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KEY INSIGHTS
■■ The current era of populism is likely to last—the frustrations that have persuaded
voters to turn against mainstream politics are not going away.
■■

■■

Populist regimes typically pursue policies that directly challenge central bank
independence, corporate governance, and property rights.

Nikolaj Schmidt
Chief International Economist

In the past, these policies have resulted in unsustainable fiscal deficits and high
inflation, eventually leading to slower capital formation.

T

he resurgence of populism has
abruptly reshaped global politics
over the past few years, but what it
means for economic growth and financial
assets has yet to become clear. Although
markets are quick to respond to individual
events—such as a populist party’s rise
to power or the introduction of a tax cut
or spending increase—they have not
yet grasped how populism could affect
the global economy over the long term.
This poses a challenge for investors, as
they need to understand the economics
of populism to effectively position their
portfolios over the years ahead.
It is likely that the current era of populism is
still in its infancy. The frustrations that have
persuaded voters in so many countries to
turn against mainstream parties will not
disappear any time soon, and it seems
probable that the populist leaders voted
into office over the past few years are
just the first of many. Globalization is very
likely the cause of this. Free trade and the
liberalization of capital markets have made
many countries richer, but most have

become less equal in the process. The
2018 World Inequality Report showed
that, following decades of falling inequality,
income and wealth inequality have risen
almost everywhere since 1980. More
recently, the prices of financial assets
such as stocks, bonds, and property have
surged to record levels, putting them out of
the reach of ordinary people.
The growth of inequality has proved to
be fertile ground for populism, which
typically divides the world into virtuous
“ordinary” people on the one hand and
corrupt elites and outsiders on the other.
The system has made the elites richer,
populists claim, while ordinary people
have been ripped off. They argue that the
only way to restore fairness to the system
is through interventionist redistributive
economic policies enacted by political
leaders that act on behalf of the many, not
the few. These arguments are resonating
and will lead to major policy changes that
will impact the global economy for many
years to come—and it is this longevity that
the markets struggle to grasp.
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...populist
movements can
exert considerable
influence over policy
without actually
gaining power.
— Nikolaj Schmidt
Chief International Economist
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(Fig. 1) Three Policy Risks of Populism
Central bank independence, corporate governance, and property rights can be challenged.
As of January 31, 2019
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Risk

Challenge to central
bank independence

Challenge to
corporate governance

Examples

Argentina—Successive left‑wing populist governments used the
The independence of
central bank to fund public spending 2003–2015.
central banks can be
weakened, particularly with
United States—U.S. President Trump applies pressure on the
regard to inflation management. Federal Reserve to contain rates.
Corporate governance
can be damaged when
“national interest” overrides
shareholders’ interests.

Challenge to
property rights

Property rights are
typically well protected by
the law, but some of the more
extreme tax initiatives favored
by populists can challenge
those rights.

United States—President Trump has pressured companies to keep
production facilities and associated high‑paying jobs in the U.S.
Left‑wing populist senators Chuck Schumer and Bernie Sanders
have proposed that companies should be prevented from buying
back their own shares unless they first pay workers at least $15 per
hour and offer other benefits.
Venezuela—After Hugo Chavez was elected president in 1998,
many companies have had their property expropriated by the
government.
Hungary—Viktor Orbán’s government ended mandatory payments
into private pension schemes in 2010 and nationalized most of the
money contained in the pension system.

Redistribution is Key to
Populist Thinking

Much is often made
of the difference
between left-wing
and right-wing
populism, but
in reality, they
probably have more
points in common
than of difference.

Much is often made of the difference
between left‑wing and right‑wing
populism, but in reality, they probably
have more points in common than of
difference. The key economic objective
of both, for example, is redistribution.
Left‑wing populism draws a line at a
certain income threshold and defines
everybody below that as “the people,”
then seeks to redistribute resources to
the people through aggressive taxation
and cheaper, more widely available,
public services. Right‑wing populism
restricts the definition of “the people”
primarily to the middle class, excluding
immigrants, ethnic minorities, and the
very poor. Whereas left‑wing populists
can be hostile to business, right‑wing
populists usually favor making business
more competitive through tax cuts and
deregulation to prevent jobs from being
outsourced overseas. Both left‑wing and
right‑wing populists are hostile to free
trade, regarding it as damaging to the
employment and earnings prospects of
“the people” as they regard them.

— Nikolaj Schmidt
Chief International Economist

Although the aim to reduce inequality
and raise social mobility is laudable,

the loose fiscal policies adopted by
populist regimes have historically been
combined with policies that directly
challenge central bank independence,
corporate governance, and property
rights. Typically, these policies have
resulted in negative economic outcomes,
such as unsustainable fiscal deficits and
high inflation, which eventually lead to
slower capital formation as business
confidence ebbs. While growth might
initially be supported by some of these
policies, it is likely to suffer over the
longer term as their effects mature.
Economically, this picture resembles the
United States in the 1970s—a decade in
which inequality fell meaningfully before
it started to rise in the 1980s along with
expanding corporate profit margins. The
economic policies of the 1970s were
characterized by a combination of price
controls to limit inflation and expansionary
fiscal policies to support real income
growth amid shocks from rising oil prices.
According to the findings of Romer and
Romer’s 2002 paper “The Evolution
of Economic Understanding and
Postwar Stabilization Policy,” throughout
the 1970s the U.S. Federal Reserve
adopted a “defeatist” attitude toward
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170 million
The number of
Europeans ruled by
a government with at
least one populist in
the cabinet.1

inflation: The Fed leadership believed
that monetary policy was futile as an
inflation management tool—a stance not
too dissimilar to that of a central bank that,
under political pressure, keeps monetary
policy too accommodative.
The main impacts of the economic
policies of the 1970s on asset markets
were as follows:
Equities—Against a backdrop of
just above 7% inflation, the
S&P 500 rose at an annual rate of
around 1.5%. The equity market’s failure
to keep up with inflation was probably, in
part, a reflection of the compression of
profit margins that followed once wage
pressures were allowed to develop.
Bonds—Nominal yields rose, but
real yields fell. The yield on the
10‑year U.S. Treasury note began the
period at 7.75% and ended the period at
12.75%. In contrast, real yield on the U.S.
10‑year Treasury note (calculated as
nominal yield minus observed inflation)
started the 1970s around 1.5% and
ended the period at ‑0.25%.
Currency—Throughout the 1970s,
the U.S. dollar depreciated against
other major currencies.
These return profiles provide an insight
into what one might expect from populist
governments that seek to deliver on
overzealous election promises. Pressure
on central banks to adopt accommodative

monetary policies will typically lead to
increased inflation expectations, steeper
yield curves, lower real yields, and
currency depreciation. At the same time,
the push for income redistribution and
higher wages reduces profit margins,
which, in combination with rising macro
uncertainty, challenges equity valuations.
Both sovereign and corporate credit
spreads can be expected to widen when
governments undertake fiscal expansion
amid a backdrop of limited fiscal space.
The early stages of the policy profile
outlined above can be glimpsed in
President Trump’s deficit‑financed tax cuts
and the ruling Italian populist coalition’s
battles with the European Union (EU) to
push through an expansionary budget.
The fiscal accounts of Hungary and
Poland have structurally deteriorated
after the election of right‑wing populist
governments, and the markets price in
a fiscal deterioration in Mexico under the
newly elected left-wing president Andrés
Manuel López Obrador. It is worrying that
most of the populist governments that
undertake these fiscal expansions lack
the fiscal space to do so.
How Does it End?
It seems unlikely that the current
generation of populist politicians will
deliver the income redistribution and
social mobility that their base demands.
Jobs that have been outsourced to other
countries cannot easily be repatriated, and
excessively loose fiscal policies invariably

(Fig. 2) Increasingly Unequal
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Pressure on central
banks to adopt
accommodative
monetary policies
will typically lead to
increased inflation
expectations,
steeper yield
curves, lower
real yields,
and currency
depreciation.
— Nikolaj Schmidt
Chief International Economist

have outcomes that dent business
confidence and reduce capital formation
and job creation—i.e., the initiatives are a
drag on growth, which probably makes
income redistribution and social mobility
harder, not easier, to deliver.
However, it would be a mistake to think
that the potential failure of populist
politicians will lead to the early demise
of populist politics. The median voter’s
demand for greater equality and social
mobility will not be silenced until those
demands have been met—and if the first
populist government that is voted into
power fails to deliver, voters are more
likely to elect another populist candidate
than to vote for mainstream candidates.
Therefore, we should not think about the
elections of Donald Trump in the U.S.,
Viktor Orbán in Hungary, Andrés Manuel
López Obrador in Mexico, Jair Bolsonaro
in Brazil, and the coalition of the Five Star
Movement and the League in Italy as
isolated events; rather, they are likely to
be the first in a string of such victories.
Moreover, it is not only populist,
“alternative” candidates who promise
greater equality and mobility; incumbent
politicians are likely to shift their stances
to address the populist threat. To
keep populist politicians from power,
mainstream parties will find that they
must offer a viable alternative—that is,
center‑right parties must shift further
right, and center‑left must shift further

left. In this way, populist movements can
exert considerable influence over policy
without actually gaining power.
For the eurozone in particular, the political
backdrop has become increasingly
problematic: In the north of Europe,
right-wing populists regard their southern
European neighbors as “lower class”
countries that need to be subsidized
by northern European taxpayers.
Conversely, in the south of Europe, the
left‑wing populist narrative pushes the
establishment to deliver the traditional
redistribution from rich to poor in the form
of debt forgiveness. The growing support
for the populist parties in both the north
and south of Europe is bound to keep
political fracture lines under pressure. At
best, for Europe the backdrop seems to
be one that preserves that status quo, not
one that facilitates further integration.
The path forward is fraught with
uncertainty. However, it is important
for investors to at least embrace the
possibility that the populist movement
is a long‑term, structural phenomenon.
If it is, we will likely contend with the
profound implications of populism on
economies and financial markets for
many years to come. In this case, active
management—with a strong emphasis
on deep research, local knowledge, and
the ability to switch positions quickly—is
likely to be the most effective approach
to navigating the period ahead.

W H AT W E ’ R E WATC H I N G N E X T
Ahead of May’s EU elections, Italy’s ruling populist coalition seems to be
stepping up its rhetoric and picking fights with the bloc’s establishment.
Elsewhere, Eduardo Bolsonaro, a member of Brazil’s Congress and son
of President Jair Bolsonaro, recently announced that he would represent
South America in The Movement, the consortium of populists founded by
Donald Trump’s former campaign manager, Steve Bannon. If a deadlock
over Brexit results in new elections in the UK, it will be interesting to see
how Jeremy Corbyn’s Labour Party performs.

4

T. Rowe Price focuses on delivering investment management
excellence that investors can rely on—now and over the long term.

Important Information
This material is being furnished for general informational purposes only. The material does not constitute or undertake to give advice of any nature, including fiduciary
investment advice, and prospective investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group
of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past performance is not a
reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. Investors may get back less than the amount invested.
The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.
Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be
copied or redistributed without consent from T. Rowe Price.
The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon
specific request. It is not intended for distribution to retail investors in any jurisdiction.
Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B,
Sydney, NSW 2000, Australia. For Wholesale Clients only.
Brunei—This material can only be delivered to certain specific institutional investors for informational purpose upon request only. The strategy and/or any products associated
with the strategy has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.
Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as
defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.
China—This material is provided to specific qualified domestic institutional investor or sovereign wealth fund on a one-on-one basis. No invitation to offer, or offer for, or sale
of, the shares will be made in the People’s Republic of China (“PRC”) (which, for such purpose, does not include the Hong Kong or Macau Special Administrative Regions or
Taiwan) or by any means that would be deemed public under the laws of the PRC. The information relating to the strategy contained in this material has not been submitted
to or approved by the China Securities Regulatory Commission or any other relevant governmental authority in the PRC. The strategy and/or any product associated with the
strategy may only be offered or sold to investors in the PRC that are expressly authorized under the laws and regulations of the PRC to buy and sell securities denominated
in a currency other than the Renminbi (or RMB), which is the official currency of the PRC. Potential investors who are resident in the PRC are responsible for obtaining the
required approvals from all relevant government authorities in the PRC, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the
shares. This document further does not constitute any securities or investment advice to citizens of the PRC, or nationals with permanent residence in the PRC, or to any
corporation, partnership, or other entity incorporated or established in the PRC.
DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International Ltd. by its
representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.
Before 1 March 2019: EEA—Issued in the European Economic Area by T. Rowe Price International Ltd, 60 Queen Victoria Street, London EC4N 4TZ which is authorised
and regulated by the UK Financial Conduct Authority. For Professional Clients only.
From 1 March 2019: EEA ex-UK—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du
Prince Henri L-1724 Luxembourg which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.
From 1 March 2019: UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and
regulated by the UK Financial Conduct Authority. For Professional Clients only.
Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 21/F, Jardine House, 1 Connaught Place, Central, Hong Kong. T. Rowe Price Hong Kong Limited is
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.
Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be
transmitted to any other person in the Republic of Korea.
Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer,
solicitation, purchase or sale would be unlawful under the laws of Malaysia.
New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place,
Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New
Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no
contravention of the Financial Markets Conduct Act 2013.
Philippines—THE STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING OFFERED OR SOLD HEREIN HAVE NOT BEEN REGISTERED
WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR
ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.
Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. T. Rowe Price Singapore Private
Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.
Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.
Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any
other product or service, to any person in the Republic of China.
Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand.
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.
USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange Commission.
For Institutional Investors only.
© 2019 T. Rowe Price. All rights reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks of T. Rowe
Price Group, Inc.
ID0002010 (02/2019)
201902-744384

5

