or rule-

based agreement. As such, trust, which appears embedded in most social functions, is 

undoubtedly an important factor in institutional decision-making. It is therefore important to 

operate or govern in accordance with norms of trust. In this way, cooperation is achievable 

that allows society to avoid situations similar to the “tragedy of the commons” that Hardin 

                                                           
5 http://www.merriam-webster.com/dictionary/institution 
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(1968) describes when people, acting purely from self-interest, damage the best interests of 

the group. This is especially important in the globally interconnected financial system. 

 

The functional value of trust 

Trust can be viewed as the conscious regulation of the perceived need for 

interdependence from others (Zand, 1972). Trust, which reduces perceived complexity 

(Luhmann, 1979), has been shown to function as a mental buffer in dealing with threats 

(Cohen & Wills, 1985). Previous research has also shown that higher trust levels lead to more 

social connections that, in turn, facilitate new and beneficial opportunities (Yamagishi, 2001). 

Most importantly, trust offers a way of acting as if the uncertain future is less uncertain 

(Hardin, 1993; Lewis & Weigert, 1985; Sztompka, 2003). Trust also seems to function as a 

supplement to control (Das & Teng, 1998).  

It is important to recognize that only the subjective perception of the future alters with 

trust. For this reason, under some circumstances, trust may be similar to self-deception in its 

use as a strategy for coping with an undesired potential outcome. For example, instead of 

entering a high-risk endeavour with a possible negative impact on well-being, calling on a 

third-party expert to solve the problem may decrease the risk perception.  

There are ways to manipulate trusting behaviour artificially. Kosfeld, Heinrichs, Zak, 

Fischbacher, and Fehr (2005) found that oxytocin hormone has an essential role in pro-social 

behaviour, and that trust increases with the intranasal administration of oxytocin, While the 

testosterone hormone seems to decrease interpersonal trust (Bos, Terburg, & van Honk, 

2010), another group of researchers found that testosterone promotes reciprocity in social 

exchange (Boksem et al., 2013). Thus, the effect of testosterone on trust is unclear.  

Even though the biological markers of trust are important to study, they do not 

explain the origin of trust better than other indicators. The research on biological trust 

markers such as oxytocin or testosterone says little about causality. In a recent review, Riedl 

and Javor (2012) investigated the linkage among trust, genes, hormones, and the brain. They 

found that trust is, to some degree, genetically predetermined by hormone production 

(including receptor susceptibility) and by brain structure.  

Nevertheless, there seems to be a complex interplay between trust and the brain and 

specific hormones. Possibly this interplay self-reinforces through repeated experiences. To 

some extent, the idea of self-reinforcement is supported by the research that proposes trust 

consists of at least a cognitive component and an emotional component. The brain governs 

cognitive and executive functions while hormones may elicit cognitively interpreted 
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emotional responses. Nor is the idea new that some variation in trust among people is a 

genetic disposition. Deutsch (1958) argued that some people show “pathologies of trust” in 

that they consistently exhibit trust in situations that others would view as risk-taking or 

gambling situations. Therefore, that idea that trust is adaptive may partially explain why it 

feels more satisfying to trust than to distrust. People may trust as a substitute for 

uncomfortable feelings.  

 

Application of trust 

Jensen (2014) recently paraphrased Lenin’s famous, oft-quoted remark – “Trust is 

good, control is better” – as “control is good, but trust is cheaper”. Jensen’s conclusion is 

that trust, which is inherent in social functioning, facilitates effective progress in the modern 

world. A large city, like a small village, requires cooperation and consistency if it is to 

function. For example, one of the most prominent economists of the twentieth century, John 

Maynard Keynes, observed in the 1930s that economic behaviour was influenced by 

psychological factors such as confidence in the economy and subjective uncertainty 

judgments (for a synthesis of Keynes’s work on uncertainty, see Bateman, 1996).  

It is clear that when many people invest in the same project, hoping for positive 

returns in the uncertain future, they also fear negative returns. One obvious reason that an 

investment results in negative returns is that the invested level of trust (e.g., the amount of 

money invested) is not met by the trustee’s ability or willingness to create positive returns in 

the agreed-upon context.  

Most research on trust refers to Arrow’s (1972) seminal paper that theorizes that trust 

decreases the costs of transactions. Arrow’s idea is that it is cheaper and more effective to 

trade in a market where the buyers and sellers trust each other. Mutual trust reduces the need 

for credit controls, bargaining, collateral, or formal contracts. When trust is lacking in social 

and commercial transactions, then rules and regulations are required, and costs are incurred 

(Fukuyama, 1995). This is the case for monetary transaction costs (Bromiley & Cummings, 

1995) and increased cognitive efforts (Yamagishi, 2011). Trust can therefore be regarded as 

an expression of effort aversion through an adaptive cognitive process (Kramer, 2006). 

Trust has furthermore proven to be a pervasive element in finance. For example, 

Morningstar’s ratings of funds increase investments in their recommended funds, irrespective 

of the investments’ underlying fundamentals (Del Guercio & Tkac, 2008). According to 

Gennaioli, Shleifer, and Vishny (2015), trust appears to reduce the risk perceptions of the 
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investor. Ng, Ibrahim, and Mirakhor (2014) find that stock market activity is influenced by 

trust, especially in countries with weak governments and extensive corruption.  

Moreover, research that compares countries and regions shows that trust is associated 

with prosperity and development (Guiso et al., 2004; Knack & Keefer, 1997; Zak & Knack, 

2001). This research is dominated by studies that claim generalized trust or social capital is 

associated with positive advances in economic growth, democracy, and welfare. In contrast, 

lack of trust or a high level of distrust impedes investors’ willingness to invest (Guiso, 

Sapienza, & Zingales, 2009). One reason is that low trust generally means that the risk (and 

consequently the transaction cost) is higher. In addition, according to Weber, Blais, and Betz 

(2002), risk taking, which is domain specific, depends more on the investors’ perceived 

benefits rather than on their general risk preferences. Consequently, investments in 

infrastructure, companies, or people are less common when trust is low.  

Recent findings show that general trust is highly correlated with intelligence even 

after controlling for socio-economic characteristics (Hooghe, Marien, & de Vroome, 2012; 

Sturgis, Read, & Allum, 2010). These findings imply that the ability to assess other people’s 

trustworthiness is a part of human intelligence. General trust is also correlated with self-rated 

health and happiness after controlling for intelligence (Carl & Billari, 2014). Trust is hence 

beneficial so long as the trusting relationship is assumed to be self-regulatory and not heavily 

dependent on binding contracts or strong incentives to cooperate.  

 

Trust as a principal-agent problem 

If and when people cooperate, especially when one individual acts on the behalf of 

another, an asymmetry in information is likely. The reason is that the trustees know more 

about their ability and motives than the trustors do.  In economics, this situation refers to the 

principal-agent problem or the agency dilemma in which the trustor is the principal and the 

trustee is the agent (Eisenhardt, 1989; Shapiro, 2005). The trust literature assumes trust has 

more normative and social incentives while the agency literature assumes monetary 

incentives have a larger influence.  

Both the trust literature and the agency literature, however, need to resolve, or to 

compensate for, the information asymmetry between principals and agents. Various solutions 

to this problem exist. For example, agents may signal additional information (Spence, 1973) 

or principals may screen agents for more information (Stiglitz, 1975). However, obtaining 

more information may not always be possible; often the information asymmetry will 

continue, creating uncertainty (Akerlof, 1970).  
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Trust from a financial savings perspective  

Bank customers and investors face significant uncertainty in their choice of financial 

products that include, among others, savings plans, fixed or adjustable-rate mortgages, and 

mutual funds. It is therefore possible, and even likely, that such customers and investors trust 

financial advisers and fund managers to reduce their investment uncertainty. For example, if 

investments are profitable, investors congratulate themselves on the selection of an 

investment manager. If investments are unprofitable, investors blame the investment 

manager. These scenarios are more evident with mutual fund investments than with specific 

share investments.  

The much-reported disposition effect of selling shares that have increased in value too 

soon and holding shares that have decreased in value for too long (Shefrin & Statman, 1985). 

This can be seen as a self-enhancing strategy since poor investment decisions are reluctantly 

realized (Nofsinger, 2007). In contrast, when buying and selling mutual funds, a reversed 

disposition effect is evident that is partially explained by the blame attribution to another 

person (Chang, Solomon, & Westerfield, 2014; Kaustia, 2010).  

Thus, trust meets several investor needs, including the need to avoid uncertainty that 

is similar to the need for assigning blame. Furthermore, the investor requires trust in the 

availability of additional information or knowledge provided by financial experts. Without 

such subjective attitudes and rationalizations, fewer people would make investments of any 

kind.  

Summary of the empirical papers 

Aim 

The general aim of this thesis is to investigate trust as a strategy for coping with 

uncertainty in a financial context. Recent research, which has proposed that trust can reduce 

an investor’s perception of risk, may explain why financial advisers can charge for their 

often-underperforming recommendations (Gennaioli et al., 2015).  

Many rational reasons for trust exist – for example, synergies (the greater good) or 

monetary and social incentives. This thesis investigates situations when investors’ trust may, 

or may not, be beneficial (e.g., investor compensation for insufficient financial information). 

Although there are multiple reasons for trusting, the thesis proposes that the main function of 

trust is to reduce perceived uncertainty (Gennaioli et al., 2015) using “the illusion of control” 

(Langer, 1975) and the delegation of responsibility (Chang et al., 2014; Wohl & Enzle, 
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2009), in particular to others who are thought to possess more information and knowledge 

(Dia, 2011; Siegrist & Cvetkovich, 2000). 

 

Study I 

The specific aim of Study I was to investigate possible explanations of why people 

trust financial advice even when the empirical data conclude that the cost of such advice is 

greater than its benefit.  

The market for mutual funds is a lucrative and ever-growing activity for banks and 

fund managers. However, on average, in the long run, the more expensive, actively managed 

funds rarely outperform the cheaper, non-managed funds.  Why then are the former funds so 

popular? In this study, two potential explanations are investigated: (1) the conviction that a 

professional investor can produce a higher rate of return than the average rate of return; and 

(2) the investors’ trust in institutions. We hypothesized that the choice of an actively 

managed fund is related to beliefs in investor skills and to trust in financial institutions.  

Data were collected by a paper-and-pencil questionnaire consisting primarily of 

statements about investor skill, trust, and the propensity to invest in four different 

investments. The sample consisted of 178 respondents who were obtained from the Swedish 

tax register (96 women, 82 men, mean age 52.5 years). A second sample consisted of 186 

university undergraduates (110 women, 76 men, mean age 23.7 years). The data analysis was 

conducted with multiple OLS-regression. 

The results confirmed the general hypotheses that both beliefs in investor skills and 

trust in financial institutions determined the likelihood that people would choose an actively 

managed fund. In addition, trust in financial institutions fully mediated the effect of beliefs in 

investor skills. The likelihood that people would choose a passive index fund or would 

choose shares or an interest-bearing savings account independently was not related to either 

beliefs in investor skills or trust in institutions. Furthermore, trust and self-reported financial 

knowledge were found to be complementary because the likelihood of choosing an actively 

managed fund was not determined by knowledge whereas investing in shares independently 

was strongly determined by self-reported financial knowledge rather than by trust. 

 

Study II 

The specific aim of Study II was to investigate the role of both trust (and the three 

determinants of trust: competence, benevolence and transparency), and perceived quality of 

personal services on satisfaction with banks.   
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 Bank customers need to trust their banks. For example, trust gives them a way to 

cope with the uncertainty of future wealth accumulation when they receive financial advice 

on financial products. Trust is equally important for the bank because customer trust 

influences customers’ bank investments and bank satisfaction. Most bank customers are 

generally loyal to their main bank despite the various financial crises and scandals reported in 

the mass media.  

Data were collected by a web survey conducted with randomly selected respondents 

from a customer database at the Swedish bank, Skandiabanken. Two hundred and ninety 

three (5.9 % response rate) respondents completed the questionnaire (82 women, 211 men, 

mean age 55.4 years). The data analysis was conducted with structural equation modeling 

(SEM).  

The results confirmed earlier studies in that both trust and perceived quality of 

personal services determined customer satisfaction. Trust was determined by the banks’ 

perceived competence, benevolence, and transparency. The direct and indirect effects 

revealed that trust fully mediated the relationship between perceived quality of personal 

services and customer satisfaction.  

The results also indicated a possible halo-effect, in which respondents overall positive 

impression towards the bank influences all statements accordingly. 

 

Study III 

The specific aim of Study III was to investigate an investment choice scenario from a 

private investor perspective in which the investor’s goal was to construct a stock portfolio.  

Portfolio delegation is a way to handle individual investment choices, which usually 

involves a premium cost to the investor. Recent research shows that trust in financial advisers 

can lower the perception of risk. Other reasons for choosing to delegate investment 

management or to invest individually are trust in financial advisers in general, and investor 

financial literacy as measured by both self-reports and by the “Big Five” financial literacy 

inventory.  

We hypothesized that the study’s participants would delegate the portfolio 

construction to a financial adviser more frequently in a high-risk scenario. Our assumption 

was that investors would perceive less uncertainty if an expert adviser took responsibility for 

the construction of the investment portfolio. For this reason, it was likely that trust would be 

positively related to the choice of financial adviser, while financial literacy would be 

positively related to the two choices of individual investing and index fund investing. 
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The web-based experiment randomly placed participants in either a high-risk group or 

a low-risk group. These groups were determined based on the price volatility of shares in the 

portfolios. We also used variation in terms of order. Thus, half the participants completed the 

choice task and then continued to rate statements of trust in financial advisers, financial 

literacy (Big Five and self-report), and a subjective uncertainty measure. The other half of the 

participants completed the experiment in reverse order.  

In the choice task, the 199 participants (119 women, 80 men, mean age 45.6 years) 

were instructed to choose among constructing the portfolio themselves, delegating the task to 

a financial adviser, or investing in an index fund. The data were analysed using analysis of 

variance (ANOVA) and multinomial logistic regression. 

The results show that although the difference between high and low risk did not 

produce the hypothesized effect on the choices, the participants who made the financial 

adviser choice rated their uncertainty significantly lower than the other participants. As 

expected, trust also increased the probability of making the financial adviser choice whereas 

financial literacy increased the probability of making the individual investment choice and 

the index fund choice.  

General discussion 

Consistent with studies by Del Guercio and Tkac (2008) and Ng et al. (2014), the 

three studies of this thesis demonstrate that trust influences people’s financial decisions. Our 

results also support the finding by Gennaioli et al. (2015) that trust can reduce the perception 

of risk. In a financial context, the most parsimonious and plausible explanation for these 

results is that people depend on fund managers and bank managers for beneficial investment 

information and advice. This conclusion is consistent with previous research that offers 

possible reasons for trust (Siegrist & Cvetkovich, 2000; Tyler & Huo, 2002). In this respect, 

trust appears as a rational linkage between self-knowledge and expert knowledge supported 

by the conclusion that expert knowledge is an acceptable substitute for deficient self-

knowledge (Dia, 2011). However, and more importantly, the main contribution of this thesis 

is that under conditions of uncertainty, trust resembles a coping strategy that can be 

deliberately used at will when people are susceptible to a positive, illusion-like state of mind.  

Rather than accepting uncertainty, people trust financial advisers’ expertise, as 

reported in Study I. People are satisfied with this choice, as reported in Study II. Trust is a 

substitute for knowledge and a suppressor of uncertainty, as reported in Study III. 
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Main findings 

In Study I, positive results were found for both the belief in investor skills and 

investor trust in actively managed mutual funds (vs. index funds, individual shares, and 

savings account). This finding is consistent with recent research by Gennaioli et al. (2015) 

and is further substantiated by the fact that trust had a stronger effect than self-reported 

knowledge on the likelihood of choosing an actively managed mutual fund. Trust thus seems 

to increase the propensity to invest as reported in previous studies (Guiso et al., 2004; Guiso 

et al., 2009; Knack & Keefer, 1997; Zak & Knack, 2001).  

The results also showed that the effect of belief in investor skills on the likelihood of 

choosing an active fund was fully mediated by trust. This finding may be partly explained by 

the overlap between the two constructs since competence is included as a component of trust. 

Since no differences were found between the study’s two groups (university undergraduates 

and the general public), the results can be seen as generalizable and robust. 

In Study II, we examined the role of trust and banks’ personal services in order to 

explain why bank customers are satisfied with and loyal to their banks. Trust and financial 

services are, for many reasons, related because trust is primarily an interpersonal 

phenomenon. Furthermore, the literature has frequently related trust to satisfaction (e.g., 

Geyskens, Steenkamp, and Kumar, 1999). Therefore, we expected that the perception of 

banks’ personal services would influence trust.  

The results show that the hypothesized model of trust as a mediator for the effects of 

personal services on satisfaction is acceptable. The results imply that it is mainly trusted 

personnel that can create customer satisfaction. However, considering that Study II is a 

correlational study, the proposed relationship may also be reciprocal in terms of a choice-

supportive bias (Mather & Johnson, 2000). This is the kind of reasoning that concludes: “I 

buy Toyota because I’m satisfied with Toyota. The reason I’m satisfied is because there’s a 

Toyota in my garage”. It can be argued that this reasoning is also a strategy for uncertainty 

avoidance, which supports the finding that both trust and satisfaction reflect investors’ and 

bank customers’ need to think they have made the right choice.  

Study III was based on Study I and partially on Study II in that we highlighted the 

reasons for choosing different financial products from a private investor perspective. Study 

III, however, contrasts with Studies I and II in that an experimental setting was used to collect 

data. Thus, Study III provides a clearer view of the mental processes leading to a specific 

investor decision. The results show that those investors who delegated the responsibility of a 

portfolio construction to a financial adviser rated their subjective uncertainty of the task 
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lower than investors who constructed their portfolios themselves. Furthermore, trust 

increased the probability of delegating portfolio construction whereas financial literacy 

increased the probability of constructing the portfolio individually or choosing an index fund. 

These results, which are consistent with the results of Study I, also support previous studies 

that reveal trust relates to financial advice (Gennaioli et al., 2015) and positively influences 

investment choices (Guiso et al., 2004; Ng et al., 2014). However, financial literacy reveals a 

positive effect on individual investing in shares and index funds (Hilgert, Hogarth, & 

Beverly, 2003; Van Rooij, Lusardi, & Alessie, 2011).  

It is evident in many domains that people prefer to trust people who are regarded as 

experts (Huber, Kirchler, & Stöckl, 2010). There is no apparent reason why financial 

decisions should be any different in this respect. In the absence of self-knowledge, trust in 

knowledgeable people can be substitute when assessing risks (Siegrist & Cvetkovich, 2000; 

Viklund, 2003). This pattern seems to exist in investment choices given that both Study I and 

Study III found financial knowledge and trust complementary.  

The results of this thesis thus provide evidence that financial investment decisions, 

especially delegated decisions, are based on subjective beliefs that other people’s knowledge 

is an acceptable substitute for self-knowledge. As further shown in Study III, this acceptance 

of other people’s knowledge can reduce the perception of risk, even where there are obvious 

differences between self-knowledge and experts’ knowledge. In other words, trust may be a 

subjectively constructed, positive illusion of certainty. 

 

Additional findings 

A general theme in this thesis is that trust is a substitute for knowledge, as reported in 

Study I, or for financial literacy, as reported in Study III. However, Study II found no 

significant effects of knowledge when assessed by two different measures of financial 

literacy. This result may be due to a ceiling effect indicated by the general skew in trust 

ratings. The respondents in Study II were also predominantly male, older than average, and 

more affluent than average.  

A certain selection bias in Study II was also expected because potential participants 

who thought they were unknowledgeable or uninterested in investments and finance may 

have declined to take the questionnaire. It is therefore possible that the lack of variation 

(although not in violation of necessary statistical assumptions) in this homogenous group may 

explain why no significant differences in financial literacy were found. In addition, because a 

majority of the participants reported they had been customers with their main bank for more 
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than10 years, evaluations about uncertainty may not be as important or relevant, as is 

partially evident considering the skew in the ratings. This may affect the reasoning of 

uncertainty avoidance that this thesis proposes. It may also be argued that more affluent 

people are less sensitive to uncertainty cues because of the potentially empowering effect of 

wealth.  

 

Critique and limitations 

Based on the findings of this thesis, it is still possible that trust is merely a component 

in a utility function such that trustors think they will benefit from trusting. The substitution of 

the trustee’s perceived knowledge for the trustor’s lack of knowledge may serve both the 

trustor and the trustee well, assuming that a higher level of knowledge results in a higher 

level of utility. Furthermore, trust can also be a way of avoiding blame as is evident in mutual 

fund transactions (Chang et al., 2014; Kaustia, 2010). This means that even though trust 

involves the risk of betrayal and possibly other costs, people may still be inclined to trust if a 

cost-benefit comparison (Kamleitner & Hoelzl, 2009) is deemed favourable for trusting 

behaviour. 

A closely related topic is whether satisfaction, as reported in Study II, is part of a 

similar cost-benefit analysis. If bank customers fail to see any substantial differences between 

banks and if the cost of changing banks – both economical and cognitive – is too high, 

customer satisfaction will likely be reported and consciously or unconsciously maintained. It 

is, after all, likely a journey from one’s comfort zone to a new bank will result in some 

discomfort. The experience with the new bank is as yet unknown. Changing a bank may be a 

dubious move while staying with a bank is rather like certainty or uncertainty avoidance. 

Since trust can be expressed as an effort aversion (Kramer, 2006), and considering, for 

example, the status quo bias (Kahneman, Knetsch, & Thaler, 1991), people may be inclined 

to maintain a state of satisfaction compared to the alternatives. This implies that a dissatisfied 

customer will either have to use cognitive resources to find alternatives or accept the 

dissatisfaction or distrust. The outcome may be uncertainty, stress, and other impediments to 

well-being. 

Satisfaction and trust are highly correlated in Study II, which means that the 

participants did not fully discriminate between the two concepts owing to an underlying 

factor that created a halo-effect. This means that the included constructs interconnected in a 

way that is hard to interpret. The halo effect can thus be that satisfaction or trust, or both, or 

the relationship with one's bank, spills over to the other constructs.  
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Another concern in this type of research is the conflict between internal and external 

validity. A common research approach is a scenario-based method in which the strength of a 

manipulation does not have to meet any realistic criteria. Alternatively, a realistic scenario 

may produce small effects that lack scientific relevance. This is evident in Study III where the 

possibly overly weak risk manipulation between high and low volatility shares did not 

influence the investment choice or the subjective uncertainty between the high and low-risk 

groups. Yet, because we presented actual shares and real-time stock information to the 

participants, this is rather an important result in the thesis. This result may imply that, given 

the choice of buying and selling shares individually, investing in an index fund, or consulting 

a financial adviser, the level of risk, as reflected in share price volatility, does not have any 

major effects.  

A common criticism of investment and decision-making studies is that they offer 

insufficient investor incentives, including compensation that is too low to elicit the desired 

mind-set. Yet some research in trust games has found that the amount of money invested does 

not influence the use of different strategies (e.g., Johnson & Mislin, 2011). Nevertheless, the 

different stakes used in research studies are often quite small and rather unrealistic. However, 

for many reason, it is impossible to conduct real-life experiments with large sums of money.  

  Another fundamental criticism of such studies is that in questionnaires people state 

the actions they intend to take or would have taken; these actions may not match their actual 

behaviour. Solving this problem means creating field experiments involving spying on and 

monitoring customer-financial adviser meetings. Because very close collaboration with 

financial institutions would be required, prohibitive practical and ethical issues would arise.   

 

Directions for future research 

The research presented in this thesis should be investigated further in experimental 

settings that allow for continued monitoring of physical responses during financial decision-

making. Such monitoring would involve integrating stress measurements with coping 

strategies. A promising research format is the observation of a principal-agent scenario. In 

this observation, the researcher could measure the principal’s reactions over time to certain 

problems and delegation situations. This research could explain how an increasing level of 

trust influences the perceived decrease in risk or uncertainty.  

Another closely related research topic of interest is the role of individual investor 

preferences. It is highly likely that the patterns presented in this thesis depend on people’s 

desire for both adventure and safety. This means it is crucial to investigate individual 
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differences such as risk preferences, uncertainty tolerance, the illusion of control, and other 

personality variables. It would be of special interest to develop an illusion of control 

inventory aimed at financial decision-making. This research could help explain some 

previous gaps in decision-making in the financial context.  

It is also recommended that researchers investigate different risk levels, preferably 

more than two, and their effects on trust levels, particularly on trustees’ willingness to pay for 

financial advice. Following recent research (e.g., Gennaioli et al., 2015), this investigation 

could examine if people are willing to pay more for investment management or advice when 

the risk is higher and if this willingness results in higher trust levels. If people are willing to 

pay for certainty that increases their trust, this willingness may lead to higher risk choices and 

thus higher investment costs. 

 

Concluding remarks 

In sum, the unwillingness to accept uncertainty may lead to higher trust in financial 

expertise, which is one of many possible explanations for investment decisions. This raises 

some ethical issues because the public debate has focused almost exclusively on financial 

products that do not deliver what is promised. It may, for instance, be considered unethical to 

make money from people’s positive illusions that are there to protect them from uncertainty.  

Conversely, bank managers and fund managers must be clearer in their risk and return 

communications with their customers/investors because less knowledgeable people are at 

greater risk of being taking advantage of. It is important to know why customers/investors   

trust. As this thesis explains, this may be part of the very human inclination to escape the 

uncertainty of the future. More specifically, one of the many possible explanations why trust 

seems to reduce perceived uncertainty is that trustors substitute their own lack of knowledge 

with the perceived knowledge of the trustee.  

It is also reasonable to argue that people trust because they think that the act of 

trusting is beneficial and will lead to several positive results. In contrast, the alternative to 

trusting may be to embrace uncertainty, which may result in aversive mental states. A general 

trusting behaviour can, on the other hand, evoke the greater risk of being taken advantage of. 

My conclusion is, ultimately, a somewhat qualified conviction that more trust in people still 

leads to a higher utilitarian state.  
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