Is neoliberalism to blame for Orbàn and Le Pen?
A statistical analysis of populism and economic freedom
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Populism is on the rise, especially in Europe. Determining the causes is of crucial political importance. Some claim that
“neoliberal” policies such as deregulation and free trade have contributed to the populist tide.
This briefing conducts a statistical analysis of 31 European countries over a 34-year period. Neoliberalism is proxied
by the Economic Freedom of the World index and the data source for populism is the Timbro Authoritarian Populism
Index.
The data does not support the hypothesis that economic freedom leads to increased support for populist parties. If
anything, there is a negative relationship between the two variables, although mostly not statistically significant.
Expanding the size of the public sector and rolling back globalisation as policy measures against populism should
therefore be expected to be ineffective at best and counterproductive at worst.
Introduction
When looking back at elections in Europe over the past four decades, we see that populism
is not a newfound preference among European voters. However, support for populist
alternatives showed a clear upward trend during the 2000s. Finding explanations for why
electorates embrace populist parties is therefore important.
This briefing examines one particular hypothesis: that free-market policies such as low taxes
and free trade have spurred populism. I show that these claims have no support in real world
data. There is no positive association between economic freedom and populism on the
country level – if anything, there appears to be a negative association, although the estimates
are not statistically significant in most cases.

The hypothesis that there is a
positive association between
free-market policies and the rise
of populists does not hold true –
if anything, there appears to be a
negative association, although
the estimates are not statistically
significant in most cases.

I use the Fraser Institute’s index of economic
freedom as a measurement of how liberalised a
country is. Populism is measured by the Timbro
Authoritarian Populism Index, which tracks
electoral support for populist parties in Europe.
Thus I am able to study how populism and
economic freedom correlate in 31 countries over
34 years.
“Neoliberalism” as a driver of populism
A potential explanation for the rise of populism is
what some refer to as the neoliberal agenda of
the 1990s and early 2000s.1 During this era, the
world experienced increasingly free trade, and
many countries reformed their economies in a
more liberal direction. Could it be that lower tax
rates, privatisation, and globalisation have
pushed voters into the arms of populists? That
certainly has been claimed to be the case.
Sweden’s Minister of Finance asserted that
larger gaps between the poor and the wealthy,
caused by tax cuts, have been a major driving
force behind the rise of populism (Victorzon 2016).
She proceeded to declare the era of tax cuts to be
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Figure 1. The average level of economic freedom in Western Europe and Central and Eastern Europe,
respectively. Note that the number of countries making up the Central and Eastern European average
is lower before 1995.

This term could, however, be problematized. See Thorsen (2009) for a good discussion on this.
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over and instead decided to increase several taxes. This claim was echoed by political scientist Sverker Gustavsson (2017), who
suggested that neoliberalism had caused the rise of populism not only in Sweden, but on a global level. Neoliberalism has also been
put forward as an explanation for the rise of Donald Trump (Monbiot 2016).
A potential explanation for
These claims should not be dismissed out of hand. When the future is less predictable and the
the rise of populism is the
fact that the future now
world is changing at a more rapid pace, people long for a more stable existence. A more liberal
seems less certain, a fact
society is a more dynamic society. As the Austrian economist Joseph Schumpeter noted,
easily exploited by populist
capitalism is characterised by creative destruction. It is understandable that some people like the
parties.
more predictable future promised by leaders with a more authoritarian approach.
Free trade is one of the neoliberal
prescriptions which make the future
more dynamic and less certain.
Tougher
competition
on
the
international market may ine the short
run cause a loss of domestic jobs,
prompting many to vote for political
alternatives that promise to increase
tariffs and regulations in order to
protect domestic industries. Recent
examples abound. Donald Trump
promised to “put America first” and to
prevent jobs from moving overseas.
Countries in Central and Eastern
Europe, many of which were swiftly
reformed after the collapse of the
Soviet Union in 1989, are far different
from what they were during the times
of state socialism.
Descriptive
definitions

Figure 2. Economic freedom 2014 for the 31 countries used in the estimations. Source: Gwartney et al. (2015)

statistics

and

In economics, a suitable concept to
capture
the sway of “neoliberal”
policies is economic freedom. A
country characterised by a high
degree of economic freedom, in short,
has low taxes, is open to international
trade, and its citizens enjoy strong and
reliable property rights. There are
many ways one could measure this,
but the measure most commonly used
in economic research is the index
published in the Economic Freedom
of the World reports by the Fraser
Institute (Berggren 2003). Data is
available every five years from 1970 to
2000 and annually since 2000.

In the index, countries are rated on a scale from 0 to 10 in five different areas, and the scores are averaged to compile the overall
rating of economic freedom.2
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The methodology for compiling the ratings is published in Gwartney, Hall, and Lawson (2015).

The ratings are primarily based on official data available to the public, such as tax revenue as a share of GDP, customs duties, and
public expenditures. The economic freedom ratings for the countries examines in this briefing are plotted in Figure 2.3
In the democratic countries of Europe, there was a large increase in economic freedom until the year 2000, after which economic
freedom ceased to increase. The largest increase was seen in Central and Eastern European countries that reformed their
economies after the fall of communism. This can be seen in Figure 1, where I plot economic freedom in Western Europe and Central
and Eastern Europe, respectively. Today, European countries do not differ nearly as substantially in their economic freedom.
Although some of the most economically free countries in the world are found in Europe, none of the least free are.
To measure populism, this paper relies on the work of Andreas Johansson Heinö and Timbro, which publishes the Timbro
Authoritarian Populism Index.4 Authoritarian populism, according to the author, is characterized by a critique of what adherents
perceive as the elite, disapproval of the rule of law, criticism of the EU, a dislike of free trade, etc.
The index maps the share of votes for populist parties in Europe since 1980. What is found in the latest edition is that right-wing
populism currently is at an all-time high for the time period studied, although it appears to have stagnated. At the same time, we see
what could be described as a resurgence of left-wing populism. The total support for authoritarian populist parties is shown in Figure
3.
Methodology
The statistical model used is linear
regression, with the share of votes for
populists in the national parliamentary
elections as the dependent variable. That is,
I try to estimate what effects other variables
have on the share of populist votes in a
country. The variable of interest is economic
freedom as measured by the Fraser
Institute.
The results are shown in Table 1. Column 1
is a simple regression without control
variables or any fixed effects or trends.
Column 2 is the same regression as in
column 1, but only for the last year for which
there is data (2014), which is why the
sample size decreases substantially in this
regression.
However, there are many reasons one
could think that these regressions do not
capture the true causal impact of economic
freedom on populism. For this reason, a
series of controls is implemented stepwise in
columns 3 to 6.

Figure 3. Development of support for populist parties in Europe 1980-2014. Source: Johansson
Heinö (2017)

One econometric challenge is pan-European trends. If, for example, economic freedom and populism have increased over time due
to a third, unrelated factor, this would bias the regressions. Because the dataset is a panel – I have observations of populism and
economic freedom for individual countries over several years – I am able to control for this by introducing year fixed effects. This
removes the effects of time-varying factors that are common to all European countries.
Another potential source of bias is unobserved heterogeneity among countries. Some countries may have more or less populism or
economic freedom for historical, cultural or other reasons. E.g., some countries have been democracies for a longer period of time
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The countries I use are the same as Johansson Heinö 2017 with the difference that I do not use Serbia or Montenegro because the Fraser Institute’s data set
lacks observations for these countries.
4

Johansson Heinö (2017)
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than others and countries have different electoral systems. I control for this using country fixed effects, i.e., dummy variables for
each country that absorb time-invariant country characteristics.
The presence of both year and country fixed effects implies that the variation used is the evolution of populism across time within
each country, controlling for pan-European trends in populism. Intuitively, the regression captures whether an increase in economic
freedom in a certain country is associated with an increase in authoritarian populism in that country, over and above any increase in
the average level of populism in Europe. This regression is shown in column 3 in Table 1.
In column 4, I control for country-specific linear
trends in authoritarian populism. This removes the
effects of any long-term increase in populism in a
particular country. Thus, the regression captures
the association between economic freedom and
populism, over and above pan-European
developments and the linear trend in the country
concerned.
One could also imagine that other factors influence
both economic freedom and populism and thus
cause incorrect conclusions about causality to be
drawn (so-called omitted variable bias). Therefore,
in columns 5 and 6 I introduce two control variables.
Eurosceptic sentiments across Europe might, of
course, be explained by the fact that all but three
countries in the data set are members of the
European Union. Therefore, introducing a dummy
variable indicating whether a country is a member
of the EU seems reasonable. It is also easy to
imagine that the economic fortunes of a country
could affect the support for populist parties, so GDP
per capita is also added as a control variable.
Recall that time-invariant country characteristics
are absorbed by the country fixed effects, so the
control variables only matter insofar as they vary
over time.

Table 1: Country-level linear regressions. Dependent variable is vote share of authoritarian populist
parties. Clustered standard errors in parentheses. See appendix for the regression equation.

Lastly, we cannot look past the possibility that the
causality might be reversed, so that populism has an
effect on economic freedom. Rode and Revuelta (2015) find that populist influence decreases economic freedom, regardless of
whether it is right-wing or left-wing populists that are gaining influence. If the findings of Rode and Revuelta (2015) are correct, the
regressions in this briefing paper would be underestimating the causal impact of economic freedom on populism because a larger
populist influence would be associated with a lower degree of economic freedom (so-called simultaneous causality bias).
Results
Table 1 shows the results from the different regressions. These regressions use the entire
sample, i.e., all countries for which there is data between 1980 and 2014. The regressions
are illustrated in figures 4–9. As we can see in all figures, the linear relationship is always
sloping downwards, although the coefficients are mostly not statistically significant.

This paper finds no support for
the
hypothesis
that
neoliberalism has allowed for
an increase in populism. On
the contrary, authoritarian
populism correlates negatively
with economic freedom.

The results are not very stable and depend on what factors are controlled for in the different
estimations. All estimates are, however, negative, even though all but one are statistically
insignificant. We can interpret the results in the following way, using the estimate in column 1
as an example: a one-unit increase in the economic freedom index is associated with a 1.27
percentage point lower support for populist parties. For instance, moving from the 2014 level of economic freedom in Greece to that
of Ireland is associated with a 1.27 percentage-point decrease in support for populists. It can be concluded from Table 1 that a one-
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unit increase in economic freedom is associated with a decreased support for populists that ranges from 1.27 to 10.87 percentage
points depending on which model is used.
The results cast doubt on the claim that neoliberalism is a driver of populism.
Conclusions
This briefing finds no support for the hypothesis that the rise of “neoliberalism” in the form of deregulation, tax reform, free trade etc.
has created resentment and contributed to populist sentiment. If anything, the opposite appears to be the case. Over a 30-year
period, authoritarian populism correlates negatively with economic freedom across European countries.
These results are in line with the conclusions in the latest Economic Freedom of the World report, where Chaitanya Vadlamannati
and Soysa (2017), using a different measure, examined the support for right-wing populism in 27 OECD countries over 25 years.
While their main variable of interest was the share of immigrants, they find a statistically significant negative relationship between
populism and economic freedom in all regression specifications.
Europe will likely continue to have a large share of voters turning to populist alternatives in the near future. What kind of policies
individual governments and the European Union choose to implement will probably matter for the demand for populism. Politicians
could increase taxes, expand regulations, and combat globalisation, or do the opposite and liberalise the economy.
The statistical results of this briefing suggest that expanding the public sector and increasing taxes in order to combat populism, as
some are calling for, would at best be ineffective and at worst lead to more authoritarian populism.
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Appendix 1: Model specification
When using all potential control variables, fixed effects, country-specific trends, and year fixed effects, the model can be expressed
as
𝑃𝑜𝑝𝑖𝑡 = 𝛼𝑖 + 𝛼𝑡 + 𝛾𝑖 ∗ 𝑡 + 𝛽1 ∗ 𝐸𝐹𝐼𝑖𝑡 + 𝛽2 ∗ 𝑍𝑖𝑡 + 𝜀𝑖𝑡 ,
where 𝑃𝑜𝑝𝑖𝑡 is the percentage share of populist parties in country i’s national parliament during year t. 𝛼𝑖 is the country fixed effect,
𝛼𝑡 is the year effects, and 𝛾𝑖 ∗ 𝑡 is the country-specific time trend. 𝐸𝐹𝐼𝑖𝑡 is country i’s score on the Fraser institute’s economic freedom
index, and 𝑍𝑖𝑡 is a vector consisting of control variables with 𝛽1 and 𝛽2 being their respective coefficients. Finally, 𝜀𝑖𝑡 is the error term.
Thus, in our analysis 𝛽1 will be our coefficient of interest.
Appendix 2 : Figures 4-9
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Figure 4. Regression specification 1.

Figure 5. Regression specification 2.

Figure 6. Regression specification 3.

Figure 7. Regression specification 4.

Figure 8. Regression specification 5.

Figure 9. Regression specification 6.
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