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Zusammenfassung

Importkonkurrenz aus Niedriglohnldndern und populis-
tische Gegenreaktion: Der Fall Italiens

Dieses Papier untersucht empirisch die Bedeutung der
Handelsglobalisierung fur die Entwicklung populisti-
scher Tendenzen. Wir betrachten den schnell zuneh-
menden Importwettbewerb aus China stellvertretend
fur den Handelsschock und vergleichen das Abstim-
mungsverhalten bei den Parlamentswahlen von 1992
bis 2013 in rund 8,000 italienischen Gemeinden, die
dem Handelsschock unterschiedlich stark ausgesetzt
sind. Wir nutzen chinesische Exportstrome in andere
Ldnder mit hohen Einkommen als Instrumentvariable
fur Importe aus China nach Italien und schatzen ein
First-Differences-Modell. Unsere Ergebnisse zeigen,
dass die Handelsglobalisierung die Zustimmung bei der
Wahl populistischer Parteien begiinstigt und daruber
hinaus die Tendenz fordert, ungiltige Stimmen abzu-
geben oder sich sogar der Stimme zu enthalten. Um
diese Ergebnisse zu erklaren, liefern wir Belege dafur,
dass der Importwettbewerb die Arbeitsbedingungen
verschlechtert - hohere Arbeitslosigkeit, geringeres
Einkommen und weniger Ausgaben fir langlebigen
Konsum - und das Einkommensgefdlle verscharft.
SchlieBlich weisen wir darauf hin, dass vermehrte
offentliche Ausgaben eine Rolle bei der Milderung der
politischen Folgen des Handelsschocks spielen, wohl
weil sie die wirtschaftliche Misere der Wahler lindern.

Schlagworte: Handelsglobalisierung, Populismus,
Einkommensgefalle

JEL-Classification: D72, F60

Abstract

Low-wage import competition and populist backlash:
The case of Italy

This paper empirically studies the role of trade global-
ization in shifting the electoral base towards popu-
lism. We proxy trade shock with swiftly rising import
competition from China and compare the voting
pattern at the parliamentary national elections from
1992 to 2013 in about 8,000 Italian municipalities
differently exposed to the trade shock. We instrument
import competition with Chinese export flows to
other high-income countries and estimate the model
in first differences. Our results indicate that trade
globalization increases support for populist parties,
besides fostering a tendency to cast invalid votes or
even abstain from voting. To rationalize these find-
ings, we offer evidence that import competition
worsens labor market conditions — higher unemploy-
ment, lower income and durable consumption — and
increases inequality. Finally, we point out that public
expenditure plays a role in mitigating the political
consequences of the trade shock, arguably because it
alleviates economic distress.

Keywords: trade globalization, populism, inequality
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1. Introduction

In many developed Western societies, populism is on the rise at an alarming pace. The outcome of
the Brexit referendum and the election of Donald Trump in the US are the most eye-catching
examples of this phenomenon, but several other countries are witnessing similar tendencies: in
Italy, France, Germany, the Netherlands, Austria, and the Czech Republic, populist parties recently
achieved large electoral support at general polls. The growing concern about their success has given
rise to a widespread debate on the causes of the populist backlash in the Western World, as well as
on potential remedies.

Trade globalization is one of the key candidate economic determinants, the channels at work being
labor market adjustments. Autor et al. (2013) outline a simple theoretical trade model based on
monopolistic competition and heterogeneity in industry labor productivity across countries,
according to which positive shocks to low-wage countries’ export supply can cause employment in
the traded-good sectors of developed countries to contract on net as long as trade is not balanced.
This mechanism captures the widely held perception of the redistributive effect of trade
globalization between countries, with developed economies being the losers and low-wage
developing exporters the winners (the “Great Convergence”, Baldwin et al. 2016). On the other
hand, theory also posits redistributive effects within (developed) countries (the parallel “Great
Divergence”, Moretti 2012), as Rodrik (2018) recently pointed out.!

The present paper contributes to this debate along three lines. First, we add new empirical evidence
on the role of trade globalization in moving the equilibrium of the political game towards populism.
Specifically, we compare voting patterns at the Italian national parliamentary elections over the
1992-2013 period (starting from the trade globalization take-off) in about 8,000 municipalities
differently exposed to the trade shock. The model is estimated in first differences so as to control
for municipality-level time-invariant idiosyncratic shocks, while a full set of time fixed effects
accounts for country-level time-varying perturbations. Following the literature pioneered by Autor
et al. (2013, 2016), Chinese import competition proxies for trade globalization. The populist vote is
computed by relying on the classification of populist parties provided in Inglehart and Norris (2016).
Next, we explore economic fundamentals behind the voting reaction by testing whether the “China
syndrome” manifests itself also in terms of employment, income, durable consumption (proxied by
new car sales), and inequality. Finally, we complete the picture by examining if Keynesian-type policy
intervention, which should at least in part mitigate the short-term economic costs of globalization,

1 Rodrik (2018) refers to the theorem in Stolper and Samuelson (1941), which entails very neat distributional
implications from opening up to trade. Assuming a two-good and two-factor model of production, with no
frictions in the inter-sectoral mobility of inputs, trade liberalization makes the factor that is used intensively
in the importable good worse off, by inducing a decline in its payment. If the two factors are skilled and
unskilled labor, the prediction for rich countries would be that trade increases the return to skilled labor and
lowers the return to unskilled labor, so raising income inequality. Beyond theoretical arguments, Rodrik (2018)
suggests also that the populist backlash comes as no surprise in light of economic history: the first era of
globalization started in the second half of the nineteenth century, led to the emergence of history’s first self-
conscious populist movement in the US rallying against the Gold Standard and ended in the first half of the
twentieth century with the spread of Communism, Fascism and Nazism. See Harrison et al. (2011) for a survey
on the effects of trade on inequality.



exerts a counteracting effect on populism. Absent official figures on public expenditure at the
municipality level, we resort to two proxy variables. The first is defined as the interaction between
the nationwide public expenditure figure and a measure of local specialization in government
consumption. The second is simply the expenditure of municipal governments.

The identification of the causal effect of trade shock on voting behavior requires dealing with the
potential endogeneity of import exposure, which may arise from various sources. For example, there
might be omitted municipality-time level unobserved shocks (e.g. a sectoral, asymmetric, negative
shock to local manufacturing industries) that attract imports from China and, at the same time,
induce a populist reaction among voters; its omission would bias the OLS parameter upwards.
Moreover, the populist vote may result in protectionist trade policies that reduce import flows: in
this case, reverse causality would lead to a downward bias of the OLS estimate. Last but not least,
we cannot rule out some measurement error. To address the possible endogeneity threat, we
instrument Italian imports from China with Chinese exports to a set of non-euro high-income
countries that account for a small share of Italy’s total trade. The instrument is intended to capture
only the push factor underlying Chinese export performance; at the same time, it involves
economies weakly connected to ltaly in terms of trade, so minimizing the risk of invalidating the
exclusion restriction assumption.

Endogeneity is likely to be an issue also with respect to municipal governments’ expenditure, for
example because of reverse causation problems. We tackle this concern by instrumenting municipal
governments’ expenditure with the Internal Stability Pact, a set of fiscal rules providing stricter fiscal
discipline that the central government imposed in some years only on larger municipalities.

Our results indicate that exposure to Chinese import competition strengthens support for populist
parties: according to the IV preferred specification, a one standard deviation increase in the annual
change of imports from China (about 145 dollars per worker at 2000 prices) entails a rise in the
annual change of the populist vote share equal to 0.4 percentage points, about one third of the
average value of the dependent variable and one tenth of its standard deviation. The magnitude of
the impact is non-negligible, especially if one takes into account that the vote response regards all
voters and not just those working in the tradable sectors. This result is robust to a number of
sensitivity checks, pertaining, among others, to the measurement of the trade shock, the
classification of populist parties, the potential confounding role of immigration and the introduction
of the euro. Moreover, we find that voters’ protest reaction also takes the form of an increase in
invalid (blank and null) ballot papers and a drop in voter turnout. To rationalize our results, we show
that Chinese import penetration negatively affects employment, income and consumption, so
signaling that globalization has a redistributive role between countries. We also detect a positive
effect on income inequality, hinting at the emergence of winners and losers from globalization also
within the country under scrutiny. Finally, we provide some evidence that public expenditure
partially offsets the China shock, which suggests that, at least in the short term, social protection
policies are likely to be an effective tool for mitigating the negative consequences of low-wage
import competition.



Our paper is mainly related to the empirical literature on the political consequences of globalization.
Within this literature, Autor et al. (2016) is the seminal paper looking at the role of rising exports
from China on political polarization: the Chinese import shock affects the ideological composition of
the US Congress, with politicians moving towards the very left or the very right of the political
spectrum. Subsequent contributions essentially adopt the same methodology to estimate the China
effect in different countries and share the result that low-wage import competition increases voting
for far-right parties.? As for the redistributive effects of trade shocks, we refer to the set of studies
that, in the wake of Autor et al. (2013), assess local labor market adjustment costs, both in terms of
job displacements and reduced earnings (Dauth et al., 2014; Malgouyres, 2017a). Our analysis of
the compensatory function of public expenditure speaks, instead, to the literature on the political
consequences of fiscal austerity: Fetzer (forthcoming) shows that fiscal austerity correlated with
support for the UK Independence Party, first, and with the victory of the Leave campaign, then.

An important but less related research agenda is that shedding light on the determinants of
populism. While some scholars propose a cultural backlash hypothesis to explain today’s success of
populist parties in the Western World (e.g. Ingelhart and Norris, 2016), others trace it back to
economic insecurity (Dal Bo et al., 2018), resulting especially from globalization (e.g. Guiso et al.
2017; Rodrik, 2018) and the 2008-2013 financial crisis (e.g. Guiso et al., 2019; Algan et al., 2017,
Dustman et al., 2017).

We depart from the existing literature in many respects. The most important novelty relates to the
role of government intervention in counteracting the pressures of trade globalization. While the
labor market and political impact of the “China syndrome” is somehow well-established, no study
explicitly addresses its policy implications. Our paper is the first to show that Keynesian-type
interventions can help mitigate voters’ reaction at the polls. Unlike Fetzer (forthcoming), we find
that this result holds for general elections spanning over more than a decade, rather than just for a
one-off and unique event such as the Brexit referendum.

Even within the realm of estimating China’s electoral effect in developed countries, our paper adds
to the established knowledge. First, as Caselli et al. (2019), we consider the Italian case, which — we
argue — is particularly interesting. Indeed, Italy displays by far one of the highest vote shares for
populist parties among large rich countries (Figure 1). Moreover, ahead of the trade shock, the
Italian product specialization model was more heavily centered on the less technologically advanced
sectors (e.g., textile, apparel, leather, footwear, furniture) compared to its Western competitors, so
making the country more vulnerable to the China shock. Figure 2 illustrates that in 1992 the Italian
economy spent a largely smaller share of its GDP on research and development than other highly
industrialized countries and that the Italian loss in worldwide export market shares over the 1992-
2013 period was larger than the average. Last but not least, Italy is one of the Western developed

2 Dippel et al. (2017) study German NUTS 3 regions from 1987 to 2009; Malgouyres (2017b) focuses on small
French communities from 1995 to 2012; Caselli et al. (2019) use Italian labor market areas (over 600 units) as
main unit of analysis from 1994 to 2008; Colantone and Stanig (2018) combine district-level voting data and
European NUTS 2 region-level trade data between 1988 and 2007, Branstetter et al. (2019) conduct their
analysis for Portugal at the firm-level.



countries that more urgently needs structural, but often unpopular, reforms to spur growth (IMF,
2017; OECD, 2017); populist parties make their implementation more difficult, even when they are
not in power (Guiso at al., 2017).

Second, and differently form Caselli et al. (2019), we enrich the analysis by exploring mechanisms
behind the causal effect of globalization on populism. We focus on labor market adjustments, and
show that the increase in within-country income inequality goes hand in hand with the distributional
frictions between-countries. In addition, we are the first to point out that the China effect extends
also to durable consumption, proxied by new car sales.

Further minor contributions include the focus on populism — rather than on extreme right parties —
as a more general form of protest vote3, the consideration of invalid ballot papers and voter turnout
as additional political outcomes, the robustness of our core findings on populism to immigration
and the introduction of the euro, the inclusion of former Communist countries to the pool of new
trade competitors, slight improvements in the construction of the instrument for import exposure.

The rest of the paper is organized as follows. The next Section discusses data and measurement
issues, while Section 3 describes our empirical strategy. In Section 4, we present our core findings
on the effect of trade shock on populism (and other forms of protest vote). Section 5 is devoted to
the results for potential underlying transmission channels. In Section 6, we consider the role of
public expenditure, and Section 7 concludes.

2. Data and measurement issues

Measuring exposure to import competition. To measure the exposure of Italian municipalities to
import competition from China, we use the index developed by Autor et al. (2013), which maps
sector-specific national import shocks to local units on the basis of their initial industry
specialization:

amiTA

AIC, = Ty -2t

Lito tho

(1)

where i indicates municipalities; t denotes election years (1994, 1996, 2001, 2006, 2008, 2013); k
indicates tradeable sectors; AM}I4 is the yearly average change in imports (in real terms) from China
to Italy observed in sector k over the length of a legislature; Ly, is Italian employment in sector k
measured on the basis of Census data at the start of the decade (1991 for the periods 1992-1994,
1994-1996,1996-2001; 2001 for the periods 2001-2006, 2006-2008, 2008-2013); Ly, is the start-
of-decade employment in municipality i and sector k; and Li¢, is the start-of-decade total

employment in municipality /.

31t is increasingly recognized that certain core features of populist parties are not necessarily prototypical of
a radical right party. From an empirical point of view, in our sample the Five Star Movement (labelled as
populist by all the prevailing classifications) cannot be placed along the usual right-left dimension of the
political spectrum (Bordignon and Ceccherini, 2015).



Data on imports are taken from the Observatory of Economic Complexity at the MIT Media Lab,
which combines historical Feenstra’s data (1962-2000) from the Center for International Trade Data
with more recent data (2001-2014) of UN COMTRADE. We have access to annual bilateral trade
flows for 262 countries and 989 different products for the four-digit SITC revision 2 classification
over the timespan 1962-2014. Employment at the municipality-sector level is drawn from the Italian
Statistical Agency (Istat) for the Census years 1991, 2001 and 2011. Up to 2001 the number of
workers in local units of enterprises is based on the two-digit NACE revision 1 breakdown, while for
2011 it is available according to the two-digit NACE revision 2 classification. NACE revision 2 codes
have been converted to NACE revision 1 codes using a conversion matrix developed by Perani and
Cirillo (2015). The administrative boundaries of Italian municipalities are those used in the Istat 2011
general Census, after controlling for municipality mergers. In order to match trade data with
employment data, SITC revision 2 commodities must be matched with NACE revision 1 industrial
categories. We use the correspondence table between SITC revision 2 and ISIC revision 3 (equivalent
to NACE revision 1 up to two digits) provided by Affendy et al. (2010). Trade values of not-uniquely-
mapped goods are assigned to two-digit NACE revision 1 sectors using, firstly, the UN conversion
table between SITC revision 2 and SITC revision 3 in combination with the WITS concordance table
between SITC revision 3 and NACE revision 1, and then, eventually, national employment shares at
the start of each decade (reflecting the initial importance of each sector in the economy). At the
end, we are left with international trade data for 34 two-digit NACE revision 1 industries, almost all
of them concerning non-service activities (see Table Al). Trade flows for Italy have been deflated by
applying the Italian implicit gross value added deflator, taken from the OECD STAN database.

Figure 3a shows that Chinese exports took off at the beginning of the nineties. Since then, they have
been growing at a much faster pace with respect to worldwide exports, and Italy has not been
immune to such an impetuous trend. In Figure 3b, we display the sectoral contribution to the total
growth rate of imports from China in real terms over the period under examination. Between 1992
and 2013, Italian imports from China grew eight-fold, so that by 2013 China became Italy’s third
largest import origin after Germany and France; the compounded average growth rate exceeded 10
per cent. The main contributions came from machineries (NACE revision 1 codes 29 and 30), textiles
and wearing apparel (17, 18), electrical machinery and communication equipment (31, 32), chemical
products (24) and leather and footwear (19).

Identifying populist parties. Data on election outcomes come from the Ministry of Interior and are
available at the municipality level (about 8,000 municipalities).* We sourced information on the
votes for each party, the invalid ballot papers, and the turnout at the polling booths for the general
parliamentary elections that took place in 1992, 1994, 1996, 2001, 2006, 2008, and 2013. In light of
the broader political involvement envisaged by the regulation of the Chamber of Deputies, our focus
is specifically on the elections for the lower house of the legislature.> Over the years under scrutiny,

4 http://elezionistorico.interno.it/. Data at our disposal do not include the small autonomous Aosta Valley
region (0.2 per cent of the Italian population).

5> The Italian parliament is composed of two houses: the Chamber of Deputies and the Senate of the Republic.
According to the principle of perfect bicameralism, the two houses perform identical functions. The only
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electoral rules changed, with a different mix of parliamentary seats assigned by majoritarian rule or
by proportional rule. In all elections, we restrict our attention to votes under the proportional rule,
which is more apt to mirror political preferences.

With voting data in hand, we identify populist parties by relying on the classification provided in
Inglehart and Norris (2016), who take Mudde’s (2007) very influential contribution as a basis. Mudde
(2007) suggests that populism presents three recurring features: (i) anti-establishment ideology that
considers society to be ultimately separated into two homogenous and antagonistic groups — the
‘pure people’ and the ‘corrupt elite’ — and argues that politics should be an expression of the will of
the people; (ii) authoritarianism belief in a strictly ordered society in which infringements of
authority are to be punished severely; and (iii) nativism, holding that states should be inhabited
exclusively by members of the native group (“the nation”), and non-native elements — whether
persons or ideas — are fundamentally threats to the homogenous nation-state. Inglehart and Norris
(2016) bring this definition to the data by exploiting the 2014 Chapel Hill Expert Survey (CHES) in
which 337 political scientists are asked to rate the positioning of 268 parties (those with seats in
Parliament) in 31 European countries on a number of different policy issues. Experts’ answers to 13
selected questions® are mapped, by means of factor analysis, into scores and a party is labelled as
populist if the standardized sum of its scores related to cultural aspects is above a given threshold.
Italian parties coded as populist, on the occasion of the 2013 elections, are the Northern League
(Lega Nord), the Five Star Movement (Movimento Cinque Stelle) and the Brothers of Italy (Fratelli
d’Italia). In relation to our aim, this approach has two limitations: it does not span the full spectrum
of Italian political forces (those that did not win any seat in Parliament) and, more importantly, it
does not take into account political forces involved in the elections before 2013. Hence, we properly
integrate Inglehart and Norris’ (2016) list by tracing parties back in time so that it ultimately includes
the Northern League (Lombard League in 1992), the National Alliance (Alleanza Nazionale), the
Italian Social Movement (Movimento Sociale Italiano), the Tricolor Flame (Fiamma Tricolore), the
Right-Tricolor Flame (La Destra-Fiamma Tricolore), Brothers of Italy (Fratelli d’Italia), and the Five
Star Movement (Movimento Cinque Stelle). Table A2 in the Appendix reports the year-by-year list of
populist parties considered in this paper.

In addition to the classification of Inglehart and Norris (2016), there is also the one proposed by Van
Kessel (2015) and adopted by Guiso et al. (2017). The main advantage of the latter is that it is time-
variant. However, unlike Inglehart and Norris (2016), van Kessel (2015) captures only one of the
three features of populism (the anti-elite rhetoric) that Mudde (2007) highlights. On the other hand,
the static character of Inglehart and Norris’ (2016) classification is not very relevant in our case as

differences between them lie in the membership and the rules for the election of their members. The Chamber
of Deputies has 630 members, who must be at least 25 years old and are elected by all Italian citizens over
the age of 18. The Senate has 315 members, who must be at least 40 years old and are elected by all Italian
citizens over the age of 25. In addition to elected members, the Senate also includes life senators, who are
appointed by the President of the Republic.

5 They concern the following dimensions: support for traditional values, liberal social lifestyles, nationalism,
tough law and order, multiculturalism, immigration, rights for ethnic minorities, religious principles in politics,
rural interests, wealth redistribution, as well as stance towards market deregulation, state management of
the economy, and preferences for either tax cuts or public services.
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we focus only on a single country and, therefore, recovering the time dimension of the data is
straightforward.” The main difference between the two classifications is that van Kessel (2015)
labels as populist the parties headed by Berlusconi (Forza Italia and the People of Freedom — Popolo
delle liberta), but not all post-fascist parties (the National Alliance, the Italian Social Movement, the
Tricolor Flame, the Right-Tricolor Flame, Brothers of Italy). Anyway, we show that our results still
hold either when we adopt the list of van Kessel (2015) or when we enlarge our set to include all
parties in the coalitions led by Berlusconi.

Figure 4 shows the overall increasing populist vote trend in Italian general elections. In 1992 the
populist share was about 15 per cent; in the next two elections it rose, exceeding 25 percent four
years later; after that, the populist share went monotonically down (except for the 2006 election),
dipping to slightly below 15 percent in 2008. Finally, in the 2013 election, the populist parties nearly
tripled their share. The figure also displays large variability in populism across municipalities.

Proxies for immigration and euro. Immigration is simply defined as the average annual change of
the share of foreigners over native population:

(Immi grantsit)
Natives;; /'

Data at the municipality-year level come from Istat and are available only from 2001 onwards.

Exposure to the euro is given by:

z LLif“" (1 — 9,) AREER,

= Lito

where AREER; is the average annual growth rate of Italy’s real effective exchange rate over a
parliamentary term (a positive value indicates appreciation and, so, loss of competitiveness). Data
on AREER; are taken from the Bank of International Settlements. To map the country-level
exchange rate shock to sectors, we assume that activities with low human capital content are more
sensitive to price competition, in accordance with Bugamelli et al. (2010). Specifically, 9y, is the skill
intensity in manufacturing sector k as reported by the same authors. Local exposure is then
retrieved, in parallel with equation (1), by taking a weighted summation of the industry-level
changes, where the weights reflect the start-of-decade relative importance of each sector in a given
municipality.®

Income, inequality and consumption. Confidential data on average income levels at the
municipality level are made available by the Ministry of Economy and Finance for the years from

7 As far as Italy is concerned, the classification in Rodrik (2018) coincides with that of van Kessel (2015).
8 The summation is over manufacturing sectors, the only ones for which the skill intensity index is available
(see Table A1).
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2003 to 2014.° As figures are based on tax records, we proceed to adjust them for tax evasion as
follows. Comparing survey results with official tax records, Marino and Zizza (2008) derive a tax
evasion rate by gender, age, geographical area, job type (employee, self-employed, etc.). We map
these rates into municipalities according to their composition in terms of the same variables as per
2001 Census and divide, then, original income levels by 1 — (imputed tax evasion rate). The dataset
provided by the Ministry of Economy and Finance also includes information on inequality, as
measured by the Gini index. Data on new car sales, on the other hand, are drawn from the Italian
Ministry of Infrastructure and Transport over the period 2001-2013.1°

Public expenditure. Unfortunately, official figures on public spending at the municipality-year level
do not exist. The most granular level is the region-year one: aggregating about 8,000 municipalities
into 20 regions would be very unsatisfying. We adopt two second-best alternative measures.

From the Input-Output accounts it becomes evident that the importance of government as a final
consumer varies widely across sectors. For example, government purchases are zero for “private
households with employed person” (NACE revision 1 code 40, 5™ percentile), while they amount to
72 per cent of total use for “Health and social work” (NACE revision Code 1 85, 95" percentile). At
the same time, sectoral distribution turns out to be very different across municipalities. In light of
such observations, a first proxy for exposure to public expenditure at the municipality-year level can
be computed as:

Likto P ANatExpt
k .
- Lit, Ny,

where ANatExp, is the yearly average change in nationwide public expenditure taken from Istat
and available from 1996 onwards. This country-level fiscal shock - normalized by the Italian
population at the start of the decade (1991 for the period 1996-2001; 2001 for the periods 2001-
2006, 2006-2008, 2008-2013), N¢, - is apportioned to industries according to their dependence on
public spending. Specifically, pj, is the share of the final demand for goods from sector k incurred by
the public administration (as it results from the 1995 Input-Output accounts released by Istat, see
Table A1). Municipality-level vulnerability is derived again, in parallel with equation (1), by exploiting
the local heterogeneity in the employment industry mix. This proxy takes into account the entire
spectrum of public expenditure and can be considered exogenous with respect to populism at the
municipality-year level; on the other hand, it might be affected by some measurement error if
technology - approximated by p;, - differs across municipalities. We also use a variant of the above
expression, where expenditure is restricted to welfare-related objectives (health, education and
social protection, defined according the Classification Of Function Of Government — COFOG); in this
case, the summation ranges only over the corresponding sectors (NACE revision 1 codes 75, 80, 85
and 92).

9 Unfortunately, available data refer to average income and not to wages. Assuming that the impact of import
competition on sources of income other than wages (e.g. rents, capital gains, etc.) is lower, our findings are
to be considered as a lower bound for the effect on wages.

10 http://dati.mit.gov.it/catalog/dataset/parco-circolante-dei-veicoli.
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The second proxy for exposure to local public expenditure is given by the average annual change in
per capita current spending of the municipal government. Municipal governments' current
expenditure is taken from the Ministry of the Interior (certificates of the balance sheet account —
Certificati di conto consuntivo) and is available only for the 2000s. Municipal population is that of
the 2001 Census. The main advantage of this proxy is that there is no error in imputing money to
territories, but it comes with a very partial coverage of the overall public service provision in a
municipality (less than 10%).

3. Empirical strategy

To assess the causal effect of import competition on the populist vote, we adopt the following
specification:

AY; = BAIC; + Xi Y + 6¢ + Vr(py t+ €ir- (2)

As above, i indicates municipalities, t denotes the election years (1994, 1996, 2001, 2006, 2008,
2013) and tp refers to the Census years 1991 (for the periods 1992-1994, 1994-1996, 1996-2001)
and 2001 (for the periods 2001-2006, 2006-2008, 2008-2013). AY;; is the average annual change of
the populist vote share between two subsequent elections; AIC;; is the trade shock defined in (1);
6; are period fixed effects and Yr() are region-level fixed effects (r = North, Centre, South); Xit,
includes a set of (time- variant and invariant) variables — all measured at t, — aimed at controlling
for economic, demographic, social, and geographic differences across municipalities: share of
workers employed in manufacturing sectors, population density, share of female working-age
population, share of the population that holds at least a high-school diploma, aging index, a dummy
capturing whether the territory is coastal or not, and a measure of terrain roughness. Data for all
these covariates are taken from Istat. &; is an idiosyncratic shock.'* Table 1 shows the main
descriptive statistics.

Estimating a first difference model allows us to control for municipality-level time-invariant
heterogeneity. However, endogeneity might arise primarily from omitted municipality-period
idiosyncratic shocks. For example, suppose that a negative sectoral shock hits the domestic
economy: if the spatial distribution of the affected industry is not uniform (as is often the case), the
shock may disproportionally worsen the labor market of the municipalities specialized in that
industry, so generating a populist reaction at the polls; at the same time, the negative sectoral shock
may attract imports from China. In such a case, the OLS estimate for § would be biased upwards.
On the other hand, reverse causality may generate downward bias if populism gives rise to
protectionist trade measures, and measurement error might be at work as well.

To address the potential endogeneity threat, we follow the approach in Autor et al. (2013) and
instrument AIC;; with:

11 Like the literature in the field, we cannot distinguish demand and supply effect (Guiso et al. 2017): our
results are about the effect of the import competition shock on the political market equilibrium.
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Likto AM}?L'THER
Zit = Xk T L. (3)
itg ktg

Equation (3) is analogous to equation (1) except for AMZTHER 'which is the yearly average change

(over a legislature) in real import flows of industry-k goods from China to a set of non-euro OECD
countries that, between 1992 and 2013, exhibited high growth rates of trade with China , but
accounted for an average share in total Italian trade of less than 1 per cent: Norway, Denmark,
Australia, Canada, Iceland and New Zealand.* The idea underlying Z;; is that it captures only supply-
side improvements in Chinese export competitiveness (due, for example, to productivity growth);
at the same time, we assume that Z;; affects the populist vote only through its effect on AIC;;. The
latter assumption might be invalidated were we to take advanced economies with strong trade
connections to ltaly as alternative destination areas. To minimize this risk, we select high-income
countries that are weakly integrated (in trade terms) with Italy.

To study the role of public intervention, we enrich equation (2) with a proxy for local public
spending. Endogeneity issues can arise when the proxy is given by expenditure of the municipal
government: the latter may well react to local populism. To control for this, we instrument our
regressor with the Internal Stability Pact (ISP). This set of rules reflects at the sub-national level the
Stability and Growth Pact adopted by Italy in 1997. The ISP was introduced in 1999 and required
municipal governments to keep their fiscal balance under tight control (Grembi et al., 2016). Initially,
the ISP regarded all municipalities; after 2001, an exemption was granted to municipalities with less
than 5,000 inhabitants, probably because of the recognition of economies of scale in managing the
municipal government. The threshold was further lowered to 1,000 inhabitants in 2013 (see Table
A3). The instrument is built as the average ISP;; over the legislature ending in year t for
municipalities i of regions with ordinary status.

4. Results on populism

Baseline findings. Table 2 shows the baseline estimates. In column (1), we start by displaying the
OLS results of a very parsimonious specification including only import competition and period fixed
effects. Estimates suggest a positive (and highly statistically significant) correlation between the
change in the trade shock and the change in the populist vote share. In the next two columns, we
enrich the specification by including area fixed effects y,; and other controls X;; : the point
estimate of the coefficient of interest and its precision are very stable. Columns (4)-(6) document
the results derived using the IV estimator. The instrument is always highly significant in predicting
the potentially endogenous variable. The impact of the trade shock on the share of preferences for
populist parties is highly significant, though slightly smaller in size than its OLS counterpart. The
downward revision of the point estimates suggests that the potential omitted variable bias
stemming from a negative sectoral supply shock dominates the potential downward bias related to
reverse causality and/or measurement error. In our preferred specification in column (6), which
includes area fixed effects and controls, the estimate for the coefficient of interest is 0.0249 and is

12 Trade flows of each of these countries have been deflated by applying the respective implicit gross value
added deflator, taken either from the OECD STAN database (if available) or from the EU KLEMS database.
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very precisely measured. To put this into perspective, a one standard deviation increase in the yearly
average change of Chinese imports (about 145 dollars per worker at 2000 prices) entails a rise in the
average annual change of the populist vote share equal to one third of the average value of the
dependent variable and one tenth of its standard deviation. The impact is surprisingly large,
especially if one considers that the vote response regards all voters, and not just those working in
the tradeable sectors (about 45 per cent of total workers) who are directly affected by rising trade
exposure.

Robustness checks. In Table 3, we carry out a number of robustness checks for our preferred
specification (Table 2, column 6). A first set of robustness checks deals with the challenge of properly
identifying populist parties. As outlined in Section 2, van Kessel (2015) proposes an alternative list
of Italian populist parties, which excludes Brothers of Italy (and, implicitly, its forerunner parties
such as the Italian Social Movement, etc.), but includes Berlusconi’s political forces Forza Italia and
Popolo delle Liberta (that is, Forza Italia fused with National Alliance). When we rely on this
classification — which we enrich by including all minor parties in the coalitions led by Berlusconi —
results are confirmed (column 1). We also check for the robustness of our classification to the
inclusion of Berlusconi’s and his allies’ parties and, again, the test is reassuring (column 2). So far we
computed the populist vote share by including in the denominator valid votes for all parties. Yet,
the currently available classifications of populist political forces do not scrutinize minor parties
(those with no seats in Parliament; see Section 2). In column 3, we divide the number of populist
votes - as per Inglehart and Norris (2016) - only by the valid votes for parties with parliamentary
representation and the coefficient of interest is again very stable.

The next four columns address measurement issues that pertain to the key independent variable.
We chose import competition from China as our preferred measure of trade shock for the sake of
comparability with the literature in the field. However, one might reasonably argue that China is not
the only big player in trade globalization. Among Italy’s top import origin areas in 2013 — defined as
those whose share of total Italian imports exceeds 4 per cent — the group of countries belonging to
Central and Southeastern Europe plays a relevant role, too, mainly because of geographical
proximity.’® In our sample period, imports from these countries rose by an average of 9.9 per cent
per year, only slightly below the Chinese figure (10.3). Hence, we redefine AIC;; in (1) so as to include
in AM}E4 also imports to Italy from Central and Southeastern Europe, while keeping the instrument
group unchanged. Column 4 indicates that broadening the set of sending countries does not alter
our results. Another potential drawback of our key regressor is related to the set of importing
countries. Proxying the trade shock with Chinese import penetration within a single country might
make more sense in the case of an economy that exhibits a very large internal market. The US, for
example, seems to fully meet this requirement. When it comes to smaller developed countries, like
Italy (or Germany or France), this implicit assumption is no longer obvious, and it would be
reasonable to assume that competition with low-wage exporters actually takes place within a wider

13 The list of countries includes Czech Republic, Hungary, Poland, Slovak Republic, Slovenia, Bulgaria, Croatia,
Romania, Albania, Bosnia and Herzegovina, Kosovo, FYR Macedonia, Montenegro, and Serbia. At the end of
the 1980s, they accounted for a relatively small (but not irrelevant) share of Italian imports (3 per cent); in
2013, at the end of our sample period, this share had grown considerably reaching 9 per cent.
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market. Therefore, we re-compute AIC;; in (1) by including in AMI4 also imports from China to

Italy’s top five export destinations in 1992.1* The estimated effect of the trade shock continues to
hold (column 5). Still, a further issue with the trade exposure indicator regards the normalization of
the change in imports from China. In the baseline equation (1) we follow Autor et al. (2013) and
divide import change by employment in Italy in sector k measured at the beginning of the decade.
In column 6, instead, imports are divided by absorption (internal production + imports — exports at
the sector level) at the start of the decade, along the lines of Autor et al. (2016). The coefficient of
interest is again positive and statistically very significant. The last concern about the import
exposure measure is that we are not capturing the potential benefits of trade integration that may
come from lItalian exports to China. In Column 7, we substitute net Italian imports from China

(imports — exports) for AM,ICIA and the main result is unaffected.

Then, we check that our key coefficient is not picking up the impact of two concurrent shocks leading
in turn to higher populism. The first is the other major facet of the ongoing globalization process,
namely the increasing international migration towards rich countries. Hostility to immigration is
justified by populist parties on the basis of the perception that foreigners pose a threat to jobs and
livelihoods and a challenge to national cultures and identities. The second is the introduction of the
euro in 1999. According to the anti-euro rhetoric — which, not surprisingly, has been largely
embraced by the parties we classify as populist — the end of competitive currency devaluation
harmed Italian exporters, generating unemployment in exporting sectors. In column 8, we control
for immigration (the sample is restricted to the 2001-2013 period because of data availability), while
in column 9 for the euro shock (see Section 2). In Column 10, we run our baseline regression model
(equation 2) with both potential confounding factors. Reassuringly, the effect of import competition
is largely confirmed.

Finally, the remaining four columns in Table 3 tackle a few additional issues. Between 1992 and
1994, Italy witnessed the outbreak of the so-called Mani Pulite scandal, a judicial investigation into
political corruption. As a result of this scandal, the political system underwent a deep
transformation, with the disappearance of many traditional parties including the Christian
Democracy (Democrazia Cristiana), the main party since the end of WWII, and the Socialist Party
(Partito Socialista), which played a very important role in supporting the former during the eighties.
The 1992 election (the first one in our sample) was the last election of the long-established First
Republic; from the 1994 election onwards, new forces joined the political arena, including
Berlusconi’s party Forza Italia. In column 11, we document that our finding is robust to the exclusion
of the 1992 election from the sample. Column 12 is concerned with the spatial units of analysis. Our
very detailed breakdown allows us to exploit a very large portion of variability. However, this might
come at a cost: spillover effects among municipalities. For example, a certain trade shock may hit a
municipality, but its effects may spread outside that municipality because of local production ties
and worker mobility. In the end, spillovers may bias parameter estimates. To ensure that this is not
the case, we aggregate all relevant variables at the level of 611 local labor markets (with an average
size equal to about 97,000 inhabitants), which are much more self-contained units than

14 Germany, France, the US, Great Britain and Spain. In 1992, the share of total Italian exports to each country
was above 5 per cent and the cumulative share was 54 per cent.
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municipalities as their boundaries are defined on the basis of daily commuting patterns. Again, our
key estimate is confirmed. In column 13, we augment the baseline specification with area*trend
fixed effects and results are once more largely reassuring. Lastly, we test the validity of our findings
to the length of first differences. The literature in the field usually uses ten-year first differences,
not only because it follows Autor et al. (2013) who rely on decadal Census data, but also because
economic shocks might take some time to transmit. In our data the average length of first
differences is 3.5 years, lower than in Dippel et al. (2017) and Malgouyres (2017b) (11 and 5.7 years,
respectively). In column 14, we replicate the benchmark regression using only the elections held in
1992, 2001, and 2013 (those nearest to the Census years): results are qualitatively similar to the full-
sample case.

Additional findings on protest vote. In order to provide a more complete picture, it is worth
investigating the possibility that import competition from China might, not only have shifted votes
towards populist parties, but also have triggered some other forms of protest vote. In Table 4, we
present the IV results for regression model (2) with the average annual change of the share of invalid
(blank and null) ballot papers (columns 1-3) and the average annual change in voter turnout
(columns 4-6) as dependent variables. It turns out that import competition exerts a positive and
highly significant effect on invalid ballots — known to be an alternative way of protesting against
politics and politicians, and a negative and highly significant effect on voter turnout — a well-
celebrated determinant of the quality of the democratic process. In both cases, the economic size
of the impact is non-negligible: the estimates reported in the columns 3 and 6 imply that a one
standard deviation increase in the average annual change of the trade shock implies a variation in
the dependent variables that is 7 per cent (for invalid ballots) or 5 per cent (for turnout) of the
respective standard deviations.

5. Labor market as the transmission channel

We have established that the rise in Chinese exports generates an increase in the share of votes for
populist parties, along with an increase in the share of invalid ballots and a drop in voter turnout.
Instrumental variable estimations ensure that these relationships have a causal interpretation.
According to the economic theory outlined in the Introduction, the transmission channels should be
concerned with the redistributive effects of trade between and within countries: developed
countries suffer from the upsurge of low-wage emerging exporters such as China and the negative
impact is likely to affect more strongly domestic workers whose degree of substitutability for
workers in low-wage countries is larger. In this Section we test whether these channels are at work
in our case study.

In Table 5, column 1, we report again our baseline estimate on the effect of import competition
from China on populism. In column 2, we test whether import competition from China has a negative
impact on employment. To this end, we run a slightly modified version of equation (2):

AEMPy = BAICi + Xip_10V + 8¢ + Vrp) + &it (4)
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where i indicates municipalities and t denotes Census years (2001, 2011); AEMP;; is the ten-year
change of total employment as a share of the working age population; AIC;; is the trade shock

defined as in (1) with the only difference that now AM/L4

is the change in imports from China to
Italy in the tradeable sector k between t and t — 10; the instrumental variable is adjusted accordingly.
8¢, Vr(i) and X;; are defined as above. We find a negative and significant impact of Chinese import
penetration on total employment: a one standard deviation rise in the import exposure shock
induces a drop in the dependent variable larger than one-fifth of its standard deviation. These
results suggest that even if China’s competition affects directly only workers in tradeable sectors,

negative effects are detectable at the aggregate level as well, probably because of spillover effects.?”

Next, we examine how the China effect extends to other relevant variables: income, durable
consumption, inequality. The estimating equation is analogous to previous ones and reads as:

Ay = BAIC + Xip ¥ + 8¢ + Ve + &3¢ (5)

where Ay, is alternatively the annual change in the natural logarithm of income per taxpayer (with
t = 2003,2004, ...,2014), the annual change in the natural logarithm of new car sales per capita
(using 2001 Census and with t = 2001,2002, ..., 2013), the annual change in the Gini index (with
t =2003,2004,...,2014).2®* We document that the China import shock has a negative effect also
on income, though the size of the impact is smaller than in the case of employment (Table 5, column
5): the standardized beta is 0.01. This effect on income carries over to new car sales (Table 5, column
6). Furthermore, we find evidence for a small, positive and significant impact of import competition

on the Gini index (Table 5, column 6). 1718

All in all, results in Tables 5 are consistent with the theoretical prediction according to which ltaly,
as a rich and developed country, is a loser in trade globalization and experienced an increase in
internal income inequality.

6. The role of public intervention

The results presented so far depict a clear picture: the “China Syndrome” hit Italian municipalities,
lowering employment, income and durable consumption, and increasing income inequality. As a
reaction to heightened economic distress, voters tend to embrace populist view. But if economic
insecurity is at the heart of the populist backlash, then fiscal policy might play a role as a
counteracting force. In this Section, we look for empirical evidence supporting such an argument.
We augment the set of regressors in equation (2) with local public spending, proxied by (i) total

15 In unreported evidence (available upon request) we replicate the estimation of equation (4) with
manufacturing employment as the dependent variable. As expected, we find stronger effects of import
competition than those reported in Table 5.

16 Note that our results on populism and on employment hold in the 2000s, too (Table 5, columns 3 and 4).

17 We cannot correct directly for tax evasion. Therefore, we give more weight to more reliable data by
weighting regression with weights equal to 1 — (imputed tax evasion rate).

18 This result is in line with Helpman (2018). He argues that, while in theory the mechanism linking trade and
inequality is plausible, the empirical evidence suggests that the magnitude of the effect is rather small.

18



national expenditure imputed to municipalities, (ii) welfare national expenditure imputed to
municipalities or (iii) current expenditure of the municipal government (see Section 2). In the last
case we exclude from the sample municipalities belonging to the five regions with special autonomy
(Valle d’Aosta, Trentino-Alto Adige, Friuli-Venezia Giulia, Sicilia, Sardegna), which were allowed to
follow different rules, and we focus on the 2001-2013 subperiod for which the instrument based on
ISP is available.

Table 6 reports the results. In Panel A the proxy for public spending at the municipal-year level is
based on total national expenditure, which is available from 1995 onwards. This first proxy enters
the regression with a negative sign: municipalities more exposed to public spending exhibit lower
support for populist parties (columns 2 and 3). The effect of Chinese import competition is still
positive and significant (columns 1 and 3). Standardized betas for trade shock and public
expenditure are 0.1 and -0.04, respectively, so signaling that the latter partially offsets the former.
The mitigating effect works also through an interaction term, even though with no statistical
significance at the usual standards (column 4). Overall, these findings point to a clear policy
implication: as far as the populist reaction is concerned, trade opening and public intervention are
complements. Panel B offers an even more clear-cut picture: in municipalities benefiting of larger
welfare expenditure, populism is lower (columns 2, 3) and the China effect is softened (column 4).
In Panel C, local public expenditure is proxied by current spending of the municipal government,
instrumented with the ISP. Again, it turns out that there is room for fiscal stimulus as a tool to
counteract the China effect on populist voting (columns 2 and 3), albeit we are unable to replicate
the interaction effect due to weak instruments (column 4).1°

7. Conclusions

In recent years, populist parties have experienced a surge in support across Western developed
countries. We focus on the Italian case — one the most affected countries — and contribute to the
existing literature along three lines. First, we show that trade competition from low-wage countries
and, in particular, from China contributes to causally explain the populist backlash. This result is
robust to a number of sensitivity checks, involving, among others, the control for concurrent shocks
such as immigration and the end of competitive devaluation. Moreover, we show that that protest
vote also takes the form of an increase in invalid ballot papers and a drop in voter turnout. Second,
to rationalize these findings, we analyze the labor market effect of the China shock and find that it
lowers employment, income and durable consumption, and is positively correlated with income
inequality, consistently with predictions from trade theory: the “Great Convergence” among
countries went hand in hand with the “Great Divergence” within countries. Third, we turn to the
policy implications of trade globalization and document that public expenditure has a counteracting
effect on populism, which seems to suggest that fighting economic insecurity could be an effective
tool to limit populist backlash. This last result feeds into the ongoing debate on the government's
capacity to counterbalance the political consequences of globalization. For example, a recent survey

1% Unreported evidence (available upon request) shows that when we re-run regressions in Panel A and B after
excluding from the sample municipalities in regions with special status (for comparability with Panel C) results
are largely confirmed.
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carried out at the University of Chicago Booth School of Business highlighted large consensus among
well-celebrated economists about the need of “Enacting more redistributive expenditures and
policies [..] to limit the rise of populism”;?® Christine Lagarde, who had just been appointed
President of the European Central Bank, argued that fiscal policy is required “to respond to the
threat of populism”.2! More generally, it appears that sustaining public support for trade opening
implies providing solutions for globalization losers.

20 http://www.igmchicago.org/surveys/inequality-populism-and-redistribution;
http://www.igmchicago.org/surveys/inequality-populism-and-redistribution-2.

21 https://www.ft.com/content/0ff70e24-cef8-11€9-99a4-b5ded7a7fe3f;
https://www.theguardian.com/commentisfree/2019/oct/01/the-guardian-view-on-eurozone-populism-
fight-it-with-fiscal-firepower.
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Tables and figures

Table 1: Descriptive statistics

Variable Definition Unit Years/Periods Mean Sd Min Max
Key regressors:
A(import exposure) average annual change in imports per worker kuss, 2000 1992-1994, 1994-1996, 1996-2001, 0.062 0.145 -1.526 6.079
2001-2006, 2006-2008, 2008-2013
A(pub. exp) — nat. tot. exp. average annual change in public spending per k€ 1996-2001, 2001-2006, 2006-2008, 0.003 0.005 -0.002 0.137
capita 2008-2013
A(pub. exp) — nat. welf. exp. average annual change in welfare spending per k€ 1996-2001, 2001-2006, 2006-2008, 0.001 0.003 -0.005 0.082
capita 2008-2013
A(pub. exp) — munic. gov. exp. average annual change in public spending per k€ 2001-2006, 2006-2008, 2008-2013 0.004 0.048 -0.848 1.791
capita
Instrumental variables:
IV A(import exposure) average annual change in imports per worker kuss, 2000 1992-1994, 1994-1996, 1996-2001, 0.198 0.487 -2.971 52.459
2001-2006, 2006-2008, 2008-2013
IV ISP average of ISP dummy 0-1 2001-2006, 2006-2008, 2008-2013 0.297 0.455 0 1
Dependent variables:
A (I&N populist vote ) average annual change in (populist votes share 1992-1994, 1994-1996, 1996-2001, 0.011 0.039 -0.301 0.203
according to Inglehart and Norris 2016 / valid 2001-2006, 2006-2008, 2008-2013
votes); populist votes)
A (blank ballot papers) average annual change in (invalid ballots / total share 1992-1994, 1994-1996, 1996-2001, 0.001 0.011 -0.089 0.170
votes) 2001-2006, 2006-2008, 2008-2013
A (voter turnout) average annual change in (actual voters / share 1992-1994, 1994-1996, 1996-2001, -0.008 0.017 -0.383 0.353
potential voters) 2001-2006, 2006-2008, 2008-2013
A (total employment) 10-year change in (total employment / working- share 1991-2001, 2001-2011 0.004 0.110 -2.810 2.423
age population)
A log (income) annual change in the natural logarithm of income percentage change All annual changes in the 2003-2014 0.016 0.116 -1.414 1.102
period
Alog (new car sales) annual change in the natural logarithm of per percentage change All annual changes in the 2001-2013 -0.030 0.280 -2.639 2.485
capita new car sales) period
A (Gini index) annual change in the Gini index 0-1 All annual changes in the 2003-2014 0.001 0.013 -0.234 0.294
period
Controls:
Coastal municipality dummy 0-1 2011 0.080 0.272 0 1
Measure of territorial roughness (max altitude — min altitude) / V(surface km2/m) meters 2011 230.2 234.3 0.332 2,088.3
Population density population per square km units 1991, 2001 274.9 623.4 1.188 15,164.9
Share of female working-age women aged 15-64 / total population aged 15-64 share 1991, 2001 0.492 0.019 0.300 0.647
population
Share of graduated population adults with at least high-school diploma / total share 1991, 2001 0.204 0.079 0 0.706
population
Old age index population aged > 64 / population aged < 15 ratio 1991, 2001 1.644 1.425 0.147 41.50
Share of manufacturing employees workers in manufacturing industries / total share 1991, 2001 0.320 0.213 0 0.946

employment
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Table 2: Baseline estimations

(1) (2) 3) (4) (5) (6)

A(import exposure) 0.0317 0.0303 0.0352 0.0213 0.0190 0.0249

(0.0050)*** (0.0049)*** (0.0059)*** (0.0057)*** (0.0054)*** (0.0078)***
First Stage:
IVA(import exposure) 0.1369 0.1340 0.1165

(0.0235)*** (0.0228)*** (0.0177)***

F-stat excl. instruments 33.99 34.62 43.07
Period FE Y Y Y Y Y Y
Area FE N Y Y N Y Y
Controls N N Y N N Y
Election years 1992-2013 1992-2013 1992-2013 1992-2013 1992-2013 1992-2013
Estimation method oLS oLS oLS v v v
Observations 48,081 48,081 48,072 48,081 48,081 48,072

The dependent variable is the average annual change in the populist vote share between two elections. Votes are categorized as populist following Inglehart and Norris
(2016). Standard errors are clustered at the level of 611 local labor markets. * p<0.1; ** p<0.05; *** p<0.01.

Table 3: Robustness checks

Measuring populism Measuring import competition
(1) (2) (3) (4) (5) (6) (7
van Kessel I&N & I1&N Parl. Imports from Imports to Norm. init. Net imports
Berlusconi Seats more more asbsorb.
countries countries

A(import exposure) 0.0137 0.0136 0.0353 0.0159 0.2131 0.1117 0.0009

(0.0043)*** (0.0043)*** (0.0105)*** (0.0041)*** (0.1038)** (0.0539)** (0.0001)***
First Stage:
IVA(import exposure) 0.1165 0.1165 0.1165 0.1953 0.0136 0.0819 0.0042

(0.0177)*** (0.0177)*** (0.0177)*** (0.0381)*** (0.0004)*** (0.0017)*** (0.0000)***
F-stat excl. instruments 43.07 43.07 43.07 26.34 1356.71 2342.62 75870.36
Period FE Y Y Y Y Y Y Y
Area FE Y Y Y Y Y Y Y
Controls Y Y Y Y Y Y Y
Election years 1992-2013 1992-2013 1992-2013 1992-2013 1992-2013 1992-2013 1992-2013
Estimation method v v v v v v v
Observations 48,072 48,072 48,072 48,072 48,072 48,072 48,072

The dependent variable is the average annual change in the populist vote share between two elections. Votes are categorized as populist following Inglehart and Norris
(2016), except for column (1) in which we follow van Kessel (2015) and column (2) in which we add to the original classification of Inglehart and Norris (2016) all parties

that are part of the coalitions led by Berlusconi. Standard errors are clustered at the level of 611 local labor markets. * p<0.1; ** p<0.05; *** p<0.01.
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Table 3: Robustness checks (continued)

Confounders Others
(8) (9) (10) (11) (12) (13) (14)
Immigration Euro Both Exclude 1992 LLMs Area* Decadal first
trend FE difference
A(import exposure) 0.0132 0.0160 0.0103 0.0151 0.0718 0.0133 0.0092
(0.0061)** (0.0061)*** (0.0049)** (0.0058)*** (0.0182)*** (0.0039)*** (0.0038)**
First Stage:
IVA(import exposure) 0.1007 0.1066 0.0955 0.1123 0.1740 0.1131 0.1306
(0.0125)*** (0.0140)*** (0.0093)*** (0.0164)*** (0.0477)*** (0.0164)*** (0.0050)***
F-stat excl. instruments 64.95 57.73 105.78 47.16 13.32 47.65 676.04
Period FE Y Y Y Y Y Y Y
Area FE Y Y Y Y Y Y Y
Controls Y Y Y Y Y Y Y
Election years 2001-2013 1992-2013 2001-2013 1992-2013 1992-2013 1992-2013 1992, 2001,
2013
Estimation method \% \% \ \% \% v v
Observations 24,044 48,072 24,044 40,062 3,636 48,072 16,024

The dependent variable is the average annual change in the populist vote share between two elections. Votes are categorized as populist following Inglehart and Norris

(2016). Standard errors are clustered at the level of 611 local labor markets. * p<0.1; ** p<0.05; *** p<0.01.

Table 4: Additional findings — invalid ballots and voter turnout

Dep. Variable: Dep. Variable:
share of invalid voter turnout
ballots
(1) (2) 3) (4) (5) (6)
A(import exposure) 0.0004 0.0025 0.0065 -0.0017 -0.0020 -0.0055
(0.0004) (0.0006)*** (0.0015)*** (0.0011) (0.0010)* (0.0016)***
First Stage:
IVA(import exposure) 0.1368 0.1339 0.1164 0.1368 0.1339 0.1164
(0.0235)*** (0.0228)*** (0.0177)*** (0.0235)*** (0.0228)*** (0.0177)***
F-stat excl. 33.99 34.63 43.11 33.99 34.63 43.11
instruments
Period FE Y Y Y Y Y Y
Area FE N Y Y N Y Y
Controls N N Y N N Y
Election years 1992-2013 1992-2013 1992-2013 1992-2013 1992-2013 1992-2013
Estimation method v v v v v v
Observations 47,992 47,992 47,983 47,992 47,992 47,983

The dependent variable is the average annual change in the share of invalid ballots between two elections (columns 1-3) or the average annual change in voter turnout
between two elections (columns 4-6). Standard errors are clustered at the level of 611 local labor markets. * p<0.1; ** p<0.05; *** p<0.01.
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Table 5: Transmission channels

(1) (2) 3) (4) (5) (6) ()

Dependent variable Populism Employment Populism Employment Income New car sales Gini index
A(import exposure) 0.0249 -0.0162 0.0132 -0.0106 -0.0032 -0.0088 0.0004

(0.0078)*** (0.0038)*** (0.0062)** (0.0045)** (0.0005)*** (0.0039)** (0.0002)**
First Stage:
IVA(import 0.1165 0.1748 0.1006 0.1628 0.1514 0.1392 0.1514
exposure)

(0.0177)*** (0.0170)*** (0.0125)*** (0.0130)*** (0.0199)*** (0.0178)*** (0.0199)***
F»stat excl. 43.07 105.42 64.67 157.20 57.91 61.13 57.90
instruments
Period FE Y Y Y Y Y Y Y
Area FE Y Y Y Y Y Y Y
Controls Y Y Y Y Y Y Y
Period 1992-2013 1991-2011 2001-2013 2001-2011 2003-2014 2001-2013 2003-2014
Estimation method v v v v I\ v v
Observations 48,072 16,028 24,044 8,015 88,979 90,307 88,979

In columns 1 and 3, the dependent variable is the average annual change in the populist vote share between two elections. Votes are categorized as populist following
Inglehart and Norris (2016). In columns 2 and 4 the dependent variable is the 10-year change in total employment as a share of working age population In column 5 the
dependent variable is the yearly average change in log. In column 6 the dependent variable is the yearly average change in log of per capita new car sales . In column 7 the
dependent variable is the yearly average change in the Gini index. Standard errors are clustered at the level of 611 local labor markets. * p<0.1; ** p<0.05; *** p<0.01.
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Table 6: The role of public expenditure

(1) (2) 3) (4)
Panel A: proxying local public expenditure with national figure
A(import exposure) 0.0220 0.0217 0.0247
(0.0083)*** (0.0082)*** (0.0102)**
A(local public expenditure) -0.3459 -0.2995 .0.2247
(0.0511)*** (0.0481)*** (0.0754)%**
. « .
A(lmport exposure)*A(local public 1.8795
expenditure)
(1.2459)
Period FE Y Y Y Y
Area FE Y Y Y Y
Controls Y Y Y Y
Election years 1996-2013 1996-2013 1996-2013 1996-2013
Estimation method v oLs v v
F-stat excl. instruments 51.38 51.72 18.84
Observations 32,053 32,053 32,053 32,053
Panel B: proxying local public expenditure with national figure — only welfare expenditure
A(import exposure) 0.0220 0.0217 0.0238
(0.0083)*** (0.0082)*** (0.0094)**
A(Iocal public expenditure) -0.4810 -0.4109 -0.2483
(0.0755)*** (0.0715)*** (0.1122)**
. « .
A(lmport exposure)*A(local public _4.4084
expenditure)
(2.0675)**
Period FE Y Y Y Y
Area FE Y Y Y Y
Controls Y Y Y Y
Election years 1996-2013 1996-2013 1996-2013 1996-2013
Estimation method v oLS v [\
F-stat excl. instruments 51.38 51.65 24.87
Observations 32,053 32,053 32,053 32,053
Panel C: proxying local public expenditure with municipal government’s expenditure instrumented with ISP
A(import exposure) 0.0131 0.0130 0.0258
(0.0065)** (0.0060)** (0.0111)**
A(|0C3| public expenditure) -0.1448 -0.1445 0.1124
(0.0836)* (0.0844)* (0.1766)
. « .
A(lmport exposure)*A(local public 21510
expenditure)
(1.5499)
Period FE Y Y Y Y
Area FE Y Y Y Y
Controls Y Y Y Y
Election years 2001-2013 2001-2013 2001-2013 2001-2013
Estimation method v I\ I\ v
F-stat excl. instruments 62.68 56.44 28.21 3.70
Observations 20,090 19,779 19,779 19,779

The dependent variable is the average annual change in the populist vote share between two elections. Votes are categorized as populist following Inglehart and Norris
(2016). In Panel A local public expenditure is proxied with national figure. In Panel B local public expenditures is proxied with national figure restricted to welfare-related
objectives. In Panel C local public expenditure is proxied with municipal government’s current expenditure instrumented by ISP (municipalities belonging to the regions

with special autonomy are excluded). Standard errors are clustered at the level of 611 local labor markets. * p<0.1; ** p<0.05; *** p<0.01.
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Figure 1: Populism in some Western countries
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Note: Vote share won by all populist parties in the last available parliamentary election in France (2017), Germany (2017), Italy (2018), and Western Europe. The latter
aggregate includes all countries (except Switzerland) considered in Colantone and Stanig (2018) and is weighted using the 2016 population. Parties are labelled as populist
based on the classification by Inglehart and Norris (2016).

Source: Own calculations based on the election datasets http://www.parlgov.org/ and http://elezioni.interno.gov.it/camera/scrutini/20180304/scrutiniCl.

Figure 2: R&D expenditure and worldwide market share dynamics
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Figure 3: Export dynamics
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Figure 4: Populism trend
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Appendix

Table A1: List of two-digit sectors

Sector Sector (description) Import skill Dependence
(NACE from intensity on public
revision 1) China spending
(Y/N)

01 Agriculture, hunting and related service Y 0.003389
activities

02 Forestry, logging and related service Y 0.007937
activities

05 Fishing, operation of fish hatcheries and fish Y 0.000000
farms; service activities incidental to fishing

10 Mining of coal and lignite; extraction of peat Y 0.000000

11 Extraction of crude petroleum and natural Y 0.000023
gas; service activities incidental to oil and
gas extraction, excluding surveying

12 Mining of uranium and thorium ores Y .

13 Mining of metal ores Y 0.000042

14 Other mining and quarrying Y 0.000040

15 Manufacture of food products and Y 0.16 0.000531
beverages

16 Manufacture of tobacco products Y 0.27 0.000354

17 Manufacture of textiles Y 0.10 0.000432

18 Manufacture of wearing apparel; dressing Y 0.14 0.000035
and dyeing of fur

19 Tanning and dressing of leather; manufacture Y 0.09 0.000642
of luggage, handbags, saddlery, harness and
footwear

20 Manufacture of wood and of products of Y 0.08 0.001014
wood and cork, except furniture;
manufacture of articles of straw and plaiting
materials

21 Manufacture of pulp, paper and paper Y 0.17 0.000492
products

22 Publishing, printing and reproduction of Y 0.34 0.000155
recorded media

23 Manufacture of coke, refined petroleum Y 0.31 0.000963
products and nuclear fuel

24 Manufacture of chemicals and chemical Y 0.41 0.048237
products

25 Manufacture of rubber and plastic products Y 0.15 0.001229

26 Manufacture of other non-metallic mineral Y 0.14 0.000551
products

27 Manufacture of basic metals Y 0.14 0.000202

28 Manufacture of fabricated metal products, Y 0.12 0.000512
except machinery and equipment

29 Manufacture of machinery and equipment Y 0.16 0.001685

n.e.c.
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Table A1l: List of two-digit sectors (continued)

Sector Sector (description) Import skill Dependence
(NACE from intensity on public
revision 1) China spending
(Y/N)

30 Manufacture of office machinery and Y 0.49 0.002532
computers

31 Manufacture of electrical machinery and Y 0.21 0.001715
apparatus n.e.c.

32 Manufacture of radio, television and Y 0.36 0.011788
communication equipment and apparatus

33 Manufacture of medical, precision and Y 0.38 0.005584
optical instruments, watches and clocks

34 Manufacture of motor vehicles, trailers and Y 0.20 0.004743
semi-trailers

35 Manufacture of other transport equipment Y 0.33 0.013611

36 Manufacture of furniture; manufacturing Y 0.16 0.000777
n.e.c.

37 Recycling N 0.000978

40 Electricity, gas, steam and hot water supply Y 0.000286

41 Collection, purification and distribution of N 0.034587
water

45 Construction N 0.003036

50 Sale, maintenance and repair of motor N 0.000124
vehicles and motorcycles; retail sale of
automotive fuel

51 Wholesale trade and commission trade, N 0.006358
except of motor vehicles and motorcycles

52 Retail trade, except of motor vehicles and N 0.012795
motorcycles; repair of personal and
household goods

55 Hotels and restaurants N 0.003589

60 Land transport; transport via pipelines N 0.003524

61 Water transport N 0.003367

62 Air transport N 0.001645

63 Supporting and auxiliary transport activities; N 0.036170
activities of travel agencies

64 Post and telecommunications N 0.000353

65 Financial intermediation, except insurance N 0.001055
and pension funding

66 Insurance and pension funding, except N 0.000010
compulsory social security

67 Activities auxiliary to financial intermediation N 0.000024

70 Real estate activities N 0.000050

71 Renting of machinery and equipment without N 0.000217
operator and of personal and household
goods

72 Computer and related activities N 0.004914
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Table A1l: List of two-digit sectors (continued)

Sector Sector (description) Import skill Dependence
(NACE from intensity on public
revision 1) China spending
(Y/N)
73 Research and development N 0.314709
74 Other business activities Y 0.000539
75 Public ~ administration and  defence; N 0.982200
compulsory social security
80 Education N 0.779812
85 Health and social work N 0.717289
90 Sewage and refuse disposal, sanitation and N 0.035587
similar activities
91 Activities of membership organizations n.e.c. N 0.014076
92 Recreational, cultural and sporting activities Y 0.116543
93 Other service activities Y 0.115998
95 Private households with employed persons N 0.000000
99 Extra-territorial organizations and bodies N

Table A2: List of populist parties by election

Election year

Parties labelled as populist

1992 Italian Social Movement — National Right (Movimento Sociale Italiano — Destra Nazionale);
Lombard League (Lega Lombarda)
1994 Northern League (Lega Nord); National Alliance (Alleanza Nazionale)
1996 Northern League (Lega Nord); National Alliance (Alleanza Nazionale); Social Movement —
Tricolor Flame (Movimento Sociale — Fiamma Tricolore)
2001 Northern League (Lega Nord); National Alliance (Alleanza Nazionale); Tricolor Flame
(Fiamma Tricolore)
2006 Northern League (Lega Nord); National Alliance (Alleanza Nazionale); Tricolor Flame
(Fiamma Tricolore)
2008 Northern League (Lega Nord); The Right — Tricolor Flame (La Destra — Fiamma Tricolore)
2013 Northern League (Lega Nord); Tricolor Flame (Fiamma Tricolore); The Right (La Destra);
Brothers of Italy — National Alliance (Fratelli d’Italia — Alleanza Nazionale); Five Star
Movement (Movimento 5 Stelle)
Table A3: Yearly coverage of the ISP
Year Covered Municipalities
1999-2000 All
2001-2012 Above 5,000 inhabitants
2013 Above 1,000 inhabitants
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