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Frugal populists: fiscal
management under populist rule
in Europe and the OECD

Petar Stankov*

Economics Department, Royal Holloway, University of London, London, United Kingdom

Populists weaponize economic hardships and identity conflicts for political gain.
This strategy has propelled many of them to the political mainstream across Europe,
the Americas, and elsewhere. However, does their toxic rhetoric necessarily map
into poor management of government finances? This paper investigates one aspect
of their governance—its correlation with government debt spanning the period
between 1950 and 2022 in Europe and the OECD countries. Although previous
evidence suggests that populist governance spells a rise in indebtedness, new
evidence in this paper mitigates this conclusion. The results in this work do not
provide sufficient evidence of an increase in debt specifically linked to populist
governance. Three mechanisms may be at play. First, fiscal rules and checks and
balances embedded in the democratic process in those countries make bad
governance punishable in the following elections. Second, most populists in
Europe and the OECD have so far been allocated junior coalition roles, limiting their
potential damage on policy design and implementation. Third, the parliamentary
democracies studied in this work may operate differently from the presidential
regimes that have, until recently, dominated empirical evidence. As a result, most
of the evidence in this work points to a relatively small, if at all significant, effect
of populist governance on public debt. Nuances do emerge along the political
spectrum, but they are evident after the Global Financial Crisis of 2008-2009.
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1 Populist governance: what do we know?

Populism has many definitions and several credible origins (Rovira Kaltwasser et al.,
2017). Its dominant definition separates society into two antagonistic camps, each one of them
adopting radically different identities—“the pure people” and “the corrupt elite” (Mudde,
2004). A common denominator among the many existing approaches to defining populism is
that populists weaponize economic hardships and identity conflicts for political gain (Stankov,
2020), which effectively sums up the two widely accepted explanations for the rise of populism:
economic insecurity and cultural backlash (Gandesha, 2018). When used as a political strategy
which is often the case (Weyland, 2017), populism has propelled many candidates to the
political mainstream across Europe, the Americas, and elsewhere. But what do they do with
their newly acquired powers? Do their post-election policies mimic those of the traditional
elites they replace or, instead, they depart from the mainstream and map their divisive
pre-election rhetoric into economic mismanagement and political carnage? To oversimplify:
Are populists bad governors? The answer has been debated in both political science and
economics literature over the last few decades, with the debate affecting areas of the rule of
law, the justice system, specific policies on education and health, and other fundamental
aspects of governance, such as free and fair elections, acceptance of electoral results, democratic
erosion and the state of the media environment (Norris and Inglehart, 2019; Przeworski, 2019).
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The debate on the economic and political impact of incumbent
populism has acquired renewed urgency since the European far-right
parties were promoted to main opposition parties and Donald Trump
was reelected in 2024. Within the economics discipline, the debate
started more than 35 years ago, when Sachs (1989) and Dornbusch
and Edwards (1990) pioneered the economic theory of populism and
witnessed it grow into a populist paradigm. To them, the answer was
clear: A populist governance is bad news for the economy as it
normally ignores hard budget constraints and market incentives. A
brief lift-off of the economy driven by a savior government and a
charismatic leader at its helm is sufficient to temporarily lift voter
spirit and welfare. However, the same populist government makes the
same voters permanently worse-off in the long run. It does so by
spending more than it can afford to, subjugating the central bank,
inflating prices, sparking exchange rate and fiscal crises, and blaming
everyone else for it.

In political science, the debate created multiple focal points
around the impact of populist governance on the effectiveness of rival
opposition parties (Brewer-Carfas, 2010), independent judiciary
(Colburn, 2011; de la Torre and Lemos, 2016), as well as civil society
and independent organizations (Denisova, 2017). Kendall-Taylor et al.
(2019, p. 3) summarize the political impact of populist governance as
a strategy using “societal dissatisfaction to gradually undercut
institutional constraints on their own rule, sideline opponents, and
weaken civil society” This strategy for eroding democracy is similar in
both historical and modern episodes of populist rule. As the state of
democracy affects long-term growth (Acemoglu et al., 2019), populist
governance may then indirectly deter economic prosperity.

For decades, case studies have broadly confirmed the detrimental
impact of populist rule on both the economy and the state of
democracy. The initial evidence was developed on case studies from
Latin America and later extended back and forward in time to capture
long-term waves of populism and authoritarianism since the start of
the 20th century in a variety of electoral settings (Dalio et al., 2017;
Edwards, 2019; Stankov, 2020; Funke et al., 2023).

Today, voters in most democracies accept that populists may enter
parliament, or become part of the ruling coalition, or even nominate
prime ministers and presidents. The promotion of populist governance
from a set of isolated episodes to a global trend taking a page from
authoritarian governance has created a variety of incumbent populists.
It is this variety, as well as the seemingly relentless rise of its electoral
appeal, that has reignited the debate on the economic effects of
populist rule. Without downplaying their potentially damaging role
for democracy and civil society, this paper studies their impact on an
element of populist economic governance: their impact on
government debt, which has become the focus of this work.

This impact will depend on the executive constraints populists
face after elections. In the spirit of Taggart and Rovira Kaltwasser
(2016), there are two types of constrained populists: (i) junior coalition
partners and (ii) populists with a ruling majority. It is those with a
ruling majority that are typically more consequential and, therefore,
become the main unit of observation here. There is a third type of a
populist in power as well: one for whom executive constraints are
non-binding, such as the internationally and domestically hostile
authoritarian regimes created by the ultra-nationalist populists like
Mussolini, Hitler, Stalin and Putin. The ruin they bring to the rest of
the world with little regard for the self-harm to their own societies
makes everyone worse off and is a separate talking point. The
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constrained populists are a more domesticated bunch. The alleged
harm they bring is also primarily domestic.

Like any other government, a populist one affects two broad
elements of domestic life: the state of democracy and civil society, and
the state of the economy. To measure the effects, widely accepted
dynamic measures of democracy such as the ones produced by
Freedom House (2018) and Marshall et al. (2019) can be linked to data
on electoral outcomes. By combining those data sets, empirical
political analysis can distill the political effects of populist rule. This
combination of data sets, however, can do more than that.

The data on electoral outcomes produced by Déring and Manow
(2024) can pinpoint the time populists migrate from the political
fringe to the mainstream (and back) in 37 parliamentary democracies.
Most of them are current or past members of either the European
Union or the OECD. Studies covering both Europe and Latin America
exist (Rode and Revuelta, 2015; Stankov, 2017; Stankov, 2018), but
Doring and Manow (2024) deliver a preferable time coverage enabling
us to track the electoral evolution of populist parties over much longer
periods of time. Profound transformations of the local political
landscape can then be linked to the subsequent changes in the lives
and livelihoods of millions. This is what makes these political
transformations interesting.

Using a version of the Doring and Manow (2024) data from 2019,
Stankov (2020) links populist governance episodes to an array of fiscal,
monetary, and real macroeconomic indicators. The indicators have
been published by Jorda et al. (2017) and represent the longest publicly
available series of macro-financial data for most of the European and
OECD economies. Mapping this data to the political landscape
enables Stankov (2020) to claim that economic populism does not
extend to Europe and the OECD, although this still does not prevent
their detrimental impact on rule of law and civil society.

This may be because most populists in Europe and the OECD
have, at least until recently, settled for a somewhat irrelevant role of
junior coalition partners. As such, they could only have a marginal say
in the design and roll-out of core macroeconomic policies. This is
valid for both far-left and far-right populists in their junior coalition
roles, and for virtually all real indicators that Stankov (2020) looks at:
GDP per capita, consumption, investment, and trade.

However, when a consolidated democracy elects a far-left or
far-right prime minister, the game changes. As prime ministers are
typically agenda-setters, their impact on policies is potentially
far-reaching. By extension, their policies carry more potent economic
ammunition, producing insights about how far-left and far-right
populists govern. Far-left and far-right prime ministers differ in their
short-run impact on the real macro economy, while governance by
extreme politicians worsens the real economy in the long-run.

In contrast with experiences elsewhere, populist governance in
Europe and the OECD does not have a pro-inflationary effect. We can
see that for most of the monetary indicators studied: Narrow money;,
broad money, short-term interest rates, as well as long-term interest
rates (Stankov, 2020). As before, there appears to be a distinction
between cabinets formed with the help of populist parties and cabinets
governed by a populist leader. Most fringe populists seem unable to
leverage their political clout for monetary expansion, even though
they have become part of the ruling coalition.

Therefore, when it comes to monetary policy, populists in Europe
and the OECD seem closer to the political mainstream than those
elsewhere. This is partly because of fortunate timing in Europe and the
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OECD: While populists elsewhere have had the chance to change the
rules governing central banks to soften fiscal and monetary
constraints, ruling populists in Europe have largely inherited those
rules in an environment of strong checks and balances and strong
central bank independence (Gavin and Manger, 2023; Masciandaro
and Passarelli, 2020; Meyer, 2024). This heritage may have suppressed
nascent political agendas to undermine central bank independence in
Europe and the OECD.

Stankov (2020) offers similar conclusions on fiscal policies by
linking the Jorda et al. (2017) macro-financial and Doéring and
Manow (2024) electoral outcomes data sets. The fiscal component of
the macro-financial data tracks public debt to GDP, government
revenues and expenditures, local currency exchange rate with the
USD and indicates if the country has experienced a systemic financial
crisis. There is weak evidence that cabinets formed with far-left
parties are more prone to fiscal expansion, while cabinets formed with
far-right parties limit government deficits. Some evidence emerges
about the fiscal impact of far-left prime ministers. The evidence,
however, is still inconclusive: The estimates alternate signs over time,
suggesting a possible misspecification of the underlying
econometric model.

Using instrumental variables, the evidence on the fiscal
impact of far-left populists was recently extended, but it still found
no conclusive evidence of fiscal expansions initiated by either
far-left or far-right prime ministers in Europe and the
OECD. Meanwhile, work on populist governance elsewhere has
concluded that populist governance could knock off living
standards and growth in the absence of strong checks and balances
(Absher et al., 2020; Ball et al., 2019; Cachanosky and Padilla,
2020; Funke et al., 2023).

However, not all populists are equally perilous as their governance
shows significant differences (Campos and Casas, 2021). Financial
markets seem to know that. Fresh evidence from financial market
performance under populist rule points to significant differences in
how markets react when a populist wins an election (Hartwell, 2022).
While markets in Latin America are volatile for days, those in Europe
and the United States barely budge on the news that their governments
will be run by populists.

A rich set of modeling choices has informed the above
conclusions: Narratives have dominated the study of populist
governance in the Arab World (Hinnebusch, 2020); fixed effects and
Arellano-Bond dynamic panel data methods have served well in
European context (Cachanosky and Padilla, 2020; Rodriguez-Pose
and Dijkstra, 2021; Stankov, 2018, 2020); instrumental-variable
methods have served well the study of government services (Blakeslee,
2018) and structural VAR modeling has taught us the evolution of
wages under populism (Campos and Casas, 2021). The latest and
perhaps the most promising direction in modeling populist
governance outcomes is the synthetic control approach, represented
by Absher et al. (2020), Grier and Maynard (2016) and, more recently,
by Funke et al. (2023). This paper extends the above conclusions using
fixed-effects methods, which are detailed below.

2 Extending existing evidence

This work extends the above evidence with the following fixed
effect panel OLS approach:
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1 1
Yinet =ac + s + ay + S ZPMct_,- +B; z (PM * Seat)ct_j
i=0 j=0
1
+Tckt+ﬂkZ(PM*T)ct,k+5mct (1)
k=0

where Y, is a policy outcome of interest m = {1,2,. . .}, ie.,
government debt levels in country ¢ in period ¢; PM ., = 1 indicates if
the prime-minister shares far-left or far-right ideology; PMSeat,
captures an interaction between the PM indicator and the share of
seats in parliament for the ruling coalition, o, and &, are unobserved
country- and time-specific effects, respectively, oy is a dummy variable
capturing the specific electoral cycle k of country ¢; T4, is the number
of years in office of the incumbent government to capture if PMs
generally do policies differently at different stages of their tenure in
office, while the interaction between the PM dummy and 7" captures
any difference between the way extreme PMs and the rest do policies
along their tenure, and &, is an error term. Period ¢ may reflect
either election timing or the time when the new government steps into
power. To better reflect the actual policy of the incumbent populist
governments, ¢ has been chosen as the start year of the government,
not the year when the majority backing the government was elected.
In many cases the 2 years would be identical, but we still need a
criterion to resolve any ambiguity.

Note that the ideological position of the populist party and their
leaders in the above model is reflective of their underlying ideology,
which is assumed to be either far-left or far-right. Somewhat
simplistically, this effectively assumes that populist parties and their
leaders share extreme ideologies and that the inverse statement is also
true—i.e., extreme politicians are, by definition, populist. Naturally,
examples to the contrary exist. Mexicos former president, Lopez
Obrador, is often described as populist but does not fit into the
category of an extreme politician (Dussauge-Laguna, 2022). Similarly,
Brazil’s former president Bolsonaro is invariably described as far-right
(Guimaraes and Dutra De Oliveira E Silva, 2021) but fitting him into
the definition of a populist would perhaps be overly simplistic (Hunter
and Power, 2019).

This simplifying assumption, however, is not entirely unjustified
for Europe and the OECD. First, it builds on the understanding that
European populist leaders, as well as the parties they represent,
express views and draft manifestos which are typically close to the
ideological extreme (Caiani and Della Porta, 2011; Mudde, 2007;
Rooduijn and Akkerman, 2015). This is particularly notable for the
phase of their political evolution spent in opposition (Mudde, 2016),
which seems to be their natural state in Europe in the OECD since the
1950s. Second, from an empirical standpoint, distinguishing between
extreme politicians and parties who are populist from those that are
not is hard, particularly in European contexts. This is because most
data sets covering Europe do not make this distinction. This may
be because of an omission in the literature, which might be worth
remedying, or because populism is a “thin” ideology (Bonikowski
et al., 2019) which makes the distinction hard in some contexts.
Drawing on earlier work by Stanley (2008), Mudde and Rovira
Kaltwasser (2017) define this ‘thinness’ as an ability to borrow features
of classic ideologies to appease the people and denounce the elite. It is
this versatility of populism and its diverse facets that makes its
disentangling from extreme ideologies difficult from an empirical
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standpoint in Europe. Third, such separation may not even
be necessary for the sample of countries discussed in this work as for
them populism has been associated with the ideological extremes for
some time now (De Vries and Edwards, 2009). Therefore, the
simplifying assumption is indeed restrictive, but it may be justified for
the sample of countries studied in the above model.

Two sources of data are merged to allow estimation of model (1).
First, the variables in the right-hand side of the model are taken from
the Cabinet sheet in the Doring and Manow (2024) Parliaments and
Goverments data. The data features parliamentary representative
far-left and far-right parties in 37 parliamentary democracies since
1903, including all of today’s European Union, as well as those OECD
countries which are not presidential systems. A full list appears in
Table 1. Doring and Manow (2024) include national lower house
chamber elections since 1900 and European Parliamentary (EP)
elections since 1979. As the EP elections have different stakes than the
local parliamentary ones, electoral outcomes on EP elections have
been omitted to allow comparability across countries.

The data set contains 12,659 election outcomes for any party
elected at national parliamentary elections. For 11,294 of them, the
data set maps the elected party to its ideological affiliation using a
10-point left-right scale, where 0 is the far-left, and 10 is the far-right.
The ideological position of each party, which extends to its leader as
well, is calculated as the simple average of scores assigned to those in
four earlier studies of party positions and spaces: Castles and Mair
(1984), Huber and Inglehart (1995), Benoit and Laver (2006), and

TABLE 1 Country and year of national parliamentary elections coverage
in D6ring and Manow (2024).

Country Start End Country Start
year year year

Australia 1901 2022 Japan 1946 2021
Austria 1919 2021 Latvia 1990 2022
Belgium 1900 2020 Lithuania 1990 2020
Bulgaria 1991 2023 Luxembourg 1920 2018
Canada 1900 2021 Malta 1947 2022
Croatia 2000 2020 Netherlands 1918 2022
Cyprus 1976 2021 New Zealand 1902 2023
Czech Republic 1990 2021 Norway 1900 2021
Denmark 1901 2022 Poland 1989 2019
Estonia 1992 2023 Portugal 1975 2022
Finland 1917 2023 Romania 1990 2023
France 1902 2022 Slovakia 1990 2023
Germany 1919 2021 Slovenia 1990 2022
Greece 1974 2023 Spain 1977 2020
Hungary 1990 2022 Sweden 1911 2022
Iceland 1919 2021 Switzerland 1902 2019
Ireland 1922 2022 Turkey 1983 2023
Israel 1949 2022 United Kingdom 1919 2022
Italy 1946 2022

The table lists each country in the Doring and Manow (2024) data, and time coverage for
each country as of the last data update (12 Aug 2024). The original data is available at doi:
10.7910/DVN/2VZ5ZC.
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Balkker et al. (2015). Then, episodes of fer-left and far-right parties
who ended up in government or produced a prime minister are listed
in Table 2.

To measure if a party or, by extension, its PM shares an extreme
ideology, we place it on an ideological scale ranging from 0 to 10, and
separate it from the centrist parties. The separation thresholds in the
original Castles and Mair (1984, p. 87) definition are such that a party
would be classified as far-left if its ideological position is scored up to
1.25, and as far-right if its score is at least 8.75. The original scores are
used in Panel A to create the initial distribution of populist and
non-populist episodes in the sample.

The original definition, however, is somewhat restrictive and does
not allow estimation of the above model as we do not see many
extreme politicians in government belonging to those parties. For
example, Germany’s AfD is positioned at 8.7, which is just short of a
far-right party. Few would dispute that it is indeed a far-right party.
Similarly, the Communist Party of Greece has an index of 1.253, just
short of entering the far-left spectrum. The restrictiveness of this
classic definition is seen in Panel A, which does not feature any
far-right prime-ministers. Therefore, to allow estimation, we relax the
original definition by as little as 0.25 index points on each extreme end
to include parties on the very fringe of the classic extreme, which
would tip parties like AfD into the extreme spectrum.

As seen in Panel B, this raises the number of episodes of populist
governance, but not significantly. This is particularly valid when it
comes to extreme left PMs. Using this slight modification of the
original definition, we still operate with as few as 7 instances of far-left
PMs and 29 instances of far-right PMs even before we merge the data
with any observations of government debt. In turn, any estimates
would heavily depend on particular episodes of elected populists,
which may not generalize well beyond the specific episode.

To address this, we ultimately run the model using the data in
Panel C, where far-left parties are positioned below 2 on the Left-
Right scale, and Far-Right parties are positioned above 8. Note that

TABLE 2 Parliamentary representation and cabinets with extreme parties.

Cabinetw/ PM: far
far right left

Panel A: Left-Right index below 1.25 or above 8.75

PM: far
right

Cabinet w/

far left

Total 284 230 284 230
0 268 217 279 230
1 16 13 5 -

Panel B: Left-Right index below 1.50 or above 8.50

Total 615 471 615 471
0 566 352 608 442
1 49 119 7 29

Panel C: Left-Right index below 2.00 or above 8.00

Total 747 651 747 651
0 660 422 740 565
1 87 229 7 86

The table shows the total number of national elections in which an extreme-left or -right
party (corresponding to a value of 1 in the leftmost column) entered parliament, as per the
Doring and Manow (2024) data. Ideological extremes are classified using three criteria: (1)
Left-Right index below 1.25 (for far-left) or above 8.75 (for far-right), shown in Panel A; (2)
Left-Right index below 1.5 (for far-left) or above 8.5 (for far-right), shown in Panel B; and
(3) Left-Right index below 2 (for far-left) or above 8 (for far-right), shown in Panel C.
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TABLE 3 Government debt with far-left prime ministers.

10.3389/fp0s.2025.1565020

Dep. var. CG GG CG GG
Period 1950-2022 2008-2019 2020-2022
(1) (2) (3) (4)

P 16.603 30.937 —54.735%%% —54.795%% (=) (=)
(26.497) (29.389) (15.481) (20.941)

PMy_1 —25.619%% —18.290 —26.050%%% —22.149%5#5% (=) (=)
(10.042) (11.474) (6.076) (5.312)

PM * Seaty -1.323 —1.681 0.363 0.594 ~2.431 ~1.876
(0.944) (1.011) (0.531) (0.676) (1.736) (1.651)

PM * Seaty_1 0.949% 0.386 08207 0.539%* 0.474 0.387
(0.477) (0.584) (0.272) (0.249) (0.476) (0.503)

Tekt 0.459 0.307 0.822 0.947 2.480 1.576
(0.749) (0.961) (0.967) (0.925) (1.665) (1.596)

PM Ty 3.253 4.778%% 5,987+ 5,511 (-) (-)
(1.971) (2.139) (1.779) (1.521)

PM *Tp_1 —0.057 0.488 -2.329 —0.768 (=) (-)
(0.482) (0.679) (1.562) (1.491)

N 1,478 1,467 373 373 96 96

adj. R? 0.460 0.425 0.589 0.607 0.426 0.487

The table presents estimates from Equation 1, as defined in the text. The dependent variables are CG (central government) debt and GG (general government) debt, both expressed as a share of
GDP. Models (1) and (2) capture the entire period, Models (3) and (4) capture the period from 2008 to 2019, Models (5) and (6) capture the period from 2020 onwards. All models include
country-, time-, and electoral cycle fixed effects. Standard errors are clustered at the country level and reported in parentheses. (—) indicates insufficient observations to estimate the model.

Symbols: *p < 0.10, *#p < 0.05, and ***p < 0.01.

even this definition may not be inclusive enough. For example,
Hungary’s Fidesz party—the party Victor Orban presides over—is
positioned at 6.54, which is comfortably within the center-right
spectrum; Italy’s Northern League, with its 7.80 score, is short of
being classified as far-right; and UK’s Independence Party led by
Nigel Farage sits at 7.84, some distance from where it
realistically belongs.

Relaxing the definition of what an extreme party is still allows for
observing just 7 Far-left PMs, but the number of Far-right PMs has
increased significantly. So did the number of cabinets formed with the
help of extreme parties, as seen in Panel C of Table 2. This limits the
dependence of estimation results on any single observation and is
therefore the classification we use for the benchmark estimations of
the potential impact of extreme governance on fiscal outcomes.

The data on fiscal outcomes from the Global Debt Database is the
second element we need to estimate Equation 1. The original
methodology to collect this data has been published in Mbaye et al.
(2018). The updated version of the data is available as IMF (2024),
which is the version used here.!

1 The data used in the estimation has been downloaded on 18/10/2024. Any
updates to the data since the original download may affect the estimation
results in subsequent replication. To replicate the baseline results here,
please see the code and guidance to downloading the data here:
http://doi.org/10.17632/ff6tbnjm9x.1
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The data set covers a variety of public and private debt indicators
spanning the period between 1950 and 2022 for most economies EU
and OECD economies observed in the Doring and Manow (2024)
data. Two main outcome variables are used in the estimation: (i) The
level of central government (CG) debt, which measures the total stock
of debt liabilities issued by the central government, expressed as a share
of GDP, and (ii) The general government (GG) debt, which is the total
stock of debt liabilities issued by the general government, including the
central government, public companies as well as private debt
guaranteed by the central government, expressed as a share of GDP.

Table 3 presents estimates of Equation 1 for extreme left
government in three periods: (1) 1950-2022, which spans the entire
sample period; (2) 2008-2019, which spans the period from the start
of the global financial crisis (GFC) to the last year before the
COVID-19 pandemic; (3) 2020-2022, which should, in theory gives
us an idea if COVID-19 has changed the way far-left governments
approach government spending during and after the pandemic.

The key parameter of interest here is the one estimating the
correlation between a far-left PM and government debt. Columns (1)
and (2) provide evidence that far-left PMs in Europe and the OECD
do not govern in a way that significantly raises government debt.
Although positive, the estimates are insignificant. This may be because
in a longer-term populist cycle, an economy optimally fluctuates
between an over-spending and austerity cycles (Dovis et al., 2016),
which are mutually exclusive in the longer-term. It could also
be because there is no underlying causal relationship between far-left
governance and government debt in the long run in the sample.
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TABLE 4 Government debt with far-right prime ministers.

10.3389/fp0os.2025.1565020

Dep. var. CG GG CG GG CG GG
Period 2008-2019 2020-2022
()] (2) (3) (4) )] (6)
PV —8338 —22.493 17.085%%% 8.223%% 0.306 —8.878%*
(9.512) (14.241) (2.860) (3.642) (0.865) (0.823)
PM_1 —12.339 —16.881 —5.596 —8.792 —21.993% —32.127
(11.168) (10.720) (6.997) (7.244) (2.826) (2.644)
PM  Seaty 0.003 0.516 0.460% 0.566% —0.229 ~0.237*
(0.198) (0.422) (0.233) (0.221) (0.152) (0.134)
PM » Seaty_1 0.122 0.216 0.457%% 0.550%%% 0.8007 1.235%5%
(0.151) (0.215) (0.193) (0.190) (0.156) (0.139)
Tokt 0371 0.518 0.366 0.200 -1.228 -1.570
(0.725) (0.957) (1.014) (1.000) (1.445) (1.323)
PM*T; 4815 5.293* —0.520 0.499 -2332 7.555%%
(4.132) (3.09) (2.548) (1.976) (2.049) (2.121)
PM*Ty_1 2.085 1.689 2385 2.146 4.805%%* 7.316%%%
(2.762) (2.781) (1.919) (2.031) (0.375) (0.335)
N 1327 1274 372 372 98 98
adj. R 0389 0.406 0.507 0.493 0.436 0518

The table presents estimates from Equation 1, as defined in the text. The dependent variables are CG (central government) debt and GG (general government) debt, both expressed as a share of
GDP. Models (1) and (2) capture the entire period, Models (3) and (4) capture the period from 2008 to 2019, Models (5) and (6) capture the period from 2020 onwards. All models include
country-, time-, and electoral cycle fixed effects. Standard errors are clustered at the country level and reported in parentheses. Symbols: *p < 0.10, **p < 0.05, and ***p < 0.01.

It could be possible to identify a relationship in a shorter time
frame. We see this in the following 4 columns. The table provides
some tentative notion that the GFC—but not COVID-19—changed
the way far-left politicians in Europe and the OECD approach
government spending. This is seen from columns (3) and (4). With
large and statistically significant coefficients, it would be tempting
to interpret these estimates as a sign that far-left PMs subscribe to
the austerity principles so dominant in the aftermath of the
GFC. However, let us bear in mind that with 7 far-left PMs, it is easy
to have this correlation over-estimated as any single episode has an
outsized impact on the overall correlation coefficient. Note that an
estimation of the effect for the period during and after COVID-19
is almost entirely impossible with the current data, as there are not
enough observations to perform the estimation in the first place.

This is not the case with far-right governments, where we do have
enough observations to perform estimations for all three periods. The
estimates are seen in Table 4. Just like far-left governments, far-right
governments do not normally have an impact on government debt
that is too different from mainstream governments. This is seen in
Columns (1) and (2), which present estimates for the entire period
under consideration.

Unlike far-left governments, however, far-right ones have
increased government debt in the aftermath of GFC. This would
be counter-intuitive in the context of a Dornbusch and Edwards
(1990) populist paradigm where far-left governments normally raise
debt levels. To explain the contradiction, we may consider the wider
populist governance framework (or “populist playbook”) offered by
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Dalio et al. (2017). Consistent with it, we now observe tightening
links between political extremism and business interests to the right
of the political spectrum in 21st century not only in the United States
(Skocpol and Hertel-Fernandez, 2016), but also elsewhere (Benczes
and Orzechowska-Waclawska, 2024; Elsasser and Roth, 2024; Sebdk
and Simons, 2022). The rising political power of large businesses in
the aftermath of GFC, combined with a rising number of extreme
right politicians in power, may have triggered siphoning of
government support to the large corporate private sector. During the
COVID-19 pandemic, however, it was mostly households and
smaller firms who bore the burden of the crisis. If so, this would
explain why the estimates in Columns (3) and (4) are positive and
significant, while those in Columns (5) and (6) are negative
or insignificant.

Two similarities emerge from Tables 3, 4 on how extreme
governments manage debt. First, the duration of their tenure
matters: The further they are into their tenure in government, the
less careful they are with government spending. This result is seen
from the positive and significant estimates for PM * T} in both tables
and is consistent with the political business cycle theory (Brender
and Drazen, 2005; Drazen, 2000; Nordhaus, 1975). Second, the size
of the parliamentary majority an extreme government operates with
matters as well: A larger parliamentary majority typically means that
extreme governments are less careful with borrowing. This is
indicated by the positive and significant interaction terms for
PM # Seat,. This could be because they have a larger number of
constituencies to cater to, or because they enjoy fewer political
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constraints, both in line with political economy of fiscal policy
(Meltzer and Richard, 1981; Persson and Tabellini, 1999; Scartascini
and Crain, 2021, among others). Either way, this implies that
extreme governments in Europe and the OECD may be more
mainstream than we think, at least in the way they manage
government debt.

Two sensitivity checks were conducted to ensure the results do
not critically depend on either the definition of extreme ideologies
and its measurement, or specific episodes of populist governance.
In the first one, the more restrictive definition of populist
governance was used, where far-left ideology corresponded to a
Left-Right index not greater than 1.5, while the far-right ideology
corresponded to a Left-Right index of at least 8.5. The results for
the duration of tenure in office came out slightly stronger for both
the far-left and far-right PMs, as well as the results for the post-
COVID reduction in debt for far-right PMs. The results remained
broadly unchanged otherwise.

In the second robustness check, Japan was dropped from the
sample as it has been almost continuously ruled by the Liberal
Democratic Party (LDP) since 1955. The LDP has an ideological score
of 8.02, which places it within the far-right spectrum according to the
baseline definition, and within the center-right spectrum, according
to the more restrictive definition of extremes. The fact that it has ruled
for the vast majority of Japanese post-war history and that it is on the
edge of the far-right spectrum warranted a check whether including
it had an outsized impact on the baseline results. To perform the
sensitivity check, the original definition of extreme ideology was used,
but Japan was excluded from the sample. Without Japan, the main
message changed little for far-right populist governance: Debt
increased with the size of the majority and the duration of tenure, as
expected, as it was not very different from how centrist politicians
typically manage government debt.

Three mechanisms may explain this seemingly surprising result.
First, fiscal rules and checks and balances embedded in the
democratic process in Europe and the OECD countries make bad
governance punishable in the following elections. This may drive
irrational spending sub-optimal in the eyes of core constituencies,
placing a break on debt expansion. Second, most populists in Europe
and the OECD have so far been allocated junior coalition roles,
limiting their potential damage on policy design and implementation.
If this changes, we may still witness their detrimental effect on
government finance over prolonged periods beyond the decade
following the GFC, similar to their well-established damaging and
lasting impact on the rule of law and civic society. Third, the
parliamentary democracies studied in this work may operate
differently from the presidential regimes that have dominated existing
evidence. This could be one of the reasons for the known differences
between the European populists and those elsewhere (Mudde and
Rovira Kaltwasser, 2013). This difference in their modus operandi may
have created a bias in the existing evidence on populist governance
toward over-representation of presidential systems. As presidential
regimes often face weaker executive constraints to the ones
governments operate with in parliamentary democracies (Carey,
2005; Cheibub and Limongi, 2002; Moe and Caldwell, 1994; North
and Weingast, 1989), over-representing them in previous research
may have over-estimated the impact of populist governance on
government debt. Including parliamentary democracies in this
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evidence may mitigate this result. The rest of the conclusions are
presented below.

3 Populism 2.0 or a new mainstream?

Populists openly dislike the rules of the game and undermine
them using toxic rhetoric, at least until they come to power. However,
reality does not always match their toxic rhetoric, at least in Europe
and the OECD. Indeed, Trump has engaged in a trade war with major
trading partners, biased the US Supreme Court for decades to come,
supported autocrats in their barbaric territorial expansions, taking
quite some shine off the City on the Hill; Farage has finally compelled
the UK out of the EU and has emerged from the British political fringe
to enter national parliament, in his 8th attempt; Le Pen may still one
day wake up as a French president; and Orban et al. will keep
undermining the values of liberal democracy and plant discord among
European nations for some time to come. All this will undoubtedly
deliver quality entertainment to their comrades in the Kremlin, with
whom they seem to enjoy ‘a very special relationship;, successfully
upending the decades-old post-war order. Therefore, few will dispute
that populist governance in Europe and the OECD undermines the
state of liberal democracy, rule of law and civil society in the 21st
century just as much as it did in the 20th century.

However, when it comes to managing government finances,
European populists seem to have done their homework and appear
less damaging. This is because we cannot see the expected long-term
rise in government debt concurrent with populist governance in
Europe and the OECD, in line with the economic populism elsewhere.
Three mechanisms may contribute to this effect. First, fiscal rules and
checks and balances embedded in the democratic process in those
countries make bad governance punishable in the following elections.
Second, most populists in Europe and the OECD have so far been
allocated junior coalition roles, limiting their potential damage on
policy design and implementation. Observing more cases of extreme
politicians in power may still change this result. Third, the
parliamentary democracies studied in this work may operate
differently from the presidential regimes that have dominated previous
empirical evidence. In short, most of the evidence in this work points
to a relatively small long-term effect of populist governance on public
debt in Europe and the OECD.

It appears that populists in Europe and the OECD exert an
outsized political impact without leaving a lasting damage to the
economy. Their political impact, however, may be about to wane
as well. Broadly speaking, Europe is gradually slipping through
the Kremlin’s oily fingers. If and when it finally decouples from its
perilous dependence on Russia’s snake oil, the path to restoring
political stability and mainstream politics in Europe and the
OECD will be open. In anticipation of this moment, the time is
now to define new mainstream policies. A new social consensus
fitting the realities of the 21st century needs to be at the heart of
this new definition of mainstream, so that our divided world
makes its distant ends meet somewhere in the elusive middle. The
last time this was done in Western Europe was in the wake of
WWII and it led to more than half a century of peace and
prosperity on the continent for the people, by the people. The
same prosperity inspired the rest of the world to follow into the
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footsteps of liberal democracy and sound economics, at least until
China and Russia, not without the recent boost in confidence
from Washington, decided it was time to redraft the
post-war order.

Perhaps this time around, and hopefully without a new global
conflict, mainstream policies have a chance to evolve into something
a bit more benignly populist just like they did in the wake of
WWIL. This can hopefully happen before the extreme rhetoric—and
worse, the reality that chases it—normalizes and morphs into a new
mainstream populism. You may call it democracy’s survival instinct
or its embedded self-correction mechanism. Either way, it may well
be the last chance to redefine classic mainstream policies to save
ourselves from the perils of 20th century populism and
authoritarianism. This paper has shown that extreme politicians may
be learning how to do some sound policies right, particularly when it
comes to managing government finances. For their own political
longevity and the survival of liberal democracy as we know it, it may
be time for mainstream politicians to take a page from the populist
playbook as well.
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