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Political Consent in Eastern EU Countries:
A Macroeconomic Perspective
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Abstract

The aim of the paper is to investigate the linkMeen trust in national politi-
cal institutions and macroeconomic performanceh@ ong run in Eastern EU
countries. The objective is to answer the questibather the liberalization pro-
cess and the subsequent exposure to globalizedetsasalized macroeconomic
outcomes that are still cause of concern for thaseng democracies. The em-
pirical technique is the panel dynamic ordinarydeaquare (PDOLS) estimator,
through which the effect of inflation inequalitycadebt on citizens’ trust in na-
tional governments and national parliaments is aagtd in term of long-run
dynamics. Results show a negative impact of tHedtats considered and high-
light the role of macro-variables in the institut@ consolidation process even
in presence of path dependence dynamics of trust.

Keywords : political institutions, trust, macroeconomic indioss, Eastern
countries

JEL Classification : E02, C23, O52

Introduction

Former socialist countries, starting from the efhthe '80, experienced great
transformations, bringing to their reintroductiania the global economy. This
process has been not easy and, especially for soamries, it is not yet com-
pleted. The reintroduction into the competitive gimbalized markets meant the
exposure to systemic shocks without having enongtiiments to counter them.
With the 2007 financial crisis, the initial converge process, started in the early
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and mid of the 2000s, slowed raising up growingpaligies (Roaf et al., 2014).
The economic transformation required change towdgmiocratic political sys-
tems that in those countries were not always upvithstand the challenges.
Almost all former socialist countries were ablestd political reforms with the
aim of guarantying to political parties to compttemugh free elections (Welsh,
1994; Linz and Stepan, 1997; McFaul, 2002). Howélerresult was not always
the same and in some of them the political refowase only partial, and for
several aspects they cannot be yet labelled as atanies (Ekiert, Kubik and
Vachudova, 2007). The transition toward democrasued the birth of a poli-
tical system very similar to western democracieswelver despite an initial
enthusiasm that can be labelled as “exogenous” @itiak 2013) their citizens
appear to still have a great distrust in their oral governments and parlia-
ments. Data about Eastern countries belonging tcatzilable on the Euroba-
rometer survey reveal that the net trust (the difiee between those who trust
and those who do not trust) in national institutsuth as government and par-
liament, is always negative (see below for furtégecification).

The level of political trust measures the degredemnocratic legitimacy ne-
cessary to implement political and economic refoemd complete the process
of transformation. However there is a differencesMeen the short and the long
time horizon. In the short-run political instituti® can get citizen trust, relying
on the consent associated to the nature and qodlibeir promises. In the long-
-run trust is deeply linked to the results achievadparticular as the great part
of literature about western countries states, ttenemic performance covers
a very central role (Nannestad and Paldam, 1994).

The aim of the paper is to empirically investigatethe link between trust in
national governments and parliaments and the mesnoenic performance in
the long run in Eastern EU countries. Previousyaea had as main object the
evaluation of the transition process toward theketaeconomy and to measure
to what extent the new democracies were able tcagethe temporary costly
outcomes of policy implemented (Brada, Coes ancbh&f, 2000). The present
paper aims at evaluating if the liberalization e and the subsequent expo-
sure to globalized markets realized macroeconomiicomes that are still cause
of concern for these young democracies.

The sample goes from 2005 to 2015 and containstiges belonging to the
European Union (EU) at present: the Baltic repsblicEstonia Latvia and Lithua-
nia — the five central Europe republics — Czechuloéip, Hungary, Poland, Slovak
Republic and Slovenia — and two out of three S&atst EU members — Bulgaria
and Romania. Just Croatia — which joined EU in 2818 not considered for the

! Some Asian countries such as Azerbaijan, KazaRhsigrgyzstan or Tajikistan etc.
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high number of missing values in the variables wered. Eight out of ten be-
longing to our sample joined the EU in 2004. JustgBria and Romania in
2007. Estonia (2011) Latvia (2014) Lithuania (208%vak Republic (2009)
and Slovenia are members of the Monetary UnionyTdam be considered as
a rather homogenous sample under two main as@gcfter the collapse of So-
cialist regimes these countries adopted a set litigab and economic reforms
with the intention of approaching the so-called Wis market economies and
b) they are all members of the European Union,istarommon rules in the
management of economic policy. As dependent vaggabkt trust in national
parliaments and governments, calculated as therdifte between those who
trust minus those who do not trust are used. D@&a&a@lected from the Euroba-
rometer databaseAs independent variables, being inspired by therdture
about trust and macroeconomic performance, inflaiimequality — measured by
the Gini coefficient — and debt are consideredatitn is particularly relevant in
countries that in previous years afforded a tramsébion period in which the
high loss of purchasing power was one of the megative features of the open-
ing to the market economy (Roaf et al., 2014). $ame motivation lies behind
the choice of the Gini coefficient since inequalitya reason of concern in coun-
tries where market economy is not at a mature stye indicator “substitutes”,
the more frequently used in the literature rateuoémployment to overcome
the critiques of multicollinearity with inflationFinally debt is considered for
its ability to synthetize the countries’ fiscal g inside the framework of the
European Union commitments and globalized finanwiatkets. The hypothesis
tested in the paper are the following: a) the exis¢ of a negative relationship
between trust in national governments and parliasnand inflation. An high in-
flation level is supposed to reduce real wagesiser@ase poverty. Furthermore,
increasing prices cause macroeconomic instabdiégrease capital inflows and
investments from abroad. b) the presence of a ivegabrrelation between the
Gini coefficient and the support for national ifgiions. Inequality is one of the
most important factors affecting social cohesione Bocial conflict is supposed
to undermine the normal working of the instituticarsd the consolidation pro-
cess of democracies (Acemoglu and Robinson, 20183%. is a particular rele-
vant issue in countries suddenly opened to markenanmies. ¢) Finally, high
public debt is supposed to affect negatively tgiste it is, inside the EU con-
text, the predictor of future fiscal consolidatiprogrammes negatively affecting
unemployment and growth, at least in the short run.

2 The standard Eurobarometer was established in. 1872004 it started to collect data also
for Eastern European countries. Each survey carnisisipproximately 1000 face-to-face interviews
per Member and reports published twice yearly. @fitre dataset is available at:
<http://ec.europa.eu/public_opinion/archives/eb2#e@72_en.htm>.
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The empirical technique is the panel dynamic @auirleast square (PDOLS)
analysis, through which the effect of inflation guality and debt on citizens’
trust in national governments and national parliaimeare evaluated in terms
of long-run dynamics. The dynamic nature of the ieicgd technique allows
controlling for endogeneity problems and overcortimg objection that present
values of distrust may depend on past opinions tapalitical management. As
a matter of fact the negative value of trust ineorth be comprehensively justi-
fied has to be inserted in the general contextasfdformations required for the
transition toward the market economy. However feifeg some authors (Prze-
worski, Cheibub and Limongi, 1997; Przeworski, 2084 paper argues that
economic development sustain the institutional obaation process. The empi-
rical methodology requires as preliminary the cagnation analysis: it establishes
a long-run relationship among the variables angsup the results validity even
in presence of a non-exhaustive set of explanatarigbles. The outcomes up-
hold the conclusion that all three dependent véagabegatively affect trust in
national political institutions. This kind of dyna&npanel macro analysis has
never been implemented for Eastern countries aod®s insights on what in-
stitutions should take into account to increasesenh Results are consistent
with those reached by the empirical literature @stern countries and confirms
the central role of macro-variables in the insiaoé&l consolidation process
(Canale et al., 2016). Furthermore the very low aerdative net trust raises
doubts in the transformative power of the transifiwocess and of the European
union commitments in those countries (Fouéré, 2016)

1. The Background: The “Big Two” and Beyond

Trust in institutions is the foundation of demayraand since the seminal
Lipset (1959) contribution democracy is always bé&sought to trigger good
economic performance and vice- versa. In particulpset (1959) associates
higher degree of democracy with an high level adwgh, the emergence of
a middle class and a higher political participation

Since the '70, the “rationality hypothesis” brotigfconomist to consider
the centrality of the “economic man”. The uncon&ial result is that the two
main variables considered to be relevant for tarst the so-called “big-two”
(Nannestad and Paldam, 1994), inflation and uneynmat. Both the variables
are supposed to affect negatively the level otttrus

Subsequent contributions reached more articule¢sedits® Citizens a) are
mainly “sociotropic”, i.e. are interested in theoromic situation of the whole
nation; b) are retrospective with static expectetjoc) assign the greatest
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importance to the unemployment rate (Veiga and &eRp04). Conversely,
Sanders (2000) studying the British case, fount éRpectations about the eco-
nomic future have a key role in affecting net trirstNational Governments.
Kirchgéassner (2009), examining the behaviour ofn@er voters, found that up
to 1998, unemployment and inflation have opposge sffects on trust. On con-
trary, with the Schroder Government the resultsnghd since unemployment
became non-significant and the inflation rate swett to the opposite direction
(the increase in inflation rate increase the ngdttin government). Stevenson
and Wolfers (2011) analysed the decline of trudi8A public institutions from
1972 to 2010 - also documented by National ElecBtudies by Miller (1974),
Alford (2001) and Pew Research Center (2010) — tiverbusiness cycle and
reached the point of a pro-cyclical nature of trust

In Europe this stream of studies had great suiese it was an instrument
to measure the institutional consolidation prooafsthe Eurozone and the EU
as a whole. Hudson (2006), Fischer and Hahn (2008)ii (2012), Ehrmann,
Soudan and Stracca (2012) and others find thahderoeconomic performance
severely affects trust. With a summarizing simpéfion, the relevant factors
appear to be: (i) the general macroeconomic pedoo®; (ii) the overall belief
in the success of the European project (iii) tharicial sector performance. Roth
(2009) and Roth, Nowak-Lehmann and Otter (2011hRGros and Nowak-
-Lehmann (2014) add as relevant variable, besiflation, unemployment and
GDP growth, the level of debt.

Recalling the concept that trust in institutionaisthe basis of democracy
some studies worth to be mentioned in relationgdink with economic perfor-
mance: Acemoglu and Robinson (2000), Acemoglu, Sahnand Robinson
(2001), Acemoglu and Robinson (2006) and Rodrik Watziarg (2005) ana-
lyse the relation between democracy and inequalityde the framework of
game theory: itis the redistributive threat bytp#rthe population that brings
about a democratic equilibrium. Jung and Sunde4p@add to this literature the
result that: non-democratic regimes emerge, not whien productive resources
are distributed unequally, but also when instingiodo not ensure political
commitments. Inequality affects democracy throughreduction of wage share
(direct effect Rodrik, 1999), the increase of squiditical instabilities (indirect
effect Alesina and Perotti, 1996), and the pertea@®DP growth (Barro, 1998,
confirming the path of the Kuznets curve).

Recently this studies on the roots behind demigccansolidation have been
applied to former socialist countries of Eastermdpe. Using a microeconomic
perspective Mishler and Rose (2002) investigateshenreverse causality and

% For a review of not very recent contributions Semnestad and Paldam (1994).
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finds that political outcomes are central for eqoi Boda and Medve-Balint
(2014) find an overall similarity of the behaviooir eastern Europe citizens to
western ones in regard to the determinants of.tiistvever they suggest that
the overall negative net trust in national institas represents a marked differ-
ence and therefore should be further investigatednderstand the process of
transformation. Przeworski, Cheibub and Limongi9aPand Przeworski (2004)
highlight that the economic performance is notriteen determinant of political
trust, however economic development increase tbbamility of democracy to
survive, so raising the issue of endogeneity.

In the light of these contribution the paper aimsvaluating the impact in
the long run of some relevant macroeconomic deteants on net trust in Eastern
countries taking into account, due to the featdrthe® econometrical technique,
the dependence of present trust from its past salue

2. The Empirical Analysis
2.1. Data

This paper focuses on ten Easter European cosinBidgaria, Czech Repub-
lic, Estonia, Hungary, Latvia, Lithuania, PolandyrRania, Slovakia and Slove-
nia. Trust in the national governments and natig@aliaments are regarded as
dependent variables; the Gini coefficient, inflatend debt are considered as the
independent variables. The contribution of the pagdéwofold: 1) estimate the
relation between trust in national parliaments aational governments and
some relevant macroeconomic determinants in 10eEasbuntries and 2) eva-
luate their long run impact through panel long dymamic data technique. The
sample period goes from the first semester in 2006 the second semester in
2015 ¢ =22 and = 10, for a total of 220 observations reduced0 hecause of
the dynamic features of the empirical methodolodyle choice of time span is
due to the fact that since 2004, all of these amm{with the exception of Bul-
garia and Romania that joined to the UE in 200€é)raembers of the European
Union. As previously stated, Croatia was excludedhfthe sample for the high
number of missing values in the variables consitlere

Data on trust in national governments (NG) andigraent (NP) were col-
lected from the Standard Eurobarometer survey. stimeey was established in
1973 (from 2004 for Eastern countries) and has Ipeegressively refined in the
course of the years. Each survey consists in appatgly 1000 face-to-face in-
terviews per Member State and reports are publishexk a year . It is struc-
tured around a wide range of questions. The queshis paper is concerned
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about is: “For each of the following bodies, ple&séme if you tend to trust it
or tend not to trust it,” (question 16). The podsgibof responding “I don't
know” is also given.

An index ranging from zero to one is constructedhe& simple difference be-
tween the number of those who answered “tend &t"tminus those who an-
swered “tend to not-trust” as a percentage of ttal fpopulation interviewed,
including those who answered “don’t know”. (Rotl082; Roth, Nowak-Leh-
mann and Otter, 2011; Roth, Gros and Nowak-Lehma@h4). This index has
the advantage to not be affected by the width efdample, but includes in it
even those who do not have enough information poesss an opiniof.

Data about gross debt, inflation and the Gini ftoieht were collected from
the IMF outlook database. Since the Eurobarometeve§y runs twice a year
(April and October, or May and November, or Jund &®cember) the inde-
pendent variables have to be transformed in oamengke them consistent with
the dependent variables. Therefore, similarly tdtMf2012), inflation and gross
debt as percentage of GDP are calculated as thagesbetween the months
before two consecutive surveys were run. For itgawhen surveys were run in
June and December, the explanatory variables wadpeillated as the monthly
averages between May and November. Since the @Géfficient data are col-
lected annually, the missing values were calculagtdg the linear interpolation
method® Table 1 contains some statistics to have a fixsk to the behaviour of
the variables in the time span and the countriesidered.

The mean of the net trust is always negative dgtu\ith exception of Estonia
for the variable NG. Excluding Estonia and Hungaven the maximum values
are always negative. In regard to income distrdyutihe average values show
a Gini coefficient in many cases above 30 and teetirose of peripheral countries
in the Eurozoné.Inflation shows an high difference between the imaxm and
the minimum value. The maximum value is often a-tigit Finally the govern-
ment debt/GDP ratio shows in most cases a markextatice between the lower
and the upper threshold indicating deterioratiogditions of public finance.

4 Literature uses also an index constructed asatie between the net trust and the sum of
those who answered “tend to trust” and those wissvared “tend to not trust” without considering
those who do not know (Walti, 2012). This index taes limit of excluding from the sample those
who “don’t know”: this answer could be interpretedther than as a signal of ignorance, as the
expression of a sense of disaffection toward te#tution’s performance.

5 Changes in the Gini coefficient occur slowly, stiét the linear interpolation can be consid-
ered a good approximation to fill the missing d&ar a detailed review of interpolation methods
see Meijering (2002).

% The mean of Gini coefficient in the same perioghémipheral countries is 36 for Portugal, 32
for Spain, 31 for Italy, 30 for Ireland, and 33 fereece. In the other Eurozone countries it is @aou
the value of 25.
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Descriptive Statistics
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Source Own computations.

It is implicit that the values of the independeatiables do not justify the
almost always negative net trust in national govemt and parliaments (Prze-
worski, 2004). However the aim of the paper isetst the influence on distrust of
some selected macroeconomic variables, once gheegéneral environment in
which national institutions operate.
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2.2. Methodology

In the present work the panel dynamic ordinargtisguare (PDOLS) metho-
dology is applied. In the PDOLS framework, the loog regression is aug-
mented by lead and lagged differences of the eapday variables to control for
endogenous feedbacks (Saikkonen, 1991). Moreowad, &nd lagged differen-
ces of the dependent variable can be included ¢oust for serial correlation
(see Stock and Watson, 1993). Hence, the PDOL8asiti is able to correct
standard OLS for bias induced by endogeneity aridl ssrrelation.

A PDOLS estimator is obtained using a two-stegedore. First, individual
dynamic and deterministic components are regressesdeparately for the panel
members. Then, the residuals are stacked and adgoegression is run. Accord-
ing to Wagner and Hlouskova (2010), the PDOLS edtmoutperforms all other
studied single equation estimators and system a&ineven for large samples.
Moreover, Harris and Sollis (2003) suggest that-parametric approaches —
such as the full-modified ordinary last square (AMKD— show problems in cases
where the residuals have large negative movingageecomponents and are less
robust if the data have significant outliers. Isti@ be noted that both situations
are quite common in macro time series data.

The PDOLS estimator requires as preliminary caoitor its implementation
that the variables are non-stationary in their lles&@tionary in their differences
—or I(1) — and cointegrated. This preliminary ciod is due to the dynamic na-
ture of the empirical methodology. The use of cemgndted panel regression
model reveals the existence of a long run relakigmamong the dynamics of the
variables. PDOLS is a parametric method used taimidng-run coefficients by
taking into account the lead and lagged valuesadghbiles and is constructed in
the following form:

R R
Yo TqG A%+ D KDY+ D DYt (1)
k=-p k=—p
where Yy, is the dependent variable at timi thei-th country andy, is the
independent variable with the same featufgs, and Ax_, are the variables con-
sidered in their change apdare lagged and lead values. Fingllyis the DOLS

parameter obtained fromth unit in panel to be estimated to assess thenimag
tude of the relationship. In particular the follogiequations are estimated:

NG, =@, +3,0Gin], +B,0INE, +B,(DEBT, + 3.y, ANG, + 3. 5, Gi,
k=-1 k=-1

@)
& 1
+3.3,8INF,, +3 8, ADEBT, +¢,,
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where the dependent variablédG, and, NP, are net trust in national go-
vernments and national parliaments respectivelyti,, INF,, and DEBT, are

the Gini coefficient, the rate of inflation and tlyeoss debt as percentage of
GDP, in the-th country at timé. A represents thielead and lagged differences
of the variables. Thg8 parameters are the DOLS coefficient to be estithete

levant to assess the existence and the magnitutie oélationship.

2.3. Results

Before implementing the PDOLS estimation technifue required to inves-
tigate the properties of the panel data. In domgests of panel unit root follow-
ing Hadri (2000) (HAD), Levin, Lin and Chu (2002)L(C), Breitung (2000),
Breitung and Das (2005), Im et al. (2003) (IPS),FABisherx® (ADF), PP Fisher
x* (PP) due to Maddala and Wu (1999) are applied.ARelPS and HAD tests
are adopted as they are suitable to test stattgrinrheterogeneous panels (see
for PP Caporale and Cerrato, 2006), while the Le& is employed given its
high power in small samples (see Wagner and Hlowgsk2010). The ADF is the
standard test allowing to detect if the preseniealf the variable is able to pre-
dict its future one.

Finally the Breitung test allows for mitigatingetleventual presence of cross
sectional dependenédn order to proceed to the cointegration analsésvari-
ables have to be non starionary in their levels iatefjrated of order one I(1).
The results are reported in Table 2.

From these tests it can be concluded that thesedear evidence for non-
stationarity of net trust in national governmemiGj and national parliaments
(NP), the measure of inequality (GINI), inflatiofNF) and gross debt (DEBT),
when considered in their level since it is confidhi®y the great majority of the
tests. For NG, NP and INF the non-stationarity asfecmed from 5 out of 6
tests, while for GINI and DEBT it is confirmed fall the six tests. Very similar
results are obtained when performing the testrat #lifferences according to
which ANP, AGINI andADEBT result to be stationary for 5 out of six testile
ANG andAINF for all the tests performed. Therefore, it @spible to conclude
that the variables are non-stationary and I(1).

" The absence of cross sectional dependence istetttiecthe PDOLS estimates. This allows
validating the unit root tests’ results using thstfgeneration tests.
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Table 2
Unit Root Tests

Seies TESTS

HAD LLC Breitung

Level
NG 3.26885*** —-0.13258 -1.26092
NP 3.97868*** 1.91566 1.87058
GINI 5.94602*** —0.70480 1.09254
INF 5.94602*** 0.40312 0.26822
DEBT 4.91675%* 0.05690 3.16207
First differences

IPS ADF PP
ANP —0.84028 —4.37013*** —4.52353***
ANG 0.63534 -1.66041** 0.41700
AGINI 1.26548 —2.08240** 1.88559
AINF —0.64313 —7.33133*** —4.43044***
ADEBT 0.73895 —3.04140*** 0.11329

Level
NP -1.30071 28.0962 38.6739***
NG -0.51486 26.5102 73.1550%*
GINI —0.36659 27.9389 25.3507
INF —1.53554 33.3131** 11.2034
DEBT 2.56724 13.9264 19.6135
First differences

IPS ADF PP
ANP —4.93129*** 59.0975*** 152.186%**
ANG —5.55522%*% 68.7139*** 408.249***
AGINI —3.04693** 44.6888*** 82.4123**
AINF —7.39894** 82.8827** 58.1444%*
ADEBT —3.76572%** 56.7577*** 453.063***

Notes The tests are: Hadri (2000) (HAD); Levin, Lin a@tu (2002) (LLC); Breitung (2000); Im, Pesaran and
Shin (2003) (IPS); ADF Fishef? (ADF); PP Fisheg*(PP) due to Maddala and Wu (1999). In Hadri théisul
that the variable is stationary. ***, ** and * gt the null at 1%, 5% and 10% respectively.

Source Own computations.

The second step is to perform the cointegratialyais in order to verify the
presence of a long run relationship among the bkasain the empirical model.
Table 3a and Table 3b show the tests results peetbifor the variables in equa-
tion (2) and (3) respectively.

It report the results from standard Pedroni (122@4), Kao (1999) and Johan-
sen-Fisher cointegration tests. The 11 cointegratésts proposed by Pedroni
extend the Engle and Granger (1987) two-step proeetb panel data, and are
divided into three categories of test statistidse Tirst category consists of four
panel statistics: a non-parametric variance ratissic (panel v); a non-para-
metric Phillips and Perron type r-statistic (pafgh non-parametric Phillips and
Perron type t-statistic (panel PP); and a DickeeFtype t-statistic (panel ADF).
The second category contains the same panel isstiseighted by long-run
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variances. The third category includes three gsiapstics: a Phillips and Perron
type p-statistic (groupp); a Phillips and Perron type t-statistic (group;Rid an
ADF type t-statistic (group ADF).

Table 3a
Cointegration Tests on Eq. (2) NG, GINI, INF, DEBT
Pedroni
Weighted
Panel v-statisitc —0.223554 —0.670047
Panel rho-statisitc —1.056565 —1.889398**

Panel PP-statistic
Panel ADF statistic
Group rho-statisitc
Group PP-statisitc
Group ADF-statisitc

—3.540350***
—2.450160***
—0.256182

—8.151978***
—2.597297**

—5.389269***
—2.386926***

Kao

—3.051015**

Johansen-Fisher

Trace test Eigen test
r=0 83.89%* 65.81%*
r<i 35.88** 28.51*
r<2 20.73 20.69
r<3 14.84 14.84
Note *** ** and * reject the null at 1%, 5% and 10%spectively.
Source Own computations.
Table 3b
Cointegration Tests on Eqg. (3) NP, GINI, INF, DEBT
Pedroni
Weighted
Panel v-statisitc 0.122091 —-1.271942
Panel rho-statisitc —2.217517* —2.566352*+*

Panel PP-statistic
Panel ADF statistic

—5.699056***
—5.293442***

—6.656041***
—6.275764***

Group rho-statisitc —0.406387

Group PP-statisitc —7.297475%*

Group ADF-statisitc —5.071839***
Kao

—5.112555***

Johansen-Fisher

Trace test Eigen test
r=0 89.60*** 71.62%**
r<i 38.18*+* 30.78*
r<2 21.69 20.94
r<3 17.14 17.14

Note *** ** and * reject the null at 1%, 5% and 10%spectively.
Source Own computations.
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The Kao (1999) test is a residual based test.dno test coefficients do not
differ across individuals, while the Pedroni teslitew for heterogeneous coeffi-
cients. 7 out of 11 Pedroni statistics for equaf)rand 8 out of 11 Pedroni statis-
tics for equation (3) reject the null of no cointatipn with different levels of sig-
nificance. This conclusion is also supported byKhe tests for both equations.

The Johansen-Fisher (Johansen, 1991) trace aed tEgts confirm the pre-
sence of cointegration in the variables. This t@$bwing detecting the presence
of more than one cointegrating vector, confirme Hypothesis of three cointe-
grating vectors in the data.

After having highlighted the presence of coint¢igrg the estimation of the
panel model presented in equations (2) and (3rf®pned. Results are presented
in table (4) where at the bottom it is highlightis& absence of cross sectional
dependence in the PDOLS regressions. Its presenaie Wwave reduced the qua-
lity of the performance of the estimator.

Table 4
PDOLS Estimation Results

Dependent variable: NG (Equation 2)
GINI —1.855019**(0.887526)
INF —2.361447**(1.146064)
DEBT —0.772348**(0.150957)
R? 0.837399
Adj R? 0.646764
Dependent variable: NP (Equation 3)
GINI —2.568523***(0.854871)
INF —3.024700***(0.721081)
DEBT —0.849996***(0.151811)
R? 0.847570
Adj R? 0.625854
N. of Counries 10
N. of Obs 190

Notes Standard errors in parentheses. *** p < 0.01p* 0.05, * p < 0.1.

One lead and one lag of the first difference hanhbesed in the regression Breusch and Pagan (T380)
-square, Pearson, D’Agostino and Browman (1977) Nbdtmal, CD Normal, Friedman (1937) Chi-square,
Frees (1995) Q tests, when performed on regressguits accept the null hypothesis of cross seatimde-
pendence.

Source Own computations.

According to the results all three independentaldes have a negative and
highly significant impact on net trust both in retal governments and national
parliament. The higher the level of inequality tbeer is the net trust in national
political institutions (—1.85** for NG and —2.56**for NP) the higher the debt
the higher distrust (-0.77** for NG and —0.84***rfdlP). The variable appear-
ing to have the greatest impact on trust in eatimated equation is inflation
(—2.36** for NG and —3.02*** for NP).
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Conclusion

The economic literature has been for a long timecentrated on the transi-
tion process in Eastern Countries and on the memsumnt to what extent the libera-
lization reforms realized outcomes consistent \hih consolidation of their de-
mocracies. This paper takes as given the trangmioness, and estimates if the
exposure to globalized markets and the macroecanoutcomes have been ge-
nerating negative feedbacks on these democradiesempirical results suggest
that, even taking into account past citizen’s digtrabout national governments
and parliaments, inflation, inequality and debtéavnegative and high impact
on net trust. In particular, the variables moseetihg trust in national parlia-
ments and national governments are inequality 86*t.for NG and —2.56***
for NP) and inflation (—2.36** for NG and —3.02*fbr NP). As matter of fact,
they represent the two indicators that best captueedifficulties affecting the
society for which citizens have a direct and imraggliperception. The former
Socialist economies, in the competition of globadiznarkets, have to tackle with
problems unknown in the past, that, now, howevarerge powerfully in the
process of transformation. In regard to debt, dlaimegative relation emerges
(=0.77** for NG and —0.84*** for NP) as a conseques of the inability of insti-
tutions to wisely manage public finance and avaoitdire consolidation program-
mes inside the EU framework. These results shaednd to national parlia-
ments and governments that the institutional caatibn process cannot hap-
pen without positive economic outcomes. On conthagh inequality, inflation
and debt, rather than keep these countries on tfidemocratic consolidation
could, as in the Western Europe, move them towgrelater instability and un-
democratic solutions. The choice of an adequata@u@ policy to have trusted
and accountable democracies must go through thaatim of possible future
political balances. If we are too unbalanced towarctions that lead to unequal
income distributions in the name of increasingoggficy and correcting market
failures, we can achieve results that lead to thekening of democracy and of
the market mechanisms on which they are based (Aglerand Robinson, 2013).
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