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• Bankruptcy of Lehman Brothers in September 2008 acted as the starting point of the most severe
financial- and economic crisis, since the Great depression in the 1930’s, for most advanced
economies worldwide (EEAG 2010). Within the EA the financial crisis has culminated into a
sovereign debt crisis from 2010 onwards (De Grauwe 2010; Hale and Obstfeld 2014; Sinn 2014).

• Competitive situation vis à vis Germany has deteriorated in most EA12 countries (most pronounced
in within its periphery) in the early years of EMU (De Grauwe 2014a). In contrast to the UK,
members of the EA12 had to go through a process of internal devaluation (Krugmann 2009; De
Grauwe 2014b) which has led to a deepening of the economic crisis (De Grauwe 2014a).

• To overcome sovereign debt crisis (and increasing bond yields), fiscal austerity measures in many
EA countries have been implemented in 2011-13 in order to calm financial markets and restore
confidence (Corsetti 2012; De Grauwe and Yi 2013). Austerity measures has been particularly
pronounced in the periphery countries of the EA, particularly in Greece, Ireland and Portugal
(Theodoropoulou and Watt 2011) as well as Spain (Navarro 2012). This has led to an intensification
of the crisis and even higher unemployment rates (De Grauwe 2014a). In Spain and Greece
unemployment rates increased by over 15 percentage points throughout the crisis (from 2008 to
2014) reaching levels of above 25 percent in 2012. Although structural unemployment is sizeable in
those countries (van Ark 2014, European Commission 2014) a cyclical component is recognized by
central European institutional actors in the seventh year of the crisis (Draghi 2014; European
Commission 2014b).

• Given this pronounced increase in unemployment rates in some EA member countries in times of
crisis, this paper analyses its impact on citizens’ systemic trust in democratic institutions at the
national (government (NG) and parliament (NP)) and European level (Commission (EC) and
Parliament (EP)) and the consequences of declining systemic trust for the political economy of EMU.
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Introduction



1. Theoretical links
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• Scholars from the various academic disciplines, including sociology, political science

and economics within the social sciences, agree on the fact that citizens’ systemic

trust is crucial for the legitimacy of (policy-making) institutions (Kaltenthaler et al.

2010: 1262; Kosfeld et al. 2005: 673; Luhmann 2000: 69; Newton 2008: 243; Scharpf

2003: 3, Stiglitz 2012).

• In the absence of systemic trust, this legitimacy might be endangered (Kaltenthaler et

al. 2010: 1262; Kosfeld et al. 2005: 673; Newton 2008, Scharpf 2003) which might

ultimately lead to the break-up of a (policy-making) institution (Giddens 1996: 166).

• Whereas a decline in trust in politicians is of less concern, according to Newton a

“deep-seated lack” of trust “in the institutions and system of government” should be

worrisome as it endangers its very foundations. Newton claims that trust in

institutions are the basic foundation of society and “if they begin to crumble there is

indeed cause for concern” (Newton 2001: 205; Newton and Norris 2000: 53).
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1.1 Consequences of declining systemic trust for the 

political economy of EMU 

i)  The Loss of Legitimacy



Two scenarios have been identified as a source of concern for the legitimacy of (policy-making)

institutions within the literature.

• First, Kaltenthaler et al. (2010: 1262) argue in case of the ECB that it would be worrying for

the legitimacy of a (policy-making) institution if a large majority of citizens would start to

mistrust it.

• Second, according to Newton (2001: 205), who develops his application concerning trust in

the national parliament, “a sudden or consistent decline in confidence (…) is a serious

matter”.

• As we are dealing primarily with the changes in net trust throughout the crisis for our

discussion, Newton’s approach seems more adequate for analysing whether the legitimacy of

the above-discussed (policy-making) institutions at the national and European level might be

endangered in times of crisis.

• However, in order to also assess the argument by Kaltenthaler et al. (2010: 1262), a

combination of both scenarios might seem appropriate.

• Combining both scenarios one could then state that it would be worrying for the legitimacy

of a (policy-making) institution if a sudden or consistent decline in trust leads to very low

levels of trust with a large majority of citizens distrusting the (policy-making) institutions.

i)  The Loss of Legitimacy, continued
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i)  The Loss of Legitimacy, continued

How would a loss of the legitimacy of a (policy-making) institution lead to its potential

break-up and what would be the consequences for the political economy of EMU?

Focusing on the net trust decline in the NG and NP one could state that:

• Should trust in the NG steadily decline but trust in the NP would remain stable,

citizens could easily punish the NG by electing historically well-established

democratic opposition parties within the NP. This would then lead to a break-up of the

NG (a potential scenario as highlighted by Giddens 1996: 166) but would not yet affect

the NP.

• According to Newton (2001: 205), distrust in the NP is a different issue, as distrust

includes both the ruling parties as well as the opposition parties. In a scenario of a

steady decline in trust in the NP, the parliamentary system as such might be in danger

of losing its legitimacy. Given the steady decline in trust in the NP to very low levels,

it seems realistic that the historically well-established democratic parties within the NP

will lose ground to newly established populist parties from the right or the left, which

might be able to secure a majority of votes among citizens and form the new

government.
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But how would the establishment of a government formed by the newly established

populist parties affect the political economy of EMU?

• To maintain high rates of approval, such newly established populist parties might tend

to be inward-looking and give priority to national over European Union objectives

(Lachmann 2010: 356) with short-term fixes as envisaged policies (Györffy 2013).

• Such a populist party, might consider ways to circumvent the established processes

and treaties within EMU. If such a party forms the government within a country that

is in a debtor position, realistic measures might then include confronting member

partners of EMU with a potential default on its debt, which might lead a disorderly

exit from EMU (and would most likely damage EMU as a whole).

• Mere intention of taking such measures would endanger the political unity among the

political elites within the member countries of EMU. As has been frequently pointed

out, however, the political unity of the political elites in EMU is the glue that holds

EMU together (Jonung 2002: 420-421; Bordo and Jonung 2003). Absent the glue, the

long-term success of a currency union, such as EMU, will likely be threatened (Bordo

and Jonung 2003; Jonung 2002: 420-421).

• In an extreme scenario, such parties, once having seized power, might try to erode the

parliamentary process from the inside (for two detailed analyses of the German case

during the Weimar Republic, see Berman 1997; Frey and Weck 1983).

i)  The Loss of Legitimacy, continued
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ii)  Trust as a prerequisite for an economy’s long-term fiscal sustainability

• A loss of trust in the institutions of democratic governance at the national level endangers an

economy’s long-term fiscal sustainability (Jonung 2013a, 2013b: 114; Györffy 2007, 2013).

• Virtuous cycle: If citizens’ trust in public administration is high, citizens’ will obey the law

and pay their taxes (see here also Nye 1997 and Scholz 1999). These resources can then be

used by the public administration to implement long-term planning and policies based upon a

stable budget. These conditions moderate uncertainty and create a positive business

environment providing predictability and reliability for entrepreneurs, which will trigger

higher business investments, leading to higher growth and lower unemployment levels. This

sequence of developments again generates systemic trust in the public administration.

• Vicious cycle: If citizens’ trust in the public administration is low, compliance with the law

and willingness to pay taxes will be low. This will lead to short-term planning and political

business cycles. This situation hampers entrepreneurial activity and leads to lower growth and

higher unemployment, which again leads to a decline of systemic trust on behalf of citizens.

• In countries in which citizens’ systemic trust is low, governments will find it more difficult to

be able to implement structural reforms in order to regain competitiveness (Jonung 2013a, b;

Györffy 2007, 2013. Sweden in times of financial crisis (1990s), was able to successfully

implement structural reforms to regain competiveness already after several years. Key to

structural reforms: citizens’ trusted the government and did not boycott the reforms. In

contrast, Portugal and Hungary, two low-trust countries, when facing economic crisis were

not able to regain competitiveness but were exposed to political cycles that lead to the

installation of populist parties, political instability and short-term policy fixes.
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1.2 Driving factors of declining systemic trust
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• Stevenson and Wolfers (2011) show that unemployment is a key determinant of systemic

trust.

• Concerning trust in the ECB, Roth et al. (2014) show that unemployment is an important

determinant.

• Literature among popularity functions stress the importance of economic growth,

unemployment and inflation (Nannestad and Paldam 1994: 215-16, Bellucci and Lewis-

Beck 2011: 192-94).

• Roth (2011) shows that a fast increase of Debt per GDP, when banks were aided/bailed

out, lead to a deterioration of citizens trust (e.g. case of Ireland in 2010).

• Wälti (2012) has depicted an increase in sovereign bond yields to be an important driver

of trust in the European Commission throughout the crisis.

• National and EU institutions were analysed individually (c.f. Munoz et al. 2011) for two

distinct empirical reason: i) endogeneity problem and ii) no omitted variable problem.

Moreover, Munoz et al. cross-sectoral analysis. In the case of Germany time series of

national and EU institutions follow opposite patterns.



2. Model specification, research design and data
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2.1 Model specification (Macro)

The Baseline equation takes the following form:

Trust it = αi + β Unemployment it +  Inflation it +  Growth it +  Debt it +   Z it + wit 

where i represents each country and t represents each time period. Trust it is the net trust 

amount in national and EU institutions for country i during period t. Unemployment it, 

Inflation it, Growth it, Debt it and Z it are respectively unemployment, inflation, growth of GDP 

per capita and debt per GDP and important control variables, such as electorate dummy 

variables for the national institutions and the European Parliament for country i during period 

t or indicators of financial stress such as sovereign bond yields. The variable αi represents a 

country-specific constant term and wit is the error term. Since we utilise an FGLS estimation 

approach, our baseline estimation does not include time dummies as they are incompatible 

with FGLS. 



2.2 Research Design and Data

• Dependent Variable: Semester data on net trust in the NG, NP, EC and EP between 1999-
2014. Concept of net trust introduced by Gärtner (1997: 488-89).

• Country Sample: 12 EA countries (27 EU-countries) from 1999-2014.

• With a ration of t/n of 2.6 (31/12) analysis with time series econometrics via Fixed-Effects
DFGLS estimation (Roth et al. 2014). [Estimation strategy sucessfully tackles endogeneity,
omitted variable and autocorrelation issues. All variables are non-stationary and all the time
series are in a long-run relationship (cointegrated)].

• Structural break in fall 2008 (full sample: 1999-2014; pre-crisis: 3-4/1999 to 3-5/2008;
crisis: 10-11/2008- 5/2014)

• Data on unemployment, inflation (HICP) and sovereign debt yields from Eurostat monthly
statistics. Data for GDP, population, and debt over GDP from Eurostat quarterly statistics
(interpolated). Data on trust in NG, NP, EC and EP from the bi-annual Eurobarometer
(issued on behalf of EC). Data for election dummy from CEPPS 2011.

• Matching strategy as proposed by Wälti (2012: 597). Correlates as high as 0.99 for
inflation and uneemployment and 0.95 for growth of GDP per capita with semesterly data.
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3. Descriptive Statistics
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Reference: Roth, F. (2015). Political Economy of EMU - Rebuilding Systemic Trust in the Euro Area in Times of Crisis, 

European Economy Discussion Paper 16. Brussels: ECFIN. 
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Figure A1 

Individual time series of net trust in institutions of democratic governance  

at the national and EU level in the EU-27, 1999 to 2014 

 
Notes: EU = European Union, NG = National Government, NP = National Parliament, EC = European Commission, EP = 

European Parliament The dashed line represents the start of the crisis in September 2008. Values are population-weighted 

trust trends. As the figure presents data on net trust, all values below 0 show a lack of trust by a majority of citizens.   

Source: Updated and merged versions of Figures A1-4 until 11/2014 (by EB’s 79 to 82) in Roth, Nowak-Lehmann and Otter 

(2013). 
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Table 2 

Net trust levels and changes in net trust in the EA8 and EA4 and across EA12 countries, 2008-14 

 

Notes: EA = Euro Area, NG = National Government, NP = National Parliament, EC = European Commission, EP = 

European Parliament. EA4 and EA8 Values are population-weighted trust trends. All values below 0 show a lack of trust by a 

majority of citizens. The most pronounced declines and levels of net trust are shaded in light grey. Countries are ranked 

according to their magnitude in the decline in changes in net trust in the NP and EP.   

Source: Updated and slightly modified version of Table 2 until 11/2014 (by EB’s 79 to 82) in Roth, Nowak-Lehmann and 

Otter (2013).   

Country Trust Levels: 3-5/2008 Levels: 11/2014 Changes: 11/2014 - 3-5/2008

EA-4 NG/NP 3/10 -73/-69 -76/-79

EA-8 NG/NP -33/-23 -29/-22 4/1

Spain NG/NP 20/20 -76/-74 -96/-94

Greece NG/NP -31/-2 -78/-71 -47/-69

Ireland NG/NP -14/-3 -49/-47 -35/-44

Portugal NG/NP -29/-15 -63/-56 -34/-41

France NG/NP -38/-21 -61/-46 -23/-25

Belgium NG/NP -21/-4 -30/-22 -9/-18

Luxembourg NG/NP 22/24 12/9 -10/-15

Finland NG/NP 19/32 0/27 -19/-5

Italy NG/NP -59/-57 -57/-57 2/0

Netherlands NG/NP 1/10 8/14 7/4

Austria NG/NP -6/6 5/14 1/20

Germany NG/NP -25/-15 4/8 29/23

EA-4 EC/EP 38/37 -29/-24 -67/-61

EA-8 EC/EP 16/22 -6/0 -22/-22

Spain EC/EP 42/46 -32/-31 -74/-77

Greece EC/EP 13/21 -49/-33 -62/-54

Ireland EC/EP 43/51 -3/2 -46/-49

Portugal EC/EP 42/46 -3/-3 -45/-49

Belgium EC/EP 41/42 4/6 -37/-36

Italy EC/EP 29/29 -11/-5 -40/-34

France EC/EP 11/19 -11/-6 -22/-25

Germany EC/EP 6/18 -8/1 -14/-17

Netherlands EC/EP 36/30 22/14 -14/-16

Luxembourg EC/EP 35/40 29/29 -6/-11

Austria EC/EP -3/6 12/12 15/6

Finland EC/EP 16/17 26/32 10/15
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Figure 1

Net trust trends in the EA12, EA4, EA8 and individual countries, 1999-2014

Notes: EA = Euro Area, NG = National Government, NP = National Parliament, EC = European Commission, EP = European Parliament The dashed line

represents the start of the crisis in September 2008. Values are population-weighted trust trends. As the figure presents data on net trust, all values below 0

show a lack of trust by the majority of citizens.

Source: Updated and merged versions of Figures A1-4 until 11/2014 (by EB’s 79 to 82) in Roth, Nowak-Lehmann and Otter (2013).
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Table 3 

Net trust levels and changes in net trust in the ECB in the EA12, 2008-14 

 

Notes: EA = Euro Area; ECB = European Central Bank. Values for EA12, EA4 and EA8 are population-weighted. As the 

table presents data on net trust, all values below 0 show a lack of trust by the majority of citizens. The two most pronounced 

declines and levels of net trust in the ECB are highlighted in light grey. 

Source: Updated version of Table 1 until 11/2014 (by EB’s 79 to 82) in Roth, Gros and Nowak-Lehmann (2014). 

Country Levels ECB/Euro: Levels ECB/Euro: Changes ECB:

3-5/2008 11/2014  11/2014 - 3-5/2008

EA-12 29 -20 -49

EA-4 34 -42 -76

EA-8 27 -13 -40

Spain 40 -48 -88

Ireland 47 -20 -67

Greece 1 -54 -55

Portugal 39 -14 -53

Germany 35 -18 -53

Belgium 42 -5 -47

Italy 21 -22 -43

Netherlands 70 28 -42

France 10 -18 -28

Luxembourg 42 18 -24

Finland 49 37 -12

Austria 20 9 -11
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Table 4 

Changes in net trust in the EU in the EA12, 2008-2014 

Country Trust  Levels: 3-5/2008 Levels: 11/2014 Changes: 11/2014 - 3-5/2008 

EA12 EU 14 -20 -34 

EA4 EU 39 -30 -69 

EA8 EU 7 -16 -23 

Spain EU 46 -31 -77 

Greece EU 18 -53 -71 

Ireland EU 43 -10 -53 

Belgium EU 39 -6 -45 

Portugal EU 29 -12 -41 

Italy EU 4 -25 -29 

Netherlands EU 28 1 -27 

France EU 10 -16 -26 

Germany EU -1 -19 -18 

Luxembourg EU 19 15 -4 

Austria EU -10 -7 3 

 Finland EU 9 20 11 

 

Notes: EU = European Union. Values for EA12, EA4 and EA8 are population-weighted. As the table presents data on net 

trust, all values below 0 show a lack of trust by the majority of citizens. The two most pronounced declines and levels of net 

trust in the ECB are highlighted in light grey. 

22



Table 5 

Changes in Satisfaction with democracy in the EA12, 2007-2014 

 

Notes: EB 68 & EB82. SDN = Satisfaction with Democracy at the National level; SDE = Satisfaction with Democracy at the 

European level. Vales that are displayed in light grey reflect two pronounced declines and levels. Values from 9-11/2007 

(EB68) are displayed as no data were available for 3-5/2008 (EB69). 

Country Satisfaction Levels: 9-11/2007 Levels: 11/2014 Changes: 11/2014 - 9-11/2007 

Spain SDN/SDE 77/66 22/25 -55/-41

Greece SDN/SDE 63/58 19/25 -44/-33

France SDN/SDE 65/50 49/41 -16/-9

Austria SDN/SDE 80/47 64/47 -16/0

Portugal SDN/SDE 36/46 25/27 -11/-19

Italy SDN/SDE 40/48 30/32 -10/-16

Ireland SDN/SDE 69/58 59/54 -10/-4

Netherlands SDN/SDE 80/44 74/44 -6/0

Belgium SDN/SDE 66/66 63/59 -3/-7

Finland SDN/SDE 77/40 75/51 -2/11

Luxembourg SDN/SDE 73/55 76/62 3/7

Germany SDN/SDE 66/52 70/47 4/-5
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Figure 5. 

Scatter plot between delta unemployment and delta trust 
 

 

Notes: Fitted regression line only for EA12 country sample.  

Sources: Standard EB 69 & 78 and Eurobarometer data.  
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Figure 3 

Unemployment and net trust in the national government and parliament in the EA12, 1999 to 2014 

 

Notes: The left hand x-axis displays the percentage of unemployment rate, ranging from 0 to +30. The right-hand side 

displays the levels of net trust ranging from -100 to + 50. 
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Figure 4 

Unemployment and net trust in the EU institutions in the EA12 – 1999 to 2014 

 

Notes: The left hand x-axis displays the percentage of unemployment rate, ranging from 0 to +30. The right hand side 

displays the levels of net trust ranging from -100 to + 100. 
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Table A4 

Correlation coefficients between unemployment trends and net trust in national and European 

institutions in times of crisis, 2008-2014 

 

Notes: NG = National Government, NP = National Parliament, EC = European Commission, EP = European Parliament, 

ECB = European Central Bank. Table ranked according to strength in the correlation coefficients with net trust in the NP. 

Positive correlation coefficients are depicted in light grey. Minimum levels are depicted in dark grey. Correlations 

Coefficients between unemployment and systemic trust are based on 13 observations in times of crisis per country.  

Source: Updated data in Roth, Nowak-Lehmann and Otter (2013) and Roth, Gros and Nowak-Lehmann (2014).   

Cou n try NG NP EC EP ECB

Belg iu m 0.04 -0.08 -0.49 -0.48 -0.47

Au s tria -0.24 -0.14 0.23 0.28 -0.17

Irelan d -0.22 -0.41 -0.53 -0.56 -0.61

Fin lan d -0.71 -0.47 0.14 0.19 -0.26

Neth erlan d s -0.59 -0.54 -0.77 -0.74 -0.80

Fran ce -0.45 -0.57 -0.67 -0.78 -0.86

Germ an y -0.34 -0.60 0.84 0.71 0.88

Lu xem b ou rg -0.69 -0.66 -0.67 -0.60 -0.58

Italy -0.70 -0.75 -0.88 -0.87 -0.86

Greece -0.75 -0.82 -0.89 -0.88 -0.90

P ortu g al -0.84 -0.90 -0.89 -0.90 -0.92

S p ain -0.99 -0.99 -0.94 -0.95 -0.93
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Figure 5 

Public support for the euro and trust in the ECB, EC and EP in the EA12, EA4, EA8 and individual 

countries for the euro in the EA-12, 1999-2014 

  
Notes: EMU = Economic and Monetary Union, ECB = European Central Bank, EC = European Commission, EP = European 

Parliament. The dashed line represents the start of the crisis in September 2008. Values for the EA12, EA8 and EA4 are 

population-weighted trust trends. As the figure presents data on net trust, all values below 0 show a lack of trust by the 

majority of citizens.   

Sources: Updated and merged versions of figures until 11/2014 (by EB’s 79 to 82) in Roth, Jonung and Nowak-Lehmann 

(2012a); Roth, Nowak-Lehmann and Otter (2013); Roth, Gros and Nowak-Lehmann (2014). 
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4. Econometric Analysis
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Table 3.  

Unemployment and trust in the NG and NP, fixed-effects DFGLS estimations, EA12  

              

 
1 2 3 4 5 6 

Dependent variable NG NG NG NP NP NP 

Period FS BC C FS BC C 

       Unemployment -4.0*** -3.6* -8.4*** -3.2*** -2.8* -7.6*** 

 (0.98) (2.00) (1.78) (0.81) (1.60) (1.25) 

       
Inflation Yes Yes Yes Yes Yes Yes 

Growth Yes Yes Yes Yes Yes Yes 

Government debt Yes Yes Yes Yes Yes Yes 

Election dummy Yes Yes Yes Yes Yes Yes 

       
Durbin-Watson statistic 2.10 1.81 2.01 2.08 1.82 2.06 

Adjusted R-squared 0.82 0.79 0.86 0.80 0.74 0.88 

Country fixed effects Yes Yes Yes Yes Yes Yes 

Control for endogeneity Yes Yes Yes Yes Yes Yes 

Elimination of first order autocorrelation Yes Yes Yes Yes Yes Yes 

Observations 248 143 105 248 143 105 

Number of countries 12 12 12 12 12 12 

 
 

Notes: FS=Full Sample; BC=Before Crisis; C=Crisis; NG=National Government; NP= National Parliament. 

***p<0.01, **p<0.05 and *p<0.1. Data on growth of GDP per capita are missing for Greece from the 2nd 

semester of 2011 onwards. Thus, instead of 108, only 105 observations can be depicted. Data on the lagged first 

differences for debt over GDP are missing for the four time periods 1999-2000 and for Greece and Malta for the 

first semester of 2001. 

Reference: Roth, Nowak-Lehmann and Otter (2013). Crisis and Trust in National and European Union Institutions–Panel 

Evidence for the EU, 1999 to 2012, EUDO/RSCAS Working Paper 2013/31 , European University Institute. 30
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Reference: Roth, Nowak-Lehmann and Otter (2013). Crisis and Trust in National and European Union Institutions–Panel 

Evidence for the EU, 1999 to 2012, EUDO/RSCAS Working Paper 2013/31 , European University Institute.

Table 4.  

Unemployment and trust in the EC and EP, fixed-effects DFGLS estimations, EA12 

        
 

    
 1 2 3 4 5 6 

Dependent variable EC EC EC EP EP EP 

Period FS BC C FS BC C 

        

 
    

Unemployment -1.7** 0.3 -3.6*** -1.9** -0.1 -4.0*** 

 (0.74) (1.13) (1.07) (0.87) (1.40) (0.95) 

Inflation Yes Yes Yes Yes Yes Yes 

Growth Yes Yes Yes Yes Yes Yes 

Government debt Yes Yes Yes Yes Yes Yes 

Election dummy  No No No Yes Yes Yes 

Durbin-Watson statistic 2.29 2.15 1.99 2.36 2.29 2.01 

Adjusted R-squared 0.80 0.75 0.84 0.79 0.70 0.85 

Country fixed effects Yes Yes Yes Yes Yes Yes 

Control for endogeneity  Yes Yes Yes Yes Yes Yes 

Elimination of first order autocorrelation Yes Yes Yes Yes Yes Yes 

Observations 272 167 105 272 167 105 

Number of countries 12 12 12 12 12 12 

 

Notes: FS=Full Sample; BC=Before Crisis; C=Crisis; EC= European Commission; EP=European Parliament. 

***p<0.01, **p<0.05 and *p<0.1. Data on growth of GDP per capita are missing for Greece from the 2nd 

semester of 2011 onwards. Thus, instead of 108, only 105 observations can be depicted. Data on the lagged first 

differences for debt over GDP are missing for the four time periods 1999-2000 and for Greece and Malta for the 

first semester of 2001. 
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Reference: Roth, Nowak-Lehmann and Otter (2013). Crisis and Trust in National and European Union Institutions–Panel Evidence for

the EU, 1999 to 2012, EUDO/RSCAS Working Paper 2013/31 , European University Institute.

Table 5.  

Sensitivity analysis for the baseline fixed-effects DFGLS model, EA12 

        

 

        

Row Specification change 

 

NG  NP  EC  EP Obs. Cou. 

       

    

Baseline regression           

  1 No change 

 

-8.4*** -7.6*** -3.6*** -4.0*** 105 12 

Exclusion of outliers 

       2 Spain 

 

-4.3 -6.7*** 1.0 1.0 96 11 

3 Spain+Greece 

 

-2.5 -5.7** 1.4 1.4 90 10 

4 Spain+Greece+Portugal 

 

-2.1 -5.6** 1.5 1.1 81 9 

5 EA4 

 

-3.3 -6.5** 0.3 0.3 72 8 

Restruc. of country sample 

       6 EU15 

 

-7.6*** -6.8*** -3.1*** -3.7*** 132 15 

7 EU27 

 

-1.9 -1.5 -2.9*** -2.9*** 240 27 

8 EU27 - Spain 

 

-0.8 -0.6 -2.6*** -2.5*** 231 26 

9 EU27 - EA4 

 

-0.7 -0.02 -2.0*** -2.1*** 207 23 

10 NMS12 

 

0.6 2.3 -2.0** -2.1** 108 12 

Restruc. of time sample 

       11 9-11/2007-11/2012 

 

-6.1*** -5.5*** -2.8*** -3.2*** 129 12 

12 10-11/2008-5/2012 

 

-7.3*** -6.3*** -2.2 -2.5** 94 12 

13 10-11/2008-11/2011 

 

-7.0** -6.4*** -2.7* -3.1** 83 12 

14 10-11/2008-5/2011 

 

-5.9* -6.0** -2.7 -3.5** 72 12 

15 10-11/2008-11-12/2010 

 

-9.4** -8.8*** -1.9 -1.9 60 12 

Incl. of additional variables 

       16 Sov. bond yields  

 

-9.2*** -8.0*** -4.3*** -4.6*** 105 12 

Alt. estimation strategies 

       17 OLS+TD 

 

-6.6*** -6.4*** -3.7*** -4.1*** 117 12 

18 OLS+TD+SBY 

 

-6.7*** -6.2*** -3.2** -3.7** 117 12 

19 OLS+TD+SBY+EB74 

 

-5.8*** -5.0 *** -1.6 -2.1 72 12 

Various alterations 

       20 Excl. special EB 71.1 

 

-7.5*** -6.6*** -3.7*** -4.1*** 93 12 

21 Net trust vs. trust 

 

-4.5*** -3.8*** -1.6** -2.1*** 105 12 

22 Inclusion of TD    -7.3*** -6.7*** -3.1*** -4.0*** 105 12 

 

Notes: EU=European Union, NMS=New Member States; NG=National Government; NP=National Parliament; 

EC=European Commission; EP=European Parliament; EA=Euro Area; TD=Time Dummies; SBY=Sovereign 

Bond Yields. EA-4 comprises Spain, Greece, Portugal and Ireland. ***p<0.01, **p<0.05 and *p<0.1.  



Table 6 

Unemployment and net systemic trust, fixed-effects DFGLS estimation, 2008-2014, EA12 

 
          

 

1 2 3 4 5 

Dependent Variable NG NP EC EP± ECB± 

Source EUI EUI EUI EUI JEI 

Unemployment -7.5*** -7.3*** -4.1*** -4.2*** -6.5*** 

  (1.81) (1.36) (1.11) (0.95) (1.25) 

Growth -3.1 -2.8 0.69 0.01 0.6 

 

(2.59) (2.07) (1.41) (1.28) (1.63) 

Inflation -1.9 -3.1 -4.8 -6.9*** -11.8*** 

 

(5.32) (4.15) (3.00) (2.71) (3.52) 

Government Debt 0.44 0.2 -0.66*** -0.51*** - 

  0.32 (0.24) (0.20) (0.17) - 

Election Dummy  Yes Yes - Yes - 

Durbin-Watson statistic 2.02 1.95 2.14 2.15 2.38 

Adjusted R-Squared 0.87 0.89 0.89 0.89 0.89 

Country fixed effects Yes Yes Yes Yes Yes 

Control for endogeneity  Yes Yes Yes Yes Yes 

Elimination of first order autocorrelation Yes Yes Yes Yes Yes 

Observations 119 119 119 119 119‡ 

Number of countries 12 12 12 12 12 

Notes: NG=Net Trust in National Government, NP=Net Trust in National Parliament, EC=Net Trust in European 

Commission, EP=Net Trust in European Parliament, ECB=Net Trust in European Central Bank, EUI=European University 

Institute, JEI=Journal of European Integration. ‡ In order to estimate net trust in the ECB with 119 observation the country 

case of the Netherlands in 5/2011 was dropped. This does not alter the results in any significant manner. 

Sources: Updated and merged econometric results until 5/2011 (by EB’s 79-81) in Roth, Nowak-Lehmann and Otter (2013); 

Roth, Gros and Nowak-Lehmann (2014).   
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5. Conclusions
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First, concerning trust in the NG and NP, the crisis has not led to a universal decline of trust. The
core countries from the EA12 such as Germany, Austria and the Netherlands have actually higher
trust levels in 5/2014 than before the crisis in 3-5/2008. The opposite is true for the periphery
countries for the EA12 (Spain, Greece, Portugal and Ireland) in which trust in the NG and NP
declined significantly, here in particular in Spain and Greece. Thus the alleged trust crisis in the
NG and NP is not an EU-scale crisis, but primarily manifests in the periphery countries of the
EA12.

Second, concerning trust in the EU institutions, although an overall moderate decline in trust in
the EC and EP can be detected among most EU27 countries, trust declines in the four periphery
countries of the EA12 Spain, Greece, Portugal and Ireland have been more pronounced than in all
other countries (cf. Cyprus), particularly in Spain and Greece. Thus, the alleged trust crisis in the
EC and EP has registered at only a modest scale throughout all member states of the EU; it is
primarily in the periphery countries of the eurozone, that the loss of trust has reached crisis
proportions.

Third, although the decline in systemic trust in the European Union institutions in the periphery
countries of the Euro Area has been pronounced, there is still a significant share of trust left
concerning the EU institutions. In contrast the steady decline in net trust in the national parliament
has already reached very low levels. Thus the more worrying trust crisis is the one in the national
democratic institutions, here in particular trust in the NP.

35

5.1 General empirical conclusions concerning trust decline
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i) When analysing an EU15/27 country sample, one detects moderate declines in

trust in the national government and parliament, but more pronounced declines

in relation to the European Commission and European Parliament since the start

of the crisis. This overall decline in population-weighted trust in all four trust

trends has strongly been driven by the countries of the EA12.

ii) Whereas in the core of the EA12 trust in the national government and

parliament has actually increased or remained unchanged, in its periphery trust

in the national government and parliament has fallen significantly and steadily

since the start of the crisis. This sharp and steady fall in the periphery explains

the overall moderate decrease of population weighted trust in the national

government and parliament in the EA12, EU15 and EU27.

iii) While trust in the European Commission and European Parliament has declined in

the core of EA12, in the periphery it has done so to a greater extent. Thus, the

overall pronounced fall of population-weighted trust in the European Commission

and European Parliament in the EA12, EU15 and EU27 is to a strong extent driven

by those four periphery countries.

5.2 Detailed empirical conclusions
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iv) Whereas the population-weighted trust trends in the core countries of the EA12

have followed their pre-crisis paths throughout the crisis, the population- weighted

trends in the periphery countries have departed from their pre-crisis paths since the

start of the crisis. This phenomenon applies in particular to the case of Spain and

Greece.

v) When analysing the drivers of trust with the help of a FE-DFGLS estimation within

an EA12 country sample and timeframe from 1999-2014, an increase of

unemployment turns out to be significantly and negatively associated with trust in

the national and EU institutions. For the EC and EP also debt over GDP negatively

related to trust.

vi) The highly significant and negative relationship between unemployment and trust is

strongly driven by the crisis period (2008-2014). The coefficients for trust in the NG

and NP are twice as high in the crisis period as in the pre-crisis period. The

relationship between unemployment and trust in the EC and EP is not even

significant in the pre-crisis period but highly significant in the crisis period.

vii) Within the EA12, whereas this highly significant and negative relationship between

unemployment and trust the NG, EC and EP throughout the crisis is strongly driven

by the country case of Spain, in which a significant increase in the unemployment

rate is strongly associated with a decrease of trust, the relationship between

unemployment and trust in the NP remains highly robust even after the exclusion of

Spain from the EA12 country sample.



viii) Whereas this highly significant and negative relationship between

unemployment and trust in the NG and NP remains robust throughout the whole

crisis period, the significant relationship between unemployment and trust in

the EC and EP is strongly driven by the time period from 2012 onwards, and thus

seems to be related to an increase of unemployment in the 2nd year of the

sovereign debt crisis in the euro area which started in 2010.

ix) The relationship between unemployment and trust in the NP holds strongly for

an EA12 country sample. Within the EA12, in times of crisis, a 1 percent increase

in unemployment rates is associated with a decrease of net trust of -7.3

percentage points.
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5.3 Coherence with previous empirical results
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First, our econometric results are in line with the empirical findings of Stevenson and Wolfers

(2011) who find that unemployment has a strong and negative effect on trust in public

institutions. In almost all regression results unemployment is a powerful predictor of trust.

When analysing the impact of an increase of unemployment on trust in the U.S. congress

from 1972 to 2010 the authors find a significant and negative effect of unemployment on

trust with the size of the coefficient ranging from -0.89 to -1.36. The range of size of the

reported coefficient is only slightly smaller than our estimated coefficient for trust in the

national parliament of -1.4 This coefficient range is however significantly smaller compared

to our coefficient of -3.5 throughout the crisis period.

Second, our results concerning the impact of the crisis on trust in the EC are ambivalent: they

confirm and contradict the findings by Wälti (2012). When replicating his estimation and

estimating a crisis time period until 11-12/2010, we confirm the non-significant relationship

between unemployment and trust in the EC. However, when estimating a longer crisis time

period until 5/2014, we are able to reject his empirical findings that a decline in trust in the

EC is not significantly related to an increase in unemployment.



Coherence with previous empirical results, continued
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Third, the importance of the unemployment coefficient has been confirmed by Roth et al. (2014)

for trust in the ECB and Gomez (2015) who finds a significant effect of unemployment on an

index for support for the EU for an EU27 country sample (c.f. Armingeon and Ceka 2014;

Armingeon and Guthmann 2014). In addition to the unemployment rate as published by the

European statistical office Eurostat, citizens’ perceptions of the personal unemployment situation

(Guiso et al. 2014; Polavieja 2013; c.f. Torcal 2014) has also been found to be a significant

determinant of the decline in trust.

Fourth, our results find no evidence of a universal trust crisis in the European institutions across

the continent among the “northern creditors” and southern “debtors” as claimed by Torreblanca

and Leonard (2013a, b). In addition our results put into question the claim that the crisis is per se a

trust crisis in the European institutions (Pew Research Center 2013; Torreblance and Leonard

2013a, b; Traynor 2013). Such claims fail to recognize the trust crisis in the national democratic

institutions, which is indeed more worrying.

Fifth, a needed reduction in unemployment rates should be associated with enhancing fairness

(Stiglitz 2012) and government effectiveness and the rule of law and effectively controlling

corruption (Munoz 2014). In this respect, the OECD has set up a whole trust strategy, identifying

amongst others, the two dimensions of integrity (control of corruption) and fairness (OECD

2014).



5.4 Application to most recent Euro Area Crisis

• Applying the combined scenario by Kaltenthaler et al. (2010: 1262) and Newton (2001: 205) the

empirical evidence clarifies that in particular the Spanish and Greek trends in net trust in the NP

in times of crisis should be considered worrisome for the legitimacy of these two institutions. In

addition, in both countries, this pronounced decline in trust in the NP is associated with a

pronounced decline in satisfaction with democracy, an incidence exclusively detected in those

two countries within the EA12.

• In Greece, in the seventh year of the crisis (in January 2015), at a time at which net trust in the

national parliament already declined by 69 percentage points and stood at a net level of -71

percent, a newly established party from the populist left (Syriza) managed to form the

government with an almost absolute majority.

• Being a debtor country within the EMU and being confronted with 26 percent unemployment

and a debt load of 174 percent per GDP, the newly established government from the populist left

repeatedly stressed its willingness to default on its debt, if necessary. More importantly, the

ongoing discussions on a potential default has already created strong political tensions among

the member countries of EMU. If these political tensions not ease off in the short to medium run,

they will most likely affect the political unity among the political elites of the member countries

and will thus weaken the glue that holds currency unions such as EMU together (Bordo and

Jonung 2003; Jonung 2002).

i)  Loss of legitimacy
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• In Spain an opposition to the well-established democratic parties (Peoples Party and

Spanish Socialist Workers Party) in the national parliament emerged from outside the

Spanish party system within the 15-M social movement.

• In January 2014, this social movement established itself as a new party from the

populist left under the name Podemos. Whereas polls by El Mundo in November 2014

predicted that Podemos would be able to win the largest share of votes (28.3 percent)

in the upcoming national parliamentary elections (Buck 2014), polls by Metroscopia in

March 2015 indicate that Podemos has already lost a significant share of votes (22.5

percent), although still securing the largest share of votes (Kennedy 2015).

• Podemos has already managed to nominate the mayors of Madrid and Barcelona

within left-wing coalition agreements.

• The Spanish national elections will be hold at the end of 2015. If a populist left party

such as Podemos manages to become the strongest political force in Spain, and if it

potentially manages to form the new government within a coalition government, this

would increase the existing political tensions between the member countries of the

EMU. With Spain being the 4th largest economy in EMU, such tensions would more

significantly affect the political unity of the member countries of EMU, than those

currently witnessed in the Greek case.

i)  Loss of legitimacy, continued
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• The Greek case indicates that low levels of systemic trust are indeed an important obstacle to deep

structural reforms (the conditionality for the loan agreements with the three institutions - EC, ECB

and the International Monetary Fund). At the time the structural reforms should have been

implemented by the Papandreou government from May 2010 onwards, a large majority of Greek

citizens already mistrusted their parliament (Roth 2011). Thus back then it was already clear that

implementation of the structural reforms as envisaged by the institutions had a high probability of

failing as they were implemented in opposition to citizens and not with the mutual consent of the

citizens (such as occurred in Sweden in the 1990s). Indeed, in line with the theoretical arguments,

the opposition of Greek citizens provoked a boycott of the implemented austerity measures and led

to a political business cycle.

• In general, low levels of trust in the national parliaments in the EA12 countries, including those of

two large economies France and Italy, pose an obstacle to implementing structural reforms in these

economies in times of crisis. It seems common sense that deep structural reforms should not be

initiated, given such low levels of systemic trust in order to back the political stability/legitimacy of

their respective national parliaments. A destabilisation of these respective national parliaments in

times of crisis would only add fuel to the fire of parties from the radical right in France (Front

National) and the populist left in Italy (Five-Star Movement). Given these condition of political

uncertainty in France and Italy, the widening competitiveness gap vis-à-vis Germany needs to be

largely closed via a German revaluation.

ii)  Trust as a prerequisite for an economy’s long-term fiscal sustainability
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6. Restoring systemic trust

• In order to restore systemic trust in the periphery countries of the EA12 in times of crisis a

reduction of unemployment would be necessary.

• Structural unemployment would need to be tackled at the national level (Baldwin and Wyplosz

2012) through the implementation of structural labor market reforms, and adequate policies

fostering the re- and upskilling of the labor force (Draghi 2014; European Commission 2014a, b).

• The policy initiative by the European institutions to stimulate aggregate demand in order to tackle

cyclical unemployment within the EA via a mix of monetary policy (Draghi 2014) and expansive

fiscal policy via an investment plan for Europe (European Commission 2014 c, d; Fichtner et al.

2014) will help to restore citizens’ systemic trust. However, this depends on the volume of jobs

generated. Important prerequisite for policy initiative at EU level: public support for the euro

endures at high levels in times of crisis.

• To reduce cyclical unemployment in the medium-run, the competitiveness concerning unit labor

cost gap between the Euro Area periphery vis-a-vis Germany needs to be closed (De Grauwe

2013b, 2015). Given the already political unstable situation in the periphery countries of the EA12

(but also problematic situation in France and Italy) a continuation of the asymmetric ongoing

internal devaluation will be politically unsustainable and thus does not represent a viable option

(De Grauwe 2013b: 39, 2014: 132; O’Rourke and Taylor 2013; Sinn 2014: 138-139). Scholars

agree that an internal devaluation within the periphery countries and a strong revaluation within

the core countries (i. p. Germany) would be needed (De Grauwe 2015; Fratzscher 2014).

• In the long-run: competitive gap concerning public and private intangible capital investments

between periphery and core countries needs to be closed (O’Mahony and Roth 2015).
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