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ABSTRACT 

 
 This paper analyzes the impact of financial crises on popular demands for fiscal 

redistribution in transition countries, looking in particular at how different factors in a crisis, such 

as the method of adjustment, hits to the household balance sheet, and regional differences affect 

citizens’ preferences for redistribution in these countries. Results of the analysis show that citizens 

demand more fiscal redistribution during crises. In addition, my findings indicate that external 

financial adjustments (e.g., currency depreciation) might be less painful to citizens than internal 

adjustments (e.g., cuts in government spending). The paper offers insights toward providing a 

better understanding of rising political discontent and extremism in Europe, and cautions the IMF 

and other financial institutions against fostering austerity, especially when the household sector is 

severely affected by the crisis. In fact, my findings support the notion that fiscal austerity might 

form the basis for political upheaval and radicalization.    
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INTRODUCTION 
 

The recession that rippled across the globe in 2007 and 2008 was the deepest that the 

European Union (EU) has experienced in its history. Along with testing the viability of the 

European Monetary Union (EMU), welfare systems, and labor market structures, the crisis 

revealed a massive public divergence on the question of EU objectives and led to a decline in trust 

in the EU and its institutions (Fischer 2015). Throughout the crisis, unemployment remained high 

in the countries that were hit the hardest, especially in the transition countriesa of Estonia, Latvia, 

Lithuania, Slovakia, and Slovenia, while inequality among countries increased all across Europe.  

The European Union has emphasized economic convergence among its member states. 

This is due to the risk of economic spillover between countries, and the negative impacts of high 

unemployment and poverty in less well performing countries on the social climate in better 

performing countries (Fischer 2015). The implementation of fiscal austerity measures is a standard 

prescription as a condition for borrowing from the International Monetary Fund (IMF). Following 

the financial crisis, many European countries – even those not seeking IMF aid – implemented 

fiscal austerity measures to reign in unnecessary spending and balance their budgets.b The 

implementation of these austerity measures and related structural reforms were difficult as well as 

politically costly for debtor country governments (Copelovitch et al. 2016). The repercussions of 

these measures can still be seen through their effect on citizen preferences for redistribution and 

the rise of extremist political parties. 

                                                
a For the purposes of this paper, transition countries and their economies are the former centrally planned economies 
of Eastern Europe and the Soviet Union that are evolving to free market systems. 
b Austerity measures aim to minimize of the government budget deficit through a reduction in government spending 
and/or increased taxes (Jordà & Taylor 2013). 
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In this paper, I address the question of whether citizens demand more fiscal redistribution 

during financial crises.c I analyze which macroeconomic factors affect preferences for 

redistribution, and also how shocks to a household’s balance sheet and the severity of a crisis shape 

preferences and demands for redistributive policies. Studying these patterns at the microeconomic, 

household level adds precision to my analysis and at the same time allows me to derive 

implications for the overall macroeconomic environment. I hypothesize that as the severity of the 

crisis increases, citizens will demand fiscal redistribution, and that hits to the asset side of the 

household balance sheet (e.g., tax increases) impact preferences more than hits to the liabilities 

side (e.g., cuts in public spending).  

Recent times have witnessed a rise in right-wing extremist parties in Europe that reject the 

Western European institutions, processes, and in particular, the austerity strategy that has been 

imposed on countries that did not fare well in the 2007-2008 financial crisis. The findings of this 

thesis implicitly address the question of how much austerity can actually be implemented, 

particularly where preferences of citizens must explicitly be taken into account.  

Using the European Bank for Reconstruction and Development’s (EBRD) 2010 Life in 

Transition Survey II, a survey of 38,864 households in 34 countries, I find that citizens demand 

more redistribution during a crisis and that external financial adjustments may be less painful for 

the citizens than internal financial adjustments, in that citizens are less likely to demand fiscal 

redistribution if they live in a country which implemented external financial adjustments as 

compared to a country that implemented internal financial adjustments. I find that hits to a 

                                                
c Fiscal redistribution is narrowing of income disparities through the distribution of financial resources from one 
area of a society or a country to another, often through taxes or government transfers.  
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household’s assets affect its perceptions of crisis severity more than hits to a household’s liabilities. 

My analysis of citizen preferences for fiscal redistribution also has broader implications regarding 

the extent to which policy makers in a democracy can implement austerity in a financial crisis, as 

the dissatisfaction with the implementation of austerity measures has led to the rise of extreme 

political parties in many European countries.  

This research contributes to the existing literature by combining aspects of the political 

economy of financial crisis resolution, the impact of fiscal consolidation and austerity during 

financial crises, and the rise of extremism in Eastern Europe in the aftermath of the 2007-2008 

financial crisis (Copelovitch et al. 2016; Hübscher et al. 2015; Tepfenhart 2011). In particular, my 

work complements the literature on the rise of extremist parties in Eastern Europe (e.g., Jobbik in 

Hungary).  

My paper also contributes to the literature on how financialization – in particular, the level 

of household debt – shapes political preferences and thus political dynamics.d In the lead up to the 

financial crisis, financialization increased in transition countries and is believed to have 

contributed to a variety of problems, such as income inequality, growing household debt, slow 

economic growth, economic instability, and, ultimately, global economic crisis (Witko 2015). 

These aspects contributed to varying degrees of vulnerability across transition countries. 

The combination of these approaches provides a new perspective on how financial crises 

affect citizens at the household level, shaping citizen preferences for fiscal redistribution and 

                                                
d Financialization is the “increasing role of financial motives, financial markets, financial actors and financial 
institutions in the operation of the domestic and international economies” (Epstein 2005, 3). In the context of 
transition countries, it is characterized by increased access to finance, is often dependent on inflows on the financial 
account from outside the country, and can occur due to the structural dominance of the private financial sector 
within the economy (Drahokoupil & Myant 2012; Young 2013). 
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thereby impacting the political economy. Moreover, the lack of government response to citizens’ 

desires to no longer have austerity measures forced on them, has contributed to the recent rise of 

extremist political parties in Eastern Europe. 

 
LITERATURE REVIEW 

 
 Transition countries were affected by the 2007-2008 financial crisis in different ways than 

their Western European neighbors. The financial structure of transition countries, especially the 

composition and size of the liabilities and assets on the country’s financial balance sheet, has been 

an important source of vulnerability to crises (Allen et al. 2002). Prior to the onset of the financial 

crisis of 2007-2008, many transition countries experienced a surge in household credit and a build-

up of macroeconomic imbalances (Coletta et al. 2014, Lane & Pels 2012). The growth in household 

credit increased the susceptibility of transition countries to drastic market changes because private 

capital flows commonly used prior to the crisis are sensitive to market conditions, perceived policy 

weakness, and negative shocks (Allen et al. 2002). Most of the countries that had gone through 

EU accession boomed in the following years, which, in many cases, coincided with the 

accumulation of large current account deficits. In the course of the financial crisis, these EU 

accession countries faced sudden capital flow reversals which put substantial pressure on their 

balance-of-payments (Walter 2014). On a macroeconomic level, many transition countries were 

dependent on financialized growth, and those in turn were the worst cases in the crisis because 

they suffered from inadequate export bases and low levels of domestic savings (Drahokoupil & 

Myant 2012).  
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 In the period before the crisis, transition countries had been through a deep and historically 

unprecedented transformation from planned to market economies and had experienced a decade 

of sustained growth. Due to this unique transformation, these countries undertook significant 

investments within a relatively short period (Gardo & Martin 2010). As a consequence, the 

“transition region was among the hardest hit by the global economic crisis” (EBRD, p. 7). The 

crisis led to exceptionally severe output declines in many transition countries. In 2009, overall 

GDP for the region contracted by 5.2 percent and registered unemployment increased (EBRD).  

 Degrees of vulnerability varied across transition countries. For example, Walter (2014) 

concludes that differences in vulnerability profiles, such as vulnerability based on external or 

internal adjustments, can significantly influence crisis politics in countries affected by balance of 

payments crises. Higher vulnerability can make reforms more politically costly and therefore make 

it more difficult for governments to respond to the preferences of citizens. 

 

Fiscal Austerity and Radicalization 

Austerity measures typically involve fiscal consolidations, which generally come with a 

significant reduction in the provision of public goods. Moreover, consolidation packages usually 

encompass retrenchment efforts in a wide range of policy areas and, therefore, tend to affect a 

broad range of voters (Hübscher et al. 2015). Nonetheless, citizen preferences for redistribution 

only become politically significant if the government responds to these preferences. Indeed, while 

some scholars believe that fiscal consolidations and socio-economic reforms do not affect 

elections, Hübscher et al. find that fiscal austerity measures have a substantial negative effect on 

voter support for government parties and that voters can strategically signal their discontent with 
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current policies through various forms of political communication (e.g., in local elections or public 

opinion polls) (Hübscher et al. 2015). Joseph Stiglitz (2014) analyzed the European financial crisis 

and concluded that when citizens repeatedly vote for a change in policy, but are told that these 

matters are determined elsewhere or that they have no choice, both democracy and faith in the 

European project suffer (Stiglitz 2014). 

In the wake of the financial crisis, as a result of politically costly austerity measures, one 

European government after another fell, radical populist parties were strengthened, and general 

satisfaction among citizens reached record lows (Copelovitch et al. 2016). These developments 

have important political implications. In the last 20 years, Europe has witnessed a surge in right-

wing extremist parties. This trend is linked to political dissatisfaction and loss of trust in 

governments (Tepfenhart 2011). In the European Parliamentary elections in 2009, radical right-

wing parties gained seats in the parliament by mobilizing anti-EU sentiment (Werts et al. 2012).  

In Eastern Europe, especially in the aftermath of the global financial crisis, there has been 

a radicalization of right-wing parties that reject Western institutions. Specifically, in countries like 

Hungary and Poland, following the financial crisis, EU-supported austerity strategies have been 

denounced as a “European” or “Western”, and not as something suited for the East and its citizens. 

The general absence of mainstream party responses to the changing preferences of mass publics 

following the financial crisis left a clear opening for the extreme parties to exploit (Rohrschneider 

& Whitefield 2015). In recent years, these extreme parties have also become more anti-Europe 

than they were in 2007-2008 (Rohrschneider & Whitefield 2015). They demand a strong 

government, favor nationalism and ethnic homogeneity, and express hostility towards asylum 

seekers and immigrants (Tepfenhart 2011). In Hungary and Romania, governments initially 
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following suit to the IMF and EU prescriptions were quickly removed from office. In fact, looking 

at both cases, these governments were replaced by policymakers that have shown particular 

reluctance to embrace austerity (Walter 2014). For example, the extremist party in Hungary, which 

labels itself the “Movement for a Better Hungary,” has become a key player in Hungarian politics 

and was detrimental to Hungary’s aggressive behavior during IMF negotiations (The Economist 

2010). The Hungarian government left the bargaining table several times and refused to negotiate 

with representatives of the IMF. Although this behavior received major support in the media and 

by the citizens, it could not prevent the Hungarian government from implementing austerity 

measures. 

The severity of the 2007-2008 crisis and the measures implemented by governments to 

address the crisis changed how citizens perceived their well-being, and thus affected their 

preferences for fiscal redistribution. Authors link fiscal redistribution and preferences in different 

ways. For example, Ahlquist and Ansell link redistribution and citizens’ willingness to borrow in 

a crisis. Ansell and Broz look at how homeowners and housing prices affect preferences for 

redistribution. Hübscher et al. discuss fiscal austerity and voter support for government parties and 

Alesina et al. look at the cost of fiscal adjustments.  

Ahlquist and Ansell consider whether systemic inequality induces more borrowing by 

citizens. They discuss how, in the global financial crisis, public demand for fiscal redistribution 

was dominated by credit-based consumption. Their model examines the trade-off between 

redistribution and willingness to borrow in order to fund current consumption, and sheds light on 

the preferences of citizens for redistribution and what they value and do in the face of declining 

asset values.  
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Ansell and Broz (2013) argue that citizens whose home prices have increased are less 

supportive of progressive taxation than are citizens with declining home equity, renters, or citizens 

with negative equity. The same holds, they say, for citizens’ preferences for redistributive 

spending. Controlling for income, they find that citizens with higher-priced homes express less 

support for redistributive government spending. This supports the theory that, in good times when 

assets are abundant, citizens do not demand fiscal redistribution. Ansell’s single authored paper 

suggests “a direct connection between rising asset prices and reduced support for social insurance 

programs” (Ansell 2012, p. 534), resulting from the fact that rising asset prices fill the gap between 

citizens’ aspirations and their labor market incomes. 

However, while many studies link citizen preferences to fiscal redistribution in some ways, 

no paper has done so looking at the Eurozone crisis, and no study links citizen preferences to 

political responses and the limits on implementing austerity measures in democratic systems. My 

study aims to fill these gaps in our knowledge. Based on the methodologies and findings of earlier 

studies, I propose to look into how, in a financial crisis, the household balance sheets affect citizen 

preferences for fiscal redistribution, and to see what the political responses to these preferences 

are. The implicit purpose of my research is to improve awareness of the limits of austerity policies 

in newly democratic countries. 

 
 

THEORY 
 

This paper examines how different factors in a financial crisis affect citizen preferences for 

redistribution. Such factors include the method of adjustment implemented in the country, hits to 

the household balance sheet, and the impacts on different regions within the broader framework 
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of transition countries. I look at a selection of countries that, as a result of the 2007-2008 financial 

crisis, implemented external financial adjustments, internal adjustments, mixed adjustments, as 

well as those countries that received financial rescue packages from the International Monetary 

Fund. Internal adjustments often take the form of domestic spending policies, and may affect 

citizens more directly than external currency depreciation. Therefore, internal adjustments may 

have a greater impact on citizens’ perceptions of crisis severity.  

In order to determine how hits to the household balance sheet affect citizen preferences for 

fiscal redistribution, I adopt a household balance sheet approach. I hypothesize that mismatches in 

household balance sheets incurred in crisis times considerably impact citizen preferences for fiscal 

redistribution and what citizens demand from their governments. There is already some research 

in this area. For example, Jakubík (2011) discusses how unexpected increases in the household 

default and unemployment rates cause an additional decline in consumption, deepening any 

economic slump, and demonstrating the importance of the transmission channel to the overall 

economy via household balance sheets. I also look at how shocks to the asset side and shocks to 

the liabilities side of citizens’ personal finances affect their policy preferences. Normally in a crisis, 

assets will decrease as wages are reduced or jobs are lost, and asset values will decline. At the 

same time, as the economy weakens, household liabilities will increase due to the inability to pay 

back loans, especially if these loans are foreign-denominated. Based on these shocks to household 

balance sheets, it is feasible that citizens would not support fiscal redistribution because it could 

mean increased taxes. On the other hand, it is also likely that in the depth of crisis, citizens would 

hope that their incomes would be protected and that this would reduce their suffering.  
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In their paper, “Austerity in 2009-2013” Alesina et al. (2014) find that fiscal adjustments 

based on cuts in spending are much less costly, in terms of output losses, than adjustments based 

upon tax increases. The authors also analyze the main features of fiscal adjustment policies during 

the 2007-2008 financial crisis. Policies that affect household liabilities typically involve cuts in 

governments spending, especially cuts in spending on social programs (Alesina et al. 2014). The 

negative impact on the liabilities side of household balance sheets occurs as households try to 

mobilize resources to compensate for the loss of these transfers (i.e., through consumption 

smoothing). Meanwhile, policies increasing taxes directly affect the asset side of the household 

balance sheet. Because cuts in spending are less costly to households than tax increases, it may be 

inferred that hits to the liabilities side of the balance sheet impact households less than hits to the 

asset side of the balance sheet (e.g., tax increases). 

My analysis looks at the factors that affect household preferences and how different shocks 

to a household’s balance sheet and the severity of the crisis drive preferences for fiscal 

redistribution. I hypothesize that in crisis times, people will run under the umbrella of the 

government and demand fiscal redistribution. I also hypothesize that hits to the asset side of the 

household balance sheet impact preferences for fiscal redistribution more than hits to the liabilities 

side. 

 
EMPIRICAL ANALYSIS 

 

Baseline Model  

To estimate the impact of the 2007-2008 financial crisis on citizen preferences for fiscal 

redistribution in transition countries, I empirically analyze the relationship between the variables, 
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reducegap (a proxy for preferences for fiscal redistribution) and crisisseverity. I propose the 

following regression model:  

𝑟𝑒𝑑𝑢𝑐𝑒𝑔𝑎𝑝) = 𝛽, + 𝛽.𝑐𝑟𝑖𝑠𝑖𝑠𝑠𝑒𝑣𝑒𝑟𝑖𝑡𝑦) + 𝛽4𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠) + 𝑢) 

Where  Y (reducegap) indicates the citizens’ preferences for fiscal redistribution.  Citizen 

preferences for fiscal redistribution, as described in the EBRD 2010 Life in Transition surveye, are 

based on how citizens prioritize extra government spending for things such as education, 

healthcare, housing, pensions, assisting the poor, the environment, and public infrastructure. The 

determinants of these preferences could be based on the employment status of the citizens, political 

beliefs, perceived performance of the government, as well as citizen perceptions of the severity of 

the crisis (Ahlquist & Ansell 2014; Ansell & Broz 2013; Hübscher et al. 2015; Alesina et al. 2014; 

and Stiglitz 2014). This variable is based on a question in the 2010 Life in Transition survey asking 

the respondent for the household the extent to which they agree with the statement:  

“The gap between the rich and the poor in our country should be reduced.”  

This survey variable is coded by the EBRD on a five-point scale: ‘strongly disagree’, 

‘disagree’, ‘neither’, ‘agree’, and ‘strongly agree’. This variable is quite similar to the 

redistribution variable used in a paper by Ansell and Broz (2013). In order to examine preferences 

for redistributive spending, Ansell and Broz examined answers to the prompt, “It is the 

responsibility of the government to reduce the differences in income between people with high 

                                                
e The countries included in the data set are the transition countries: Albania, Armenia, Azerbaijan, Belarus, Bosnia 
and Herzegovina, Bulgaria, Croatia, Czech Republic, Estonia, Georgia, Hungary, Kazakhstan, Kyrgyzstan, Latvia, 
Lithuania, Macedonia, Moldova, Mongolia, Montenegro, Poland, Romania, Russia, Serbia, Slovak Republic, 
Slovenia, Tajikistan, Turkey, Turkmenistan, Ukraine, Uzbekistan. 
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incomes and those with low incomes” (Ansell & Broz 2013, p. 15). Their variable is also coded 

on the same five-point scale that the EBRD uses. 

X (crisisseverity) equals the perceived crisis severity of each household. This variable 

examines answers to the survey question asking how much, if at all, the crisis has affected the 

respondent’s household in the past two years. EBRD codes this variable on a four-point scale: ‘not 

at all’, ‘just a little’, ‘a fair amount’, and ‘a great deal’.  

My controls are respondent education, number of children, male head of household, 

respondent age, and Western Europe (to control for the fivef Western European countries included 

in the survey for comparison). Ansell and Broz also use controls for number of children, 

respondent age, and a gender variable, while education is a standard right hand side variable 

(Ansell & Broz 2013). The data for my analysis come from the 2010 Life in Transition Survey II, 

conducted jointly by the European Bank for Reconstruction and Development (EBRD) and the 

World Bank in late 2010.  

 Slightly over 75 percent of the survey respondents in transition countries either agreed or 

strongly agreed with the statement that the gap between the rich and the poor in their country 

should be reduced. The least support for fiscal redistribution occurred among those who responded 

that they were affected by the crisis ‘just a little’. These results indicate strong support for fiscal 

redistribution in transition countries, and increasingly so as perceptions of crisis severity grow 

more intense. 

 

                                                
f The five western European “comparator” countries included to benchmark the transition region against some 
advanced market economies are France, Germany, Italy, Sweden, and the UK. 
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Results  

Baseline results. Table 1 reports the results of my baseline model. The dependent variable, 

reducegap, represents preferences for fiscal redistribution and the key independent variable 

represents perceived crisis severity. The first model in the table is a simple regression, only 

regressing the effect of perceived crisis severity on preferences for redistribution. The second 

model adds country-fixed effects, to control for unchanging effects across countries. The third 

model adds the controls of respondent education, number of children, male head of household, 

respondent age, and Western Europe to control for the five Western European countries included 

in the survey as a comparison. 

Table 1. Baseline Regression Results 
  (1) (2) (3) 
VARIABLES Basic OLS CountryFX FX&Controls 
        
Crisis Severity 0.0496*** 0.0365*** 0.0387*** 

 (0.00507) (0.00528) (0.00532) 
Education   -0.00767* 

   (0.00400) 
No. of Children   0.00918 

   (0.00573) 
Male HoH   -0.0256** 

   (0.0109) 
Respondent Age   0.00228*** 

   (0.000338) 
Western Europe   0.401*** 

   (0.0583) 
Constant 3.883*** 3.807*** 3.502*** 

 (0.0128) (0.0339) (0.0563) 
    

Observations 35,308 35,308 34,999 
R-squared 0.003 0.043 0.044 
Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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In all three models of the baseline regression (basic, country fixed effects, country fixed 

effects and controls), an increase in perceived crisis severity is associated with an increase in 

preferences for fiscal redistribution, supporting my hypothesis that when individuals are hit by an 

economic crisis, they will demand increased fiscal redistribution. Adding in country-fixed effects 

and my controls has a negligible effect on the positive association. In fact, the coefficients on the 

key independent variable are similar in all three models; in each case, the relationship between 

perceived crisis severity and preferences for redistribution is positive and statistically significant 

at the one percent level.  

 

Discussion of interactions and stratifications. 

Interactions. I also examined the types of financial adjustments that occurred in individual 

countries. Fischer explained these adjustments in terms of the vulnerability profiles of countries. 

He cited Poland and the Czech Republic as having external adjustments, Bulgaria, Latvia, 

Lithuania, and Estonia as having internal adjustments, and Hungary and Romania as having mixed 

adjustments (Fischer 2015). Additionally, Latvia, Hungary, and Romania received financial rescue 

packages.  

Table 2 reports the results of my analysis by fiscal adjustment method, as defined by 

Fischer. The first four models show the relationship between preferences for fiscal redistribution 

and the four different fiscal adjustments: external adjustment, internal adjustment, mixed 

adjustment, and financial rescue package, respectively. The last four models show the relationship 

between preferences for fiscal redistribution and the interaction of perceived crisis severity and the 

four fiscal adjustment variables. 
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Table 2. Regression with Financial Adjustments+ 
 Adjustment Variables Interaction (Adjustment & Severity) Variables 

  (1) (2) (3) (4) (5) (6) (7) (8) 

VARIABLES Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 

                  

Crisis Severity 0.0387*** 0.0387*** 0.0387*** 0.0387*** 0.0333*** 0.0364*** 0.0448*** 0.0445*** 

 (0.00532) (0.00532) (0.00532) (0.00532) (0.00547) (0.00558) (0.00537) (0.00544) 

External Adjustment 0.00646        

 (0.0583)        

Internal Adjustment  0.280***       

  (0.0566)       

Mixed Adjustment   0.208***      

   (0.0632)      

Financial Rescue Package    0.208***     

    (0.0632)     

Severity * External     0.101***    

     (0.0228)    

Severity * Internal      0.0282   

      (0.0180)   

Severity * Mixed       -0.0985***  

       (0.0276)  

Severity * Rescue        -0.0693*** 

        (0.0222) 

Education -0.00767* -0.00767* -0.00767* -0.00767* -0.00716* -0.00759* -0.00764* -0.00764* 

 (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) 

No. of Children 0.00918 0.00918 0.00918 0.00918 0.00913 0.00922 0.00932 0.00920 

 (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) 

Male HoH -0.0256** -0.0256** -0.0256** -0.0256** -0.0251** -0.0257** -0.0257** -0.0259** 

 (0.0109) (0.0109) (0.0109) (0.0109) (0.0109) (0.0109) (0.0108) (0.0109) 

Respondent Age 
0.00228**

* 
0.00228**

* 
0.00228**

* 
0.00228**

* 
0.00226**

* 
0.00229**

* 
0.00225**

* 
0.00224**

* 

 (0.000338) (0.000338) (0.000338) (0.000338) (0.000337) (0.000338) (0.000338) (0.000338) 

Western Europe 0.401*** 0.401*** 0.401*** 0.401*** 0.399*** 0.399*** 0.403*** 0.403*** 

 (0.0583) (0.0583) (0.0583) (0.0583) (0.0583) (0.0583) (0.0583) (0.0583) 

Constant 3.502*** 3.502*** 3.502*** 3.502*** 3.510*** 3.505*** 3.491*** 3.492*** 

 (0.0563) (0.0563) (0.0563) (0.0563) (0.0563) (0.0564) (0.0563) (0.0564) 

         

Observations 34,999 34,999 34,999 34,999 34,999 34,999 34,999 34,999 

R-squared 0.044 0.044 0.044 0.044 0.044 0.044 0.044 0.044 

Robust standard errors in parentheses           

*** p<0.01, ** p<0.05, * p<0.1             

+Run with Country Fixed Effects       
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In all eight models in Table 2, the associations between perceived crisis severity and 

preferences for fiscal redistribution are very similar and statistically significant. An increase in all 

four of the fiscal adjustment variables (external adjustment, internal adjustment, mixed adjustment, 

and financial rescue) is positively associated with an increase in preferences for fiscal 

redistribution.  

Based on Fischer’s categorizations, I found that the association between adjustment 

method and preferences for fiscal redistribution were significant except for in the case of external 

adjustments. The lack of statistical significance of preferences for redistribution in countries that 

faced external adjustment may indicate that external adjustments were less painful for the citizens 

of those countries.  

The coefficients on my interaction variables of crisis severity and the financial adjustment 

methods indicate that increased perceived crisis severity further increased preferences for fiscal 

redistribution in countries, which faced external or internal adjustments. The interaction of crisis 

severity and internal financial adjustment, however, was not statistically significant for internal 

adjustments. Increased perceived crisis severity in countries which faced mixed adjustments or 

received financial rescue packages was associated with decreased preferences for fiscal 

redistribution at a statistically significant level. Nonetheless, the negative values on the interactions 

were minimal, and so only slightly reduced the positive association between mixed adjustments, 

financial rescue packages, and preferences for redistribution. Therefore, the overall preferences 

for fiscal redistribution remained positive.  

Walter (2014) suggests that higher vulnerability can make it more difficult for governments 

to respond to the preferences of citizens. Those countries that implemented internal adjustments, 
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mixed adjustments, and received financial rescue packages generally faced significant reforms 

which could impact their citizens immensely, increase the perceived severity of the crisis, and 

thereby lead to citizens requesting more fiscal redistribution. In contrast, he argues, countries that 

implement external adjustments (e.g., currency devaluation in order to ease the country’s way 

through the financial crisis) generally had to make fewer national reforms, and faced less domestic 

pressure for redistribution. 

Hungary and Romania, identified as mixed adjustment countries by Fischer and Walter, 

underwent a combination of depreciating exchange rates, austerity measures, as well as moderate 

structural reforms to cope with significant current account financingg reversals during the crisis 

(Walter 2014). Although their central banks raised interest rates and also intervened in the foreign 

exchange market through foreign reserve sales, capital flight and subsequent depreciation 

continued to accelerate. In order calm international investors, Hungary and Romania requested 

financial aid, primarily from the IMF and the EU (Walter 2014). It is possible that the financial 

rescue package that both mixed adjustment countries received slightly lessened the perceived 

severity of the crisis for their citizens, and therefore that preferences for fiscal redistribution in 

these countries were not as strong. Of the countries analyzed by Walter (2014), Latvia was the 

only country besides the two mixed adjustment countries to receive a financial rescue package. 

 

 

                                                
g Current account financing generally occurs when a country runs a current account deficit and the private capital 
inflows financing this deficit dry up. Countries can continue to finance the current account deficit using their foreign 
currency reserves or other (non-private) forms of foreign capital (e.g., capital provided by international 
organizations such as the IMF) (Walter 2014). 
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Stratification. The transition region extends across several regions of Europe as well as 

Central Asia. The global economic crisis affected these regions differently, because they have 

characteristics and backgrounds that affect their economies and their citizens uniquely. Therefore, 

I stratified my regression analysis by region.  

The survey itself creates several region variables, including the Western Europe region, 

which looks at the five Western European countries included for comparison. The survey also 

includes variables for the regions of the Central Eastern Baltic, Southern Europe, and CIS 

Mongolia. In addition, I created a region variable for Eastern EU countries, which includes the 

European Union countries other than the Western European comparator countries, as well as an 

autocracies variable that includes Belarus, Kazakhstan, Kyrgyzstan, Russia, Tajikistan, and 

Uzbekistan. I looked at Ukraine by itself, due to the recent events there, which make it unique. 

Lastly, I included a non-region variable containing the hardest hit countries identified by Fischer. 

Table 3 reports the results of my analysis by region, in the order explained and listed above. 
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Table 3. Region Stratification+ 
  (1) (2) (3) (4) (5) (6) (7) (8) 

VARIABLES Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8 

                  

Crisis Severity 0.0387*** 0.0387*** 0.0387*** 0.0387*** 0.0387*** 0.0387*** 0.0387*** 0.0387*** 

 (0.00532) (0.00532) (0.00532) (0.00532) (0.00532) (0.00532) (0.00532) (0.00532) 

Western Europe 0.401***        

 (0.0583)        

Central Eastern Baltic  0.392***       

  (0.0571)       

Southern Europe   0.536***      

   (0.0587)      

CIS Mongolia    -0.401***     

    (0.0583)     

Eastern EU     0.536***    

     (0.0587)    

Autocracies      -0.401***   

      (0.0583)   

Ukraine       0.253***  

       (0.0568)  

Hardest Hit        0.392*** 

        (0.0571) 

Education -0.00767* -0.00767* -0.00767* -0.00767* -0.00767* -0.00767* -0.00767* -0.00767* 

 (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) (0.00400) 

No. of Children 0.00918 0.00918 0.00918 0.00918 0.00918 0.00918 0.00918 0.00918 

 (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) (0.00573) 

Male HoH -0.0256** -0.0256** -0.0256** -0.0256** -0.0256** -0.0256** -0.0256** -0.0256** 

 (0.0109) (0.0109) (0.0109) (0.0109) (0.0109) (0.0109) (0.0109) (0.0109) 

Respondent Age 0.00228*** 0.00228*** 0.00228*** 0.00228*** 0.00228*** 0.00228*** 0.00228*** 0.00228*** 

 (0.000338) (0.000338) (0.000338) (0.000338) (0.000338) (0.000338) (0.000338) (0.000338) 

Constant 3.502*** 3.502*** 3.502*** 3.902*** 3.502*** 3.902*** 3.502*** 3.502*** 

 (0.0563) (0.0563) (0.0563) (0.0470) (0.0563) (0.0470) (0.0563) (0.0563) 

         

Observations 34,999 34,999 34,999 34,999 34,999 34,999 34,999 34,999 

R-squared 0.044 0.044 0.044 0.044 0.044 0.044 0.044 0.044 

Robust standard errors in parentheses           

*** p<0.01, ** p<0.05, * p<0.1           

+Run with Country Fixed Effects       
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Being a Western European country, in the Central Eastern Baltic region, a Southern 

European country, an Eastern European EU member state, Ukraine, or a hardest hit country is 

positively associated with increased preferences for fiscal redistribution at a statistically significant 

level. All of these regions were greatly affected by the global economic crisis, so these results are 

in line with the theory that perceived crisis severity is positively associated with increased 

preferences for fiscal redistribution.  

Being in the CIS region and being an autocracy are negatively associated with preferences 

for fiscal redistribution and these results are statistically significant. These results are not 

surprising, as bailouts in many autocracies were quick and generous (e.g., Kazakhstan) and the 

commodity price boom lifted most CIS countries (e.g., Azerbaijan, Kazakhstan, and Russia) out 

of the recession fairly quickly (Asian Development Bank 2012).  

 

Robustness. Table 4 looks at effects of variations in my independent variable. Model 1 is 

the baseline model with crisis severity.  I have also created variables in order to simulate shocks 

to household balance sheets. Model 2 uses an assets variable, which represents the summation of 

three dummy variables based on three questions in the EBRD survey assessing whether a 

household’s assets were hit in the 2007-2008 crisis. The assets variable ranges from 0 to 3. A 0 

indicates that the household’s assets were not affected by any of the variables analyzed, and a 3 

indicates that the household’s assets were decreased by all three of the variables analyzed. Model 

3 uses a liabilities variable, which represents the summation of two dummy variables based in two 

survey questions assessing households’ liabilities that would be extremely vulnerable in crisis 
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times. Lastly, Model 4 uses a variable for the hardest hit countries as the independent variable. 

These countries are Estonia, Latvia, Lithuania, Slovakia and Slovenia (Fischer 2015). 

Table 4. Variations in the Independent Variable+ 
  (1) (2) (3) (4) 
VARIABLES Crisis Severity Hits to Assets Hits to Liabilities Hardest Hit Countries 
          
Crisis Severity 0.0387***    

 (0.00532)    
Hits to Assets  0.0423***   

  (0.00831)   
Hits to Liabilities   0.0205  

   (0.0134)  
Hardest Hit    0.0720 

    (0.0513) 
Education -0.00767* -0.00883** -0.00944** -0.00899** 

 (0.00400) (0.00390) (0.00391) (0.00390) 
No. of Children 0.00918 0.0105* 0.0111** 0.0118** 

 (0.00573) (0.00553) (0.00555) (0.00553) 
Male HoH -0.0256** -0.0273*** -0.0271** -0.0270** 

 (0.0109) (0.0106) (0.0106) (0.0106) 
Respondent Age 0.00228*** 0.00221*** 0.00204*** 0.00200*** 

 (0.000338) (0.000328) (0.000327) (0.000326) 
Western Europe 0.401*** 0.374*** 0.0394 0.0497 

 (0.0583) (0.0504) (0.0535) (0.0530) 
Constant 3.502*** 3.595*** 3.936*** 3.936*** 

 (0.0563) (0.0456) (0.0481) (0.0481) 
     

Observations 34,999 37,011 37,011 37,011 
R-squared 0.044 0.042 0.041 0.041 
Robust standard errors in parentheses     
*** p<0.01, ** p<0.05, * p<0.1     
+Run with Country Fixed Effects   

 

 

As noted in Tables 1 through 3, perceived crisis severity has a consistently positive 

correlation with preferences for fiscal redistribution that is statistically significant at the 1 percent 

level. Table 4 shows that there is a positive association between hits to the assets side of the 
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household balance sheet and preferences for redistribution, which is statistically significant at the 

1 percent level. An increase in hits to the liabilities side also leads to an increase in preferences for 

redistribution, but these results are not statistically significant. This suggests that hits to the assets 

side of household balance sheets are more likely than hits to the liabilities side to lead citizens to 

demand fiscal redistribution from their government. Table 4 also shows that being a hardest hit 

country leads to an increase in preferences for fiscal redistribution, but these results are not 

statistically significant. 

Table 5 examines effects of variation in the dependent variable. Model 1 uses injustice as 

the dependent variable. This variable represents EBRD survey respondents who believe that the 

main reason why there are some people in need in their country today is because of injustice in 

their society. Models 2 through 4 use variables asking respondents to rank their standing in society 

on a scale of one to ten (with one indicating that they see themselves as in the poorest ten percent 

of society, and ten indicating that they see themselves as in the richest 10 percent). The survey 

asked where they believed they ranked four years ago, where they rank today, and where they 

expect to rank four years in the future. Model 5 uses preferences for democracy as the dependent 

variable. This variable represents respondents who believe that democracy is preferable to any 

other form of political system. All of these models use the baseline independent variable, perceived 

crisis severity. 
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Table 5. Variations in the Dependent Variable+ 
  (1) (2) (3) (4) (5) 

VARIABLES Injustice in Society Ranking 4yr Ago Ranking Today Ranking 4yr in Future Prefer Democracy 

            

Crisis Severity 0.0523*** -0.0553*** -0.292*** -0.371*** -0.0153*** 

 (0.00259) (0.00924) (0.00830) (0.0110) (0.00261) 

Education -0.00581*** 0.209*** 0.233*** 0.229*** 0.0426*** 

 (0.00199) (0.00693) (0.00627) (0.00802) (0.00194) 

No. of Children 0.000694 -0.0169* -0.00274 0.00809 -0.00597** 

 (0.00285) (0.0102) (0.00898) (0.0123) (0.00287) 

Male HoH -0.0103* 0.139*** 0.188*** 0.148*** 0.0336*** 

 (0.00544) (0.0190) (0.0167) (0.0223) (0.00544) 

Respondent Age 0.000348** -0.00634*** -0.0114*** -0.0264*** -0.00120*** 

 (0.000166) (0.000579) (0.000514) (0.000680) (0.000167) 

Western Europe 0.215*** 0.857*** 1.020*** 0.743*** 0.369*** 

 (0.0241) (0.0927) (0.0826) (0.108) (0.0270) 

Constant 0.180*** 3.579*** 4.226*** 5.628*** 0.398*** 

 (0.0232) (0.0932) (0.0794) (0.110) (0.0295) 

      

Observations 33,300 35,443 35,714 30,851 32,136 

R-squared 0.094 0.110 0.189 0.233 0.100 

Robust standard errors in parentheses     

*** p<0.01, ** p<0.05, * p<0.1       

+Run with Country Fixed Effects    
	

 

Model 1 shows that increased perceived crisis severity is associated with the belief that the 

main reason why there are some people in need in the respondent’s country today is because of 

injustice in their society. This could be, because those who experience high levels of perceived 

crisis severity may perceive themselves as in need and believe that they have reached that point 

because of injustice they face in their own society. Increased perceived crisis severity is associated 

with decreased perceptions of ranking in society four years ago, today, and four years in the future. 

This indicates that those households that were ‘hurt’ the most during the course of the crisis 

perceive themselves as ranking lower in society across the board. In addition, increased perceived 

crisis severity is associated with a decreased belief that democracy is preferable to any other 
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political system. This could explain the rise in extremist political parties in the wake of the 2007-

2008 financial crisis, as citizens do not believe that the current political system provides sufficient 

support for them to weather the crisis. The dependent variables in all five models have a 

statistically significant relationship with perceived crisis severity. 

I also examined the relationship between perceived crisis severity and trust in a range of 

institutions – government, political parties, banks, foreign companies, and religious institutions – 

and the relationship between methods of adjustment and trust in these institutions. 

Table 6. Trust in Institutions as Dependent Variable 
  (1) (2) (3) (4) (5) 

VARIABLES 
Trust 

Government 
Trust Political 

Parties Trust Banks 
Trust Foreign 

Investors 
Trust Religious 

Institutions 
            
Crisis Severity -0.209*** -0.170*** -0.155*** -0.106*** -0.0743*** 

 (0.00643) (0.00593) (0.00628) (0.00627) (0.00669) 
External Adjustment -0.197*** -0.164*** 0.177*** 0.111*** -0.197*** 

 (0.0230) (0.0220) (0.0218) (0.0214) (0.0245) 
Internal Adjustment -0.210*** -0.216*** 0.239*** 0.0794*** -0.0965*** 

 (0.0231) (0.0210) (0.0229) (0.0242) (0.0255) 
Mixed Adjustment -0.0809 -0.147*** -0.415*** 0.00332 0.0568 

 (0.0493) (0.0421) (0.0519) (0.0558) (0.0579) 

Financial Rescue 
Package 

-0.353*** -0.324*** -0.308*** -0.370*** 0.146*** 
(0.0390) (0.0345) (0.0445) (0.0480) (0.0488) 

Constant 3.262*** 2.863*** 3.309*** 2.980*** 3.291*** 
 (0.0170) (0.0158) (0.0163) (0.0162) (0.0172) 
      

Observations 35,228 34,250 34,066 30,640 32,985 
R-squared 0.047 0.045 0.046 0.020 0.007 

Robust standard errors in parentheses    
*** p<0.01, ** p<0.05, * p<0.1    

	

 

In the case of perceived crisis severity, I found negative and statistically significant results 

across the board. Increased perceived crisis severity is associated with decreased trust in 

government, political parties, banks, foreign investors, and religious institutions. The magnitude 
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of the negative relationship is the largest for trust in government and smallest for trust in religious 

institutions.  

External and internal adjustment are both associated with decreased trust in government, 

political parties, and religious institutions, but increased trust in banks and foreign investors. These 

results are statistically significant at the 0.01 level. Mixed adjustment is associated with decreased 

trust in government, political parties, and banks, although only the results for trust in political 

parties and trust in banks is statistically significant; while a financial rescue package is associated 

with decreased trust in government, political parties, banks, and foreign investors, but increased 

trust in religious institutions, which are all statistically significant at the 0.01 level. 

 

POLICY IMPLICATIONS AND CONCLUSIONS 
 

Transition countries were particularly vulnerable to the 2007-2008 financial crisis because 

of built up differences with Western Europe related to below potential growth, high 

unemployment, and fragile financial sectors. Moreover, in the relatively new democratic political 

systems of the transition countries, the preferences of the citizens and their voice in the government 

are increasingly important in solidifying support for democratic institutions. To the extent that 

citizens in transition countries felt that their voices were unheard, the crisis posed a severe threat 

to their young democracies.  

Typically, in the wake of a financial crisis, a country’s government seeks to implement 

austerity measures in order to reign in unnecessary spending and the balance their budget, but 

depending on the severity of the crisis, the country’s citizens may oppose measures that depress 
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their economy. Implementation of austerity measures in the wake of the 2007-2008 global crisis 

was a primary factor in aggravating the political situation in Europe. There is a belief that the crisis 

especially hurt parties on the left due to pressure by the European Union to adopt austerity 

measures that were in conflict with their own platforms (Colomer 2012). In fact, however, the EU 

pressure hurt parties on both ends of the political spectrum as they were compelled towards a 

general policy convergence in the center (Colomer 2012). 

Singer (2011) notes that economic voting is most pointed in recessions and crises, under 

conditions including reductions in growth, heightened unemployment, or a generally perceived 

volatility that sharpens voter attention and can fuel the rise of right-wing extremism. Werts et al. 

(2012) note that this tendency is primarily tied to varying levels of political distrust or disaffection, 

perceived ethnic or cultural threats through higher levels of immigration, and more recently in 

Europe, heightened levels of euro-skepticism. They find that unemployed citizens are significantly 

more likely to vote for radical right parties, and that radical right voting is also strongly associated 

with ethnic fear and political distrust, followed by euro-skepticism. In Eastern Europe, especially 

following the financial crisis, these right-wing parties have denounced the West and its institutions, 

and characterized EU austerity proposals as “European” or “Western” policies, and not as 

something suited for the East and its citizens. Ponticelli and Voth (2011) suggest that austerity-

like measures increase the risk of citizen-created extreme events, such as riots, anti-government 

demonstrations, general strikes, political assassinations, and attempts at revolutionary overthrow 

of the established system. 

The economic crisis brought the European Union’s fundamental fragility to the surface, 

with Western austerity measures reinforcing the basic divides between the states on the periphery 
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and those in the core. For a variety of reasons which have been explored in this paper, austerity 

may be more desired and practicable in the western countries of the EU than in the eastern, 

transition countries. With the rise of extreme political parties in democratic settings where the 

preferences of the citizen must be taken into account, it may be difficult to implement austerity 

measures if this goes against the will of the public. Thus, the implementation of austerity measures 

in Hungary and Bulgaria have met strong resistance both through protests and the electoral process 

(Kriesi 2012). In these transition countries, the external imposition of austerity through the 

International Monetary Fund, and the European Commission has a strong potential to fuel unrest 

and embolden the radicalized right to exploit growing sentiments of nationalism and euro-

skepticism. 

These developments and the findings of this paper suggest that pressing for fiscal austerity 

in times when people strongly oppose it might come at the expense of changing the political 

equilibrium and leading to a radicalization of societies. Therefore, adjustment programs – even 

though they contribute to short-term pain relief for international investors – might lead to political 

upheaval, worsening the initial crisis situation.  
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