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Rising Support for Right-wing Populism in Europe
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Source: Timbro Authoritarian Populism Index 2017 via Heino (2018)
Note: Percentage of votes received in elections to national parliaments in 33 European countries
deemed democracies by Freedom House.

Economics, Culture, and The Rise of Right-wing Populism IMPS Seminars - January 28, 2019



What Is Right-wing Populism?

e Populism (Mudde, 2007)

« Aloose set of ideas sharing three core features:
. nativism
Il.  anti-establishment
. authoritarianism

e Right-wing populism (Guiso et. al, 2017)

« capitalizing on the national identity cleavage
« pro-people policies, without an explicit redistributive component

e Populist values (Ingelhart and Norris, 2017)

« representing one pole of a cultural continuum on which cosmopolitan liberalism
located at the opposite pole
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Who Voted for Right-wing Populism?

e A broad coalition of older, white, low-educated men

% of those voted for Donald Trump 5 71%
(0]

% of those voted for Hilary Clinton 20 77%
(0]

B among white men without a college degree B among non-white women with a college degree

Source: Edison Research via The New York Times (2016)

e Those at lower levels of the income and occupational hierarchies

% of those voted for Marine Le Pen 279 43%
(0]
% of those voted for Brexit 239 64%
(0]
B among manual workers B among managers or professionals

Source: Edison Research via The New York Times (2016)
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Is It Economics or Culture?

% of those who agree with “the current economic
situation in our country is good”

15%
LN 18%
25%
FN 36%
AfD oy

87%

82%
PVV 889%

SD 75%

91%

B among those with favorable view of

B among those with unfavorable view of

% of those who agree with “it is important to have been
born here in order to truly be one of us”

76%
N
N 74%
AfD 75%
PV o
0 39%

15%

B among those with favorable view of

B among those with unfavorable view of

Source: Pew Research Center via Stokes (2018)
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Main Question

e Right-wing populism policy platform
. Low redistribution
.  Extreme anti-globalization policies

i. opposing economic openness
i. confronting progressive values

e Established policy platform

. Moderate redistribution
II.  Commitment to globalization, both economically and culturally,

e A broad question from theoretical perspective:

« How extreme policy platform of right-wing populists gaining majority support?
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An Econo-cultural Theory of Right-wing Populism

Protectionist 4
Policies

»

Right-wing populism as the political outcome if and only if
i.  cultural cleavage is large
ii. wage gap is wide

The poor support oppose

Welfare state Globalization
The middle-class

» Redistribution

W Globalization
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Related Empirical Literature

e The supply-side of right-wing populism

« Salience of non-economic issues (Zakharov, 2014)
« Failure of representation: Iversen (2006), Rydgren (2004), Berger (2017)

e The demand-side of right-wing populism

. The income security thesis

* Failure of compensation from trade exposure: Autor et al. (2017a; 2017b;
2016; 2013), Malgouyres (2017), Jensen et al. (2017)

e Economic crisis and trust in government: Algan et al. (2017), Dustman et al.
(2017), Foster and Frieden (2017), Frieden (2016)

.  The cultural backlash thesis

* Ingelhart and Norris (2017; 2016), Blyth (2106), Hall et al. (2014), Gidron
and Hall (2017)

e The demand-side vs. the supply-side
« Rodrick (2017), Guiso et al. (2017),
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Related Theoretical Literature

¢ Theoretical models of right-wing populism/extreme policies

« Acemoglu et al. (2013), Di Tella and Rotemberg (2016), Aggeborn and Persson
(2017), Greco (2018)

« Krasa and Polborn (2013), Buisseret and Van Weelden (2018)

e Importance of secondary issues in political competition

« Glasser et al. (2005), Krasa and Polborn (2012), Saint-Paul et al. (2014), Karakas
and Mitra (2017), Esteban et al. (2018)
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Baseline Model: Economic Environment

e The economy
« A highly unequal economy with comparative advantage in skilled labor being
subject to globalization
e Policy vector: (7,p)

« T €[0,1]: income tax rate

* proceeds redistributed lump-sum by a budget balancing transfer T
« p €[0,1]: degree of protection

* higher value of p representing higher protection

e Three socio-economic groups:
« therich (R), the middle-class (M), and the poor (P)

nR<nM<np<%, z {RMP}ni=1
LE1R,M,

* No group is in a majority!
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Preferences

e Utility function of the middle-class and the rich

u;(c) =c, i € {R,M}

e Utility function of the poor
up(c,0) = c — Ao, 1=0

cultural cleavage
where
A: cultural intolerance
a. measure of cultural (racial, religious, ...) diversity

« No cultural preferences for the middle-class!
« Additive-separable cultural preferences for the poor
* More general cultural preferences: Extension |
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Consumption

e Capital owners’ consumption

taxable assets’ income cost of capital reallocation
f . 1 l_‘_\
CR=(1—T)(1+1")(K—K)+(1+£)K—A(K)+T, Ar=r—r>0
\_'_I

non-taxable assets’ income

« Ww.0.l.g. assume that

A = (@2, <o <iE

= Tax-avoidance function: k(t) where k'(7) = 2 for 7 € (1,7)

* More general functional form for cost of capital reallocation: Extension I

e Workers’ consumption
ci =0 —-1Dw;(p)l+T, i € {M,P}
« assume that
(1 —np)wp(p)l < nywy(p)l <ng(l+ 1)K, vp € [0,1]
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Protectionist Policies

. Distributional effect

« Assume that higher protection decreases (increases) skilled (unskilled) workers’
wage, i.e.
wy' () <0, wy''()>0

and
wp'(.) >0, wp''(L) <0

« Furthermore, assume that higher protection decreases average wage, i.e.

(22) wp'(0) < low' (@], ¥p € [0,1]

wp(1) @(1) =npwp(1) + nywy (1) wp (1)
U W U
W v @)
wp(0) @(0) = npwp(0) + nywy (0) wp (0)
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Protectionist Policies (cont’d)

.  Cultural effect

« Assume that higher protection decreases the measure of cultural diversity, i.e.

g()<0, <G (()=0
wherea(0) =6 >0and a(1) =a5'(1) = 0.

f(alp) |

»

v
Q

a(p’) a(p)

Economics, Culture, and The Rise of Right-wing Populism IMPS Seminars - January 28, 2019



Inequality

e Inequality measures

. Income gap:
Uz, p) =y(1,p) — wp(p)l
where
v, p) = [npwp(p) + nywyu (Pl + ng(1 + r)[K — k(7)]

. Ratio of wage gap to income gap:
I OO R Ol]
’ Q(t, p)

e Highly unequal economy

)OGS,
SEADDL), distributi n is skewed to the right, i.e. el

Q(T@@B@%‘Q o)< Yo e]0,1]
wP(paMP(pFHrthermore assum?eﬁha |lSt.ry )ﬁT pghannel IS dom(lp_?_r;s[édlns%ﬁ?}?&ﬁ

xenophobic poor, i.e.
wp' (p)l < 10(0,0), Vp € [0,1]
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Baseline Model: Political Environment

e Political competition

« Citizen-candidate framework

e Timing
1. Each representative can decide to run as a candidate, at a cost of ¢ » 0% (in

terms of consumption)

2. An election is held among those running as candidates; whoever receives a
majority of the votes wins, and the tie is resolved by tossing a coin

3. The elected candidate chooses policy vector (z,p); if no candidate decides to
run, a default policy, (£,0) with £ € (0,7), is implemented.
4. Agents — specifically, capital owners — make their economic decisions.
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Political Outcomes: Preferred Policies

e Citizen-candidate framework features:

. Policy-motivated politicians
* committed to policy proposal, if indifferent
Il.  Sincerely voting

e Preferred policies:

.  Preferred tax rate: Lemma 1
Il.  Preferred degree of protection: Lemma 2
. Preferred policy vector: Proposition 1, and Corollary 1
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Preferred Tax Rate

P A

1

|
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Preferred Degree of Protection

pi(.) 4
1 o .
T\ |
We(z.pl2) = (1 - Dap(p)l + 5 (1,p) = 25(p) |
T \) l |
 pr0)-€ 01} ——————- i
0 S "t
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Preferred Policy Vector

o |
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Political Outcomes: Equilibrium Policies

e Our focus

« One-candidate equilibria (pure equilibria)

e Political contests

. The middle-class representative vs. the poor representative : Lemma 3
. The middle-class representative vs. the rich representative : Lemma 4
. The poor representative vs. the rich representative : Lemma 5

e Political equilibria

« Established equilibrium vs. xenophobic equilibrium: Proposition 2
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Political Contest |
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Political Contest Il

P A

1€

N
\
if 1 > A then

(taPr) >p (Tr,pr),  forpp =1

o |

if 1 < A then

(tm, M) >p (TR, pR),  forVpg
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Political Contest Il|

ifw(.) > & and 1 > 1 then
(tr, PR) =M (Tp, PP,
ifw(.) > & and 1 > 1 then

(tr, PR) Zm (Tp, Pp),

Lo | I it
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Political Equilibria

(tr,Pr) >p (Tyopm),  forVpgp =1
and

(tr,Pr) >m (tp,pp),  forVpg

qoel T\

(T, Pu) >R (Tp, Pp)

and
i (i pin) =» (Th.pR),  for vpj
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Political Outcomes: Comparative Statics

e Comparative statics

. Inequality cleavage: Corollary 2
. Cultural cleavage: Corollary 3
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Comparative Statics |
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Comparative Statics |l
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Xenophobia and Redistribution

A
|

Redistribution Index
0
|

I I I I
-1 -5 0 5 1
Immigration support index

Source: Alesina et al. (2018)
Note: Indices are constructed following the methodology in Kling et al. (2007). Each dot is the average
residual in each bin from regressing respondents' redistribution and immigration indices on all individual
level controls (income, education, political alienation, etc.), including country fixed effects.
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Xenophobia and Redistribution (cont’d)

e How xenophobia undermining demand for redistribution?

. The distraction hypothesis

. The anti-solidarity hypothesis

e General results of Proposition 2 unchanged!

— Effect of cultural cleavage more pronounced
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The Anti-solidarity Hypothesis

P A
1 - ;
i LN N — I
We(z,p18) = (1 = Dawp(p)l + [1 = 5Y(p)]ty(z,p)
T T l
0 z 71 "t
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Financial Globalization

e Cost of capital reallocation

where A(,,.) € C3,

1A, )] >0, 2 [A(x,.)] >0

O0K2

2IAC.p] >0, aa—;[A(-,p)] >0
and

2
3205l A, p)] > 0

— Tax-avoidance function: x(t, p) where a%[K(.,p)] < 0.

« General results of Proposition 2 unchanged if

250,01 <0 S npwp'(p) + magwons’ OIL> [l o)
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Financial Globalization: a?a(gp) <0

1 - T X
! /| \\ ‘\
Wp(z,p12) = (1~ Dwp(p)t
TH Y
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Concluding Remarks

Protectionist
Policies Preferred policies of
the xenophobic poor

------------- Protactioniom ommee

.l\‘ Preferred policies of

" the poor
Xenophobic Eq. RIGHT-WING POPULISM

N
Preferred policies of A
the rich =

Policy implications:
Small state Economic compensation
Education, education, and education!

Preterred policies of
the non-xenophobic poor
\d

Utilitarian Optimum Established Eq.

Globalization g » Redistribution
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Rising Support for Right-wing Populism in Europe (cont’d)
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Source: Heino (2018), from Timbro Authoritarian Populism Index 2017
Note: Percentage of votes received in elections to national parliaments in 33 European countries deemed
democracies by Freedom House.
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Rising Support for Right-wing Populism in Europe (cont’d)
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Source: Heino (2018), from Timbro Authoritarian Populism Index 2017
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Rising Support for Right-wing Populism in OECD Countries
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Source: Ingelhart and Norris (2017)

Economics, Culture, and The Rise of Right-wing Populism IMPS Seminars - January 28, 2019



Four-way Classification of Political Parties

Populism
Anti-establishment
Strong keader/popular will
Wationalism
Traditional values

Economic Left Economic Right

State management Free market/Small state
Economic redistribution - o Deregulation
Welfare state Low taxation
Collectivism Individualism

Cosmopolitan Liberalism
Pluralistic democracy
Tolerant multicultarism
Multilateralism
Progressive valies

Source: Ingelhart and Norris (2017)
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Classification of European Political Parties
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Who Voted for Donald Trump?

by Demographic Characteristics

Male
Female 42%

54%

White 58%
Black 8%

37%

o)
00
X

65 and over 53%
18-29 37%

45%
55%

45%
38%

Highscool or less 51%
Postgarduate study 58%

Protestan or other Christian 58% 39%

Jewish 24%

71%

B Trump MEClinton

Source: Edison Research via The New York Times (2016)
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Who Voted for Donald Trump?

by Income Level

less than 299,000S (2008)
less than 299,000S (2016)

N

30,0005 - 49,000$ (2008)
30,0005 - 49,000$ (2016)
50,0005 - 99,000$ (2008)
50,0005 - 99,000$ (2016)
100,000 - 199,000 (2008)
100,000$ - 199,0005 (2016)
200,000% and more (2018)
200,000$ and more (2016)

B Trump MEClinton

Source: Edison Research via The New York Times (2016)
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Who Voted for Donald Trump?

by Opinion about Globalization

Trade takes away jobs
Trade creates more jobs

Deport illegal imigrants
Offer chances to illegal migrants

Support Mexician border wall
Oppose Mexician border wall

B Trump MEClinton

Source: Edison Research via The New York Times (2016)
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Who Voted for Brexit?

. Those with negative view about “the economy”

Difference in % of those who responded positive/negative

e B among those
Life is better than before voted to
leave
Life will be better -22%
| 4 B among those
. -42% voted to
More future opprtunities 0% rernain
Source: Lord Ashcroft Polls via Gidron and Hall (2018)
. Those with negative view about “progressive values”
% of those who think --- is a good force
oL 74% B among those
Globalizat
obalization 42% voted to
I
Immigration 0 [Ee eave
44% B among those
. . 39% voted to
Multiculturalism
15% remain

Source: Lord Ashcroft Polls via Gidron and Hall (2018)
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The Economic Insecurity Thesis
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Source: Acemoglu and Autor (2012)
Note: March CPS data for earnings years 1963—-2008. The real log weekly wage for each education group (high school
dropout, high school graduate, some college, college graduate, greater than college), is the weighted average of the
relevant composition adjusted cells using a fixed set of weights equal to the average employment share of each group.
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The Economic Insecurity Thesis (cont’d)
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Source: Guiso et al. (2017)
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The Cultural Backlash Thesis
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Source: Inglehart (1997)
Note: Alford index reports the proportion of the working class voting left minus the proportion of the middle class
voting left.
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The Cultural Backlash Thesis (cont’d)
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Source: World Values Survey, 6th wave (2011) via Inglehart and Norris (2016)
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The Supply-side Dynamics
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Note: Proportion of references to each kind of issue in party manifestos weighted by party vote share in the most recent

election for each country.
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Capital Owners’ Tax-avoidance Function
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Preferred Tax Rates

o Lemmal

l. For every protection level p € [0,1], the rich prefer zero taxation, i.e.
r(p) =0,  Vp€|[0,1]
Il.  Preferred tax rate of the middle-class is

)
T + max {L <nR(1 n r)z) w (o0, p)Q(0, p)}] , Vp € [0,1]

where t),'(.) > 0 for t),(.) > t.

1
nv(p) = 2

Ill.  Preferred tax rate of the poor is

1 9
Tp(p) = 5 lz + <nR(1 n r)2> Q(o, p)], Vp € [0,1]

where tp'(.) < 0.
Moreover, we have

t<ty()<tp()<T
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Preferred Protection Levels

o Lemma?2

l. The rich are indifferent between different protection levels under no taxation
pr(0) € [0,1]
and prefer no protection under positive taxation
pr(1) =0, >0
Il.  Forevery tax rate T € [0,1], the middle-class prefer no protection:
pu() =0, T€[01]
. Let

wp' (Pl — AT (p)
Q'(0,p) '

Op(pl2) = — p €[01]
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Preferred Protection Levels (cont’d)

o Lemma 2 (cont’d)

Ill.  (cont’d)
There exists some A € (0, ) such that 6,(0[A) = 1 and

I if 0 <A <A, then preferred protection level of the poor is
1 7 € [0,0p(1]|2)]
pp(tI2) = {6, (z11) 7€ (6,(1]2),6,(012))
0 T € [05(0]1), 1]
ii.  if A > A then preferred protection level of the poor is
1 7 € [0,0p(1|1)]
WMDZ%{%M)TH%GWﬂ

Moreover, we have pp'(t|A) for t € [60p(1]1), min{6,(0[1),1}] and if 0 <A <A’
then

{m@@=wmm=1rem%um1
pp(tID) < pp(z|d) <1 1 € (8p(1]0), min{1,8,(0|1)})
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Preferred Policy Vectors

o Proposition 1

l. The set of the rich preferred policy vectors is
{(tr, pr)} = {0} x [0,1]
Il.  The middle-class preferred policy vector is
(Tm, pm) = (T (0),0)
Ill.  There exists some Q > 0 and some increasing function Q(.) > Q such that
I if (1) < Q, then the poor preferred policy vector is
(zp, pp) = (zp(1),1)
ii. if Q< Q(1), then there would be two possible cases:

a. IfA<tand Q< Q() < Q) orif A < A, then the poor preferred policy
vector is

(5 03) = (1(Bp (D), Bp (D))
where pp(A) € (0,1) is the fixed point of the function pp~t(zp(.)|A).
b. IfA<Aand Q1) < Q(0) then the poor preferred policy vector is
(zp, pp) = (1p(0),0)
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Political Contest |

o Lemma3

The rich voters always prefer the middle-class representative to the poor
representative, i.e.
(Tm, Pm) >r (Tp, Pp)
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Political Contest Il

o Lemma4

There exists some A > 0 such that

l. if 1 < A, then the poor voters always prefer the middle-class representative to
the rich representative, i.e.

(T pm) >p (Tropr),  for Vpg € [0,1]

Il. if A> A, then the poor voters prefer the rich representative proposing full
protection to the middle-class representative, i.e.

(tr,Pr) >p (T3 pm),  forpp =1
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Political Contest Il (cont’d)

o Remark 1

Suppose A > 1. There exists some continuous decreasing function pr(.) € (0,1) such

that the poor voters prefer the rich representative proposing sufficiently high level
of protection to the middle-class representative, i.e.

(thoPR) >p (@ianpis), for Vi € (pr (), 1]
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Political Contest Il (cont’d)

\ if 1 > A then
pPr() if 1 > 1 then

(i pin) =p (hopi),  for pi € (pr(0).1]

o |
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Political Contest Il|

o Lemmab

There exists some A > 0 and @ > 0 such that if
A>1 and @() >

then the middle-class voters (weakly) prefer the rich representative to the poor
representative, i.e.

(tr.Pr) =M (Tp,pp), VPR € 10,1]
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Equilibrium Policies

o Proposition 2

I Established equilibrium:

The middle-class representative runs and wins the election by proposing no
protection if and only if

A~

A< A

Il.  Xenophobic equilibrium:

The rich representative runs and wins the election by proposing full protection if
and only if

A> max{/T,/T} and w(.)=>@
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Xenophobic Equilibrium

0 Remark 2

There exists some 1 € |0,4] such that the rich representative runs and wins the
election by proposing

(thopR),  forvpi € (p()1]
if and only if

A> max{i,i} and @w(.)=>@
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Xenophobic Equilibrium (cont’d)

Xenophobic Eq.
(g, o) = (0
w(.) =
(tr, pr) € {0} x (pR (1), 1] is the eq.if and only if

Xenophobic Eq.

A> max{i,i} and w(.)>@
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Comparative Statics |

o Corollary 2

l. An upward shift in Q(.), ceteris paribus, decreases (increases) the probability
of xenophobic (established) equilibrium.

Il.  An upward shift in w(.), ceteris paribus, increases (decreases) the probability
of xenophobic (established) equilibrium.
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Comparative Statics |l

o Corollary 3
l. An increase in &, ceteris paribus, increases (decreases) the probability of
xenophobic (established) equilibrium.

Il.  An increase in A, ceteris paribus, increases (decreases) the probability of
xenophobic (established) equilibrium.

Economics, Culture, and The Rise of Right-wing Populism IMPS Seminars - January 28, 2019



Xenophobia and Redistribution

o Proposition 3
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Financial Globalization

o Proposition 4
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