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My message – part I: 
There are two causes of the euro crisis:  
1. The direct one: Lack of fiscal discipline 

among euro member states.  
         (The official EU-view: fiscal profligacy is 

the root of the crisis.) 
 
2.      The indirect one: Lack of trust among 

citizens in the political system within and 
across euro area member states – 
driving fiscal overexpansion and 
preventing fiscal consolidation and 
structural reforms in countries with weak 
trust.  
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My message – part II: 
There are two cures of the euro crisis – and 

prevent new ones:  
1. The direct one: Establishing fiscal 

discipline among euro member states.  
         (The official EU-view: Fiscal compact, 

six-pack, two-pack, the new SGP etc.)  
 Short run solution? 
 
2. The indirect one: Creating trust in the 

political system within and across euro 
area member states. 

 Long-run solution? 
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The historical perspective:  
The monetary union of the euro is unique in 
two ways: 

First unique feature: 
 
a. Centralized monetary policy making  
ECB - with the goal of price stability 
 
b. Decentralized fiscal policy making 
No previous case in the history of monetary unions is quite similar to the 

euro area.  
 
(Close cases of multinational monetary unions: The Scandinavian 

currency union 1873-1920  and the rubel zone) 
 



The historical perspective:  
The monetary union of the euro is unique in 
two ways: 

Second unique feature: 
 
The euro is the only currency for which long run, regular and 

consistent data exist  across all member states concerning its 
popular support. We have direct measure of the popularity of the 
common or single currency – nothing similar exist for the dollar, 
the pound etc. 

 
Data exist also for trust in European institutions like the ECB, the 

Commission in Brussels, the European Parliament as well as in 
national political institutions. 

 
This data set – the Eurobarometer - goes back to the early 1990s.  
 
 
 
  
 
 
 
 
 

 



The historical perspective:  
The monetary union of the euro is unique in 
two ways: 

Second unique feature: 
 
This data set is a gold mine – commonly neglected by economists. 
 
Why is this the case? Because monetary economics and monetary 

history have no explicit theories/models that build upon 
popularity and trust.  

 
My presentation is based on Eurobarometer data on support for the 

common currency and trust in political institutions across the 
European Union. 

 
 
 
  
 
 
 
 
 

 



What caused the euro crisis? 
The direct cause:  

The fundamental problem was the conduct of fiscal 
policies on the member state level 

 
The Stability and Growth Pact was designed to 

discipline the fiscal policy of the member states. 
 
But it failed due to the weak preventive and corrective 

arm of the Stability and Growth Pact. 
 
 



What caused the euro crisis? 
The indirect cause:  

The fundamental problem is the lack of trust by the 
public in the political system – in the government 
and the national parliament. 

 
This lack of trust is contributing to a populist short-run 

economic policy approach, preventing  a balanced 
fiscal policy and structural reforms. 
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The government The political parties 
Satisfaction with the way 

democracy works 

Country (%) 
Tend to 

trust 
Tend not to 

trust 
Tend to 

trust 
Tend not to 

trust 
Very/Fairly 

Not very/   
Not at all 

Sweden 59 38 35 61 86 13 
Finland 62 35 36 60 78 21 
Denmark 42 56 36 61 90 9 
              
UK  25 70 12 83 60 38 
              
Germany 41 53 21 73 70 29 
France 30 65 12 83 60 38 
              
Spain 11 86 6 91 32 66 
Portugal 22 74 17 79 25 74 
Italy 17 77 8 88 27 72 
Greece 7 91 5 94 11 89 

Source: European Commission, Eurobarometer 78, November 2012 

Table 1. Public attitudes towards the government, the political parties and 
the way democracy works in the EU, November 2012. 

 



Table 2. Net trust in the national political system in the European Union, November 2012 

  Government  Parliament Political parties 
Finland 27 35 -24 
Luxembourg 21 10 -48 
Sweden 21 39 -26 
Austria 4 7 -28 
Netherlands -2 10 -30 
Germany -12 -1 -52 
Denmark -14 28 -25 
Malta -18 -24 -44 
Belgium -22 -16 -53 
Estonia -25 -36 -62 
Slovakia -32 -36 -58 
France -35 -26 -71 
Bulgaria -41 -56 -65 
Hungary -41 -38 -60 
United Kingdom -45 -41 -71 
Poland -49 -56 -62 
Lithuania -52 -68 -69 
Portugal -52 -50 -62 
Romania -54 -66 -76 
Ireland -58 -57 -70 
Italy -60 -71 -80 
Latvia -60 -69 -82 
Cyprus -62 -65 -79 
Slovenia -68 -75 -81 
Spain -75 -76 -85 
Czech Republic -77 -80 -82 
Greece -84 -80 -89 



What caused the euro crisis? 
The indirect cause:  
A vicious circle: 
 Weak economic performance fosters low trust in the 

political system, preventing reform and fiscal 
consolidation, contributing to weak growth and so on. 

The euro crisis reduces trust further. The case of Italy, 
Greece, Spain and Portugal. 

 
How can the government in a country with low trust carry 

out a policy of fiscal consolidation and structural reforms 
where the positive returns of such a policy is forthcoming 
in the long run – under a new government? 

Low trust in democracy fosters extreme political reactions. 
 
 
 
 
 
 



What caused the euro crisis? 
The indirect cause:  

A virtuos circle: 
 Strong economic performance fosters strong trust in the 

political system.  
 
The case of the Nordics and Germany. These countries 

have carried out reforms and benefitted from them. 
 
And they recommend the same approach to the 

Southerners  
 
 
 
 
 



Trust in national governments and in the 
EU-institutions 

Trust in the fall of 2012 (Table 1 and 2) is influenced by the 
present crisis. 

 
 Let us look at the long-run picture 1999-2012. 
 
Two types of trust: 
i) Trust in EU system (European Parliament, ECB, 

European Commission and the euro) 
 

ii) Trust in the national political system (National 
government and the national parliament)   



Figure 1. Net Trust in the ECB, EC, EP, NG, NP vs. Net Support for the Euro 
in the EA-12 (1999-2012) 

Notes: The data and time series depicted in above figure are based upon the data and time series utilized in the following three 
working papers: Roth, F., Gros, D., Nowak-Lehmann D., F., 2012. Has the Financial Crisis eroded Citizens’ Trust in the 
European Central Bank? – Panel Data Evidence for the Euro Area, 1999-2011, CEGE Discussion Papers 124, University of 
Göttingen and Roth, F., Jonung,,L. and F. Nowak-Lehmann D. (2012). Public Support for the Single European Currency, the 
Euro, 1990 to 2011. Does the financial crisis matter?, Working Paper 2012: 20, Department of Economics, University of Lund 
and Roth, F., Nowak-Lehmann D., F.,  Otter, T., 2013. Crisis and Trust in National and European Governmental Institutions – 
Panel Evidence for the EU from 1999 to 2012, RSCAS/EUDO Working Paper, European University Institute, forthcoming. NP = 
national parliament, EP = European Parliament, NG = National Government, EC = European Commission, ECB = European 
Central Bank, Support Euro = Support for the European Monetary Union and the euro. Values are population weighted. As the 
survey item concerning trust in the NP was not included in Standard EBs 52, 53 or 58, the data for these three observation points 
respectively are missing. As the survey item concerning trust in the NG was not included in Standard EBs 52, 53, 54 or 58, the 
data for these four observation points respectively are missing. The dashed line represents the start of the crisis in September 2008 
and differentiates the pre-crisis and crisis periods. As the figure depicts net trust and net support, all values above 0 indicate trust 
and support by a majority of the respondents and all values below 0 a lack of trust and support by the majority.  
Sources: Standard EBs 51-78. 



Figure 2. Net Trust in the ECB, EC, EP, NG, NP vs. Net Support for the Euro 
in the EA-4 (1999-2012) (Spain, Greece, Portugal and Ireland) 

Notes: The data and time series depicted in above figure are based upon the data and time series utilized in the following three 
working papers: Roth, F., Gros, D., Nowak-Lehmann D., F., 2012. Has the Financial Crisis eroded Citizens’ Trust in the 
European Central Bank? – Panel Data Evidence for the Euro Area, 1999-2011, CEGE Discussion Papers 124, University of 
Göttingen and Roth, F., Jonung,,L. and F. Nowak-Lehmann D. (2012). Public Support for the Single European Currency, the 
Euro, 1990 to 2011. Does the financial crisis matter?, Working Paper 2012: 20, Department of Economics, University of Lund 
and Roth, F., Nowak-Lehmann D., F.,  Otter, T., 2013. Crisis and Trust in National and European Governmental Institutions – 
Panel Evidence for the EU from 1999 to 2012, RSCAS/EUDO Working Paper, European University Institute, forthcoming. The 
EA-4 comprises Spain, Greece, Portugal and Ireland. NP = national parliament, EP = European Parliament, NG = National 
Government, EC = European Commission, ECB = European Central Bank, Support Euro = Support for the European Monetary 
Union and the euro. Values are population weighted. As the survey item concerning trust in the NP was not included in Standard 
EBs 52, 53 or 58, the data for these three observation points respectively are missing. As the survey item concerning trust in the 
NG was not included in Standard EBs 52, 53, 54 or 58, the data for these four observation points respectively are missing. The 
dashed line represents the start of the crisis in September 2008 and differentiates the pre-crisis and crisis periods. As the figure 
depicts net trust and net support, all values above 0 indicate trust and support by a majority of the respondents and all values 
below 0 a lack of trust and support by the majority. 
Sources: Standard EBs 51-78. 
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Figure 3. 
 Comparison between net trust trend in the ECB and net support in the euro, 1999-2011 



Trust in national governments and in the 
EU-institutions after the crisis: 

 
1. Trust in the national political system and in the EU 

system has declined, more so in the South 
2. Trust in the EU system is higher than trust in the 

national political system 
3. Trust in the euro remains constant – not affected by the 

crisis 
4. While trust in the ECB has declined 

 
 
 



Trust in national governments and in the 
EU-institutions after the crisis 

 
How do we explain stable trust in the euro and declining 

trust in the ECB? 
 
The euro has got a credibility of its own. The euro is not 

blamed for the euro crisis.  
 
Good news for the euro!  

 
 



The cure of the euro crisis? 
The direct cure:  

The official EU response: 
 
Strengthen the preventive and corrective arm of the 

SGP – improving the quality of fiscal governance 
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 The 1st step: the Six-Pack 
•  A major reform for economic governance in the EU 

 
 The 2nd step: the Two-Pack 
•  A more stringent budgetary framework for the euro area 

 
 The 3rd step: the International Treaty 
•  Mirroring EU rules at the national level  

 
• Next steps? 

 Banking, economic, budgetary and political union 

 

Lessons from the euro crisis: 
Enhanced economic governance in the EU in steps 



21 

 
 
 

 
 

 
 
 

The Six-Pack - Graduated approach backed by sanctions: (i) 
preventive- Graduated approach backed by sanctions: (i) 
preventive arm 

    
 
    

1) The new 
preventive 
arm of the 
SGP 
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Will the new fiscal framework work 
better than the old one? 
 
 
It depends on support behind the euro and the level of trust in the EU 
and in the national political system. 
 
It depends crucially on the financial market response. 
 
 
 
 

 
 



The cure of the euro crisis? 
The indirect cure:  

Cure: Foster trust in the national political system and 
in the EU system. 

 
Yes, but how?  
 
1. Where is the critical lever of trust? 
2. Can a country import trust from the EU? 
3. How much trust is needed for recovery within the 

euro area? 
 
A lengthy process judging from history  



Trust and the euro 

Differences in trust explains why some countries 
joined the euro and why some countries stayed 
outside the euro.  

 
Now the divergence between the euro-ins and the euro-

outs are rapidly growing 
 



Trust and the euro 

A challenge:  
 
How can trust be incorporated in the OCA-
approach? 
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