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In 2012 in Project Syndicate, Michael Spence andid#&rady argued that
government paralysis in the West was at least gligrtthe result of the fact that:
“Government, business, financial, and academieslire not trusted. Lack of trust in
elites is probably healthy at some level, but nwusrpolls indicate that it is in rapid
decline, which surely increases citizens’ reluctate delegate authority to navigate an
uncertain global economic environment.” Loss afstrprobably has multiple causes,
including analytical failure: central banks, redala, market participants, rating agencies,
and economists almost all failed to detect risipgtesmic risk in the years preceding the
current crisis, much less to take appropriate ctire action. Clearly, this range of
causes features economic variables, which makesesegiven that in low
employment/high growth economies we would not ekpgecsee dissatisfaction with
government at high levels.

In order to determine the causes of distrust inegowment, we went to the
Eurobarometer and found questions on trust in gowent and satisfaction with
democracy going back to 1997. We were able teecoconomic data: growth in GDP,
levels of unemploymehtand policy instability as measured by Baker ef{2016), for
six countries over the years 1997 to 2016 as anpirelry test of the argument The
countries are the U.K., Spain, Netherlands, It&grmany and France We began by

running O.L.S. regressions to determine which ‘e would directly affect peoples’

1Data on GDP growth and unemployment rates were extracted from the OECD statistical bank -
harmonized unemployment rate (HUR) and Growth rate compared to Previous quarter, Seasonally
Adjusted (GPSA).

2 The Baker et al. measure of policy instability has been criticized because it essentially measures
financial instability. However, for our purposes this is fine because if policy instability is financial it
simply means that it is not under the control of any national government.
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level of trust and satisfaction with democracy. r Guspicion was that the variable
closest to peoples’ well being, such as unemploynvesuld have the greatest effect.

We have constructed two separate datasets fomoumiin dependent variables —
satisfaction with democracy and trust in governm& have constructed the database
for only those points where trust in government gatisfaction with democracy are
present, either separately or in common. Over fiaximately twenty years period
from 1997 to 2015, satisfaction was measured 2@édifor an average of 1.5 per year
with only 2008 missing. Trust in government was sugad 34 times between 1997 and
2015 (almost twice a year), however there was nasmnement in 1998 and 2000. Our
strategy was not to include points in which theedgfent variable was missing. The right
hand side variables — GDP growth, unemployment,—-etre measured as the average of
the two quarters preceding the trust or satisfaagi@estiond Thus the satisfaction has 27
observations over six countries while the trusialde has 34 observations over the six
countries.

Table 1 shows, across all six countries, unemployneethe only variable that
significantly affects satisfaction with democracfcross all six countries a one percent
increase in unemployment causes an almost threemtencrease in dissatisfaction with
democracy. Table 1 also shows the results of thee sagressions separately performed
on two groups of countries, characterized by défifireconomic performances in recent
years. As we can see, the three better economarsn@y, the UK, and the Netherlands)
the effect of unemployment is less — 2.26 — buit stitremely significant. In the worst
economies (ltaly, France, and Spain) the effechigher — 2.89. We run all these
regressions with a multi-level specification, allog intercepts to randomly vary by
country in order to model individual country varaat. In short, different countries with
different cultures and history can react differgntl similar causes. These variables were
significant, indicating that indeed countries ha\féerent levels of satisfaction given the

same economic conditions.

3To be precise, we averaged across six monthly data points on variables measured on a monthly
basis (policy instability and unemployment), and two quarterly points for GDP growth.
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Table 1 — Satisfaction with Democracy by Economic &fiables

All six countries Better economies  Worst economies

Satisfaction

Policy -0.000827 0.00142 -0.00667

uncertainty (0.920) (0.898) (0.573)

Unemployment -2.789™ -2.260™ -2.899"

rate (0.000) (0.000) (0.000)

GDP -0.893 -1.666 -1.145

growth (0.458) (0.357) (0.471)

Consant 84.13 82.14™ 84.80™
(0.000) (0.000) (0.000)

Ins1_1 1

Constant 2.413 1.224" 2.752"
(0.000) (0.008) (0.000)

Insig_e

Consant 1.635 1.590™ 1.652™
(0.000) (0.000) (0.000)

N 148 73 75

R2 0.891 0.585 0.885

Table 2 shows that in regard to trust in governmenemployment is again
significantly related to trust in government acraighe six countries. Policy instability
has the right sign and is also slightly significgp¢0.1). A rise in unemployment of one
percent causes trust in government to decreaseSbye2centage points, meaning that a
ten percent level of unemployment decreases trugiovernment by 25 points. In the
better economies the effect of unemployment is fowe&.3 — than it is in the worst
economies — 2.5 — but is extremely significant mthbcases. As was the case for
satisfaction, the analysis shows that differentntoes vary in their reaction to economic

conditions.



Table 2 — Trust in government by Economic Variables

All six countries Better economies  Worst economies

Trust

Policy -0.0170 -0.0225 -0.0128

uncertainty (0.099) (0.126) (0.374)

Unemployment -2.478™ -2.327" -2.503™

rate (0.000) (0.000) (0.000)

GDP -0.180 -0.722 0.335

growth (0.846) (0.549) (0.816)

Consant 59.32 58.23" 59.95™
(0.000) (0.000) (0.000)

Ins1_1 1

Constant 2.196 1.892™ 2.373"
(0.000) (0.000) (0.000)

Insig_e

Consant 1.985 1.969” 1.998™
(0.000) (0.000) (0.000)

N 194 94 100

R? 0.690 0.578 0.685

The results of the preliminary analysis encouragetal go forward with the
analysis. Our strategy is to run a structured ggouanalysis. The policy uncertainty
variable of Baker et al. has recently been showessentially measure financial
instability; thus, for our purposes we view uncertta as affecting GDP growth and
unemployment. The idea is that because it mea$umascial instability it is outside the
control of any one government to manage policyaipifity and is therefore more likely
to be affecting economic variables and trust inegoment. We have run the analysis
both ways, of course but prefer policy uncertasdya left hand side variable.

We also include a measure of electoral instabilitys is the total volatility index,
which equals half of the sum across the absolubeesain the changes in party vote
shares across two consecutive general electiongar{iate 2015). Obviously, national

general elections are less frequent than the Ewwoleter surveys, so most observation



have a missing value on the electoral instabilityasuré. The score of the volatility
index encountered in a given country-election pestdo most immediate data point
available for each of the alternative dependenialsbes — satisfaction with democracy
and trust in government.

Roughly, the argument is that policy uncertaintyd @DP growth while not
significant in the OLS regressions have some effeachoth unemployment and political
stability, which we believe affects satisfactiordamust. Table 3 shows the results for
satisfaction with democracy and trust in governnfentall six countries while Figure 1
shows the picture for the satisfaction model. Co@tihg Figure 1 and Table 3, we can
see first that policy instability has a significaftect on electoral instability and also that
policy instability affects GDP growth. In turn GDgtowth is significantly related to
unemployment levels and then that unemployment énabrect significant effect on
satisfaction with democracy, which confirms theutessof the OLS analysis. Electoral
instability is also related to satisfaction, bus laaless significant effect. It is also the case

that the exogenous unmeasured variables affecetugdts.

4 This is also the reason why we use a maximum likelihood with missing values estimating technique,
in order to exploit all of our data and be able to estimate all the effects of interest.
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Table 3 — Structural equation models for satisfactin and trust in all six countries

Satisfactiol Trusi
Electoral_Instabilit
Policy_Instability_ 0.051¢ (0.013 0.0810™ (0.000)
Congan 9.47,7 (0.001 6.235 (0.020)
GDP
Policy_Instability -0.0031<”"  (0.000 -0.00279"  (0.000)
Congan 0.77." (0.000 0.600™ (0.000)
Unemploymer
GDP_ -2.39¢™ (0.000  -1.269"  (0.005)
Congan 9.77." (0.000 8.746™ (0.000)
Satisfactiol/ Trus
Electoral_Instabilit -0.54¢€ (0.017 -0.515™ (0.000)
Unemploymer -2.34¢7 (0.000  -1.810™ (0.000)
Congani 91.3(™ (0.000 61.57" (0.000)
mean(Policy_Instability
Congan 117.77 (0.000 118.2" (0.000)
var(e.Electoral_Instabilit
Congan 58.0¢™ (0.000 55.39™ (0.000)
var(e.GDP_
_cone 0.205™ (0.000 0.376™ (0.000)
var(e.Unemploymen
_cone 20.15" (0.000 18.96™ (0.000)
var(e.Satisfactiol
_cone 169.67 (0.000 125.17 (0.000)
var(Policy_Instability 1
_cone 3607.¢" (0.000  3220.4™  (0.000)
N 189 238




Figure 1 — Satisfaction with democracy model
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The trust in government model (Table 3 and Figurestibws that the overall
pattern of significant effects shown for satisfantiis replicated. Policy instability is
significantly related to electoral instability a®DP growth. In turn, GDP growth has a
significant effect on unemployment level. Trustgavernment is directly affected by
both electoral instability and unemployment, atgldy the same levels shown for
satisfaction with democracy. These results confilm original findings that trust in
government is to a large extent the result of tatesof the economy and that high levels
of unemployment and political instability bring dovirust in government. As was the
case with satisfaction, there are significant éffexf exogenous unmeasured variables on

the measured variables of interest.



Figure 2 — Trust in government model

Policy 0.0028 *** GDP
instability growth
0.081 KKK “1.3**
Electoral Unemployment
instability rate
'0.51*** -1.8***
Trust in
government

The preliminary results we have presented herecatdi that trust in and
satisfaction with institutions varies over time lwthe state of the economy. Globalization
affects how many and what type of jobs are avadlabla given country. The overall loss
of industrial jobs to automation and then to exgtoh has in large part contributed to
the current levels of dissatisfaction found in OECBuntries. Dissatisfaction is not
limited to governmental institutions, but also ués businesses, banking, the press, the
legal system, and democracy itself. Our intentientd add other institutions to our
analysis to better assess the effect of economiahlas on trust and satisfaction with
functioning of contemporary democratic systems. Aok at survey results shows great
unhappiness with the very institutions, which willimately have to solve the problems

created by the transformations of the world economy
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