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Populism: On the rise?
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Why is populism suddenly all the rage? Editorially

independent,
In 1998, about 300 Guardian articles mentioned populism. In
2016, 2,000 did. What happened? Open to everyon
® Revealed: how populists tripled their vote over 20 years We chose a different approach
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Populism: On the rise?
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Populism: On the rise?
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The Rise of Populism
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Consequences
Higher Inflation
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Consequences
Political Uncertainty and Stock Market Volatility

d2CNBC
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EUROPE MARKETS

As worries about populism in
Europe rise, investors bet on
stock market volatility

. [Amid growing concerns about populism, investors are betting on heightened]
f

political uncertainty and greater volatility in European stock markets ahead o
European Parliament elections in May.

* More than 350 million EU citizens will head to the polls between May 23 and 26
to elect a new Parliament, a vote that will shape the future of the bloc amid a
backlash against immigration and years of austerity.

Published 9:36 PM ET Thu, 21 March 2019
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Consequences
Overall Research Question

A What are the consequences of populism on
- Political uncertainty and
- Financial markets
- around national elections?

C This study makes use of Kelly et al. (2016, JF) who propose a measure of
price of) Political Uncertainty in financial markets around national elections
and global summits

C We combine this measure with data on the degree of populism in these
elections

C We analyze whether populism and/or its host ideology induce Political
Uncertainty
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Results preview
Political Uncertainty and Populism/ldeology

A We show that

- The degree of populism around national elections hdsect impact on
political uncertainty

- This result is ideologically driven by the succedsfoiving populist
parties whereas the impact of righwing populism remains more
ambiguous (in the shomun dimension covered by the measure used in
this study)
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Populism: Definition and Consequences
Populism in general

A Definitions:

- Battle between the virtuous 'ordinary’ masses and a nefariousoomupt
elite, together withleft-/right-wing host ideologyMudde, 2004, GO)

- A¢KS RSTSyasS 2F U0UKS LIS2LX SQa Ayl
elite andanonymous market mechanisn@luller, 2017)

A Populist rhetoridn general includes

- High personalist focus & strong emphasis on popular sovereignty
C rejects external constraints per se (Mduller, 2017)

- Personification of democracy in populist leader

- C Marginalization of democratic institutions & Reduction of executive
constraints (Muller, 2017)

A C Leveraging impact of populist policies
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Populism: Definition and Consequences
Populism and its conseguences

A Rode &Revuelta2017,EG): all populist governments
- Activelyreduce economic freedorflegal security, free trade barriers,
economic regulation)
- Achieve this mainly through tax policy and size of government
Leftwing populism tends to increase both

Potentially leading to economic collapse
(Bittencourt, 2012, EGGEdwards, 2010)
A BUTRIightwing populism often implements a busindsendly rhetoric
OF2N) aLISOAFAO GFNASYRteéeée¢ odzaAySaa
(Rode &Revuelta 2017 Mdller, 2017 Mudde, 2007)

A THEREFORE:
- Does populism have a negative impact on financial markets?

- What role does ideology play?
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Political uncertainty and national elections
Political Uncertainty

A Bialkowsket al. (2008, JBF) Boutchkoveet al. (2012, RFS):
- higherreturn volatilityfor markets/significant

- Increasing in closeness of elections and change of political orientation
government

A Kelly et al. (2016, JF):
- higherprices of equity optionspanning elections anglobalsummits
- Increasing in weaker economies and closeness of elections

A Redl(2018, WP):

- highermacroeconomic uncertaintfcf. Juradoet al., 2015, AER) around
national elections

- Increasing in the closeness of electignentrollingfor financial
uncertainty)
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Populism and Ideology
Populism around national elections

A We define populism in countryparound election date as
0 W { t0 O
VR
wherei r and0 U ; are the relative share of seats and the measure of
populism for partyn at time 1, respectively

A We similarly define a measure of ideologyi( (T}
A Data used

- National Elections: Based on PARLAMifgand Manov, 2018)
(23 countries, 60 elections

Election Data Table

- Populism and Ideology: Party manifestos analyzed by the Comparative
Manifesto Project (CMP, Lehman et al. 2018)
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Populism and Ideology
Populism around national elections

A For quantitative measures of populism and ideology, most researchers
employ content analysis (Hawkins, 200&uwels 2011)
A Populism

- Institutionaldiscursive approach
(Mudde, 2007; Hawkins, 2009; Muller, 2017)

- Three central components present in populist party programs:
Anti-elitism, popular sovereignty and rejection of restraints on popular
RSOAAA2YAa YR 3ANRdzZLI ARSYGATFAOI G A

- Variables (e.g.): Animperialism, Internationalism: negative, European
''YVAZYY YS3IAIFIIALCGS RSY2ONI OeégzX

A Ideology Details on variables

- 5BATFSNBYOS 060S0G6SSYy f{ STUkKMNAIKI YS

- Left: Welfare State Expansion & Labor Groups: Positive

- Right: National Way of Life: Positive & Multiculturalism: Negative
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Populism
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Political Uncertainty
Political Uncertainty

A Political Uncertainty: Following Kelly et al. (2016) we measure political
uncertainty around national election¥)w Pas

Implied VolatilityD(spanning election vs. before& after election)
Option Definitions Option Data Info
- C premium paid to insure against political uncertainty

- C accounts for countrnspecific slow moving variation of implied

volatility, advancing countrand time fixed effect approach
> 5days > 5days

—E/////////////////j«x\\\\\;ﬂ—E//// 4\\\\\\ i ,«\\\\x\\ﬂ—

1-2 months 1 month

Option ExpiryDates: a,b,c
ElectionDate: T
Timebetweenelectionand

option expiry (b-T days): AN

Periodto calculateaverage
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Controls
Other data (controls)

A Closeness of electigfef. Kelly et al., 2016)
- YO'Y'YO YO@ ing ipg (standardized within country)
A Measures oEconomic Condition@&f. Kelly et al., 2016):
- OECD:
Seasonally adjusted quarterly growth of real GIIRO()
Composite Leading Indicatar ) 'O
- IMF:
Most recent real GDP growth forecasd(Y)'Y
- Datastream
The previous 3nonth index returny v Y

- C "O0 DS 0,"O"Yare standardized to have zero mean and unit standart
deviation within country based on available data (199999-)

L UNIVERSITAT 20
LIECHTENSTEIN

S. Stockl & MRode Populismand financial markets



Methodology
Estimation methodology

A Following Kelly et al. (2016), we:
- establishdifferences inOw Pfor mediansplits based on
Economic conditiondKT, FSTCL)GDR
Political variablesSEAT _SPREAIDIe POR
- Report:
"Ow 0 1stgroup (weak economy, high closeness, rigirig, high
populism)
Differences in group means and accompanystatistics
A To measure the impact in more detail, wagressOw Pon
- political variables (and combinations)
- With economic controls

[All statistics imply tweway clustered standard errors on courtygar level]
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Group Differences

Implied Volatility Difference (IVD)

( ) 4 N
All MKT GDP FST CLI (Seat Spead Ngight--Left Scog Populism
(1) (2) (3) (4) (5) (6) (7) (8)
Group 1 Mean 1.763°" 3.226™" 2.340™ 1.896"" 2.528%" 2,167 1.661°"" 1.565"*
t = 3.498 t = 4.502 t = 3.251 t = 2.410 t = 3.112 t = 2.244 t = 2.756 t = 2.192
Difference to Group 2 Mean —2.439""" —1.154 —0.445 —1.391 —(.782 (0.236 0.818
t = —3.165 t = —1.136 t = —0.478 t = —1.513 t = —0.945 t = 0.360 t = 1.102
\ \ A y. J
Observations 60 60 60 57 60 60 59 59
Note: "p=<0.1; "p=<0.05; " p<0.01
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Regression Results
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