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ABSTRACT KEYWORDS

Why did public support for the euro remain relatively stable in the Austerity packages;
wake of the euro crisis, while trust in the European Central Bank  European Central Bank (ECB);
(ECB) plummeted? We would expect support for both to move in €Uro crisis; euro currency;
tandem because the ECB's main tasks are to guarantee price  PuPlic support
stability in the eurozone and to safeguard the value of the euro.

We explain the surprisingly different trends by the role of the ECB

in the so-called ‘troika’ overseeing the bailout packages, that

were implemented since 2010. The associated and unpopular

austerity policies politicized the role of the ECB, while the

common currency remained largely un-politicized because of its

‘banal’ character of a daily life object. Analyzing Eurobarometer

survey data of nineteen euro-area countries between 1999 and

2023, we show that the divergent trend of ECB trust and euro

currency support is indeed partially linked to the austerity

policies that were implemented since 2010.

Introduction

In the wake of the financial crisis, public orientations towards the common currency and
towards the European Central Bank, its governing institution, developed in quite different
directions. Public trust in the European Central Bank (ECB) plummeted while support for
the euro remained relatively stable. As shown in Figure 1, the shares of Eurobarometer
respondents in the 19euro-area countries professing to trust the ECB and to support
the euro currency were relatively similar up until 2008 when the financial crisis started.
However, ECB trust decreased by 26 percentage points between 2008 and 2013, when
it reached a historical low, and it never reached its pre-crisis level. In contrast, support
for the euro remained high, and after a small decrease, it quickly recovered and even
reached an all-time high in 2019. These diverging trajectories are puzzling because the
ECB and the common currency are intrinsically tied to each other. The ECB was
founded to conduct monetary policy for the Euro area. Its main mission is to guarantee
price stability and to safeguard the value of the euro (European Central Bank, 2023). As
the central bank for the euro area, which includes 20 member states by 2023, the
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Figure 1. Average % of Trust in ECB versus average % of support for the Euro in 19 eurozone
countries, from 1999 to 2023. Source: Eurobarometer 1999-2023.

ECB’s decisions determine many if not most of the monetary policies of the eurozone
countries (see also Negri et al, 2021). So, why did support for the eurore main so
stable, while so many citizens lost confidence in its main regulating institution?

There is abundant research on trust in the ECB (Angino et al., 2022; Ehrmann et al.,
2013; Kaltenthaler et al., 2010) and on support for the euro currency (Banducci et al.,
2009; Hobolt & Wratil, 2015; Roth et al., 2019). However, none of these studies have expli-
citly focused on if and how austerity measures affect public orientations towards the ECB
and the euro differently. As will be discussed in detail below, we argue that the austerity
measures played a crucial role in explaining the drop-in support for the ECB, but it hardly
affected support for the euro.

As far as we know, just one study has explicitly addressed the puzzling discrepancy
between dropping ECB trust and stable euro currency support in the aftermath of the
euro crisis (Bergbauer et al., 2020). These authors argue that euro currency support is pri-
marily value-based, whereas trust in the ECB reflects performance evaluations. During the
crisis, many citizens were negative about the policies implemented by the EU, and they
lost confidence in the ECB as a result. We build and extend upon the general theoretical
idea proposed by Bergbauer et al. (2020). We build upon the notion that performance
evaluations are important determinants of trust in the ECB. We extend the work by Berg-
bauer et al. (2020) by focusing on the impact of the unpopular austerity measures on trust
in the ECB and support for the euro. While Bergbauer et al. (2020) focus on the individual
level determinants, we focus on the effect of macro level statistics on trust in the ECB and
support for the euro. Our main contribution is that we zoom in on the effect of austerity,
while controlling for other indicators of the economy that have been shown to affect trust
in the ECB, such as economic growth, inflation and particularly unemployment (e.g.
Bonasia et al., 2016; Bursian & Furth, 2015; Roth et al., 2016).
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In 2010, Greece was the first country to ask for economic help, a so-called bailout
package. Other eurozone member states, such as Portugal and Spain, followed suit. To
receive economic bailout packages, these countries had to subscribe to harsh austerity
measures from 2010 onwards, which directly impacted citizens’ livelihoods, and which
were highly unpopular (Frieden & Walter, 2017). For instance, 58 per cent of Spanish citi-
zens stated in an opinion poll that they opposed austerity policies, even though only 26
per cent opposed the euro (Ferndndez-Albertos & Kuo, 2016). Austerity policies have also
been shown to have a negative impact on support for governing parties (e.g. Hiibscher
et al., 2021) and on political trust (e.g. Biten et al, 2022). In the aftermath of the
financial crisis, unpopular austerity policies were ‘overseen’ by the so-called ‘troika’ con-
sisting of the ECB, the European Commission (EC) and the International Monetary Fund
(IMF).

We expect that the implementation of these austerity policies had a negative impact
on trust in the ECB. Until 2010, the ECB was largely perceived as an independent, non-pol-
itical, and technocratic institution and, as such, it had been enjoying the ‘permissive con-
sensus’ of the public. However, since 2010 the ECB became part of the ‘troika’ that
oversaw the implementation of austerity policies in the bailout countries. So, even
though the austerity policies were still officially the responsibility of the national govern-
ments, the troika was seen by many citizens as being (at least partially) responsible for
these policies. Consequently, the members of the troika, including the ECB received
heightened public attention due to its central role in this controversial and politicized
process. This shift marked a significant departure from the ECB's earlier ‘technocratic’
image in the public eye. It now became to be seen as a political actor in the controversial
and often unpopular austerity policies that were implemented in bailout countries. In
contrast to the ECB, the euro currency remained relatively non-politicized because citizens
did not link it to austerity policies and because of its ‘banal’ character of a daily life object
(McNamara, 2015) that is largely taken for granted by the European public (Melman,
2022). Moreover, citizens in bailout countries were aware of the negative trade-offs of
abandoning the euro (e.g. Jurado et al., 2020). As a result, we expect that, when faced
with these austerity measures, citizens kept supporting the euro while they were losing
trust in the institutions that were responsible for managing the euro.

This reasoning leads us to expect that the implementation of the first Greek bailout
package in 2010 was a game changer in terms of the public’s perception of the ECB. In
the eurozone countries subject to bailout programs, its role in the troika heightened
public awareness of what was perceived as its decisive influence over national fiscal
policy. Although the ECB does not formally control fiscal decisions, its involvement in
designing and supervising the conditions of the bailout packages contributed to the per-
ception that it has significant responsibility for the imposed austerity measures. So, oppo-
sition towards austerity politics would then logically translate into a decreased trust in the
ECB. Perhaps ironically, the implementation of the austerity packages contributed to the
stability of the eurozone, and hence stabilized euro support while trust in the ECB was
lower, particularly in the countries that implemented strict austerity policies. In other
words, the patterns visualized in Figure 1 are expected to be particularly pronounced
in those countries that implemented the strictest austerity measures.

As far as we know, there is only one study that has investigated the relationship
between austerity policies and trust in the ECB, by Bonasia and Canale (2018). They
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find evidence that discretionary fiscal policy measures are indeed a long-run driver of citi-
zens’ macro-level mood towards the ECB. Yet, Bonasia and Canale do not analyze support
for the euro, and they do not focus on the specific changes in 2010 as a result of the
bailout packages. So, in some ways, our study builds and extends upon theirs.

We test our expectations on the basis of country level-analyses of 19-euro area
countries from 1999-2023. The country-fixed effects models demonstrate that, even
when controlling for other economic indicators, such as rising unemployment and low
economic growth, austerity measures had a negative effect on trust in the ECB since
2010, but not before. We conduct various robustness checks to show that things did
indeed change fundamentally since 2010. However, austerity measures did not impact
support for the euro, neither before, nor after 2010. These findings support our theoretical
argument and indicate that the first bailout in 2010 was indeed a ‘game changer’ for
public perceptions of the ECB.

Public trust in the European Central Bank and public support for the euro

Public trust in common institutions plays a fundamental role for social, economic, and pol-
itical stability (Bonasia et al., 2016). With the outbreak of the sovereign debt crisis, the ECB
has increasingly captured public attention, and citizens’ trust in this institution has eroded
substantially (Ehrmann et al., 2013; Walti, 2012). Surprisingly, although the euro and the
ECB are linked at the institutional level, trust in the ECB, in contrast to the support for the
euro, has been more volatile in times of crisis (Bergbauer et al., 2020). As shown in Figure
1, in 2008, 70 per cent of the euro area population trusted the ECB, and by the end of
2013, this share declined to 44 per cent, while support for the euro has declined only
from 74 to 69 per cent. Other studies have recognized this gap between trust in the
ECB and euro support (e.g. Roth et al., 2016). Yet, predominantly, studies focused on
the determinants of trust in the ECB and support for the euro currency separately. In
what follows, we therefore also present the state of the art on both topics separately
before discussing their (missing) link.

Trust in the ECB

Several studies explore the effect of macroeconomic and financial determinants on public
trust in the ECB. A key explanation for the fall in ECB trust is the deterioration of the econ-
omic situation in a country (e.g. Ehrmann et al., 2013; Kaltenthaler et al., 2010). Specifically,
rising unemployment rate (e.g. Bonasia et al., 2016; Roth et al., 2016), declining real GDP
growth (e.g. Drakos et al,, 2018), and increasing inflation rate have been detected as the
main explanations for falling trust in the ECB (e.g. Bonasia & Canale, 2018; Fischer & Hahn,
2008). To the best of our knowledge, Bonasia and Canale (2018) are the only scholars who
explicitly study the relationship between austerity measures and trust in the ECB. The
study finds that structural adjustment policies (i.e. austerity measures) exert a negative
effect on in the ECB. Yet this study focuses on the period between 1999 and 2014 but
does not distinguish between different periods. We expect the relationship to become
especially strong from 2010 onwards (see below).

Research on other financial indicators provides more mixed results. Walti (2012) finds
that an increase in sovereign bond yields, as well as the market turbulence in the 2007-
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2009 global financial crisis, was the root cause of the erosion of trust in the ECB. This
finding finds support in a later study by Bursian and Firth (2015). Bonasia et al. (2016)
on the other hand argue that bond yields are not relevant at all. Finally, Angino et al.
(2022) study the cultural foundations of trust in the ECB and find that citizens living in
regions with low levels of social trust also tend to trust the ECB less. In order to explain
decline in trust in the ECB, these cross-national cultural differences seem less relevant,
even though we should properly control for these cross-country differences as these
may shape how austerity policies are both implemented and perceived by the public.
Without accounting for these differences, there is a risk of omitted variable bias, which
could bias the results.

In sum, existing evidence suggests that aggregate levels of trust in the ECB are linked
to economic indicators. There is little research on the effect of austerity politics, but exist-
ing research suggests that the effect is negative. So, our first hypothesis is that:

H1a: there is a negative effect of austerity policies on trust on the ECB.

Support for the euro

Applying a similar line of reasoning, scholars also explored the effect of macro-economic
conditions on support for the euro, yet findings are more mixed. While some researchers
find that the rise in the unemployment rate does not affect euro support (e.g. Hobolt &
Leblond, 2014), others establish a negative relationship between the two during the
euro crisis and even find a stronger impact during the post-crisis recovery (e.g. Roth
et al.,, 2019).

Similarly, there are mixed findings with respect to the effect of the inflation rate. Roth
et al. (2016) find a substantial negative effect of increasing inflation on euro support
before and during the crisis, whereas Hobolt and Leblond (2014) rule out this relationship
in pre-and post-crisis years. Hobolt and Leblond even argue that when economic con-
ditions are severe, economic insecurity tends to favor the euro since many citizens
expect that abandoning the common currency will make the economic situation worse
and create even more uncertainty than the situation associated with keeping the euro-
zone unharmed through bailouts and economic adjustment programs. In contrast, Fer-
nandez-Albertos and Kuo (2016) find that those who faced economic hardship in Spain
during the crisis were more likely to be opposed to the euro.

We have not found research that focuses on the effect of austerity measures on
support for the euro. While economic crises could increase support for the euro, as
argued by cross-country analysis of Hobolt and Leblond (2014), austerity policies could
still be seen as a negative consequence of having implemented the euro. After all, as a
consequence of the euro countries have lost the option of balancing their state
budgets by monetary expansion. The only options left to balance the budgets are
either to increase taxes or to cut spending, and both options tend to be unpopular.
Thus, our study contributes to this debate by linking austerity policies directly to
support for the euro. We aim to show how the austerity measures, rather than the econ-
omic crises themselves, may lead to negative public sentiments toward the currency. So,
to the extent that people blame the euro for austerity, we would expect that:

H1b: there is a negative effect of austerity policies on support for the euro.
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Euro support, trust in the ECB and austerity

To the best of our knowledge, few studies have explored public support for the euro and
trust in the ECB in conjunction. Moreover, little attention has been given to the impact of
austerity measures on trust in the ECB and support for the euro. Roth et al. (2016) high-
lighted the contrasting evolution of public support for the euro, and trust in the ECB
between 2008 and 2014, and compared the effect of unemployment on public support
for the euro, and on trust in the ECB between 1999 t02014. They found that an increase
in unemployment is roughly four times more negatively associated with trust in the ECB
than in public support for the euro. We can learn from this study that we need to control
for economic performance indicators, most importantly unemployment, but also econ-
omic growth and inflation. However, none of these studies have focused on the effect
of austerity policies.

While the ECB and the euro are clearly linked to each other, support for the ECB seems
more volatile than support for the euro (see Figure 1). As Melman (2022) argues, the stab-
ility in support for the euro can be explained by its apolitical nature. Citizens perceive the
euro as an everyday item that has mainly utilitarian and symbolic value and hence evalu-
ate it in in the light of its convenience in their daily lives, or in more in terms of generic
attitudes towards the EU (see also Bergbauer et al., 2020). As argued by McNamara (2015)
the euro has become a taken-for-granted fact of everyday live, so people do not link it to
austerity policies. This makes the euro different from an actor such as the ECB, whose
actions have a more visible impact on monetary policies. So, based on this reasoning
we expect that:

H1c: the effect of austerity policies on trust in the ECB (H1a) will be stronger than its effect on
support for the euro (H1b).

Changing perceptions of the ECB after the ‘bailouts’

In the discussion so far, we were able to build upon the insights provided by previous
research, even though the evidence for the effect of austerity policies is somewhat
scarce. We argue that the 2010 bailout packages that were implemented under the super-
vision of the troika affected the way in which people perceived the ECB. While the troika
had already become a visible target of criticism, we argue that the ECB, in particular, came
to be viewed as a political actor directly associated with enforcing austerity measures,
especially in the countries where the most stringent austerity policies were enacted.
We therefore expect that trust in the ECB declined especially in the countries where
unpopular austerity measures were implemented. In other words, we expect the effect
of austerity on trust in the ECB to become particularly strong from 2010 onwards,
because of the increased politicization of the role of the ECB. The latter is not the case
for the euro. While there was much criticism of the austerity policies, the governments
of the bailout countries were committed to keeping the euro. So, we do not expect
that the relationship between austerity measures and support for the euro will change
after 2010.

In this reasoning, we follow Bergbauer et al. (2020), who demonstrate that trust in the
ECB is driven by citizens’ evaluation of the EU’s policy performance, while support for the
single currency is based on underlying values relating to European integration.
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Accordingly, we believe that the first implementation of bailout packages as from 2010
was especially harmful for citizens’ evaluation of the ECB’s policy performance, while
underlying values relating to European integration (and by extension support for the
euro) were largely unaffected.

Some descriptive evidence supports our argument that austerity became a salient
issue after 2010 and that these unpopular measures had a negative impact on trust in
the ECB. In May 2010, the Greek government agreed with the troika on the first economic
adjustment program. This involved very substantial cuts in government spending, which
directly affected pensioners and those working in the public sector, and indirectly the
Greek economy at large. These cuts in government spending became popularly known
as ‘austerity packages’. Appendix Figure C.1shows Google trend data for the keyword
search for ‘austerity’ for 19 eurozone countries. The data reveals a significant increase
in search interest starting in 2010, aligning with the announcement of the first bailout
packages and volume peaked in 2012.? This trend underscores the salience of austerity
as a topic in the public discourse, especially following the implementation of the econ-
omic adjustment programs in the eurozone. Relatedly, in September 2013, a Gallup
Opinion Poll showed that a majority of European citizens (51 per cent of respondents)
did not think that austerity was working, vs. a minority of 34 per cent who thought it
would work but would take more time, and a very small percentage of 5 per cent who
thought it was working.> Although the trends in Figure 1 seem to realign after 2015 till
2019, we argue that the initial shift in the ECB’s perception in 2010 was so significant
that it had a lasting impact on public trust, even as the broader political contestation
of the euro-area crisis decreased. Importantly, anti-austerity sentiments were directed
towards the ECB but not towards the euro. For instance, more than 10,000 anti-austerity
activists from 39 European countries rallied against the ECB organized in 2015 Blockupy
Organizers and protesters emphasized their critique of the ECB as part of the troika, accus-
ing it of undemocratic interference that exacerbates economic hardship in countries like
Greece, while Greek Finance Minister Yanis Varoufakis condemned ECB’s policies as
‘asphyxiating’.* This suggests that, even though the protest was not overwhelmingly
large, due to the implementation of austerity packages public criticism became signifi-
cantly critical of the ECB’s role in the economic crisis.

Hence, it seems highly plausible that the ECB became to be seen as partially respon-
sible for the unpopular austerity policies that were implemented since 2010. In addition,
in the eyes of many citizens, underlying values relating to European integration have been
negated as of 2010. The Greek government explicitly conveyed to their citizens that it had
been forced by the troika to accept the austerity packages in exchange for the bailouts
(Traber et al., 2020). By its very nature as an everyday commodity, a currency such as
the euro is less likely to be seen as responsible for unpopular policies than an actor
such as the ECB. So, we expect that the role of the ECB becomes more politicized since
2010 than the euro. This reasoning leads us to formulate three additional hypotheses:

H2a: the negative effect of austerity policies on trust on the ECB (H1a) will increase in strength
since 2010.

H2b: the negative effect of austerity policies on support for the euro (H1b) will not increase in
strength since 2010.
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H2c the difference in the effect of austerity policies on trust in the ECB and support for the
euro (H1c) will increase after 2010.

Data, operationalization, and method

This paper uses data from the 19 eurozone countries: Austria, Belgium, Cyprus, Estonia,
Finland, France, Germany, Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta,
the Netherlands, Portugal, Slovakia, Slovenia, and Spain from 1999 to 2023. The analyses
in this paper are conducted at the country by year level, because we have no hypotheses
about individual-level variables. Individual-level variables that predict our dependent vari-
ables may be distributed differently between countries, but we effectively control for such
differences by means of a country fixed-effects specification (see below). We present sep-
arate analyses for trust in the ECB (to test H1a and H2a), support for the euro (to test H1b
and H2b) and for the gap between support for the euro currency and trust in the Euro-
pean Central Bank (to test H1c and H2c). Austerity (measured by the fiscal retrenchment
measure of CAPB, see below), unemployment rate, real GDP growth, and inflation rate are
the core explanatory variables.

Data on trust in the ECB and support for the euro are collected from the Standard Euro-
barometer (EB) survey (overview of EB surveys that we used can be found in Appendix A).
Each EB survey consists of approximately 1,000 face-to-face interviews per member state,
and these surveys are conducted twice each year. Trust in the ECB is measured by
responses to the question: ‘For each of the following European bodies (the ECB), please
tell me if you tend to trust it or tend not to trust it'. Support for the euro is measured
by responses to the question: ‘Please tell me for the statement, whether you are for it
or against it: A European [economic and] monetary union with one single currency, the
euro’. The possibility of responding ‘Il don't know’ is given for both. The dependent vari-
ables were calculated as follows: Support for the euro is the percentage of respondents
that responded, ‘for the euro’. Trust in the ECB is the percentage of respondents that
answered, ‘tend to trust the ECB'. Both indicators exclude the ‘I don't know’ response
(see Walti, 2012) from the reference sample. Over time, the percentage of don’t know
responses decreased for trust in the ECB (see Figure C.3 in the appendix). It would be
quite arbitrary to interpret these non-responses as indications of trust or distrust.
Doing so might under- or overestimates the degree to which distrust has increased
from the start of the financial crisis. So, we think it is most valid to measure over-time vari-
ation in distrust only on the basis of the responses of those citizens that are supposed to
be informed about the institution on which they are called to express an opinion (Kal-
tenthaler et al,, 2010).

The third dependent variable is the gap between the two other dependent variables
(trust in the ECB and support for the euro). It is calculated as the difference between
the percentage support for the euro and the percentage trust in the ECB (In Appendix
B we show the support gap trends across each eurozone country).

To measure austerity, we employ fiscal retrenchment measures, known as ‘Cyclically
Adjusted Primary Balance (CAPB)’ from the IMF fiscal monitor database. The calcu-
lation of CAPB focuses on the primary balance (net borrowing or net lending). It
excludes interest payments on consolidated government liabilities since interest pay-
ments are often not correlated with cyclical output (Escolano & Escolano, 2010).
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Therefore, a positive value of CAPB implies a higher degree of discretionary fiscal
policy measures.

If scholars are interested in measuring the actual implementation of new austerity pol-
icies, they should probably use the annual change in CAPB as their measure. Austerity
measures that are decided upon in 2010 will take effect in 2011 or thereafter. So, the
change in CAPB between 2010 and 2011 would be a good measure of the implemen-
tation of new policies decided upon in 2010. Yet, we do not expect citizens to respond
so much on the implementation of new policies, but on how citizens experience the econ-
omic circumstances. So, if the CAPB has increased steeply between 2010 and 2011 and
increased only slightly between 2011 and 2012, we assume that people are experiencing
the consequences of austerity the most in 2012. So, trust in the ECB and support for the
euro is expected to be lower in 2012 than in 2011, even if most of the new austerity pol-
icies were implemented earlier. We therefore include levels of CAPB in the model and not
change in CAPB. In order to make sure that we are really measuring effects of austerity
and not of an economic crisis, we control for other measures of the state of the
economy, in particular unemployment, economic growth, and inflation.

The use of CAPB to measure austerity has been criticized for two reasons. First, austerity
measures slow down the economy, which then also affects the balance of the budget. So,
measurement errors in CAPB are likely to be correlated with economic developments.”
While we agree with this criticism, we don't think it is a problem for us. First, we
control for indicators of real economic developments, so that we correct for such possible
biases.® Secondly, the predicted biases lead to more conservative estimates of the actual
austerity measures that are imposed. So, if we still find effects (which we do), we are likely
to err on the conservative side. A second point of critique on the CAPB is that it might pick
up several measures that countries could impose to balance their budgets, like raising
taxes and/or cutting government expenses (e.g. Feyrer & Shambaugh, 2012; Guajardo
et al,, 2014; Romer & Romer, 2010). These different measures might theoretically have
different effects on trust in the ECB or support for the Euro. While we agree that this
could theoretically be problematic, the implemented austerity measures after the bailouts
mainly involved cuts in government expenses instead of tax increases. So, we have no
reason to believe that these two problems threaten the validity of our findings. We are
aware that alternative measures of austerity have been proposed (e.g. Feyrer & Sham-
baugh, 2012; Guajardo et al., 2014; Romer & Romer, 2010). However, these other data
are unavailable for the years and countries that we include here.

Since CAPB is collected once a year, some other variables are transformed to make the
analysis consistent. Trust in the ECB and support for the euro were collected twice a year
and averaged per year. In addition, the inflation rate is calculated as the deviation of each
country’s national inflation rate from the ECB’s target value of 2 per cent. This approach
assigns an equivalent weight to both deflation and inflation, capturing the extent to
which national inflation rates diverge from the target (see Farvaque et al., 2017; Walti,
2012).

In addition, the calculated correlations between these variables show that none of
them are strongly correlated with each other. Specifically, the correlations between
CAPB, harmonized unemployment, inflation, and GDP growth are relatively low, with
the highest correlation being 0.172 between CAPB and harmonized unemployment.
Therefore, the models do not appear to suffer from problematic multicollinearity. To
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evaluate the effect of the first fiscal policy packages from 2010 to the present on the
change in support gap, a dummy has been introduced, which we label briefly as ‘2010
onwards'. It is a dummy variable that separates the years before and after the first
bailout. So, the years between 1999 and 2009 get a value of 0 on this dummy variable,
and the years from 2010 until 2023 a value of 1. To assess whether the economic indi-
cators exert a different effect since 2010, we computed interactions with this dummy vari-
able. We also conduct some robustness checks with other cutoff-points than 2010 (see
robustness checks below). The Online Appendix C presents the summary statistics for
all the variables that we use in the empirical analysis.® To test our hypotheses, we estimate
country-level fixed effects regression models. So, we mainly focus on changes within each
country in support as a function of the implementation of austerity policies, as well as
changing economic conditions. Our baseline model for the gap between support for
the euro and trust in the ECB reads:

Euro Support; — Trust in the ECB.y = a. + BiAusterity ¢ + BX «t

(1)
+ B3 2010 onwards; + 8,(2010 onwards;sAusterity,,) + ec

where Euro Support; — Trust in the ECB; is the percentage point difference between
trust in the ECB and support for the Euro currency, a. represents a country-specific con-
stant term (fixed effect), and e is the error term. B, ... 3, are the regression coefficients,
Austerity  is the fiscal stance measure (CAPB), and X  is the vector of country level
control variables (unemployment rate and real GDP growth). 2010 onwards;’ is a
dummy variable capturing the period since the time of the first bailout (austerity) policies
under supervision of the troika,” and we interact the austerity variable with this dummy to
test H2a, H2b and H2c. Theindexc=1 ... ... N refers to each country with N=19;t=1, 2,
3...21 is the year which ranges from 1999 to 2023. Hence, the sample dataset pools 21
year-points and 19-euro area countries'® into one dataset to maximize variance in auster-
ity and public support gap.

Since our time-series cross-sectional (TSCS) dataset suffers from serial correlation'' and
cross-sectional dependence,'? with the number of time periods (t) being greater than the
number of cross-sections (N), we estimate the models by a cross-sectional time-series
FGLS regression (Feasible General Least Squares) method. We also tested for group
wise heteroskedasticity'®> and we detected the presence of significant heterogeneity
across the countries’ intercepts. The presence of cross-sectional dependence, serial corre-
lation, and heterogeneity across countries’ intercepts further complicates the use of
pooled models, which assume no such dependencies. Therefore, FGLS is the more appro-
priate choice to account for these issues. We also estimated a fixed-effect model, which
assumes a separate intercept for each country (Beck, 2001). However, one potential
issue with FGLS estimators is that they may underestimate standard errors in finite
samples. Beck and Katz (1995) report that a two-step, modified version of ‘inefficient’
Ordinary Least Squares (OLS) — known as ‘Panel-Corrected Standard Error’ (PCSE) esti-
mation - performs substantially better than the asymptotically efficient FGLS (Parks) esti-
mator in many circumstances (Reed & Ye, 2011). Hence, we use Prais-Winsten regression
analysis, which assumes that there is a first-order autocorrelation process (AR1) and the
PCSE estimator for the robustness check of our results.
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Results

Table 1 reports the effects of fiscal consolidation policies on support for the euro (Models
1 and 2), trust in the ECB (Models 3 and 4) and the gap between these (Models 5 and 6).
Without the inclusion of the control variables, Model 1 shows that, as predicted by H1a,
higher levels of austerity exert a negative impact on trust in the ECB. This is the case also
when controlling for the positive effect of economic growth and the negative effect of
unemployment, which is also consistent with earlier findings. When looking at the inter-
action with the dummy ‘2010 onwards’ in model 2, we see that the effect of austerity was
not significant before 2010 but only became meaningful and statistically significant since
then (supporting H2a). Also, the effect of unemployment became stronger since the
bailout packages.

Table 1. Euro support, ECB trust and difference between euro support and ECB trust (EA19, 1999-
2023).

m @ ®3) (4) ©) (6)

Trust in the ECB Euro Support
Model with Euro with controls Support gap
Trust in the controls and Support and Support gap  Model with
ECB Model Interaction Model with Interaction Model with controls and
with controls effect controls effect controls interaction
Austerity (CAPB) —.436%** .082 —.094 -.316 .238* —.098
(.12) (.22) (.098) (.204) (.14) (.229)
2010 onwards —12.5715%** —5.869%** .505 2.152 13.931%** 0.882%**
(.829) (2.091) (.815) (2.042) (.956) (2.361)
Austerity (CAPB)* —.712%%* 282 657%*
2010 onwards
(.251) (.224) (.26)
Unemployment —1.63%** —.54* —1.228*** —1.336%** 367* —.404
rate
(.163) (.296) (.165) (.279) (.198) (.323)
Unemployment —1.0719%** -.03 713%*
rate* 2010
onwards
(.265) (.258) (.296)
GDP growth 354%x* S574%%* -.03 —.086 —.429%** —.687%**
(.063) (.165) (.047) (.125) (.068) (.161)
GDP growth* —.294% .089 A423%*
2010 onwards
(.178) (.137) (.175)
Inflation rate — 2% —.165% .825** —174% —.818%** —.003 —1.612%**
(.089) (.354) (.089) (.264) (.121) (.325)
Inflation rate — 2% —1.067%** J45%** 1.838%**
2010 onwards
(.36) (.275) (.34)
Country-fixed Yes Yes Yes Yes Yes Yes
effect
Elimination of Yes Yes Yes Yes Yes Yes
first-order
autocorrelation
Number of 19 19 19 19 19 19
countries
Constant 72.1571%*%* 65.859%** 77.384%** 76.998*** 5.114%* 9.116%**
(1.656) (2.192) (3.001) (3.197) (2.035) (2.529)
Observations 394 394 394 394 394 394

Note: Feasible General Least Squares fixed effect model estimated allowing for autocorrelation in the error terms over one
period (AR1), Standard errors are in parentheses ***p <.001, **p < .01, *p <.05.
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In models 3 and 4 we turn to support for the euro. Austerity has no effect on support
for the euro (H1b rejected) and this remains to be the case in the period after the bailouts
(H2b supported). The effect of unemployment on support for the euro is negative and this
does not change significantly after the bailouts. Economic growth does not have a signifi-
cant effect on support for the euro, and this relationship remains unchanged after 2010.
The results suggest that euro currency support is quite unrelated to economic perform-
ance (as also argued by Bergbauer et al., 2020).

In models 5 and 6 we turn to the gap between support for the euro and trust in the
ECB. The effect of austerity is positive (model 5), which shows that the gap becomes
larger when there is more austerity (H1c supported). Yet, as shown by the interaction
effect in Model 6, this effect is only visible since 2010 (H2c supported). To be sure,
there are also effects of economic growth and unemployment. When there is more econ-
omic growth the gap becomes smaller and when there is more unemployment it
becomes larger. Yet, even when controlling for these other economic indicators, austerity
is an important driver of the gap, but only since 2010.

To facilitate the interpretation of the effects, Figure 2 visualizes the interactions
between the dummy ‘2010 onwards’ and our austerity measure, based on Models 2, 4
and 6. The graph on the top left shows that support for the euro has been unrelated
to austerity, both before and after 2010. The graph underneath (bottom left) clearly
shows the negative effect of austerity on trust in the ECB, but only since 2010. Before
2010 there was no significant effect. The graph on the top right, finally, shows the
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Figure 2. Interaction effects between austerity and period, based on Models 2, 4 and 6.
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effect of fiscal retrenchment on the linear prediction of the gap between support for the
euro and trust in the ECB for the pre- versus post-2010 period. In line with H2c, it shows
that in the post-2010 period an increase in austerity measures increases the support gap,
whereas there is no such effect before 2010.

Robustness checks

The online appendices C, D, E, F, G, H and | contain several robustness checks.

In Appendix, figure C.4, we display the trends of our austerity proxy and the support
gap over time for each EA-19 country over time. Our results show that the gap
between Euro support and the ECB trust varies significantly across countries, with distinct
patterns emerging in countries that experienced bailouts compared to those that did not.

In Appendix D, we conducted a placebo test to examine the effect of austerity
measures on trust in other EU institutions that should not be affected by these measures.
Specifically, we focused on trust in the European Parliament (EP) and assessed its inter-
action effect with austerity. As anticipated, our analysis revealed no significant effect of
austerity on trust in the EP. While we observed a negative impact of austerity on trust
in the European Commission (EC), the interaction effect with the year 2010 was not stat-
istically significant. This is further evidence in support of our argument that the ECB faced
greater public backlash due to its direct involvement in the Troika and its role in imple-
menting austerity measures, while the EC was less directly associated with these policies.
Thus, the ECB's central responsibility for austerity likely contributed to the erosion of trust
in the institution, a dynamic not observed for the EC or other EU institutions like the EP.

In Appendix E, we include models with different distinctions between time periods.
The fall of Lehman Brothers in 2008 is generally seen as the beginning of the global
financial crisis, so we also looked at whether austerity would begin to have an effect
already in 2008 or in 2009. As can be seen from online Appendix E, from 2010
onwards, austerity policies show a clear and statistically significant impact on the gap
between Euro support and the ECB trust, while no significant interactions are observed
in earlier periods, including those defined by the 2008 and 2009 crises. While the
gradual erosion of trust in the ECB since 2008 set an important backdrop, 2010 represents
a clear turning point where the relationship between austerity and ECB trust changed,
reinforcing the idea that it is a ‘game changer'.

In Appendix F, Tables F.1 and F.2, we conducted a clustered analysis focusing specifi-
cally on countries that participated in bailout programs, Cyprus, Greece, Ireland, Portugal,
and Spain, and by excluding non-bailout countries from the full sample. The aim was to
assess the consistency of our interaction hypothesis (H1C) within this subset of countries.
Encouragingly, the results replicate the validity of H1C, showing that the negative effect of
austerity on trust in the ECB is stronger than its effect on support for the euro within these
country groups. However, it is important to note that focusing solely on this subset sig-
nificantly reduced the sample size from 394 to 114 observations in the bailout countries
and 280 in the non-bailout countries. This reduction, while limiting the statistical power of
the analysis, does not diminish the support for our hypothesis. In addition, H2c is sup-
ported across all models, indicating that the disparity between the effects of austerity
on trust in the ECB and support for the euro has grown since 2010. The strongest
effect is observed in bailout countries, where austerity policies have not only led to
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lower trust in the ECB but also increased the gap between trust in the ECB and support for
the euro. In non-bailout countries, while trust in the ECB remains higher compared to
bailout countries, austerity policies have still increased the gap, although not as
dramatically.

In Appendix G we conducted a comparison of our results with an alternative way of
measuring the dependent variable, namely in terms of the ‘net trust’ (i.e. the difference
between the percentage of respondents answering that they trust and institution
minus the percentage that distrusts the institution). In some other studies this operatio-
nalization of the dependent variable has been employed (e.g. Kalbhenn & Stracca, 2020).
The results in Appendix G provide the same conclusions regarding our hypotheses as
those presented in the main text (all hypotheses supported, except for H1b).

As Beck and Katz (1995) advocated that ‘Panel-Corrected Standard Error’ (PCSE) esti-
mation performs substantially better than the asymptotically efficient FGLS (Parks) esti-
mator in many circumstances (Reed & Ye, 2011), we replicated our analyses based on
Prais-Winsten's regression analysis and we applied the PCSE estimator for the robustness
check of our results. We discover the same substantive findings (see online Appendix H).

Our theoretical framework focuses on the impact of austerity measures. However, our
dataset includes the period during the COVID-19 Pandemic, a period when governments
implemented large-scale fiscal expansion packages to prevent business failures resulting
from the lockdowns. Unlike previous years, austerity policies were largely reversed during
this time. To ensure that our estimates truly capture the effects of austerity, we also
present results for a shorter period (1999-2020), before these expansionary measures
took effect. Given that the pandemic shifted public attention toward crisis management
and economic relief, we expected that excluding this period would strengthen our
findings. The results are presented in Appendix I. The parameter estimates are very
similar, and in fact, they reinforce the conclusions drawn in the main analysis while slightly
strengthening the overall findings. So, this robustness check confirms that the relation-
ship between austerity and trust in the ECB is not driven by the peculiarities of the
COVID-19 period. Finally, we conducted a jack-knife test in which we excluded each of
the 19 countries one by one. The conclusions are robust in the sense that all 19 analyses
generate the same conclusions regarding our hypotheses. These results are available
upon request.

Conclusions

The two main tasks of the ECB are to guarantee price stability in the eurozone and to safe-
guard the value of the euro. Because of these responsibilities, one might expect that
support for the euro would be intrinsically linked to citizens’ trust in its governing insti-
tution, the ECB. However, since 2008 trust in the ECB declined sharply, while support
for the euro remained rather high. In other words, during the financial crisis, European
citizens seem to distrust the ‘cooks’ (the ECB) but still enjoy their soup (the euro). Research
in this area has pointed to several individual and macro-level factors that affect both
support for the euro as well as trust in the ECB. In this paper we propose an additional
explanation for their diverging paths. We argue that due to the role of the ECB as one
of the central actors in the troika, the European public partially blamed the ECB for the
highly unpopular austerity measures, especially in the wake of the first bailout package
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in 2010. The troika was overseeing austerity measures that countries had to implement
because of the bailout packages. As a result, it became more visible to the public that
the ECB was not simply a technocratic and politically neutral institution, but that it had
become a political actor that largely determined the monetary and fiscal policies of euro-
zone countries. The politicization of the ECB, in combination with the austerity package’s
unpopularity, made that the implementation of these packages yield a negative effect on
trust in the ECB, but much less so on support for the euro.

We test our argument by means of an aggregate level analysis of Eurobarometer
survey data from 1999 to 2023 and macro-economic indicators of austerity measures as
well as economic conditions in 19 eurozone states. Our country level fixed effects
models largely support our expectations. We find that trust in the ECB is affected nega-
tively by austerity measures, but only from 2010 onwards (when the first bailout packages
were implemented). Support for the euro is not significantly affected by austerity
measures, neither before 2010 nor afterwards. We conducted several robustness checks
with different cut-off points, but all analyses indicate that the year 2010 really marked
a big change in the effect of austerity on trust in the ECB. Moreover, we conducted
some placebo tests where we replaced trust in the ECB with trust in the European Parlia-
ment and trust in the European Commission. These placebo tests yielded mainly insignifi-
cant results. So, our analyses suggest clearly that the introduction of the bailout packages
was indeed a real game changer in the way the ECB is perceived by the wider public.

While the effect of austerity on trust in the ECB is most pronounced in countries that
received bailout packages, our findings suggest that the dynamics we identify are not
confined to those cases. As shown in our robustness checks (Appendix F), the gap
between support for the euro and trust in the ECB also widened as a consequence of aus-
terity, albeit to a lesser extent, in non-bailout countries after 2010. This indicates that the
public’s perception of the ECB’s role in austerity policies, and the subsequent decline in
trust, extended beyond the direct experience of conditionality. The reputational conse-
quences of the ECB’s involvement in the troika thus appear to have had a broader
impact across the eurozone, supporting our argument that the year 2010 marked a struc-
tural shift in the institution’s relationship with the European public.

Even though other scholars have noted the gap between trust in the ECB and support
for the euro (e.g. Roth et al., 2016), our study is the first to link it to the austerity measures.
We think this is an important contribution to our knowledge of support for the ECB as well
as the euro. The euro is at the heart of some structural conflicts among member states
that have joined the eurozone (e.g. Frieden & Walter, 2017; Stiglitz, 2016). Already with
the introduction of the EMU in 1992, the less competitive economies lost the option to
devalue their currencies, and they saw their state debt rise rapidly, particularly France,
Italy, Greece, and Portugal. Low interest rates are certainly in the interest of these
countries, but this is clearly harmful for those with savings and especially pension
funds. So, many citizens in the less competitive economies feel that they are continuously
forced to endure austerity measures which harm their economy, while many citizens in
other countries feel that they need to subsidize countries where people evade taxes
and retire early (e.g. Van der Brug et al., 2022). The ECB has increasingly become to be
seen as a political player, which needs to seek compromises between these different inter-
ests; compromises that are quite unpopular for different reasons. The structural problems
of the monetary union that were the root cause of the sovereign debt crisis (Stiglitz, 2016),
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were less visible to the general public than the actions of the ECB. So, ironically, people do
not blame the structural problems of the euro, but they blame the institution that is trying
to rescue the currency. Political leaders of countries that struggle to balance their state
budgets may feel a natural tendency to try to shift the blame for unpopular austerity
measures to EU-institutions, including the ECB. An implication of our findings is that
the leaders of the ECB might try to give more pushback and point to the responsibility
of national states in this respect.

In many ways, our findings are consistent with previous work. Bergbauer et al. (2020)
argue that trust in the ECB reflects performance evaluations, which is in line with our
findings, assuming that the austerity measures were unpopular. According to the same
authors, euro currency support is primarily value-based, which would indeed explain
why support for the euro is unrelated to austerity. However, we have no way of testing
this further. Others have also pointed to the fact that a currency is pretty much taken
for granted, because of its role in people’s daily lives (McNamara, 2015; Melman, 2022).
This does indeed explain why an actor is more likely to be held accountable for policies
than a currency.

It may seem as if our findings contradict the conclusions of others who have argued
that support for the euro is mainly driven by cost-benefit considerations (Hobolt &
Leblond, 2009; Hobolt & Wratil, 2015). Yet, this is not necessarily the case. High support
for the euro might exist because people see several benefits of the euro: a stable currency,
no need to exchange money when traveling abroad, etc. As long as people do not link
austerity measures to the euro, but to the ECB instead, many citizens are likely to
remain content with the euro but discontented with the policies of its governing
institution.

Notes

1. Although the euro area currently comprises 20 countries following Croatia’s accession in
2023, our analysis includes only the 19 member states that had adopted the euro as daily cur-
rency prior to the financial crisis. Croatia is excluded from the analysis due to its recent entry
and the limited availability of post-accession data within our study period (1999-2023).

2. Appendix Figure C.2 shows the index volume of the search of austerity across each eurozone
countries.

3. Gallup poll, September 2013. http://www.scribd.com/doc/172138343/Gallup-Debating-
Europe-Poll-Austerity-Policies.

4. The Guardian, March 2015.https://www.theguardian.com/business/2015/mar/18/anti-
capitalist-protesters-clash-police-ecb-frankfurt-hqg.

5. This was argued in the IMF, World Economic Outlook, Oct 2010, see: https://www.imf.org/en/
Publications/WEO/Issues/2016/12/31/World-Economic-Outlook-October-2010-Recovery-
Risk-and-Rebalancing-23542 (accessed on March 4, 2022).

6. Data on real GDP growth and inflation are compiled from the World Bank, data on the Har-
monized unemployment rate come from Eurostat. More details on the data employed in this
study can be found in Appendix B.

7. We measured inflation in this way to be in line with the literature. However, in the fixed
effects design, the effects are identical to those obtained when including the original
inflation numbers as a control variable to the model.

8. To examine whether the share of Don’t Know (DK) responses is influenced by economic crises
or periods of recovery, we included a graph in Appendix, figure C.3, and it reveals an
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interesting pattern. For trust in the ECB, the trend shows a significant decline in DK responses
from around 30% in 1999 to just over 10% by 2016, which does not appear to be strongly
linked to economic cycles. Similarly, for Euro support, DK responses remained consistently
low, remaining under 10% early on and continuing to decrease gradually over time.

9. The dummy is taken to be 1 for data from 2010 onwards, and 0 otherwise. Later, we also
provide some robustness analysis by considering a different definition.

10. We consider the euro area in changing composition, including a country immediately after it
adopts the euro.

11. The Wooldridge serial correlation and Breusch-Godfrey test both reject the null hypothesis
that there is no serial correlation (Wooldridge: F (1,18) =30122, Prob > F=0.0000). Also,
Durbin-Watson d-statistic (7,394) = .37 represented positive serial autocorrelation.

12. Based on Pesaran (2004) CD test, Pesaran: 14.163 ***, we reject the null hypothesis that there
is no cross-sectional dependence (i.e., the errors are uncorrelated across groups/countries).

13. Based on Modified Wald test for groupwise heteroskedasticity, chi2 (19) = 208.96, Prob>chi2
=0.0000, we reject the null hypothesis of homoskedasticity.
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