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Fiscal Rules Compliance and Trust in 
Institution in Eurozone:  
The Case of European Central Bank 
 
Summary: The institutional and policy features of Eurozone represent a field of
special interest to analyse the process of integration. The aim of this study is to
investigate on the existence of a trade-off between the compliance to fiscal rules 
and trust as a proxy of institutional legitimacy in Eurozone. At this scope, the
relation between trust in the European Central Bank (ECB) and structural adjust-
ment, together with unemployment and inflation in 11 Eurozone countries from
1999 to 2013, is tested. The empirical results showed that: (i) discretionary policy 
measures have an opposite sign impact on trust; (ii) in peripheral countries, the
structural adjustment is the main variable affecting trust in ECB; (iii) unemploy-
ment plays a key role; and (iv) deviation from the objective of 2% of inflation is 
not significant. These outcomes prove the existence of a trade-off between the 
fiscal rules commitments and the European institutional consolidation process. 
Key words: Trust, ECB, Fiscal policy, Eurozone.

JEL: D63, E02, E31, E63.
 
 
 
 
 
 
Trust in institutions is a basic feature of modern democracies and plays a key role in 
guaranteeing social, economic, and political stability. Since 1973, the European Com-
mission has monitored the evolution of public opinion in the member states through 
the Eurobarometer, which is a biannual survey covering a wide range of topics. It in-
cludes questions ascertaining to what extent European citizens tend to trust their deci-
sion-making bodies. 

The aim of this paper is to evaluate up to what extent does the compliance to 
fiscal rules has an autonomous capacity in affecting trust in the European Central Bank 
(ECB) in addition to the usual macroeconomic indicators such as unemployment and 
inflation. To achieve this objective, net trust in ECB is associated with structural public 
balance adjustment together with unemployment and inflation in 11 Eurozone coun-
tries from 1999 to 2013. The empirical results indicated that: (a) restrictive discretion-
ary policy measures have a high, negative impact on trust in ECB and vice-versa; (b) 
unemployment plays a key role; (c) the deviation from the objective of 2% of inflation 
does not appear to have any relation with the dependent variable when considering the 
subsample from peripheral countries, namely Greece, Ireland, Italy, Spain, and Portu-
gal; and (d) the structural adjustment is the main variable affecting trust in ECB. 
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The paper is organized as follows: Section 1 recalls the main literature findings 
on trust and economic outcomes. Section 2 presents the rationale behind the estimates. 
Section 3 contains the empirical analysis. After gathering the raw data, it was then 
divided into two subsections: Subsection 3.1 describes the data and methodology, 
whereas Subsection 3.2 separately presents the results for the whole sample and for 
the peripheral countries. Finally, the conclusions are drawn in Section 4. 
 
1. Trust in Institutions and Economic Outcomes: The Literature 
Background 

 

The prevailing literature analyses on trust through the “vote and popularity” function, 
according to the soundness of an institution, are examined on the basis of both eco-
nomic and political determinants. Since the 1970s, the “rationality hypothesis” and the 
centrality of “economic man” led most authors to mainly concentrate on the economic 
side of the analysis. The uncontroversial result is that the two main variables consid-
ered to be relevant to trust or the so-called “big-two” (Martin Paldam 2004) are infla-
tion and unemployment. Both variables are believed to negatively affect the level of 
trust. 

However, recent contributions using different empirical techniques and concen-
trating especially on national governments and parliaments have reached mixed results 
regarding trust in institutions (Peter Nannestad and Paldam 1994). According to these 
contributions, citizens: (1) are mainly “sociotropic” or are interested in the economic 
situation of the whole nation; (2) are retrospective with static expectations; and (3) 
assign greatest importance to the unemployment rate (Linda G. Veiga and Francisco 
J. Veiga 2004). Conversely, David Sanders (2000) found that by studying the British 
case, expectations about the economic future play a key role in affecting net trust in 
national governments. Gebhard Kirchgässner (2009), through the examination of the 
behaviour of German voters, found that up to 1998, unemployment and inflation had 
opposite sign effects on trust. In contrast with the Schröder Government, the results 
were changed as unemployment became non-significant and the inflation rate switched 
to the opposite direction. The increase in the inflation rate correspondingly increased 
the net trust in government. Betsey Stevenson and Justin Wolfers (2011) analysed the 
decline of trust in USA public institutions from 1972 to 2010, which are also docu-
mented through the National Election Studies by Arthur H. Miller (1974), John R. 
Alford (2001), and Pew Research Center (2010), over the business cycle and con-
firmed the procyclical nature of trust. 

The same approach has been used to analyse trust in European institutions, 
which are considered as a whole. However, as the birth of the Eurozone is relatively 
recent, empirical analysis started in 1999 and applied panel data methodology with the 
aim of capturing the degree of strengthening of European institutions. John Hudson 
(2006) conducted a microeconomic empirical study, which demonstrated that although 
trust is endogenous with respect to the performance of the institution, changes in the 
individual’s personal economic circumstances have an impact on trust. Adopting a 
macroeconomic perspective, Justina A. V. Fischer and Volker Hahn (2008) concen-
trated on trust in the ECB using the Eurobarometer data from 1999 to 2004. In the 
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period preceding the financial crisis, the main issue defining trust in the ECB was the 
inflation rate (positive sign), although some real variables, namely gross domestic 
product (GDP) and unemployment, have to be taken into account. With the outbreak 
of the financial crisis, the issue of trust and its link with the economic variables became 
increasingly important. Sébastien Wälti (2012) empirically showed that the decline of 
trust in ECB appears to be significantly evident in countries experiencing increasing 
sovereign bond yields and financial turbulence. This leads to the seemingly counterin-
tuitive result that country-specific variables affect trust in a supranational institution. 
Michael Ehrmann, Michel Soudan, and Livio Stracca (2013), through a microfounded 
empirical model that takes into account the numerous factors affecting personal eco-
nomic situations, proved that the decline in trust in ECB is due to the combination of 
the following three effects: (i) the deterioration in the economic condition during the 
crisis; (ii) the overall decline in public trust in the European project during the crisis, 
because citizens perceived Europe as being unable to address issues related to the 
global crisis; and (iii) the fact that the ECB was associated with the problems of the 
financial sector. However, they concluded that the evolution of the macro-economy is 
sufficient to explain the decline in trust and that there was no sufficient change in the 
regularities of the coefficient between normal and crisis times. Focusing on the insti-
tutional commitments of the ECB, Karl Kaltenthaler, Christopher J. Anderson, and 
William J. Miller (2010) concluded that the lack of trust of European citizens in the 
ECB is due to: (a) the deterioration of the economic situation; (b) the decline in trust 
in the European project; and (c) the association of the ECB with the problems in the 
financial sector (Kaltenthaler, Anderson, and Miller 2010). The first two factors are 
also relevant to non-crisis times. With regards to the institutional commitments of a 
central bank, Muhammad A. Hayat and Étienne Farvaque (2011) estimated the proba-
bility of removal of a central banker in 103 countries all over the world. The main 
conclusion is that “‘central bankers’ removals are related to banking and currency cri-
ses, to elections and the change in the strength of democracy, and to inflation perfor-
mance and globalization” (Hayat and Farvaque 2011). 

Felix Roth (2009) and Roth, Felicitas Nowak-Lehmann D., and Thomas Otter 
(2011) analysed the determinants of trust of all three European institutions, namely the 
ECB, European Commission, and European Parliament. Aside from inflation and un-
employment, they considered a set of macroeconomic variables, such as debt and GDP 
growth, as possible determinants. They concluded that unemployment and growth af-
fect the citizens’ trust, whereas government debt and inflation do not have any effect 
during periods of economic distress. In particular, Daniel Gros, Nowak-Lehmann D., 
and Roth (2014) detected a negative and significant relationship between unemploy-
ment and trust in the ECB during crisis using a panel data analysis on 12 Eurozone 
countries. This loss of trust is strongly driven by the significant increase in unemploy-
ment rates in the four peripheral countries, namely Spain, Ireland, Greece, and Portu-
gal. 

The effect of discretionary policy measures on trust in European institutions has 
not been analysed yet with a macroeconomic perspective in the years before the crisis. 
There is a lot of literature – starting from the seminal contribution of James M. Bu-
chanan and Gordon Tullock (1962) – referring to the subordination of public 



 

28 Rosaria Rita Canale and Giorgio Liotti 

PANOECONOMICUS, 2019, Vol. 66, Issue 1, pp. 25-39 

expenditure to the consensus mechanism. The main idea is that, as the aim of govern-
ment officials is to be re-elected, they resort to using public resources to increase the 
number of their votes, rather than to reach targets of true public interest. The literature 
refers also to an increase in confidence linked to fiscal retrenchments: it boosts both 
private consumption and investment and therefore growth and employment. The in-
crease in confidence is not directly tested, but it is the channel through which a reduc-
tion in the public deficit is supposed to cause an increase in aggregate demand. These 
conclusions are drawn from the study by Robert J. Barro (1974) and are called Keynes-
ian effects of non-Keynesian fiscal policies, wherein if an increase in consumption and 
investment is observed during a period of fiscal retrenchments, it proves that individ-
uals and firms have revised their permanent income upward and that the cause of this 
revision is the consolidation of public finances. The effects of fiscal consolidations are 
assured by a kind of “super-Barro effect”, according to which fiscal contraction has a 
more than proportional effect on permanent income via the increase in confidence 
(Francesco Giavazzi and Marco Pagano 1990; Rosaria Rita Canale et al. 2008; 
Mariangela Bonasia and Canale 2015). If this relation were true, an increase in trust 
during periods of fiscal consolidation programmes should be detected. A reverse cau-
sality was detected by Yasemin Özerkek and Sadullah Çelik (2010). Furthermore, 
Klaus Armigeon, Kai Guthmann, and David Weisstanner (2016) found a direct link 
between internal devaluation and the lack of support for both national and suprana-
tional governments in the Eurozone – individuating in the impossibility to choose be-
tween alternatives, which is the key to interpret the weakening of democracy in the last 
years.  

 
2. The Fiscal Policy Framework and the Trust in the European 
Institutions: The Rationale behind the Estimates 
 

The policy framework in Eurozone is the most faithful implementation of the ineffec-
tive fiscal policy theoretical principles, because public expenditure is unable to change 
the equilibrium income in the long-run. It is better to avoid the real financial instability 
derived from the excessive issue of public debt. Fiscal discipline is a prerequisite for 
long-term stable growth. National governments belonging to the Economic and Mon-
etary Union (EMU) are supposed to respect rigid parameters and cannot freely use 
fiscal policy. 

The EMU is the only one that is adopting fiscal rules at a supranational level, at 
it is seen as an instrument of external discipline as a substitute or complement to do-
mestic discipline. As a matter of fact, there are a number of externalities specifically 
linked to the presence of a common currency, namely: (1) incentive to run deficits with 
a fixed-exchange rate; (2) the existence of a financial cost of debt default due to banks 
holdings of government debt; and (3) the presence of economic costs of a debt default 
due to the pressure on the ECB to inflate away. 

Increasing public deficit to be financed by additional debt is likely to produce 
asymmetrical macroeconomic effects among EMU countries. In the absence of a 
shared policy mechanism, it is desirable to have common rules to avoid inflation con-
tagion and sudden stops in capital flows. Increasing reliance on rules improves 
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predictability, addresses political failures, increases credibility, and enforces coordi-
nation among different countries. In this context, national governments do not have 
the autonomous ability to manage fiscal policy for internal purposes. Countries are 
forced to implement fiscal retrenchments and structural public balance adjustments 
when their parameters are above the threshold, thus transforming fiscal policy from a 
policy instrument into a policy objective. All the countries in our samples experienced 
periods of structural adjustments. Majority of them started to implement discretionary 
fiscal policy measures before the crisis. However, the measures increased after the 
crisis, especially in the countries experiencing a greater decline in their general mac-
roeconomic conditions. Following the argument of the paper, it has a great role in de-
fining the wave of trust in each country. When structural adjustments are implemented 
because of supranational fiscal rules, citizen perceive that the constraint of the Euro-
zone reduces their ability to choose the action of their governments and attribute the 
responsibility of restrictive fiscal measures to the European institutions. When on the 
contrary, as the fiscal expansions are implemented, the average trust increases, thus 
increasing their support to the European consolidation process.  

In other words, in the absence of a shared policy action, as citizens perceive the 
conflict between internal and supranational interest, they attribute the responsibility of 
internal devaluation to European institution. This is not in contrast with the fact that 
citizens may attribute responsibility or merit of internal condition to national govern-
ments, but rather, it is a sign of awareness that whatever the national past and present 
responsibilities or the merits about public account dynamics are, the European policy 
framework is given and it provides the future threshold in which the national policy 
can move (Armigeon, Guthmann, and Weisstanner 2016). In a country outside the Eu-
rozone, policy authorities can choose between a set of options – implying a higher or 
a lower level of sacrifice either in the short- or in the long-run. The crucial difference 
between the currency union countries is the absence of choice regarding fiscal policy 
options, which therefore implies that trust in European institutions can be autono-
mously analysed with respect to the national governments. It can be considered as a 
by-product of the consent registered by national governments, and it can also be inter-
preted as the judgement toward the ability of national policy authority to pursue inter-
nal objectives in presence of external constraints. As a matter of fact, the conflict arises 
when the trade-off between internal goals and the compliance to rules forces govern-
ments to choose the latter in deciding to exit the EMU. Under this matter, the case of 
the Greek referendum in July 2015 is emblematic: despite the fact that majority of the 
population voted “no” to the reforms and structural adjustment programs proposed by 
the “Troyka”, the government was bound to avoid the departure from the EMU (Ar-
migeon, Guthmann, and Weisstanner 2016). 

 
3. Empirical Analysis 
 

This paper focuses on Austria, Belgium, Finland, France, Germany, Greece, Ireland, 
Italy, Netherlands, Portugal, and Spain and covers the time span from 1999 to 2013. 
These countries share the common currency from the beginning except Greece, which 
joined the Euro only in 2001. Following the literature on the Eurozone, Luxembourg 
is excluded from this analysis due to its particular real and financial features (Paul De 
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Grauwe and Yumei Ji 2013). These 11 Eurozone countries were considered as they 
share the same policy rules from the introduction of the common currency. The policy 
framework of the Eurozone suggests that compliance to rules is necessary to share a 
common and reliable currency, and it forces each country to implement fiscal retrench-
ments every time the thresholds are not met and provide the “permission” to expand 
fiscal deficits when otherwise. Therefore, they represent a homogeneous sample in 
which the opinions about the policy choices were evaluated from.  

 
 

 
 

Notes: We used data from Standard Eurobarometer number 51 to Standard Eurobarometer number 80.   
 

Source: Authors’ calculation based on data from European Commission (2013)1. 
 

 

Figure 1  Net Trust in ECB: Time Dynamics 
 
The description of the two main variables considered provides a glimpse of the 

argument presented in this study. In Figures 1 and 2, the net trust for ECB, or the 
difference between the percentages of those who trust and of those who do not trust in 
ECB, and structural adjustment are presented in respective time dynamics. Here, the 
net trust is calculated as the percentage of all the population interviewed by using raw 
data available on the European Commission website (Standard Eurobarometer). In the 
empirical analysis, further steps in calculating the indexes are presented. 

The structural public balance adjustment is the change in structural public bal-
ance that occurred in the present and in the past, and it is the measure of the nature, 
either expansionary or restrictive, and the amount of discretionary policy measures. 
Following the Organization for Economic Co-operation and Development’s (OECD) 
definition, the decomposition of the public budget into current, cyclical, and structural 
components is aimed at separating cyclical from non-cyclical influences on the budget 
balance resulting from the divergence between actual and potential output or the output 
gap. As a consequence, changes in structural budgets “can be seen as a cause rather 

                                                        
1 European Commission. 2013. Standard Eurobarometer. http://ec.europa.eu/commfrontoffice/pub-
licopinion/archives/eb_arch_en.htm (accessed November 27, 2015). 
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than an effect of output fluctuations and may be interpreted as indicative of discretion-
ary policy adjustments” and therefore as exogenous measures (OECD 2002)2. 

 
 

 
 

 

Source: Authors’ calculation based on data from International Monetary Fund (IMF 2013)3. 
 

 

Figure 2  Structural Adjustment: Time Dynamics 
 
Following the Eurobarometer survey, data on trust are collected biannually, 

whereas data on structural adjustment are collected annually; hence, the half-yearly 
observations were derived through the interpolation method (Erik Meijering 2002). 

In the two graphs, the hollow circles indicate data on net trust in ECB and struc-
tural adjustment, respectively, in each country in the time span considered, whereas 
the continuous line indicates the average values for the whole sample. Figure 1 shows 
that the average net trust ranges from approximately -50% to +50%, while the struc-
tural adjustment depicted in Figure 2, varies from +5% to -5%, and only Greece 
reached a value of about 7%. At the launch of the Euro, average net trust was positive 
and rather stable with slight differences among single countries. In the second decade 
of 2000s, the differences increased and net trust started to decline, reaching the average 
negative values at the end of 2011. The structural adjustment shows a wider range of 
oscillation among countries in the time span considered. At the eruption of the crisis 
in the second half of 2007, its average value decreased, indicating average expansion-
ary discretionary fiscal policies. However, after a year and a half, restrictive fiscal 
measures were implemented, especially in some countries, and the line representing 
the average became upward sloped. 

After the first initial shock coming from the crisis during which there was a 
short period of tolerance and in the absence of a common fiscal authority, spendthrift 
countries were forced to implement fiscal retrenchments in the conviction that a sound 

                                                        
2 Organization for Economic Co-operation and Development (OECD). 2002. Glossary of Statistical 
Terms. http://stats.oecd.org/glossary/detail.asp?ID=3343 (accessed December 10, 2015). 
3 International Monetary Fund (IMF). 2013. World Economic Outlook Database. 
http://www.imf.org/external/pubs/ft/weo/2013/02/weodata/index.aspx (accessed March 02, 2017). 
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public finance is a prerequisite for the stability of interest rates and long-term stable 
growth (Miroslav Prokopijević 2010; Casimir Dadak 2011). 

According to the figures presented, average net trust and structural adjustments 
vary in the opposite direction: the heterogeneity across countries does not alter the 
picture as the average values and the width of the biannual observations are associated 
with opposite sign average values and similar width of the biannual observation of the 
second variable. The data presented in the graphs paved the way for an empirical model 
by taking into account the heterogeneity across countries both in terms of individual 
features and time in which exogenous measures are implemented. It seems counterin-
tuitive that national policy measures define trust in supranational institutions. How-
ever, the former are always implemented by taking into account the supranational con-
straints. 

 
3.1 Data and Methodology 
 

The countries included in our study were Austria, Belgium, Finland, France, Germany, 
Greece, Ireland, Italy, Netherlands, Portugal, and Spain, wherein most of which joined 
the Euro since its establishment. However, Greece joined the Euro only in 2001. 

Net trust in ECB is regarded as a dependent variable and is collected from the 
standard Eurobarometer dataset (European Commission 2013). The standard Euroba-
rometer was established in 1973. Each survey consisted of approximately 1,000 face-
to-face interviews per member state and reports published twice yearly – with the ex-
ception of Germany, Luxembourg, and United Kingdom including Northern Ireland, 
which had 1,500, 500, and 1,300 interviews, respectively. The question in the standard 
Eurobarometer survey with which our study is concerned in is: “For each of the fol-
lowing European bodies, please tell me if you tend to trust it or tend not to trust it”. 
The possibility of responding “I don’t know” was also considered. The answers re-
garding trust in ECB were recorded.  

To calculate the measure of trust ranging from zero to 100, two measures were 
considered in the estimates: the first measure, or net trust, was calculated as the differ-
ence between the percentages of those who answered “tend to trust” and those who 
replied “tend not to trust”. The percentage is calculated on the total population inter-
viewed. Hereafter, the indicator is called NTP (from “Net Trust as a percentage of total 
population” including “don’t knows”) (Gros, Nowak-Lehmann D., and Roth 2014). 
The second indicator is calculated as the ratio between net trust and the sum of those 
who answered “tend to trust” plus those who answered “tend not to trust” (Wälti 2012). 
Hereafter, the indicator is called NEDK (from “Net Trust as a percentage of total pop-
ulation” excluding “don’t knows”). The two methods are quite different as the NTP 
indicator is calculated as a percentage of total interviewees, while the NEDK index is 
calculated as a percentage of those who show some knowledge about European insti-
tutions. The NTP indicator is not affected by the size of the sample, but it includes 
even those who do not have enough information to astutely express an opinion. The 
NEDK index overcomes this limit, but it is biased due to the change in the number of 
those who know nothing about the institutions concerned. Each of these two indicators 
captures different views of the interviewees, thus assigning a different meaning to the 
“don’t knows”. The NTP indicator is supposed to be included as it expresses a sense 
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of dissatisfaction towards the institutions’ performance. On the other hand, NDEK in-
dicator is supposed to be excluded, because there are not enough instruments to express 
a judgement. If the results regarding the two indicators were similar, it would prove 
that the dissatisfaction towards the European institution cannot be imputed to igno-
rance. 

The data on structural balance were collected from the International Monetary 
Fund database (2013). Structural adjustment was computed as the difference between 
two consecutive structural balances SAt,i = SBt,i – SBt-1,i, where SAt,i is the structural 
adjustment occurring between the final year t and the initial t1-1 in the 𝑖th country, and 
SBt,i and SAt-1,i are the structural balances as percentages of the output potential in the 
current and preceding years, respectively. A positive value of SAt,i corresponds to the 
implementation of restrictive discretionary fiscal policy measures, whereas a negative 
value indicates expansive discretionary fiscal policy measures. In addition, as sug-
gested by the standard literature about the “popularity function”, inflation and unem-
ployment were included. Data about unemployment and inflation are available in the 
Eurostat (2015) website4. As the standard Eurobarometer is a biannual survey, the 
sample period dates from the first six months of 1999 until the last six months of 2013. 
However, structural adjustment is computed as the difference between the structural 
balance at time 𝑡 minus the structural balance at time 𝑡-1, so that 𝑡 = 29, 𝑛 = 11, making 
a total of 319 observations. The same occurs for the lagged dependent variable. As the 
Eurobarometer survey is carried out twice a year, during April and October, May and 
November, or June and December, the independent variables had to be transformed to 
make them consistent with the dependent variables. Inflation and unemployment were 
calculated as the averages between the months before two consecutive surveys were 
conducted. For instance, when surveys were conducted in June and December, the ex-
planatory variables were calculated as the monthly averages between May and No-
vember. Furthermore, the data on inflation deviated from the ECB target value of 2% 
(Wälti 2012). Finally, the data on Structural Balance, and hence Structural adjustment, 
were collected annually, and the missing values were calculated using the linear inter-
polation method as previously stated: 

 

NTi,t = αi + β1NTi,t-1 + β2UNi,t + β3INFi,t + β4SAi,t + εi,t. (1)
 

NT or net trust in ECB is measured using the NTP indicator or the NEDK indi-
cator, wherein UN refers to unemployment, INF refers to inflation, SA refers to struc-
tural adjustment, and εi,t represents the error term. The suffix t indicates the time period, 
and i represents each country. In Equation (1), αi is the constant term considering het-
erogeneity across countries, β1 is the coefficient of the lagged dependent variable in-
troduced in the regression to account for autocorrelation and both institutional and na-
tional specific factors affecting the net trust in each single country, and β2, β3, and β4 
are the coefficients of the independent variables. The empirical methodology adopted 
is a panel regression, which included countries and time fixed effects. The countries 
and time fixed effects are introduced, because of the assumption that each country is 
different and had different experiences during these years in regard to both macroeco-
nomic context and the time in which the shocks occurred. These hypotheses prevented 
                                                        
4 Eurostat. 2015. Database. http://ec.europa.eu/eurostat/data/database (accessed November 15, 2015). 
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the individual aggregate trends, which are not connected to causal relationships, to 
affect the estimates. The goodness of these two assumptions is confirmed by post-
estimation tests rejecting the null hypothesis of zero joint time coefficients and by the 
Jerry A. Hausman (1978) test. 

 
3.2 Empirical Results 
 

As stated above, two indicators, namely NTP and NEDK, were taken into account. 
Table 1 presents the estimation results of Equation (1). 
In Table 1, the results of the coefficients for the NTP indicator are as follows: (i) un-
employment is significant and has a negative sign (β2 = -0.896); (ii) inflation is not 
relevant; and (iii) discretionary policy measures increase trust when they are expan-
sionary and reduce trust when they are restrictive (β4 = -0.846). 
 
Table 1  Net Trust in the ECB and Macroeconomic Indicators (1999-2013): Whole Sample 
 

Independent variables NTP indicator NEDK indicator 

Constant 15.4762*** 
(3.444)

21.514*** 
(3.635)

NTt-1 
0.602*** 
(0.049)

0.558*** 
(0.050)

UN 
-0.896*** 
(0.232)

-1.466*** 
(0.269)

INF 0.005 
(0.609)

-0.469 
(0.560)

SA 
-0.846** 
(0.379)

-1.022** 
(0.413)

Observations 319 319 

Number of groups 11 11 

R-squared 0.8963 0.8836 

 

Notes: Standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. The NTP indicator is calculated as the difference 
between those who trust minus those who do not trust and is expressed as a percentage of the total population interviewed. 
INF and UN are calculated as the average of monthly data between the month before the fieldwork t and the first month after 
the fieldwork t-1. Monthly INF data are calculated as the deviation from the 2% ECB target. SA is the difference between 𝑆𝐵 
at time t and 𝑆𝐵 at time t-1. 

Source: Authors’ estimation.  
 

When considering the NEDK indicator, the following values were derived: (a) 
β2 = -1.466; (b) β3 is not significant; and (c) β4 = -1.022. According to the study par-
ticipants who were capable of evaluating the monetary policy body behaviour, unem-
ployment and structural adjustment have a greater impact on net trust. 

The same empirical estimates were performed for the peripheral countries, as 
shown in Table 2. The structural adjustment appears to be the variable that greatly 
influenced trust in ECB. The coefficient had greater values, which are β4 = -2.105 and 
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β4 = -2.571 for NTP and NEDK indicators, respectively, as compared with the previous 
estimates. Citizens who stated they knew how Eurozone functions appear to individu-
ate a stronger link between national discretionary policy measures and net trust in 
ECB. 

To check for the robustness of the results under the methodology adopted, the 
test for heteroskedasticity based on Breusch-Pagan (Travor S. Breusch and Adrian R. 
Pagan 1979, 1980) and Cook-Weisberg (R. Dennis Cook and Sanford Weisberg 1983) 
tests has been performed on all the regressions. The hypothesis of constant variance is 
accepted for all of the tests. 
 
Table 2  Net Trust in the ECB and Macroeconomic Indicators (1999-2013): Peripheral Countries 
 

Independent variables NTP indicator NEDK indicator 

Constant 28.704 *** 
(5.972) 

40.052 *** 
(7.807)

NTt-1 
0.357*** 
(0.087) 

0.296*** 
(0.090)

UN 
-0.654* 
(0.353) 

-0.456 
(0.449)

INF 1.084 
(0.966) 

0.618 
(1.230)

SA 
-2.105*** 
(0.574) 

-2.571 *** 
(0.730)

Observations 139 139 

Number of groups 5 5 

R-squared 0.9176 0.8982 

 
 

Notes: Standard errors in parentheses; *** p < 0.01, ** p < 0.05, * p < 0.1. The NTP indicator is calculated as the difference 
between those who trust and those who do not trust and is expressed as a percentage of the total population interviewed. 
INF and UN are calculated as the average of monthly data between the month before the fieldwork t and the first month after 
the fieldwork t-1. Monthly INF data are calculated as the deviation from the 2% ECB target. SA is the difference between 𝑆𝐵 
at time t and 𝑆𝐵 at time t-1. 

Source: Authors’ estimation. 
 
Furthermore, the presence of cross-sectional dependence was verified through 

the Milton Friedman (1937), Edward W. Frees (1995), and M. Hashem Pesaran (2004) 
tests. The null hypothesis of cross-sectional independence is accepted for all the esti-
mations (John C. Driscoll and Aart C. Kraay 1998). Furthermore, supposing that the 
variance of the coefficient estimates could be inflated by multicollinearity among the 
predictors, especially between unemployment and structural adjustment, the variance 
inflation factor and the correlation matrix were computed (Canale and Giorgio Liotti 
2015). Variance inflation factor had values that are below 5 in which the variables 
performance as a whole and their reciprocal relationship were both considered. There-
fore, the hypothesis of multicollinearity is rejected. Finally, the correlation between 
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the structural adjustment and each individual error term of the regressions are very 
low, which indicates that it can be considered as an exogenous regressor. However, 
this can be attributed to the nature of the variable, which is defined as the government 
autonomous decisions. 

Based on the results, a trade-off between fiscal rule compliance and trust in ECB 
exists. When fiscal parameters require structural adjustments, it causes a decrease in 
net trust; and when countries, on the contrary, have room to expand fiscal deficit, citi-
zens perceive Eurozone not as a “coercive” framework, and therefore they increase 
their trust in its main institution. This result is reinforced for peripheral countries, 
which perceived that the renunciation of the policy autonomy is made in exchange of 
greater losses rather than greater gains.  

 
4. Conclusion 
 

Trust is a very important feature of democratic institutions, as it measures the percep-
tion of how such institutions serve the public interest. The institutional structure of the 
Eurozone offers a very particular field of investigation, allowing the degree of integra-
tion of national economies into a supranational cohesive framework to be evaluated. 
Therefore, the question of up to what extent European do citizens hold the ECB re-
sponsible for their national economic situation can be raised. 

The aim of this paper is to evaluate the existence of a trade-off between fiscal 
rules compliance and institutional legitimacy in the Eurozone to estimate if the citizens 
believe that being member of the Eurozone leads to more losses rather than gains. The 
results help to understand what could contribute to a more trusted and integrated EMU. 
Based on the main literature on the subject, it was concluded that economic outcomes 
are of great importance in defining trust. In particular, the compliance to fiscal rules 
and the nature and amount of structural public balance adjustments have, according to 
the citizens from the 11 Euro Area countries examined, an opposite sign impact on 
trust in ECB. When the subsample of peripheral countries is considered, this result 
appeared to be reinforced. This can be assured due to the very high negative impact of 
the fiscal consolidation programmes that were imposed in the previous years. 

Furthermore, the results support the conclusion that citizens’ trust depend on 
unemployment as well but not on the deviation from the inflation target. These con-
clusions appear to be in conflict with those reached by the standard macroeconomic 
literature according to which a stable inflation rate increases confidence and assures 
convergence towards long-term stable growth. The consequence that could be derived 
from the results is that when national fiscal policies are forced inside supranational 
constraints, they appear to undermine the process of institutional consolidation of the 
Eurozone because of a widely held belief that the European policy framework repre-
sents a constraint that is preventing national interests from being taken into consider-
ation rather than a guarantee of long-term stable growth. The fiscal parameters could 
be obtained at the expense of the institutional consolidation process in the Eurozone 
and an ever increasing loss of legitimacy. 
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