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The Great Recession and the Rise of Populism

Populist sentiment has been on the rise in Europe and the
West for several years. The success of populist rhetoric in
Europe is worrisome as it presents a threat to national and
European institutions, the rule of law, and other funda-
mental free-market democratic institutions, such as free-
dom of the press and the independence of the judiciary
system. Populism may also prove to be an impediment
against further European integration by hindering the im-
plementation of common social and economic policies.
Are there common determinants of the recent populism
surge among individual European countries or regions?
The present contribution provides a positive answer to
this question by focusing on the economic roots of pop-
ulism.

Evgenia Passari, Université Paris-Dauphine,
France.

ZBW - Leibniz Information Centre for Economics

Views on populism

There is no consensus on the definition of populism. In
the classic analysis of Latin American political economy,
Dornbusch and Edwards define populism as an “ap-
proach to economics that emphasizes growth and income
redistribution and deemphasizes the risks of inflation and
deficit finance, external constraints and the reaction of
economic agents to aggressive non-market policies.”
Mudde more recently defined populism as “an ideology
that considers society to be ultimately separated into two

© The Author(s) 2020. Open Access: This article is distributed under the
terms of the Creative Commons Attribution 4.0 International License
(https://creativecommons.org/licenses/by/4.0/).
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homogeneous and antagonistic groups, the pure people ver-
sus the corrupt elite, and which argues that politics should be
an expression of the volonté générale of the people.”

Clearly, the views on populism have evolved. It is important to
acknowledge the recent developments, which are relevant for
today’s populist debate. First, the traditional conflict between
the left and the right has been replaced by a new tension: the
divide between the socially conservative and the socially pro-
gressive.® Second, the support for traditional social demo-
cratic parties is dramatically declining, while new parties that
campaign on anti-establishment platforms are rapidly emerg-
ing.*

Cultural and economic drivers of populism

Several explanations have been offered and numerous fac-
tors have been identified as potential drivers of populism.
For analytical purposes, one can bundle the various drivers
into two broad explanations. The first explanation revolves
around deeply rooted cultural attitudes; the second focuses
on economics. The cultural view asserts that populism is an
outcome of the growing chasm in values between the paro-
chial and the cosmopolitan. The economic standpoint, con-
versely, sees populism as the result of heightened economic
concerns. Recent work has pinned these economic anxieties
down to various secular trends, namely immigration,® rising
income inequality,® the effects of foreign trade, in particular
the China shock,” and automation.t Other works stress the

2 C. Mudde: The Populist Zeitgeist, in: Government and Opposition,
Vol. 39, No. 3, 2004, pp. 542-563, here p. 543.

3 C.E. De Vries: The Cosmopolitan-Parochial Divide: Changing

Patterns of Party and Electoral Competition in the Netherlands and

Beyond, in: Journal of European Public Policy, Vol. 25, No. 11, 2017,

pp. 1541-1565; T. Piketty: Brahmin Left vs Merchant Right: Rising

Inequality and the Changing Structure of Political Conflict. Evidence

from France, Britain and the US 1948-2017, WID.world Working Paper

No. 2018/7, 2018; N. Gennaioli, G. Tabellini: Identity, Beliefs and

Political Conflict, CEPR Discussion Paper No. 13390, 2019; P. Nor-

ris, R.Inglehart: Cultural Backlash: Trump, Brexit, and Authoritar-

ian Populism, 2019, Cambridge University Press.

T.Piketty, op. cit.

5 S.Moriconi, G.Peri, R. Turati: Skill of the Immigrants and Vote of

the Natives: Immigration and Nationalism in European Elections 2007-

2016, NBER Working Paper No. 25077, 2018.

T.Piketty, op. cit.

7 D.Autor,D.Dorn,G.Hanson, K. Majlesi: A Note on the Effect of
Rising Trade Exposure on the 2016 Presidential Elections, MIT Work-
ing Paper, 2017, available at https://economics.mit.edu/files/12418; I.
Colantone, P.Stanig: The Trade Origins of Economic Nationalism:
Import Competition and Voting Behavior in Western Europe, in: Amer-
ican Journal of Political Science, Vol. 62, No. 4, 2018, pp. 936-953; I.
Colantone, P. Stanig: The Economic Roots of the Cultural Back-
lash: Global Competition and Attitudes in Western Europe, mimeo,
2018.

8 M.Anelli,l.Colantone, P.Stanig: We Were the Robots: Automa-
tion and Voting Behavior in Western Europe, BAFFI CAREFIN Centre
Research Paper No. 2019-115, 2019.
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impact of the financial crises,® which in many countries (Unit-
ed Kingdom, European periphery) have been amplified by
austerity."® Although the cultural and economic views seemed
inconsistent for some time, this is not necessarily the case, as
there are evident interactions."

In this note, | briefly revisit the driving factors of the recent
wave of European populism. First, there are long-standing
political frictions between the European ‘core’ and the Euro-
pean ‘periphery’. These frictions may reflect deeply rooted
cultural and institutional traits, though, as Alesina et al. show,
differences in trust, beliefs, and attitudes across European
countries and broad regions are much less than the public
debate suggests.” Second, European countries have been
the recipients of sizable immigration waves as of late. Third,
the recession hit the European periphery badly, leading to
underinvestment, unemployment, and rising extreme poverty
in some regions. Although the crisis has been short-lived, it
appears to have had long-lasting implications. Fourth, like
the rest of the world, Europe has experienced the effects of
globalisation, skill-biased technical change and automation,
as well as the general trend for non-unionised and not well-
protected jobs. Finally, Europeans, too, have been exposed
to the rapid global diffusion of the Internet and social media.

Both economic and cultural aspects appear to be at play. Any
comprehensive analysis should not dismiss the complexity of
the interdependencies between the two. However, when one
looks for the catalyst behind the recent surge in populism and
its latest electoral success across a large number of Europe-
an countries, the cultural argument falls short of explaining
such a quick and concurrent reaction. Immigration might be
an important part of the story, but its impact is hard to quanti-

9 M.Funke,M.Schularick, C. Trebesch: Going to Extremes: Poli-
tics after Financial Crises, 1870-2014, in: European Economic Review,
Vol. 88, 2016, pp. 227-260; Y. Algan, S. Guriev, E.Papaioannou,
E. Passari: The European Trust Crisis and the Rise of Populism, in:
Brooking’s Papers on Economic Activity, Vol. 48, No. 2, 2017, pp. 309-
400; C. Dustmann,B.Eichengreen, S. Otten, A. Sapir, G. Ta-
bellini, G. Zoega: Europe’s Trust Deficit: Causes and Remedies,
London 2017, CEPR Press; L. Guiso, H. Herrera, M. Morelli, T.
Sonno: Populism: Demand and Supply, CEPR Discussion Paper
11871, 2018.

10 For example, T. Fetzer: Did Austerity Cause Brexit?, in: American
Economic Review, Vol. 109, No. 11, 2019, pp. 3849-3886; T. Fetzer,
S.Sen, P. Souza: Housing insecurity, homelessness and populism:
Evidence from the UK, London 2019, Centre for Economic Policy Re-
search; E. Dal B6, F. Finan, O. Folke, T. Persson, J. Rickne:
Economic losers and political winners: Evidence from Sweden’s radi-
cal right, mimeo, 2018, UC Berkeley and Stockholm University.

11 B. Eichengreen: The Populist Temptation, Oxford 2018, Oxford
University Press; S. Doerr, S. Gissler, J.-L. Peydro, H.-J. Voth:
From Finance to Fascism: The Real Effect of Germany’s 1931 Banking
Crisis, CEPR Discussion Paper No. 12806, 2019; D. Rodrik: What’s
Driving Populism?, Project Syndicate, 9 July 2019.

12 See also K. Desmet, R. Wacziarg: The cultural divide, NBER
Working Paper No. 24630, 2018; A. Alesina, G. Tabellini, F. Treb-
bi:Is Europe an Optimal Political Area?, in: Brookings Papers on Eco-
nomic Activity, Vol. 48, No. 1, 2017, pp. 169-213.
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Figure 1

Voting for populist parties and unemployment in Europe
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Note: The change in voting for populist parties and the change in total unemployment before and after the crisis are derived from the time variation in
unemployment and actual voting across 220 regions (NUTS2) in 26 European countries between 2000 and 2017.

Source: National Election Sources and Eurostat.

fy as it transmits via both the cultural and the economic chan-
nel. Additionally, the recent large waves of immigration can-
not explain the populist victories in rural areas, as migrants
tend to concentrate in big cities, unless one acknowledges
the huge discrepancies between reality and beliefs.”® From a
timing perspective, the current wave of European populism
was most plausibly triggered by the global financial crisis and
the recent diffusion of social networks."

In the following, it is argued that economic factors appear to
be important for the rise of populism, on their own and/or by
amplifying pre-existing cultural traits and slow-changing so-
cial dynamics.”®

The European trust crisis and the rise of populism

In Algan et al., we look at the implications of the financial
crisis for voting, political attitudes and trust in Europe.’® Our

13 See A. Alesina, A. Miano, S. Stantcheva: Immigration and re-
distribution, NBER Working Paper No. 24733, 2019; A. Alesina, E.
Murard, H. Rapoport: Immigration and Preferences for Redistri-
bution in Europe, NBER Working Paper No. 25562, 2019.

14 S.Guriev,N.Melnikov, E.Zhuravskaya: 3G Internet and Confi-
dence in Government, mimeo, 2019, Sciences Po; E. Zhuravskaya,
M. Petrova, R. Enikolopov: Political Effects of the Internet and
Social Media, in: Annual Review of Economics, 2019, forthcoming.

15 I do this by summarising the work with Yann Algan, Sergei Guriev and
Elias Papaioannou on the recent rise of populism in Europe.

16 Y.Algan,S.Guriev,E.Papaioannou, E. Passari, op. cit.
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before-and-after analysis is carried out at the regional level.
We exploit time variation in unemployment, actual voting and
beliefs-norms attitudes across 220 regions (NUTS2) in 26 Eu-
ropean countries between 2000 and 2017.

Our results show that the economic crisis, measured by the
rise in unemployment, unfolded alongside an institutional
crisis of trust and a rise in populist and Eurosceptic voting.
The regional level of the analysis allows us to compare the
regions that were more severely hit by the crisis to the less
affected ones, controlling for pan-European and country
group-specific time trends. We find that electoral successes
for populists follow increases in unemployment; in particular,
a one percentage point increase in unemployment is followed
by a one percentage point increase in the vote for populist
parties. We show that what matters for electoral outcomes is
predominantly the change in unemployment, rather than its
level (see Figure 1).

Our estimates linking unemployment to populist voting do
not automatically imply a causal relationship. Although we
control for time-invariant features driving populist voting and
unemployment, one cannot rule out the possibility that omit-
ted, time-varying regional factors could drive this correlation.
Other potential problems include reverse causation and non-
negligible errors in variables; for example, unemployment
statistics may fail to precisely measure part-time employ-
ment.

19
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To progress on causality, we develop an instrumental varia-
bles approach that links the pre-crisis industrial composition
with the change in post-crisis populist voting. The regional
share of construction in total value added is used as an (ex-
cludable) instrument for unemployment given the critical role
of the construction sector both before and during the finan-
cial crisis.

The instrumental variable estimates show that the effects of
the rise in unemployment on populist voting, driven by the
pre-crisis share of construction, are considerable and if any-
thing somewhat larger than the correlational analysis: A one
percentage point increase in the unemployment rate is asso-
ciated with a two to four percentage point increase in populist
support.

The reduced form link between the share of construction
and voting patterns and the strong relationship between
construction and unemployment do not necessarily imply a
causal relationship between construction, unemployment
and populist voting. The necessary condition for causality is
that construction does not affect voting directly or via other
channels aside from unemployment. Although it is not pos-
sible to formally test for the exclusion restriction, alternative
mechanisms that could be at play are explored.

These alternative explanations relate to corruption, education
and immigration. In all three cases, it is shown that the docu-
mented relationship between construction share, unemploy-
ment and populist voting does not seem to reflect these time-
varying regional features. Pre-crisis populist voting is also not
linked to the pre-crisis share of construction.

A European trust crisis?

We try to shed light on the channels through which economic
insecurity affects voting by looking at individual-level data
on Europeans’ beliefs and attitudes from the European So-
cial Survey covering the period between 2000 and 2014."
An increase in regional unemployment leads to a significant
decline in trust towards national and European political es-
tablishments. Europeans are no longer happy with their
parliaments and the European Union. Additionally, there ap-
pears to be a loss of trust towards courts and the countries’
judiciary system. At the same time, the association between
unemployment and interpersonal trust is weak. The rise in
unemployment does also not seem to correlate with distrust
towards the police or the United Nations, again suggesting
that Europeans fault the national and European political in-
stitutions for the rise in unemployment. Our results further

17 The results remain unaltered after the inclusion of rounds 8 and 9 of
the European Social Survey and the new release of unemployment
statistics from Eurostat.

indicate that European respondents increasingly feel that no
political party is close to them, suggesting a political isolation
that sets the stage for the populist parties.

The instrumental variable estimates are similar; the compo-
nent of the rise in unemployment due to the pre-crisis share
of construction is a significant correlate of distrust towards
European and national institutions.

Attitudes towards immigration

The information from the European Social Survey has been
exploited in order to assess whether the rise in unemployment
has also affected Europeans’ attitudes towards immigration.
This exercise is of particular interest because populists often
portray immigrants as a cultural and economic threat to the
‘people’ and run campaigns that support policies designed
to restrict immigration, combat cultural dilution and avoid ad-
verse economic outcomes (like in the case of the Lega Nord
in Italy, the Front National in France and the UKIP in the UK).

Differences in unemployment during the crisis correlate with
views that immigration harms the country’s economic life.
However, we uncover no evidence that the rise in unemploy-
ment relates to views on the immigrants’ role in a country’s
cultural life. Our findings seem to point to the importance of
economic, rather than cultural, explanations; it is the former
that appear to nurture the support for anti-immigration par-
ties.

Heterogeneity

Despite some minor differences across subsamples, these
patterns are present for both men and women, and for both
younger and older cohorts. We obtain stronger and more ac-
curate estimates for older cohorts, consistent with the works
of Eichengreen and Norris and Inglehart.”® The link between
unemployment and distrust toward political institutions is al-
so stronger for non-college graduates.”®

Economic consequences of the populist wave in Europe

Populists tend to support erratic policies. In their effort to
please their electoral base, they often engage in myopic ac-

18 B.Eichengreen,op.cit.;; P.Norris,R.Inglehart, op. cit.

19 A result in line with the findings of D. Autor, D. Dorn, G. Han-
son, K. Majlesi: Importing Political Polarization? The Electoral
Consequences of Rising Trade Exposure, NBER Working Paper No.
22637, 2016, available at https://www.ddorn.net/papers/ADHM-
PoliticalPolarization.pdf.; D. Autor, D. Dorn, G. Hanson, K. Ma-
jlesi, 2017, op. cit.; Y. Che, Y. Lu, J.R. Pierce, PK. Schott, Z.
Tao: Does Trade Liberalization with China Influence U.S. Elections?,
NBER Working Paper No. 22178, 2016; I. Colantone, P. Stanig:
Global Competition and Brexit, in: American Political Science Review,
Vol. 112, No. 2, 2018, pp. 201-218.
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tions and undertake radical reforms, which usually prove to
be damaging for national economies.

The rise of populism along with the documented ‘European
trust crisis,” pose a serious threat to the European project.
Urgent policy issues call for international coordination and
deeper integration. Populists, on the contrary, push to abol-
ish/weaken international organisations and oppose the Euro-
pean Union membership outright on the basis that it under-
mines national sovereignty, encourages high levels of migra-
tion and is responsible for austerity as well as the members’
economic misfortunes.

On an alarming note, it appears that the rise in unemploy-
ment also directly reflects on attitudes towards the European
Union project, albeit in a heterogeneous manner. In the Euro-
pean South, despite the growing institutional distrust, people
still hope for deeper integration. In contrast, in the crisis-hit
regions of the European core, respondents believe that the
European project has gone too far. This shift in attitudes pro-
vides a fertile ground for anti-establishment politicians who,
in turn, fuel the anti-European sentiment creating a vicious
circle.

Policy implications
If populism is entrenched in deeply rooted cultural differ-
ences, addressing it is a non-trivial endeavor. Our results,

however, show that the rise in unemployment results in in-
creased support for anti-establishment parties via the loss of

ZBW - Leibniz Information Centre for Economics
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trust in political institutions. Economic factors seem to be an
important part of the populism story, and a key determinant
of its recent pan-European electoral success. This presents
an exceptional opportunity to address populism through the
implementation of countercyclical macroeconomic and fiscal
policies that will fight unemployment and foster growth.

Moreover, throughout the crisis, national and European poli-
cymakers had to implement unpopular structural reforms in
the labour, capital and product markets and enforced auster-
ity policies in order to stimulate the economy. This resulted
in a further loss of trust, especially in countries with inade-
quate systems of social security. It is, therefore, imperative to
preserve the trust of citizens facing economic insecurity by
creating safety nets, especially for the unemployed workers.
There is a need for policies that promote social and economic
mobility and reduce inequalities by offering equal opportu-
nities for education and providing healthcare access for all.
Both national governments and the European Union should
ultimately prioritise research, innovation and public infra-
structures.

Additionally, policy reforms need to be backed by electoral
support and enjoy people’s trust. Europeans need to be reas-
sured that the gains from the painful reforms will be widely
distributed rather than extracted by a privileged few. National
governments and the European Union need to cater to the
unskilled workers and those who are ‘left behind’ by investing
and promoting programmes of life-long training and support,
thus limiting the scope of the supply side of populism.
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