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Higher Inflation

ConsequencesI. Motivation
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Political Uncertainty and Stock Market Volatility

ConsequencesI. Motivation
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Overall Research Question

ConsequencesI. Motivation

• What are the consequences of populism on

- Political uncertainty and

- Financial markets

- around national elections?

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

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

 We analyze whether populism and/or its host ideology induce Political 
Uncertainty
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Political Uncertainty  and Populism/Ideology

Results previewI. Motivation

• We show that

- The degree of populism around national elections has a direct impact on 
political uncertainty 

- This result is ideologically driven by the success of left-wing populist 
parties, whereas the impact of right-wing populism remains more 
ambiguous (in the short-run dimension covered by the measure used in 
this study)
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Populism in general

Populism: Definition and ConsequencesII. Literature

• Definitions:

- Battle between the virtuous 'ordinary' masses and a nefarious or corrupt 
elite, together with left-/right-wing host ideology (Mudde, 2004, GO)

- “The defense of the people’s interest” against those of the privileged 
elite and anonymous market mechanisms (Müller, 2017)

• Populist rhetoric in general includes

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

- Personification of democracy in populist leader

- Marginalization of democratic institutions & Reduction of executive 
constraints (Müller, 2017)

• Leveraging impact of populist policies
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Populism and its consequences

Populism: Definition and ConsequencesII. Literature

• Rode & Revuelta (2017, EG): all populist governments

- Actively reduce economic freedom (legal security, free trade barriers, 
economic regulation)

- Achieve this mainly through tax policy and size of government

◦ Left-wing populism tends to increase both

◦ Potentially leading to economic collapse 
(Bittencourt, 2012, EG; Edwards, 2010)

• BUT: Right-wing populism often implements a business-friendly rhetoric 
(for specific “friendly” businesses, Holcombe, 2018)
(Rode & Revuelta, 2017; Müller, 2017; Mudde, 2007)

• THEREFORE:

- Does populism have a negative impact on financial markets?

- What role does ideology play?
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Political Uncertainty

Political uncertainty and national electionsII. Literature

• Bialkowski et al. (2008, JBF) & Boutchkova et al. (2012, RFS): 

- higher return volatility for markets/significant 

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

• Kelly et al. (2016, JF): 

- higher prices of equity options spanning elections and global summits

- increasing in weaker economies and closeness of elections

• Redl (2018, WP): 

- higher macroeconomic uncertainty (cf. Jurado et al., 2015, AER) around 
national elections 

- increasing in the closeness of elections (controlling for financial 
uncertainty)
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Populism around national elections

Populism and IdeologyIII. Data & Methodology

• We define populism in country 𝑐 around election date 𝜏 as

𝑃𝑂𝑃𝑐,𝜏 = ෍

𝑝∈𝑃𝑐,𝜏

𝑠𝑝,𝜏 ⋅ 𝑃𝑂𝑃𝑝,𝜏

where 𝑠𝑝,𝑐,𝜏 and 𝑃𝑂𝑃𝑝,𝜏 are the relative share of seats and the measure of 

populism for party 𝑝 at time 𝜏, respectively

• We similarly define a measure of ideology (𝑃𝑟𝑖𝑙𝑒𝑐,𝜏)

• Data used: 

- National Elections: Based on PARLGOV (Döring and Manov, 2018)
(23 countries, 60 elections)

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

Election Data Table
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Populism around national elections

Populism and IdeologyIII. Data & Methodology

• For quantitative measures of populism and ideology, most researchers 
employ content analysis (Hawkins, 2009; Pauwels, 2011)

• Populism:

- Institutional-discursive approach 
(Mudde, 2007; Hawkins, 2009; Müller, 2017)

- Three central components present in populist party programs:
Anti-elitism, popular sovereignty and rejection of restraints on popular 
decisions and group identification with “the real people” (left/right)

- Variables (e.g.): Anti-imperialism, Internationalism: negative, European 
Union: negative democracy,…

• Ideology:

- Difference between left/right measures for “the real people”

- Left: Welfare State Expansion & Labor Groups: Positive

- Right: National Way of Life: Positive & Multiculturalism: Negative

Details on variables
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Populism around the most recent elections

Populism and IdeologyIII. Data & Methodology

Zoom
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Political Uncertainty

Political UncertaintyIII. Data & Methodology

• Political Uncertainty: Following Kelly et al. (2016) we measure political 
uncertainty around national elections (𝐼𝑉𝐷𝜏) as

Implied Volatility (spanning election vs. before& after election)

-  premium paid to insure against political uncertainty

-  accounts for country-specific slow moving variation of implied 
volatility, advancing country- and time fixed effect approach

Option Definitions Option Data Info

a 𝜏 b c

> 5 days> 5 days

1-2 months 1 month

Option Expiry Dates: a, b, c
Election Date: 𝜏
Time between election and 

option expiry (b-𝜏 days):
Period to calculate average
implied volatility (20 days):
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Other data (controls)

ControlsIII. Data & Methodology

• Closeness of election (cf. Kelly et al., 2016)

- 𝑆𝐸𝐴𝑇_𝑆𝑃𝑅𝐸𝐴𝐷𝑐,𝜏 = 𝑠#2,𝜏 − 𝑠#1,𝜏 (standardized within country)

• Measures of Economic Conditions (cf. Kelly et al., 2016):

- OECD:

◦ Seasonally adjusted quarterly growth of real GDP (𝐺𝐷𝑃)

◦ Composite Leading Indicator (𝐶𝐿𝐼)

- IMF:

◦ Most recent real GDP growth forecast (𝐹𝑆𝑇)

- Datastream:

◦ The previous 3-month index return (𝑀𝐾𝑇)

-  𝐺𝐷𝑃, 𝐶𝐿𝐼, 𝐹𝑆𝑇 are standardized to have zero mean and unit standard 
deviation within country based on available data (1990-/1999-)
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Estimation methodology

MethodologyIII. Data & Methodology

• Following Kelly et al. (2016), we:

- establish differences in 𝐼𝑉𝐷𝑐,𝜏 for median-splits based on

◦ Economic conditions (MKT, FST, CLI, GDP)

◦ Political variables (SEAT_SPREAD, Prile, POP)

- Report: 

◦ 𝐼𝑉𝐷 in 1st group (weak economy, high closeness, right-wing, high 
populism)

◦ Differences in group means and accompanying t-statistics

• To measure the impact in more detail, we regress 𝐼𝑉𝐷𝑐,𝜏 on

- political variables (and combinations)

- With economic controls

[All statistics imply two-way clustered standard errors on country-year level]
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Group Differences

IV. Results
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Regression Results

IV. Results
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Conclusion

V. Conclusion

• Using data on national election outcomes (western democracies), party 
manifestos and financial options, we find that:

1) The electoral success of populist parties directly translates into higher 
option prices that protect against unfavorable financial market 
developments spanning the election period

2) Taking ideology into account, we find that mostly left-wing populism 
explains these results.
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Thank you…

… very much for your attention and any 
(potential) comments you might have!
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Exact measurement of political uncertainty

Political UncertaintyAppendix

• Option definition:

- Index options for major countries stock index or - when no options 
traded/data available – options traded on countries MSCI index

- Source: Refinitiv Datastream (formerly Thomson Reuters) and 
Optionmetrics Ivy DB US

a 𝜏 b c

> 5 days> 5 days

1-2 months 1 month

Option Expiry Dates: a, b, c
Event Date: 𝜏
Time between event and

option expiry (b-𝜏 days):
Period to calculate average

implied volatility (20 days):

- Implied volatility differences as in 
graphics

- 20-day averages

- ATM options (0.4 < |Delta|<0.5)

- Positive open interest

- 𝐼𝑉𝑏 = 𝑀𝑒𝑎𝑛(𝐼𝑉𝑡,𝑒𝑥𝑝=𝑏|𝑡 ∈ 𝜏 − 20, 𝜏 − 1 )

- 𝐼𝑉𝐷𝜏=𝐼𝑉𝑏 − 1/2(𝐼𝑉𝑎 − 𝐼𝑉𝑐)

Back
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Table of Option Data Used

DataAppendix

Back
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Table of Election Data Used

DataAppendix

Back
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Manifesto variables

DataAppendix
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Zoom: Populism around the most recent 
elections

Appendix
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