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Abstract
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of public trust in the ECB, in particular during the crisis. Along with inflation and
unemployment, rising sovereign bond yields and banking sector distress reduce net
trust. An increase of one percent in sovereign bond yields leads to a fall of about
nine percent in trust. Hence, country-specific fiscal developments weigh heavily on
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There is no doubt that in order to be successful over the longer term, the ECB
will have to win and maintain the trust and support of the European public.

Otmar Issing (2000)

1 Introduction

The persistence of economic institutions in a democratic society requires that its citizens

trust them. When citizens lose confidence in an economic institution, they are likely to

vote for change, or to elect candidates who favour change. Therefore, economic institutions

must earn the trust of citizens, they must maintain it, and they must do so on the basis

of observable factors. Trust in economic institutions would be particularly important at

times of crisis, when uncertainty increases markedly.

Survey results show that citizens’ trust in economic institutions has actually declined

since the onset of the crisis (Roth, 2009). A Financial Times/Harris Poll was conducted

in June 2009 across five European countries (United Kingdom, France, Italy, Spain and

Germany) and the United States (Harris Interactive, 2009). This poll asked respondents

the following question: “Do you feel the European Central Bank/Bank of England/Federal

Reserve has responded appropriately to the challenges of the economic downturn and its

consequences?”A majority answered no in each of these countries. Further evidence on

trust in central banks can be obtained from standard Eurobarometer surveys. Among

other things, these surveys have asked citizens from EU member countries whether they

tend to trust European institutions or not. Figure 1 depicts the cross-country average of

net trust of European citizens in the European Central Bank (ECB) from 1999 until May

2010. Net trust is defined as the difference between the share of respondents to standard

Eurobarometer surveys who say they trust the ECB, minus the share of respondents who

do not trust. Net trust stood at around 30 percent until the crisis started. Since then, net

trust has fallen significantly and has even become negative in several countries.1 Similar

results have been obtained for the European Commission and the European Parliament

(Roth, 2009).

1See Figure A1 in the Appendix.
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Figure 1: Average net trust across the euro area (1999-2010)
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The purpose of this paper is to investigate empirically the determinants of public trust

in the European Central Bank, in particular since the onset of the crisis. Is the decline

in trust related to large movements in inflation and unemployment, the typical arguments

of social loss functions in macroeconomics, since the beginning of the crisis? Is the fall

in trust also related to other country-specific developments during the crisis, for example

rising sovereign bond yields or financial sector turbulence?

The empirical literature on the determinants of trust in central banks has focused on

the European Central Bank due to data availability. Eurobarometer surveys are conducted

across EU countries twice a year. Such variation both across countries and over time makes

the use of panel data analysis very appealing. Fischer and Hahn (2008) have focused only

on the first five years of the euro and thus, they do not include the crisis in their analysis.

Gros and Roth (2010) have extended the analysis up to the survey conducted in Fall 2009,

thereby exploiting time variation in both the level of trust and macroeconomic variables.

In this paper, we extend the sample period to the latest Eurobarometer survey conducted

in May 2010 (published in November 2010). The spring of 2010 was characterised by severe
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financial market distress and rising unemployment in several euro area members. As such,

including this observation contributes in a non-negligible manner to the identification of

the determinants of the fall in net trust during the crisis.2 Moreover, Gros and Roth (2010)

focus narrowly on economic growth to identify the impact of the crisis on net trust. Yet,

the crisis has manifested itself in different forms in different countries. Some countries have

experienced severe banking sector distress, while others have suffered more from downturns

in the real economy. Spreads on sovereign bonds have also diverged sharply after a long

period of almost complete convergence, reflecting indebtedness concerns in some but not

all countries. Even though economic growth could probably capture some part of banking

sector distress and rising bond yields, we control for different forms of the crisis directly

by including a large set of explanatory variables in our regression analysis.

Our results show that macroeconomic variables affect the level of net trust of citizens

in the ECB. Higher unemployment and deviations of inflation from its level consistent

with price stability reduce net trust. Moreover, higher sovereign bond yields and banking

sector distress also contribute to the decline in net trust. In particular, an increase of one

percent in sovereign bond yields leads to a fall of about nine percent in net trust. Hence,

country-specific fiscal developments weigh heavily on the level of citizens’ trust in the ECB.

Section 2 describes the empirical approach, including the regression specification, the

measurement of net trust and explanatory variables. Since standard Eurobarometer sur-

veys are conducted twice a year at irregular intervals, the construction of the dataset

deserves an extensive discussion. Section 3 presents our estimation results and the final

section concludes.

2 Empirical approach

This section describes the panel regression specification, the measurement of net trust in

the European Central Bank, as well as the construction of explanatory variables.

2Gros and Roth (2010) conclude that “the change of net confidence seems to have come to a halt in
October-November 2009”. As Figure 1 shows, net trust fell even further in May 2010.
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2.1 Regression specification

Standard Eurobarometer surveys are carried out twice a year across the European Union.

The availability of data across countries over time makes the use of panel data techniques

very appealing. The dependent variable is the level of net trust in country i at survey

t. The regression specification includes the typical arguments of social loss functions in

macroeconomics, namely inflation and unemployment.3 The apparent association between

the fall in net trust and the crisis could be explained by sharp movements of inflation and

unemployment during the crisis. Yet, other macroeconomic variables have experienced

sometimes abrupt and large changes during the crisis. Thus, we add to the specification a

number of explanatory variables capturing various aspects of the crisis to see whether the

crisis has had an effect on trust beyond its impact through inflation and unemployment.

Trusti,t = αi + λt + βπi,t + γUi,t + δXi,t + εi,t (1)

where αi is a country fixed effect, λt is a survey fixed effect capturing variation in net

trust common to all countries, πi,t is inflation in country i at survey t, Ui,t stands for

unemployment in country i at survey t, and Xi,t comprises other macroeconomic variables

of interest.

The country fixed effect will pick up unobserved time-invariant country heterogeneity.

Fischer and Hahn (2008) postulate that net trust could vary across countries according to

national differences in mentality, history and national economic institutions. The inclusion

of survey fixed effects is more controversial. On the one hand, survey fixed effects will

capture unobserved variation in net trust common to all countries. On the other hand,

survey fixed effects will eat up all the variation in macroeconomic variables with similar

patterns over time. For example, inflation had been broadly stable across countries since

the creation of the euro until it increased substantially across countries in 2008 and de-

creased (to negative values in many countries) across countries in 2009. The increase in

2008 was the result of a commodity price shock, while the decrease in 2009 was associated

3See, for example, Drazen (2000), chapter 4, for a discussion of social loss functions in macroeconomics.
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with the crisis. Adding survey fixed effects to our regression specification will likely make

the coefficient on inflation insignificant. This should not necessarily be interpreted as a lack

of statistical significance; the estimated survey fixed effect simply picks up the similar time

path of inflation. In the light of this discussion, we estimate all regression specifications

with and without survey fixed effects.

2.2 Measurement of net trust

The measure of net trust is constructed on the basis of the standard Eurobarometer surveys.

These surveys were established in 1973 and consist of approximately 1000 interviews for

each member state at each survey.4 Interviews are conducted twice a year, in spring and

autumn.

Standard surveys comprise a list of questions which repeat at every wave of the survey.

The standard question about trust in European institutions is the following: “And, for

each of them, please tell me if you tend to trust it or tend not to trust it?”The list of

institutions includes the European Central Bank. We measure net trust as the share of

respondents in a country during a given survey which answer they trust the ECB, minus

the share of respondents who do not trust. In order to obtain a balanced panel, we focus

on the twelve member states who adopted the euro early on.5 Data are retrieved from the

Eurobarometer 51 (Spring 1999) to the Eurobarometer 73 (Spring 2010). Twenty-three

waves of the survey for twelve countries gives us 272 observations (in fact, 276 minus four

observations; Greece became a member in January 2001, so the first four waves for Greece

are not taken into account).

Even though the average level of net trust stood at around 30 percent until the crisis

started, it has since then fallen markedly. This fall spreads across all countries in the sample

(see Table A1 and Figure A1 in the Appendix for evidence on individual countries). Yet,

the magnitude of the fall is not uniform across countries. Some countries experience small

4Germany has about 2000, Luxembourg about 500, and the United Kingdom about 1300 (300 for
Northern Ireland).

5Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Por-
tugal and Spain.
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Figure 2: Construction of explanatory variables
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decreases in net trust, like Austria or Finland, while others have seen large falls, like

Germany, the Netherlands or Ireland.

2.3 Explanatory variables

Standard Eurobarometer surveys are always carried out twice a year but the fieldwork

does not always happen in the same months. The irregular occurrence of the fieldwork

complicates somewhat the construction of explanatory variables. In particular, we must

make an assumption about those observable factors which citizens consider when answering

the Eurobarometer questions. We shall assume that citizens consider the average of the

values of explanatory variables between the month preceding the fieldwork back to the first

month of the previous fieldwork. Figure 2 depicts the information set of citizens when they

answer questions for the fieldwork at survey t.

When going back in time starting from the month before the fieldwork, why would one

stop at the first month of the previous fieldwork? The main idea is best described using

an equation. Suppose that net trust depends only on inflation and unemployment. Thus,

Trusti,t = α + βπi,t + γUi,t + εi,t

where we drop fixed effects and other explanatory variables for convenience. The vari-

able πi,t is really the average inflation rate in country i between the month before the

fieldwork t and the first month of the previous fieldwork t− 1. Similarly, the variable Ui,t

is the average rate of unemployment in country i between the month before the fieldwork
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t and the first month of the previous fieldwork t− 1. Taking first differences, we get

∆Trusti,t = β∆πi,t + γ∆Ui,t + (εi,t − εi,t−1)

Any change in the level of trust between two surveys is explained by changes in the

explanatory variables between these two surveys. Any information which was already

available before is already reflected in the level of trust obtained at the fieldwork t− 1.

All data for this paper are retrieved at the monthly frequency. Fischer and Hahn (2008)

average net trust within each year and use one-year lags of explanatory variables. The

problem with this approach is that anything that happens between the beginning of a year

and the fieldwork is ignored. In the context of the crisis, where financial and real variables

can move suddenly and sometimes by large amounts, one-year lags are unsatisfactory.

Gros and Roth (2010) ignore the irregular occurrence of surveys and tweak the dataset by

assuming that all surveys are conducted in April-May and in October-November. They

use monthly and quarterly data and transform these into semester data to fit the assumed

cycle of surveys. According to the authors, tweaking the dataset in this way is necessary

because “it is not possible to change the research design throughout the dataset”. Our

approach suggests that the irregular occurrence of surveys does not prevent us from running

a meaningful empirical exercise, so long as one is willing to work with macroeconomic data

at the monthly frequency.

Data on the Harmonised Consumer Price Index (HCPI), unemployment and bond yields

have been gathered from the online Eurostat database. Inflation is the year-on-year growth

rate of the HCPI. Since high inflation and deflation are both “bads”, we transform the rate

of inflation by subtracting 2 (the assumed level of inflation consistent with price stability)

and taking the absolute value. In terms of a social loss function, the social loss would in-

crease whenever inflation departs from its level consistent with price stability. Data on total

industrial production, industrial production excluding construction and construction have

been gathered from the OECD Main Economic Indicators. Data on construction activ-

ity were only available at the quarterly frequency for Greece, Ireland and Italy. Monthly
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observations for these countries were obtained by linear interpolation. Finally, data on

broad stock market indices, banking sector stock indices and financial sector stock indices

were obtained from Datastream. Returns were calculated as percentage changes. Sharply

negative returns on either of the three indices signal financial market distress.

3 Results

In light of the pros and cons of including survey fixed effects in the regression equation, we

present results with and without survey fixed effects. Table 1 presents estimation results

without survey fixed effects, while Table 2 includes survey fixed effects. All regression

specifications feature country fixed effects and robust standard errors. The null hypothesis

that all country fixed effects are equal is always rejected.

Estimation results in Table 1 show that higher unemployment and deviations of inflation

from its level consistent with price stability both reduce net trust. The coefficient estimate

on unemployment is always statistically significant. A one-percentage point increase in

unemployment reduces net trust by an approximately equivalent amount. The evidence

for inflation is less strong. The coefficient estimate is statistically significant at the 5% level

in some specifications, and only at the 10% level in other specifications. A one-percentage

point deviation of inflation from its level consistent with price stability decreases net trust

by about 1.5 percentage points.

The coefficient estimates for other macroeconomic variables are usually not statistically

significant, except for construction activity. Some countries in our sample such as Ireland

and Spain have experienced construction booms before the crisis. The crisis has completely

reversed this course of action, with abrupt falls in construction activity in those countries.

Interestingly, either total industrial production and industrial production excluding con-

struction are not statistically significant. Thus, it appears that construction is really having

an impact on net trust and is not capturing a broader collapse of output. Moreover, the

abrupt fall in construction activity has an impact on trust beyond the inherent rise in

unemployment.
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Estimation results in Table 2 show that once we control for survey fixed effects, rising

sovereign bond yields and banking sector distress reduce net trust. Coefficient estimates

for these two variables are always statistically significant, at least at the 5% level. Even

though the coefficient on banking sector (and more generally financial sector) distress

remains rather small, the coefficient estimate on sovereign bond yields is very large in

economic terms. A one-percentage point increase in sovereign bond yields reduces net

trust by about nine percentage points, other things equal. Hence, country-specific fiscal

developments as reflected in sovereign bond yields affect citizens’ level of trust in the ECB

very strongly.

As expected, inflation and unemployment lose their statistical significance once we

include survey fixed effects. But this lack of statistical significance does not imply that

inflation and unemployment have no effect on net trust. Both series exhibit a similar time

path across countries which is now picked up by the survey fixed effects.

Coefficient estimates for banking sector (and financial sector) returns are statistically

significant, while the coefficient estimate for stock market returns is not statistically dif-

ferent from zero. Along with the inclusion of survey fixed effects, this finding means that

we are really capturing banking distress and not some common, unobserved shock which

would affect all assets across the board.

Finally, developments in the real sector have no impact on net trust beyond the impact

of the recession (or slowdown) on unemployment. Gros and Roth (2010) have found that

the small recovery in net trust in Fall 2009 coincides with the economic recovery. However,

this result is hard to reconcile with the evolution of net trust and economic growth in

Spring 2010. Net trust deteriorated sharply while economic growth did not experience any

major setback during the months preceding the May 2010 fieldwork.

4 Concluding remarks

This paper studies the determinants of public trust in the European Central Bank, in

particular during the crisis. Survey results indicate that the level of net trust of citizens
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in the ECB has declined significantly since the onset of the crisis. To the extent that the

persistence of economic institutions over time requires the trust of citizens, it would be

crucial for such institutions to develop and maintain public support. Of course, net trust

could simply fall because unemployment has risen and inflation has deviated significantly

from its level consistent with price stability. However, citizens may also trust the ECB to

a lesser degree because of purely country-specific developments.

We find that unemployment and deviations of inflation from its level consistent with

price stability reduce net trust. These two variables are typical arguments of social loss

functions in macroeconomics. Moreover, higher sovereign bond yields and banking sector

distress also reduce net trust. The coefficient estimate on sovereign bond yields is especially

large. Hence, fiscal developments weigh heavily on the level of public trust in the ECB.

13



References

[1] Drazen, A. (2000), Political Economy in Macroeconomics, Princeton University Press.

[2] Harris Interactive (2009), Monthly opinions of adults from five European countries and

the United States, July (http://www.harrisinteractive.com/news/datatables/

HI_FT_HarrisPoll_July2009.pdf).

[3] Fischer, J. and Hahn, V. (2008), Determinants of trust in the European Central Bank,

SSE/EFI Working Paper 695.

[4] Gros, D. and Roth, F. (2010), The financial crisis and citizens’ trust in the European

Central Bank, manuscript.

[5] Issing, O. (2000), Should we have faith in central banks?, St. Edmund’s College Mil-

lennium Lecture, Cambridge.

[6] Roth, F. (2009), The effect of the financial crisis on systemic trust, Intereconomics

44(4), 203-208.

14



T
ab

le
A

1:
N

et
tr

u
st

in
eu

ro
ar

ea
m

em
b

er
s,

E
B

51
-E

B
73

(1
99

9-
20

10
)

Su
rv

ey
F

ie
ld

w
or

k
A

U
T

B
L

G
F

IN
F

R
A

G
E

R
G

R
E

IR
E

IT
A

L
U

X
N

D
L

P
O

R
SP

A
E

B
51

M
ar

-A
pr

19
99

0.
17

21
0.

17
85

0.
30

57
0.

11
60

0.
24

13
0.

09
60

0.
39

14
0.

34
70

0.
49

08
0.

53
98

0.
23

60
0.

11
60

E
B

52
O

ct
-N

ov
19

99
0.

22
79

0.
18

77
0.

20
59

0.
13

16
0.

20
46

0.
07

82
0.

36
16

0.
35

15
0.

29
77

0.
65

45
0.

40
56

0.
26

90
E

B
53

A
pr

-M
ay

20
00

0.
09

85
0.

24
74

0.
20

89
0.

17
27

0.
12

59
0.

25
00

0.
43

20
0.

31
30

0.
39

50
0.

57
44

0.
34

60
0.

26
40

E
B

54
N

ov
-D

ec
20

00
0.

13
40

0.
16

79
0.

20
99

0.
10

37
0.

14
36

0.
11

98
0.

40
16

0.
30

90
0.

38
26

0.
48

31
0.

31
70

0.
24

20
E

B
55

A
pr

-M
ay

20
01

0.
14

88
0.

20
73

0.
21

53
0.

13
25

0.
22

05
0.

13
53

0.
44

64
0.

24
80

0.
44

33
0.

50
38

0.
33

20
0.

17
60

E
B

56
O

ct
-N

ov
20

01
0.

28
53

0.
32

47
0.

35
00

0.
21

29
0.

29
10

0.
24

15
0.

50
95

0.
41

84
0.

53
48

0.
53

25
0.

32
47

0.
26

30
E

B
57

M
ar

-M
ay

20
02

0.
23

00
0.

22
97

0.
35

64
0.

09
11

0.
34

23
0.

20
16

0.
44

92
0.

42
40

0.
51

50
0.

47
94

0.
39

30
0.

16
60

E
B

58
O

ct
-N

ov
20

02
0.

35
64

0.
38

96
0.

32
28

0.
11

25
0.

36
73

0.
19

84
0.

50
10

0.
40

65
0.

53
50

0.
44

10
0.

31
20

0.
32

10
E

B
59

M
ar

-A
pr

20
03

0.
22

14
0.

27
61

0.
44

74
0.

16
19

0.
34

67
0.

25
72

0.
40

33
0.

33
30

0.
49

17
0.

48
61

0.
41

76
0.

13
50

E
B

60
O

ct
-N

ov
20

03
0.

22
38

0.
18

00
0.

32
12

0.
05

02
0.

25
40

0.
34

67
0.

44
48

0.
27

88
0.

43
95

0.
36

68
0.

34
30

0.
18

30
E

B
61

Fe
b-

M
ar

20
04

0.
12

83
0.

24
51

0.
47

91
0.

07
36

0.
27

16
0.

32
24

0.
43

56
0.

20
49

0.
48

14
0.

45
31

0.
32

50
0.

22
30

E
B

62
O

ct
-N

ov
20

04
0.

26
71

0.
47

95
0.

42
49

0.
14

51
0.

27
90

0.
31

50
0.

38
80

0.
27

84
0.

46
02

0.
58

47
0.

40
80

0.
25

32
E

B
63

M
ay

-J
un

20
05

0.
24

50
0.

45
90

0.
51

07
0.

00
69

0.
20

39
0.

19
50

0.
30

42
0.

33
17

0.
50

79
0.

49
60

0.
41

49
0.

06
93

E
B

64
O

ct
-N

ov
20

05
0.

21
57

0.
31

93
0.

24
42

0.
02

38
0.

24
97

0.
16

10
0.

38
35

0.
17

10
0.

50
20

0.
49

95
0.

42
17

0.
07

09
E

B
65

M
ar

-M
ay

20
06

0.
23

01
0.

37
75

0.
39

76
0.

03
82

0.
25

75
0.

16
40

0.
40

68
0.

37
20

0.
43

74
0.

55
60

0.
31

24
0.

12
74

E
B

66
Se

p-
O

ct
20

06
0.

24
80

0.
40

48
0.

32
10

0.
00

99
0.

33
05

0.
24

20
0.

37
60

0.
09

44
0.

45
00

0.
58

84
0.

35
18

0.
16

05
E

B
67

A
pr

-M
ay

20
07

0.
21

96
0.

46
79

0.
45

86
0.

04
24

0.
41

64
0.

11
90

0.
42

30
0.

30
30

0.
42

86
0.

60
36

0.
34

22
0.

28
70

E
B

68
Se

p-
N

ov
20

07
0.

27
78

0.
37

96
0.

44
24

0.
15

06
0.

38
97

0.
05

30
0.

37
24

0.
14

55
0.

43
23

0.
65

77
0.

23
90

0.
15

80
E

B
69

M
ar

-M
ay

20
08

0.
20

20
0.

41
67

0.
48

90
0.

10
10

0.
32

14
0.

01
20

0.
47

31
0.

20
94

0.
41

92
0.

69
93

0.
39

06
0.

40
17

E
B

70
O

ct
-N

ov
20

08
0.

26
52

0.
34

53
0.

53
78

0.
07

11
0.

22
80

0.
03

70
0.

28
10

0.
13

20
0.

37
20

0.
69

26
0.

26
50

0.
21

60
E

B
71

Ju
n-

Ju
l

20
09

0.
26

01
0.

22
28

0.
50

49
-0

.0
03

9
0.

17
09

-0
.1

57
0

0.
22

17
0.

15
73

0.
38

30
0.

45
80

0.
23

17
0.

05
89

E
B

72
O

ct
-N

ov
20

09
0.

29
00

0.
21

00
0.

53
00

-0
.0

40
0

0.
17

00
0.

07
00

0.
23

00
0.

15
00

0.
38

00
0.

41
00

0.
33

00
0.

10
00

E
B

73
M

ay
20

10
0.

15
00

0.
15

00
0.

41
00

-0
.1

30
0

-0
.0

20
0

-0
.1

80
0

0.
07

00
0.

09
00

0.
31

00
0.

24
00

0.
07

00
0.

02
00

15



F
ig

u
re

A
1:

N
et

tr
u
st

in
E

U
15

co
u
n
tr

ie
s,

E
B

51
-E

B
73

(1
99

9-
20

10
)

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

A
us

tr
ia

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

B
el

gi
um

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Fi
nl

an
d

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Fr
an

ce

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

G
er

m
an

y

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

G
re

ec
e

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Ire
la

nd

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Ita
ly

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Lu
xe

m
bo

ur
g

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

N
et

he
rla

nd
s

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Po
rt

ug
al

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Sp
ai

n

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

D
en

m
ar

k

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

Sw
ed

en

-0
.20.
0

0.
2

0.
4

0.
6

0.
8

1.
0

20
00

20
02

20
04

20
06

20
08

U
ni

te
d 

K
in

gd
om

16


