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Confidence and trust:
empirical investigations
for the Netherlands and the financial sector

Robert H.J. Moschand Henriétte M. Prast
January 2008

Abstr act

This paper reviews the state of confidence and trust in theeNends, with special attention to the
financial sector. An attempt has been made to idettigyfactors that determine individual trust and
confidence and to uncover connections between the various eari@ddsed on surveys over the
period 2003-2006, the data show that interpersonal trust in titeddends — the extent to which the
Dutch trust each other — is high from both an internatiandl an historical perspective. People who
trust others typically display higher trust in institutionsprpoting the smooth operation of such
institutions. Yet the Dutch have little trust in some bé tcountry’s institutions, i.e., the euro,
parliament and the social security system. However, thé déévaust in financial institutions and the
Dutch central bank is high, although trust in the integpityousiness is clearly lower than that in
financial institutions — but still higher than that in pamient. The high level of trust in the financial
sector was not harmed by a bank failure in the Netheslam@d004. People on benefits generally take
a less favourable view of institutions and the economy in tlieelands. Closer analysis of the data
reveals a significant link between confidence in the economytrastiin the country’s institutions.

This correlation only adds to the importance of trushgtitutions and between people.

Keywords: financial supervision, consumer confidence, trust
JEL Classification: G18, Z13
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1 INTRODUCTION

This paper studies confidence and trust in the Netherlasplecially with regard to the financial

sector. Confidence and trust are qualitative, emotion-basgables which seem to be a powerful
force in the economy. The aim of this paper is to gain @rettderstanding of the relationship
between confidence and trust, how confidence and trust influbeceay people behave and
how this affects the economy.

Confidence is about future developments, and reflects a ciamvitiat favourable economic
trends will emerge, continue or accelerate. Trust isutabelationships with other people,
organisations, institutions or a system. It reflects toaviction that the other person or
organisation will not merely act out of self-interesdas not out to damage one’s individual
interests. It also involves the expectation that anturigin will do the things it is supposed to do
competently and with integrity.

Low confidence can turn into a self-fulfilling prophecwgtipushes the economy into recession
and, if it vanishes altogether, puts currencies and paymenkde.g. hyperinflation (Katona,
1975)). Kenneth Arrow argues that every economic transaatiooivies an element of trust
(Arrow, 1999). People in a high-trust society typically resflee government and the law, and
observe rules and agreements, even informal ones (Putnam, 1998afak 1995). This
increases efficiency as it reduces the time and monewpt spe enforcing contracts and
agreements. In a low-trust environment, many endeavour tojlagédiguard their own positions.
This involves non-productive usage of production factors. Institutitmslower their transaction
costs (Williamson, 1985), but this does require trust in tivestéutions. Confidence and trust,
then, are to be treated as social capital and here@@sluction factor alongside physical capital,
technology, education and labour.

Consumer confidence reflects not just the sum total oélpuEconomic factors, but also
communications and the media. The country’s social oinca¢ates — or discourages — fertile
ground for optimism and confidence. But it is not just wotkat inspire and encourage
confidence, actions also count. Predictability of policplighe more important as governments
are able to unilaterally change the rules if they so deSinee consistency and the question of
who supervises the supervisor — i.e., the government in ttiznice — are central issues here.
This is one of the reasons why De Nederlandsche Bani&){ operates at arm’s length from the
government and why today’'s central banks are committed to gtaddity (see the European
Central Bank’'s mandate).

Traditionally, economists have paid little explicit attenttonconfidence and trust in their
economic models. And yet as early as 1936 Keynes observed thatesitof uncertainty and

lack of confidence, more factors than mere rationaluation affect economic behaviour

® De Nederlandsche BankNB) is the central bank and prudential supervisor of finirtstitutions in the
Netherlands.



(Hoogduin, 1991). Put differently, it is harder to explain pretlict people’s economic choices —
e.g., consumption, capital spending, investing — if confidenderast are lacking.

With confidence and trust such a prime force in the econonsypé#per assesses the situation
in the Netherlands. It also probes the relationship betweafidence and trust, and investigates
the extent to which these tie in with individual charastiss such as education, position in the
labour market, income and age — a crucial area of intemebbth scientific and policy reasons.
Our investigation of these background data is based on thegdf thebNB Household Survey
(DHS), an independent Internet panel of the University of Tilbu@g¥stERdata.

Some major conclusions are the following. Interpersonal trute Netherlands is high in
international terms, and has in fact been growing inptst couple of years. It turns out to be
positively correlated with confidence in the Dutch economy mstitutions. The economic
literature does not offer any unequivocal answers as tedhsal relationships between these
variables, but common sense tells us that trust is likelpeta prerequisite for confidence.
However, public trust in some of the country’s institutions.g- parliament, social security, the
euro — has shown a downward trend. In parliament’s caie,ntight reflect the fact that
government is able to change the rules unilaterally. Publipesitddemands that politicians step
in, but the key word is predictability. Change the rulesafven and the people begin to perceive
the government as untrustworthy. Another — possibly complementagyplanation is that
interpersonal trust reflects proximity whereas institutiarefelt to be overly distant, and as not
belonging to the people.

Consumer confidence in the Netherlands has veered sharply dodgawver the period 2000-
2005. This is most likely attributable not just to relevamnemic factors (employment, growth),
but also reflects a lack of public trust in the countmy&itutions. Our study reveals a significant
relationship between economic conditions in the Netherlandpaplct trust in the competence
and integrity of the executive officers of financial tingions, in the integrity of corporate
Holland, and in parliament. Insofar as we have been aldesdertain, the relationship between
trust and confidence has not been theoretically investigatedmpirically identified before. We
can rule out the possibility that the correlation is symgle to optimistic or pessimistic
individual mindsets. Our analysis also shows up a negativelabon between being on benefits
and the degree to which individuals consider themselvesispti

Trust in financial institutions is high in the Netherlan@ver 90% of the population trusts that
their bank or insurer will be able to pay up their moneyldinges, while three-quarters feel their
pension funds will come through. We carried out an additismavey after a small bank in the
Netherlands failed in December 2005, and it turns outthihas not jeopardized public trust in
DNB and/or financial institutions in the Netherlands. Trasthe competence and integrity of
financial institutions’ executive officers is also fir(with only 8% of respondents taking a
negative view), firmer at least than trust in the intggf the corporate world (18% negative)

and parliament (two-thirds negative).



DNB as an institution also enjoys a high level of trust. Morequeople who are aware of the
existence of the central bank and its supervision ohéirg institutions have greater trust in these
institutions. Our findings also show thakB’'s existence increases public trust in the financial
sector and the euro. Still, one in five Dutch people ntspldtle or no trust inDNB. Those on
benefits are particularly gloomy about the country’s economyistdutions, underscoring the
importance of creating conditions conducive to improving their sacid economic positions
and to help make them less dependent on government policies.

One notable finding is that the Dutch associaie and its responsibilities with the world of
politics. Actually, this does not go fanB alone. People’s trust in the euro also ties in directly
with their trust in Dutch parliament. Perhaps this is bezan®’s tasks are seen to have a
bearing on society and to serve the public interest. Anoeson might be recent political
debates about the role of regulators and, more generally, indepeoserning bodies, and about
demarcation lines between politicians and regulators imsteof responsibilities and
accountability. The question as to who supervises the \8spes is legitimate, but one should
beware of reputation risk BNB and politics become too closely associated, esfesiace trust
in DNB is fairly constant and fundamentally high, whereas puhlist in politicians has slumped
to significantly lower levels.

Ever since its launch, the euro has been shown to inspire feitiwedeelings in a large
majority of the Dutch population. Our poll of euro confiden@swaken after news coverage of
the exchange rate at which the guilder entered the euro arfdutbl vote on the European
Union constitution: its outcomes do not make for happy readimgajority of around 60% of the
Dutch population expressed none or very little confidence irsithgle currency. It is beyond
dispute that emotions figure prominently here: people inNbtherlands have overestimated
inflation since the birth of the euro, a phenomenon which ia strenger, and significantly so,
when the word ‘euro’ is mentioned. Interestingly, the 2005icediof the most important
dictionary of modern Dutch includes the newly-coined tgewoelsinflatie meaning perceived
inflation. When it comes to individual determinants of confein the euro, our findings show
that awareness of and trustORB make for a positive contribution to confidence and trustioas
interpersonal trust and trust in parliament. Signifigadividual characteristics include education,
income and position in the labour market — i.e. being on hemefnot. Low income earners, the

less educated and people on benefits typically havededglence in the euro.



2 CONFIDENCE AND TRUST IN THE NETHERLANDS: AN HISTORIAL AND
INTERNATIONAL PERSPECTIVE

This section looks at the way consumer confidence and trusstitutions in the Netherlands
have actually developed, and will provide an internatigrabkpective on these findings. Our
investigation draws on thens Household SurveyDfs), an independent Internet panel of the
University of Tilburg’s CentERdata. This representative darapthe Dutch population over the
age of sixteen logs on to answer questionnaires vialbee PCs. Focusing first on confidence,
Section 2.1 will discuss Dutch consumer confidence and camsadevelopment with that in
neighbouring countries. Trust is next on our list. Sectioré2ws interpersonal trust and trust
in a number of civil institutions, and the ways inigththese have developed since 1981. Section
3 will be devoted to the confidence and trust of the Dutchhénfinancial industry and its

supervision, as well as in the euro.

2.1 Trendsin consumer confidence

Statistics Netherlands finds Dutch consumers to be fuaedesity pessimistic about the economy,
with the pessimists on average outnumbering the optimiste s started measuring consumer
confidence in 1986. With an average consumer confidence read#8) obnsumers have been
particularly bearish about the general economic climateygrdtti-11 for the past twenty years,
whereas they have mostly assigned positive average ratinigsit own financial situations and
prospects. These findings are much the same as those cediydbe Social and Cultural
Planning Office of the NetherlandsaP, which in 2003 described the average Dutch person’s
attitude as ‘I'm doing OK, but we’re doing badly’, and saw tesonfirmed two years lates¢p
2003, 2005). Figure 1 gives the average scores for the sub-quesithrke total index in the
period from 1986 to August 2005.

From an international perspective, consumer confidewetslén the Netherlands are not at all
bad (see Figure 2), but the striking thing about these figardsat the country’s comparatively
strong position in 1986 — a position that strengthened furthtereba 1995 and mid-2000 — has
virtually evaporated since 2001. All the more important tiie carry out an even more probing
analysis of consumer confidence and its determinants.

Research bpNB (DNB, 2005a) demonstrates that people’s own financial positweesith and
home ownership have little effect on individual confidence in ecanatavelopmentsDNB
concludes: ‘Apparently, in estimating their financial futyrepple tend to be guided more by the
economic situation at large than by their wealth positiogaiA, a conclusion that warrants more

research into people’s assessment of the countrgisoeic situation.



Figure 1. Consumer confidencein the Netherlands, aver ages 1986-2005
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Figure 2. Consumer confidencein Germany, France, the Netherlands, the United Kingdom and the
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To gauge consumer confidence in the country’s economic telinvee hadbHS pose the

following question:How would you currently rate the economic situation in the Netherlands?

Although not identical to consumer confidence as measurethligtiss Netherlands or Eurostat,

the answers to this question do give an indication of thédamte felt by people regarding the

way the Dutch economy is moving. Possible answers were tudggywourable’, ‘unfavourable’,



‘neutral’, ‘favourable’ and ‘very favourable’. The picture thamerged from the replies is
captured in Figure 3, which leaves no doubt as to Dutch pedpdarish take on their economy:
no-one expresses a very favourable view, only 6% rate the econtuatos as favourable, 29%
are neutral while 55% and 8% take a gloomy or very gloomy vielweoéconomy, respectively.
Section 4 delves deeper into the variables that affecplggsopersonal confidence in the

economy.

2.2 Trendsin inter personal and institutional trust

Tilburg University’s Faculty of Social and Behavioural Scienlbas been conducting research
into Dutch views and values — including trust — since 188Tart of an ongoing values survey of
the differences in social, political, economic and cultisediefs and opinions across countries,
and of how these beliefs and opinions change as a resgbbmbric and technological progress.
Polling an ever-changing representative sample of around 1,0@lepéhe last official survey
was conducted in 2000 and reported in 2005 (Halman, Luijkx amd A¢endert, 2005). To
capture trends and developments since then, we put a noembest-related questions to our
CentERpanel in July and August of 2005, which are identicat@éovalues Survey questions.
Note that Values Survey amNB Household Survey findings are not entirely comparable, for
various reasons — one being that the Values Survey is basadestoiface interviews, whereas
the DNB Household Survey uses the Internet to obtain its replieseaReh has shown the latter
type of survey to be preferable: as it is more anonymousgsfgondents are less likely to give
‘politically correct’ answers (Chang and Krosnick, 2003a, 2003lopther difference is the
actual make-up of theHs panel, with the respondents’ average education levels sligigther
than in the Values Survey. These differences need to bénkeyhd when interpreting findings.

Figure 3. Public assessment of economic conditionsin the Netherlands (December 2003/January

2004)
0
g 2 7
Very favourable;
favourable;
29 neutral;

unfavourable;

[]
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Interpersonal trust. To measure interpersonal trust, Ggratiel put the now familiar question to
the panel: Generally speaking, would you say that most peaplbe trusted, or that you can't be
too careful in dealing with people? Figure 4 captures the dewent over time of the percentage
of people who feel that, on the whole, most people cainuséed. As the figure demonstrates,
interpersonal trust in the Netherlands has been on an diresd in the past 25 years, growing
from 45 % in 1981 to nearly 70 % in 2005. Although this is good newsmeinis in order.
International comparisons also show the Netherlands to ddypoar the index of civic
cooperation, which measures disapproval of hit-and-run adsideax evasion, dodging public
transport fares and abuse of social security benefisngnother things (Knack and Keefer,
1997). This seeming paradox of high interpersonal trust andileevcooperation might be taken
to mean that the Dutch perhaps put greater trust in one armbause they do not blame
themselves and others overmuch for ducking some rules. Bagh&ay, Section 4 will show

this variable to be a key factor in explaining trust stitntions in the Netherlands.

Figure 4. Inter personal trust in the Netherlands, 1985-2005
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In 2000, an international comparison of interpersonal trosthe European countries
(including new entrants) showed that the Netherlands alsedséavourably in the international
arena (see Figure 5). Claiming third place in thigleatable, the Netherlands even boasted an
interpersonal trust percentage that was doubletheverage. In fact, only four countries belong
to what we might term the happy few: only in Denmark/dfid, the Netherlands and Sweden

does more than half the population feel that other peoplgemerally to be trusted.



Figure 5. Inter personal trust (2000)
Percentage of people per country who feel that, genesadigking, most people can be trusted (2000)
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Trust in institutionsTo measure trust in institutions, the panel was asked Hiogvilog question:
How much do you trust [name of institutionRespondents were asked to tick any of four
answersA great deal A fair amount A little, or Not at all Charting the development of trust in
Dutch parliament since 1981, Figure 6 shows the Dutch to ériesting in 2005 than they were
in previous surveys: only one in three respondents said thea fiaid amount’ or ‘a great deal’
of trust in the country’s parliament, while a striking 28&d it did not trust parliament at all — a
quadrupling of the 1999/2000 score and a doubling vis-a-vis °198(e, too, we need to keep in
mind the distortions caused by the differences in apprbatkeen the Values Survey and the
DNB Household Survey (Internet, anonymous, panel) and the slidifityent make-up of the
sample (slightly better educated on average). The San@lCultural Planning Office of the
Netherlands (2005) notes that the percentage of Dutch peapleubt the government declined
from 75% in 2000 to 48% in 2004. International comparisons show tinap&ans have less faith
in politics than their counterparts in Canada and theted States. This leads Teulings,
Bovenberg and Van Dalen (2005) to observe that ‘Europeans samy American-style

conditions, but the Americans themselves are obviously lassilfé

® Dutch trust in the civil service exceeded the internatianerage five years ago (Halman, Luijkx and Van
Zundert, 2005).
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Figure 6.Trust in parliament
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We also enquired after the people’s trust in the potloe reason being that we were curious
to find out whether the declining trust in parliament migliteceé a general loss of trust in
authorities. As Figure 7 shows, despite the debate about pafety :1 the Netherlands, trust in
the police merely edged down between 1981 and 2000 and was evendftiawe risen vis-a-vis
2000 in thebNB Household Survey in 2005. Possibly, people feel the police ttober to them
than politicians or theu, which might mean that the campaign for more policéhenbeat has
left its mark. Another possibility is that police actimnseen to be predictable and consistent.
People may not actually like the police to be predictablecamdistent when ticketing minor
speeding infringements, but predictable and consistent behavdoes contribute to
trustworthiness. In the 2000 international comparison, the Nattu=zImatched the average for

EU countries’ trust in the police.

Figure7. Trust in the palice
How much do you trust the police?
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During the years 2002 — 2006, radical changes were made to the Deidisscurity system.
This is the presumable reason for a slump in public trugtr&i8 shows the percentage of Dutch
people who claim to have ‘a great deal or ‘a fair antowf trust in the system to have
plummeted from around 60 % in 2000 to some 25 % in the sumr2&06f

Figure 8. Trust in the social security system
How much do you trust the social security system?
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The European Values Study has been surveying trust in thedaurdJnion €U) since 1990.
Figure 9 shows this trust to have fallen steeply in thiedasade of the twentieth century, with

theDHS survey observing a further decline.

Figure9. Trust in theEu
How much do you trust theu?

100%
90%
80%
70% A
60% -
50% A
40% -
30%
20% A
10%

0%

1981 1990 1999-2000 DNB 2005

‘EI Great deal @ Fair amount O Little O Not at all ‘

An international comparison shows Dutch trust in Huweto be low in both absolute and

relative terms. In 2000 the Dutch population displayed the lowest bf trust of all countries
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that have formed part of the European Union and its preslecefrom their inception (Halman,
Luijkx and Van Zundert, 2005).

Figure 10. Integrity of business

17%

52%

O Very positive B Positive O Neutral O Negative B Very negative

We asked theHS panel one additional question on the subject of tiDetyou trust the
integrity of business in the Netherland®2r enquiry into the way the Dutch feel about the
integrity of their businesses is important because ofdbeuating and other scandals of the past
few years (building fraud, insider trading, share-leasirigeises). Confidence in the economy
(consumer confidence) does not hinge on ‘rational’ economiortaetione, and we cannot rule
out in advance concerns about the integrity of corporataftblNearly one in five Dutch people
takes a negative or very negative view of the integritpusiness, with around half neutral and

less than one-third positive to very positive (see Figure 10)

2.3 Summary

In 2005, the Dutch were fundamentally bearish about the egonoigeneral, but quite upbeat
about their own financial situations. ‘I'm doing OK, but wetteing badly,” seemed to be the
message. A mixed picture emerges for indicators of ttstDutch may show a high and still
rising level of trust in their compatriots in internatiotems, but their trust in institutions and

broader civic organisations — and in politicians in patér — has been crumbling.

" Thekvs puts the Netherlands in i§lace in terms of trust in the European parliamentthaduropean
Commission out of all 2&u countries: around half of the Dutch population would seertrust these
institutions. The 2006Hs survey did not measure this type of trust.
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3 TRUST IN THE FINANCIAL SECTOR AND ITS SUPERVISIONMD IN THE
EURO

This section takes an in-depth look at trust insofart asrectly impinges orbNB’s terms of
reference. Its key subject is trust in the financial ingusitd its supervision, and in the euro. Our
research again draws on the CentERpanel surveys conduttiedeaid of 2003/in early 2004 and
in the summer of 2005. Our discussion focuses on both public itrugéneral and on its

individual determinants.

3.1 Trust in thefinancial sector and its supervision

DNB monitors financial stability and the health of financiadtitutions, and these two core duties
inform this section on public trust in the Netherlands’ finahanstitutions — banks, pension
funds and insurers — and in the financial industry at larpges particular subsection will present
and analyse recent research findings concerning trusiteinfinancial sector. A survey was
conducted in December 2003/January 2004 to uncover to what éebtitch public trust the
country’s financial institutions and their supervisiond avhat individual characteristics influence
this trust. Key areas of investigation include trust in tretheof financial institutions and in the
trustworthiness and integrity of their executive officers, veell as trust in the quality of
supervision imposed and enforceddnB.

After reviewing the aggregated data, we will analysesome greater depth the degree to
which trust is linked to objective individual characteristiteh as education, income, age and
class, as well as to subjective characteristics,tleegdegree to which people trust others in their

own environment.

Confidence and trust in banks, life insurers and pension fuftsbNB Household Survey of
December 2003/January 2004 found that over 90% of the Dutch poputas confidence in the
Dutchbanking system at largén the twelve months leading up to the survey, only 15% hed e
considered the possibility that banks in the Netherlanddagalbankrupt. Around half of the
population fully trust thatheir own bankwill be able to pay up their money at all times (Figure
11), while another 45% are broadly confident. Trust in hBurers runs equally high (Figure 12),
with a majority of policyholders fully or broadly trustingaththeir insurers will honour their
commitments in the future. Confidence in pension funds irNgtberlands is lower (Figure 13).
Admittedly, 74% of future pension beneficiaries are broadlyfident that their pension funds
will be able to pay their pensions in due course, but in 2008 than one in three pension
scheme participants had their doubts as to whether their pénsamwould be able to meet their
commitments. As we will see, confidence in pension furglsage-related: the older the

respondent, the fewer the doubts.
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Figure 11. Trust in own bank
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Figure 12. Trust in own lifeinsurer
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Figure 13. Trust in own pension fund
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Altogether, then, trust in financial institutions is higmd yet, in 2003 7% of respondents had
some concerns that their bank or banks would not be ablartp sip, and 17% of this group —
1.4% of the total Dutch population — had acted on these daunbtsransferred to another bank.
One in five doubters had gone so far as to seek informiatibhad decided to leave their money
where it was. Of the people who did not have any concernsséit¥they would withdraw their
money if information or rumours about their bank’s reliabitgused them to have any doubts.
This suggests that a loss of trust would trigger a masgiven the banks, a major impact that
would appear liable to be triggered even by a mere suspicianrefiability — making trust in

banks a very vulnerable variable indeed. Some reservaticallesd for: a gap often exists
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between what people say they will do and what they dgtda) and it is questionable whether so

many would indeed snap into action.

Figure 14. Trust in the executive officers of financial institutions

Executive officers of financial institutions are generathynpetent and above reproach. Percentages
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The survey asked the following question about trust and execofficers of financial
institutions: Do you trust the competence and integrity of eékecutive officers of financial
institutions? Of course, this particular question camgditional weight foDNB, if only because
of its regulatory duties and the supervision of executffieens of financial institutions that is
part of its remit. Competence and integrity of theie@xive officers are a key precondition for
banks to obtain and keep their licenses to run their bankingdass+ a condition that does not
apply to non-financial institutions, which typically have rgulatory body supervising them.
This is not surprising, really, considering that the finalnsystem is what keeps the economy’s
circulation pumping. About 45% of the Dutch are reasonably oy eenfident about the
competence and integrity of executive officers of foahinstitutions (Figure 14), with a large
proportion of respondents reporting themselves to be neutra) @186t to know (6%), and only
8% rating these executive officers incompetent and/or rigckn integrity. These showings
compare favourably with integrity scores for corporatecekive officers: no fewer than one in

five Dutch people have doubts about the integrity of businegsraral (see Section 2).

Trust in the supervision of the financial sectdppropriate regulation and supervision of the
financial industry is one way to ensure continued confidendinancial institutions, and this is
one ofDNB’s key responsibilities. An overwhelming majority of Dutpghople — around 90% —
feel that banks, pension funds and insurers in the Natld=rlshould be regulated and supervised.
Trust inDNB, responsible for supervising the health of all of the cotsmfigancial institutions
and its financial stability, runs high: one in five of thatch has a ‘great deal’ and three in five a

‘fair amount’ of trust inDNB (see Figure 15). High as these ratings may be, tHisngans that
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over 20% do not trugbNB, or only a little. This is important, as we will findter that greater
trust inDNB typically implies greater trust in the country’sdircial institutions, which in turn
bolsters confidence in the economy. What is more, trusiNg, as we will discover, has a
positive effect on confidence in the euro. Section 4 will retorthese issues in some greater
depth.

Figure 15. Trust in DNB

Do you trustbns? Percentages

2,8%

O Great deal
B Fair amount
O Little

O Not at all

59,0%

Trust after bank failureln December 2005, a small bank in the Netherlands failedadtthe first
bankruptcy in the Dutch banking sector in about 25 years, and lieceome as a considerable
surprise to the public. To study the potential trust impbca of this bank failure, in February
2006 we submitted a second questionnaire tobti® panel, repeating the previous questions
about trust in the financial sector andbkB without reference to the recent failure. Our results
indicate that despite extensive media coverage, the fail@rendiahad a significant impact on

trust in either individual banks, the system as a whoteneras prudential supervisor.

3.2Trust intheeuro

Figure 16 captures the state of Dutch trust in the eurod2005, i.e. after press reports about
the value at which the guilder had joined the euro and teeerelum on Europe’s constitution. A
majority of around 60 % has little or no confidence in tihgle currency, with over one in three
expressing a ‘fair amount’ and five % ‘a great deal afifcdence, reflecting a widespread feeling
in the Netherlands that the euro has caused higher inflatidre. loss of purchasing power. A
recent opinion poll suggests that the Dutch overestim@tation by a wider margin if the

guestion includes the word ‘euro’ (Christensen, 2005).
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Figure 16. Trust in euro

Do you trust the euro? Percentages
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3.3 Summary

This section has reviewed confidence and trust among theh agcdirectly linked to De
Nederlandsche Bank’s remit. In view of the low — and declinimgdieators of institutional trust
as described in the previous section, the high level of inusénks, insurance companies and
pension funds would, at first glance, appear rathekirgjr Ratings of executive officers of
financial institutions are also remarkably good when congpaiéh the scores on integrity of
business. Deeper reflection suggests that, really, no otiteomes would be possible. High trust
is the very mainstay of the financial industry, and thmrght not be a financial industry at all if
these were absent. Over half those interviewed saidvbald withdraw their money from their
banks in the event of reliability worries, even if theseceomed the bank’s insurance operations.
Solid financial supervision is exceedingly important, andDbé&h would seem to trusin to

do its job — a resounding 80% reported a great deal or arfajunt of trust irdNB. It is not
merely interesting thabNB commands so much more trust than do other institutions, it
essential that it should do so, because it can only propamy out its confidence-generating and
trust-inspiring responsibilities on the strength of its aefid reputation. The next section will

investigate the personal characteristics that comeplatoin confidence and trust.
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4 CONFIDENCE AND TRUST IN THE NETHERLANDS: A CLOSERMALYSIS

This section studies the objective and subjective determsinainta number of variables of
confidence and trust at an individual level, which, if appropriavould help to develop policies
that target specific groups. Our analysis draws on théEBgranel surveys of December
2003/January 2004 and July/August 2005. Given the type of datezedalye have applied

ordered probit regression analy$iés far as the explanatory variables age and educatien

concerned, we have run regressions both with dummiesafth category separately, and with
age and education ordered from low to high. Both types oéssipns gave similar results; here

we present only the latter regressions (see below, Talzled 2).

4.1 Confidence

We begin by investigating a number of factors that méyence confidence in the state of the
Dutch economy. As we said in Section 2, we measured thigdeaogé by asking CentERpanel
membersHow would you currently rate the economic situation in the NetherlaAdsaihg to
gauge the public’s confidence in a development or trend, thestiqn is not identical to
consumer confidence as measured by Statistics Netherlauntdae do take the answers to be an
indication of the confidence people have in the developmetieoDutch economy. Our interest
here is in what individual characteristics influence pésmssessment of the economic climate,
and particularly in whether trust in institutions has pait to play.

Closer analysisf survey findings reveals that confidence in the state oDtiteh economy
ties in with a number of objective individual charactgcs. Table 1 presents three regression
results for confidence in the economic climate. The idtimn includes objective background
characteristics. As this column shows, income has a yesffect on confidence in the Dutch
economic climate, and education does not. Confidence falls age, and women are less
confident than men. The gender effect is found in the wargibles too (see below). Our analysis
also shows that labour market position is significantpfes on benefits have significantly less

confidence.

8 Note, that for this type of micro data analysis, Rasegi values are generally rather low. See Cramer (2003).
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Table 1 Deter minants of confidence
1 2 3

. Confidence' Confidence Confidence
Explanatory variables

Age -0.048** -0.26 -0.066**
(-2.5) (-1.10) (-2.48)
Female -0.25* -0.23* -0.26**
(-4.3) (-3.17) (-3.21)
Education 0,024 0.033 0.013
(1,27) (1.41) (0.51)
Income 0,037** 0.016 0.018
(0,017) (0.76) (0.75)
On benefits -0,24* -0.14 -0.16
(0,10) (-1.11) (-1.14)
Trust in executive
officers of financial 0.14** 0.088*
institutions (3.27) (1.81)
Trust in corporate 0.31** 0.30%*
Integrity (5.95) (4.95)
Trust in parliament 0.068 0.058
(1.55) (1.17)
Optimism 0.09**
(2.76)
Observations 2076 1454 1147
Pseudo R2 0.016 0.049 0.051

Ordered probit regression. * significant at 10% levelsitinificant at 5% level. Z-values in parentheses.
Note: Respondents answering ‘don’t know' are excluded ftuenregressions. As a result, the number of
observations is lower if more subjective background ktesaare added.

To find out whether confidence in the Netherlands is inftednby trust in the country’s
institutions, column 2 of Table 1 adds various trust measwegplanatory variables. As column
2 indicates, trust in the integrity of business and in thepevemce and integrity of executive
officers of financial institutions significantly cortitites to confidence. The effect of objective
background characteristics disappears, with the exceptigerader. Note that the number of
observations in column 2 is lower than that in column 1sThibecause ‘don’t knows’ are
excluded from the sample, and these are more frequestitbpective background characteristics.
A third factor might explain the link between peopleisstrin the competence and integrity of
business and executive officers of financial institutions @mdidence in the state of the Dutch
economy. Income would be a prime candidate here. Aftemathme disappeared as a relevant
background characteristic as soon as trust variablesfagoeed in. Another possible third factor
effect may be that pessimists tend to have botle litust in others and institutions and little
confidenceTo allow for this, we askedNB Household Panel members to what extent they would
describe their personalities as pessimistic or opticriist assigning a rating on a scale of 1 (‘very
pessimistic’) to 7 (‘very optimistic’) and run a regriessadding this variable (column 3 in Table
1). Of course, being an exercise in self-assessmentraigiss the question as to how reliable
these data are. Economists tend to prefer revealed tml gta¢ferences, as respondents may
provide answers that do not match their true natures wsvidowever, academic research has

shown time and again that self-declared preferences aagliable picture. Kapteyn and Teppa
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(2002) and Van Rooij, Kool and Prast (2004) found ‘self-declarel’ appetite to be a good
predictor of economic behaviour. For instance investormicig to be more risk averse typically
have fewer equities and more bonds in their investmentopost and make other choices that
confirm high risk aversion. Adding a self-declared optimigsiic pessimistic nature to the
explanatory variables identified, we find that someone&chaature is indeed a significant factor
in their confidence in the economic situation in the NetheslaBdlf-declared pessimists display
significantly less confidence. That said, as column Jable 1 shows, the inclusion of this
variable does not in any way preclude trust in the infegfibusiness from having a significant
effect on confidence in the economy. The significant effectrudt in the competence and
integrity of executive officers of financial institutieralso remains unchallenged. One striking
change that results from including the optimism indicégahe disappearance of the effect of
being on benefits. This might suggest that people on beaeditsiore pessimistic by nature.

Harking back to the World Values Survey questidbenerally speaking, would you say that
most people can be trusted, or that you can’t be too careful in dealingp®otile- we reviewed
whether trust in others had an effect on confidence in theoeay. Although we did not find this
to be so, if we strip out all other trust variables, tties social capital gauge does show an effect.
In this case, too, the effect of being on benefits disagp@s it did in column 2 of Table 1). This
finding suggests a negative correlation between interpdrgasaand relying on benefits. Cause
and effect are not immediately obvious: do people on bsrefquire a pessimistic attitude or are
people with a pessimistic take on life more likely to epdn benefits? The available data do not
provide any easy answers, and, in any case, this questeyond the scope of this study.

Our results reveal that the young are typically more corffidems might be attributable to
their longer time horizons: they can afford a more optimigew of future economic conditions
because their working lives may yet take many different tukascognitive psychology has
demonstrated, people tend to overestimate their own oppatuaitd qualities (Prast, 2004b).
As long as people have not reached the age at which theplwilbusly never achieve their
earlier ambitions, they may take a more bullish view ofett@nomic situation. Research among
first-year students of economics in the Netherlands revieals an average, they expect to take
less time to finish their studies, to achieve higher graael to end up in better-paid jobs than is
actually the case for the average student of economics (Deske 1992; Leuven, Oosterbeek
and Van der Klaauw, 2004). This might also explain why (settogset.3 below) the young do
not have more trust in institutions than the old: trusttbado with the present and is not related
to one’s personal outlook.

Men display higher levels of confidence than women. Tidoig, may be attributable to an
inclination to over-assess one’s abilities, which menkamevn to do more than women (Barber
and Odean, 2001). Being more competitive and career-oriamagdlso play a part, as may the
desire to take control of one’s own life. Psychological neseadas shown money and dealing

with money to be associated with vigour and enterprise for wiegreas women often see money
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as something that happens to them or not (Prince, 1993)id€océ being stronger in people
with high incomes than in those with lower incomes may reftéet wider variety of
opportunities, greater independence and greater contrdleoBdonomic future that a higher
income affords. Interestingly, a rec@ms study discovered that higher incomes do make people
happier, but that greater wealth does poig, 2005a).

Our analysis also shows confidence in the economy to be iowszople on benefits. This
finding may reflect a sense of dependence on the government amdldbeit imposes — a
dependence that is likely to be all the more keenly fetteimods when social security schemes
are being challenged and debated, as they have been ipttiex|hinds for some time.

A positive correlation between confidence and trust aiserges. People who express more
trust in the competence and integrity of executive officgréinancial institutions and in the
integrity of business, also report more confidence in tlo@amuic situation in the Netherlands.
This effect remains even if we include an optimism indicah our analyses. Admittedly,
optimism as a subjective personal characteristic doeseid®i confidence in the state of the
Dutch economy, but this does not detract from the link betweenamndstonfidence. To date, as
far as we know, virtually no research has been done on Htenship between confidence and

trust, which deserves closer scrutiny.

4.2 The determinants of trust in institutions

A second line of enquiry we have pursued is to investigate am, &hthe individual level, trust

in Dutch institutions depends, with a focus on institutitnag directly touch omNB’s duties: the
financial industry and its supervisiobiB itself, and the euro. In addition, we have reviewed the
determinants of trust in the integrity of business, andb&zkground purposes, we will start off

by looking at the determinants of trust in parliament.

Trust in parliamentColumn 1 of Table 2 shows that income has a positive effed¢tust, and

that people on benefits report lower trust. Moreover, tifigestive variable of interpersonal trust
proves a significant force here: people who trust other peadpb report more trust in parliament
as an institution. We will see this particular variablmterpersonal trust — crop up frequently as

an explanatory factor for trust in institutions. Incit#ly, the same applies to being on benefits.

Trust inDNB. As recorded earlier, four in five Dutch people reportaar ‘hmount’ or a ‘great
deal’ of trust inbNB. Column 2 of Table 2 reveals that older people put greatsritrDNB than
young people, those with higher incomes more than thosdomitincomes, and men more than
women. People on benefits are found to toa less, and the interpersonal trust variable is also
significant: people who put more trust in their fellow husafso trusbNB more. Trust irDNB

ties in with trust in parliament, an effect that conreshead of the optimism indicator and the

interpersonal trust variable.
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Table 2. Determinants of trust

1 2 3 4 5 6 7 8
Trust in Trust in
executive Trust euro
Trust in officers of in own
Explanatory Trustin Trustin corporate financial Trustin  Trust in own pension
variables parliament DNB integrity  institutions own bank insurer  fund
Age -0.15 | 0.053* -0.10%# 0.027 -0.044 0.13 0.30**  -0.031
(-0.63) (2.16) (-4.06) (1.09) (-0.77) (1.15) (4.97) (-1.28)
Income 0.049* 0.068*  0.078* 0.054** 0.091 -0.008 0.065 0.060**
(2.26) (2.99) (3.37) (2.31) (1.43) (-0.112) (1.21) (2.70)
Education 0.001 -0.006 -0.045* -0.65* -.12* -0.066 0.056  0.75*
(0.05) (-0.23) (-1.79) (-2.53) (-1.89) (-0.68) (1.05)  (3.03)
Female 0.014 -0.17*  -0.28* -0.18** -0.19 0.14 -0.19 -0.15*
(0.19) (-2.25) (-3.59) (-2.27) (-1.06) (0.50) (-1.25)  (-1.96)
On benefits -0.51**  -0.16 -0.032 -0.23*## -0.29**
(-4.00) = (-1.23) (-0.25) (1.74) (-2.23)
Optimism -0.001 = 0.052* 0.11** 0.076** 0.10 0.25** 0.093 0.069**
(-0.04) (1.74) (3.55) (2.48) (1.59) (2.49) (1.53) (2.28)
Interpersonal | (.42 0.35** 0.15** 0.13* 0.26**
trust (5.85)  (4.72) (2.01) (1.75) (3.42)
Trust in 0.37** 0.34** 0.20** 0.13 0.089 0.37* | 0.62*
parliament (0.047) (7.20) (4.03) (1.19) (0.53) (3.72) (12.7)
Knowledge
about financia 0.18** 0.30** 0.43** 0.26**
supervision (3.61) (3.01) (3.07) (2.89)
Trust inDNB 0.24** 0.36** 0.31* 0.17*  0.35*
(4.84) (3.03) (1.77) (1.61) (7.02)
Knowledge 0.28 0.30 -1.0
aboutbns (1.59) (1.10) (-0.58)
Observations 1147 1147 1147 1147 571 264 407 1147
Pseudo R2 0.027 0.068 0,060 0.0536 0.10 0.15 0.12 0.15

Ordered probit regression. * significant at 10% levelsitinificant at 5% level. Z-values in parentheses.

# The effect of this variable disappears when interpatdonst is added to the equation. ## The effect of
this variable disappears when the optimism indicator is@¢llthe equation.

Note: the questions regarding knowledge abome and the existence of financial supervision are
submitted to only half the total panel. Moreover, tHen't know' categories are excluded from the
regressions. As a result, the number of observatidissifahese variables are added to the regression
(notably in columns 5, 6 and 7). Also, the trust in insoeaquestion was relevant for respondents with a
life insurance only (less than 50% of respondents), hitredew number of observations in column 6.

Trust in the integrity of busines&s the third column in Table 2 shows, trust in the intggyf
business is negatively correlated with age, positively witome but not education, and men
display greater trust than women. Optimists also repesdter trust in the integrity of corporate
Holland. Being on benefits has no effect, unless we striptlmtoptimism indicator as an
explanatory variable — again confirming the robust coicglatetween these two variables. Add
the subjective variable of interpersonal trust and a sogmifi effect emerges, whereas the age
effect disappears. (Although closer analysis does not suthggstlder people trust others less
than do young people). Trust in parliament is again foune @ &ignificant factor, and its effect
comes on top of the optimism indicator and interpersonak.tiThis suggests that the Dutch

public feel parliament to be capable of influencing thegrity of business.
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Trust in executive officers of financial institutior@olumn 4 in Table 2 shows that gender,
education and income have an effect on trust in the exeafficers of financial institutions.
Women report lower trust in the executive officers offiicial institutions than men, income has
a positive effect, but there is a negative correlatioh wducation: the higher educated are more
cynical or, if you like, less naive about the behaviour arehim@ns of the top management of
financial institutions. At the same time, people who kndwuh banking supervision display
higher trust. This suggests that the public believe that sujperwas the financial sector will
benefit the quality of the executive officers running finanamstiiutions. Both the optimism
indicator and interpersonal trust have a positive effembple on benefits report lower trust in the
competence and integrity of the executive officers mdricial institutions, but again, this effect
only applies if we strip out the optimism indicator as anangtory factor. A thought-provoking
finding is the significant relationship between trust in the metence and integrity of the
executive officers of financial institutions and trusperliament. Awareness oiNB's existence
and of its supervision of banks, insurers and pension furmsssa positive correlation with

education and income.

Trust in banks, life insurers, pension fun@slumn 5 of Table 2 shows that people’s trust in their
own banks is not affected by the objective factors of agegender, but depends negatively on
education, suggesting again that the higher educated aeeaywical or less naive about the
possibility of a bank failure. Trust in the bank where ona islient is not affected by the
optimism indicator and trust in others. Awareness of th&tence of banking supervision does
matter, though: respondents who are aware of banking supervegort significantly higher
trust in their own banks. Column 6 shows that trust in the dennsurance company benefits
from an awareness of supervision and trusiNB, as this increases respondents’ conviction that
their insurers will honour their life policies at all timeAs Column 7 indicates, people with an
awareness of pension industry supervision and truskiare more likely to believe that their
pension fund will meet its obligations. Unlike trust imks.and insurers, trust in pension funds is
influenced by the objective characteristic of age. Tthest a pension scheme will indeed pay up
increases with age. In other words, the younger the respotigemtore likely they are to believe
their pension entitlements might be tinkered with. Thisaisdly surprising in view of the current
debate about the sustainability of the Dutch pension systersfraints on index-linking and the
possible changeover to defined contribution schemes, collectotherwise. Trust in parliament
also proves a significant factor, which is surprising becaupervision of banks, insurers and
pension funds has been delegatedNB, andDNB operates at a remove from politicians — despite
the debate that has recently flared up about the needufmrwsors to be accountable to

parliament.
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Trust in the euroln-depth analysis of trust in the euro shows people with higltemes, the
higher educated and those with greater trusiNe to have significantly more trust in the euro
(Column 8 in Table 2). Irrespective of their income lepebple on benefits are clearly less taken
with the single currency, while age and gender are found tor@bearing on trust in the euro.
In a previous study, Van Everdingen and Raaij (1998) discovered thigher score on national
identity (i.e. nationalism) had an adverse effect on attitmides, while perceived macroeconomic
and microeconomic expectations of the euro were a posittter farhis would suggest more of
an emotional than a rational economic explanation for mvete the euro. Trust in parliament is
also significant for trust in the euro, with the subjeetvariables of interpersonal trust and the
optimism indicator likewise playing a part.

Having weighed all factors, variables and charactesistar analysis produces the following
picture of trust in institutionslrust in parliamentepends on the objective economic variables of
income and position in the labour market. It would appeargbaple with lower incomes and
benefits claimants feel under-represented in nationaigelOur study also corroborates the link
between interpersonal trust and trust in institutions dected in previous studies, not just for
trust in parliament but for all other institutions we inigested: interpersonal trust invariably
proves a significant positive factor. However, it is @aclhow the connection works: does it go
from interpersonal trust to trust in institutions, oit ife result of some interplay?

Trust INDNB turns out to be related to the objective charactesistie, gender and income but
proves indifferent to education. Of the subjective varialthes optimism indicator did not while
interpersonal trust did weigh in. The significant coriefatbetween trust ibNB and trust in
parliament is rather surprising, given tiltaB operates at a distance from politics. In terms of
monetary policyDNB is fully independent from the government — always within thempeters
of theECB's mandate and powers, of course — but in its supervisorysdiiiehas the status of a
semi-dependent agency. That said, the public does not appsaebmB as separate from
politics. Our current analysis does not entirely rule & possibility of a third subjective,
individual factor influencing trust in parliament armhB, and causing the correlation.
Interpersonal trust and the optimism indicator do not qualgythese have been factored into our
analysis (see Table 2). Some people having more —o+I&zsth in any and all kinds of authority
is a potential third factor that springs to mind.

Whatever the explanation, trustmB has a positive effect on trust in the competence and
integrity of executive officers of financial institutignen trust in banks, insurers and pension
funds, and on trust in the euro. As a result, trusbNB has an indirect positive effect on
confidence in the economy. We were intrigued to find thadttin banks, insurers and pension
funds bears no relationship to age, education or incomeeflegtion of trust widely shared
throughout the population. Our analysis also shows thateaess ofDNB’s existence and its
supervision of financial institutions increases trust irs¢hgery institutions. Apparently, the

Dutch public feel that regulation adds to the trustwortlsireédinancial institutions.

25



Trust in the euro reveals predictable links with peoplegat@nd economic positions and
with the subjective variables of trustimB, optimism and interpersonal trust. Here, too, trust in
parliament is the wild card. After all, monetary polisyseparate from Dutch politics, and the
current parliament did not even have a say in the intradudi the euro. Besides, one would
expect the public to blame retailers for perceived eutatioh, but apparently they associate the

national currency with the government — and parliament —eafidly.

4.3 Summary

This section has demonstrated how a number of indicafarsist, particularly those touching
uponDNB’s policies, tie in with individual background charactécstof the Dutch and, where
appropriate, has also explored any potential connectitmeba variables. Our analysis reveals
that confidence in the state of the economy depends on botftiwbjeocial and economic
factors and subjective variables such as individual optimisehteust in institutions. Trust in
institutions in turn reflects subjective trust variablesnagch as objective characteristics. One
thing really stands out: the recurrence of ‘being on bemefis a social and economic
characteristic that has an adverse effect on bothdmmfe and trust, regardless of income or
education. We have also uncovered a connection between caeefidad trust that has so far
gone unnoticed in the economic literature.

Time and again we have found trustORB to have a positive influence on confidence in
institutions that fall within its terms of reference iaicial institutions and their executive
officers (supervision) and the euro (monetary policy). Strikingdust in DNB and in these

institutions showed some dependence on trust in parliament.
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5 CONCLUSIONS

This study has reviewed the state of confidence and traiseiNetherlands, focusing on trust in
institutions and confidence in the economy. An attempt hasrbade to identify the factors that
determine individual trust and confidence and to uncover connedbietvgeen the various
variables. This is an important undertaking, as confidenu trust have been scientifically
proven to be a factor of production: social capital. heotvords, confidence and trust are drivers
of economic growth and social well-being.

The introductory section described this study’'s main losins, and a brief recapitulation
should suffice here. Interpersonal trust in the Netherlantfe extent to which the Dutch trust
each other — is high from both an international and an huatgoerspective. People who trust
others typically display higher trust in institutions, promgtithe smooth operation of such
institutions. Yet this study found the Dutch to have lititast in some of the country’s
institutions, i.e., the euro, parliament and the socialrégcsystem. Two in three have little or no
trust in parliament and close to 60% report an absenoeay little trust in the euro. However,
the level of trust in financial institutions amB is high, although trust in the integrity of
business is clearly lower than in financial institutiors#-still higher than in parliament.

At the individual level, a significant correlation turns outetast between trust in parliament
and trust iroNB. Trust in financial institutions and in the euro — botHuded inDNB'’s terms of
reference — hinges on trust in parliament. This is reigrising, becauseNB operates at arm'’s
length from politics in terms of monetary policy and aats an independent agency in its
supervisory duties among other responsibilities.

Our study found people on benefits to generally take arrdéss favourable view of
institutions and the economy in the Netherlands. This might niedirclaiming social security
makes people pessimistic, although we cannot rule out trstbpibg that a pessimistic nature
reduces a person’s chances in the labour market. Bestltainay, being in work appears to be a
prerequisite for citizens to feel part of society.

Consumer confidence in the Netherlands has veered sharpty idadve period 2000-2005,
much more so than in neighbouring countries. Closelysisabf our data reveals a significant
link between confidence in the economy and trust in the pgambstitutions. People with higher
trust in institutions typically report greater confidennethe economy. This correlation, which
had not previously been identified in the economic literatomly adds to the importance of trust

in institutions and between people.
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