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SCIENTIFIC DISCOURSE
OF POPULISM: ASPECTS OF ECONOMY
AND TAX POLICY

Introduction. Insufficient level of the economic growth perceiving amongst population of even economically
developed countries, growth of inequality of incomes and welfare caused the opening for the opportunities for
exploitation of controversial narratives by non-systematic politicians of different spectra in order to obtain elec-
toral dividends, that stipulates the initiation of scientific discourse on the sources, reasons and consequences of
populism.

Problem Statement. A populist impact in many of European and world countries as well as considerable chal-
lenges for economic and political sustainability stipulate the necessity for scientific cognition of that essence for
Jfurther elaboration of receipts for minimization of negative and implementation of possible positive outcomes.

Purpose. To generalize, to structure and to systematize the studies of the political and economic foundations
of populism and its manifestations in the context of the formation and implementation of economic and fiscal
(tax) policy.

Materials and Methods. A methodological consensus as general method introduced on defining populism
as ideology, policy and social movement grounded on coordination on the structural elements contained in the de-
finitions of different research schools is implemented; a comparative analyses of Western European and Ukrainian
populism; a factsheet and statistical analyses for substantiation of evidence-based tax populism in Ukraine.

Results. The article reviews the publications of researchers on the problem of populism — its definition, ana-
lysis of social and economic foundations, as well as the impact on the fiscal and tax policies elaboration. On the
basis of generalization of broad international research approached framework regarding the analysis of populist
tax policy, the definition of tax populism is proposed. The reasons for the prevailing influence of right populism
on the current tax policy in Ukraine. Introduced concept of elaboration of sustainable system of institutional and
organizational-analytical measures grounded on the modernization of institutes of general public interest in the
field of development and strengthening of political process coordination and economic policy.

Conclusions. Generalized scientific, informational, analytical and statistical data about the objective
essence of economic and tax populism growing tendencies in the world as well as danger of right-wing tax popu-
lism in the Ukraine.
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One of the problems that have been studied by
Western scholars over the recent thirty years ! is
the problem of populism in many European and
world countries, the most striking manifestations
of which are associated with the referendum on
Britain’s exit from the EU known as the Brexit
and the US presidential campaign of 2016—2017
with its consequences. The growing interest in
this problem is caused both by its large scale (sup-
port for populist parties in Europe increased from
5% of the total number of votes in the late 1980s
to more than 20%, in 2011—2015 [2]), which has
shown the need for its modern scientific interpre-
tation, and by the associated threats to economic
and political stability in individual countries and
in the world as a whole, in order to develop reci-
pes for effective counteraction, for which it is
necessary to identify the phenomenon itself and
its causes. That is why the main object of research
by Western scholars has been to determine the
nature, the support base, and the causes of mod-
ern populism.

Although most populism studies have been
done by political researchers, there have been
many publications in Western Europe on its eco-
nomic aspects, from economic populism in the
Latin America to the economic underpinnings of
the Western European populism. This has helped
focus much attention to the objective founda-
tions of populism, overcome the bias that it has a
rational kernel. Since, so far there have been a
very few publications dealing with the impact of
populism on tax and fiscal policy, they deserve
special attention.

No special studies have been done in Ukraine.
The problem of populism in fiscal policy has been
raised by Ukrainian scholars only in the political
cycle context. Given this, the purpose of this re-
search is to find an answer to the question “What
is economic and fiscal populism in the world and
in Ukraine?”, “What are its causes and forms of

! Until the 1990s, according to C. Mudde and C. Kaltvasser,
the Latin American populism had been studied most wi-
dely, while its European version was not among the prio-
rities of academic research [1].
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manifestation?”. To this end, it is necessary to
solve the following tasks: 1) to clarify the defini-
tion of populism and its features in the context of
such aspects of this phenomenon as ideological
populism, political populism, and populism as a
characteristic feature of a particular policy or
decision-making in public policy; 2) to generalize
the economic causes of the Western European
populism and the approaches of Western scholars
to the analysis of its impact on fiscal policy; 3) to
outline the principal differences of the Ukrainian
populism from the Western European and the
American populism and its main causes; and 4) to
propose a definition of fiscal populism and to de-
scribe its manifestations in Ukraine.

The analysis of any phenomenon should start
with definition of its signs and terminology. With
regard to populism, this task becomes especially
relevant because of the lack of consensus in the
academic literature on the definition of “popu-
lism”, which is largely caused by the complexity
of its identification for the following reasons: nu-
merous manifestations, lack of consensus on its
main features as polar opposite of rational poli-
tics, and attempts to comprehend this phenome-
non in a negative way.

In view of the above, C. Mudde mentions two
dominant interpretations of the term “populism”,
which mostly appear in political debates. One of
them refers populism to the Stammtisch policy
(German for informal, unstructured, friendly mee-
ting), that is, a highly emotional and simplistic
discourse aimed at people’s feelings. The essence
of this interpretation of populism is characteri-
zed by the following statement, “populists seek
to cut the Gordian knot of modern politics with a
sword of supposedly simple solutions.” In the se-
cond case, populism is used to describe an oppor-
tunistic policy aiming at quick satisfaction of the
interests of people/voters to gain their support.
Although these definitions, according to C. Mud-
de, have an instinctive value, it is problematic to
use them in empirical research insofar as they are
emotional rather than rational. In contrast, the
researcher considers populism as an ideology that
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ultimately divides society into the two antago-
nistic groups: the general public and the corrupt
elite, and believes that politics should be an exp-
ression of the common will and interests of the
people [3]. C. Mudde and C. Kaltvasser consider
this definition the most acceptable for empirical
research in different countries of the world, since
it belongs to the minimum definitions (i.e. those
that cover only the basic — necessary and suffi-
cient — attributes of the definition) that have a
high level of abstractions and, as a consequence,
can be used to analyze a significant number of
cases [1].

J. Rydgren characterizes populism as an ideol-
ogy with the following defining features: an aver-
sion against the concept of representative democ-
racy (which in a democratic context is often man-
ifested a demand for more direct democracy), the
notion of the “people” as a harmonious and homo-
geneous collective and of the “elite” or the “estab-
lishment” as essentially different from the “peo-
ple”, and the belief that the party or leader repre-
sents the voice of the “people” [4].

The definition of populism proposed by the
British Encyclopedia contains three components:
1) anti-elite rhetoric (opposition of the elite and
the people) as key feature of populism; 2) it seeks
to defend the interests and to maximize the po-
wer of ordinary citizens, through reform rather
than revolution; 3) it ignores the long-term con-
sequences (concealment of future costs) of the
proposed protectionist policies. According to the
encyclopedia, the term “populism” can be used to
denote both democratic and authoritarian mo-
vements, while in the modern sense, populism is
often associated with an authoritarian form of
politics [5].

L. Pastor and P. Veronesi have distinguished
the two features of populism, which are common to
all its forms: anti-elitism and anti-globalism [6].
D. Rodrick emphasizes the same features, exten-
ding them with a tendency to authoritarian rule,
but notes that it is not always inherent in popu-
lism [2]. In this context, C. Mudde and K. Kalt-
vasser urge to be very careful when it comes to
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postulating populism, as it can be both a threat to
democracy and a corrective factor [1].
The researchers at the Tony Blair Institute for
Global Change have identified the three main ty-
pes of populist behavior:
¢ cultural populism that focuses on traditiona-
list and paternalistic values;
¢ socio-economic populism that focuses on the
imbalances that exist between the labor force
and the social relations of production, in par-
ticular those caused by imperfections of the in-
ternational economy;,

¢ anti-establishment populism that is based on
the opposition of social groups to the establish-

ment [7].

In contrast to the definitions of populism in
the broadest sense of the word, R. Dornbusch and
S. Edwards have studied the left-wing economic
populism in Latin America and proposed the de-
finition of macroeconomic populism as an app-
roach to the economy, which focuses on economic
growth and income redistribution. Less impor-
tance is given to the risks of inflation and funding
gaps, the external constraints, and the reaction
of economic agents to aggressive non-market po-
licies [8]. In accordance with these economic
consequences of populism, D. Acemoglu and co-
authors have defined it as the implementation of
a policy that is supported by a large part of the
population, but ultimately damages the econo-
mic interests of the majority [9]. However, ac-
cording to C. Mudde and C. Kaltwasser, such de-
finitions, are typical for the second generation
of studies of Latin American populism, based on
the economic approach. They do not describe
the populism of the 1990s, when political actors
began to combine populist discourse with eco-
nomic policy that promoted the free market. The
populism researchers have called such politi-
cians neo-populists, noting that economic com-
ponent is of secondary importance for their popu-
list ideology.

The analysis of the above definitions of popu-
lism, in our opinion, has shown the necessity of
generalization rather than opposition. To this end,
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the following aspects of this phenomenon should

be distinguished:

¢+ ideological populism or populism as an ideolo-
gy, the main feature of which is anti-establish-
ment statement;

+ political populism or populism as a method of
political struggle?, the characteristic features
of which are: in terms of the content, shifting
the emphasis to real problems that concern the
general public (the people)? and have not been
addressed or are solved too slowly; in the terms
of the purpose, quickly satisfying the interests
of people / voters in order to gain their support;
in terms of the form, using the rhetoric of ac-
cusations and inciting contradictions between
the people and the elite, exaggerating problems,
promising immediate changes without due re-
gard for their possible consequences, offering
simple solutions to complicated problems; in
terms of result, moving away from solving the
problem or addressing it partially;

¢ populism as a typical feature of a particular ty-
pe of public policy (hence: economic populism,
social populism, tax populism, fiscal populism,
etc.) or a separate decision in the field of public
policy, which is distinguished by: approaches
to solving existing problems, which aim at fin-
ding simple solutions instead of eliminating the
causes, disregarding the possible losses and be-
nefits, especially long-term ones, and the sys-
temic consequences.

Summarizing these definitions and taking in-
to account the meaning of the word “populism”
(French Populisme for the people) we can conc-
lude that the common features of populism as an
ideology, as a policy, and as a separate decision in
public policy are its focus on real problems that

2 This is how populism is defined in the Ukrainian Expla-
natory Dictionary ed. by V.V. Dubchynskyi, Kharkiv, Shko-
la Publishing House, (2006), 702 p..

3 The term “the people” has not been clearly defined by po-
pulists. It may mean individual groups of population who
are not satisfied with the policy of the establishment, or
business, for instance small business that is unhappy with
tax policy, or intellectuals.
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concern the people but have not been addressed
by the political elite for a long time, which causes
confrontation between the people and the estab-
lishment; trying to solve these problems in a way
that meets the ideas and aspirations of the people
(quickly and radically), in order to meet their
needs and interests (to improve the living condi-
tions). Inasmuch as complicated problems requi-
re complex solutions that cannot be simple and
quick, usually, no real improvement in life occurs.
Thus, populism that combines rational and irra-
tional, constructive and destructive is a cont-
roversial phenomenon with controversial conse-
quences: populism in government offices is a se-
rious threat to the future of the country; popu-
lism in the political opposition is a signal for those
who are at the helm to pay attention to urgent
problems and look for effective (rational) ways to
solve them.

Among the causes of populism, the researchers
have identified institutional, economic, cultural,
and psychological phenomena. Special emphasis
is placed on the quality of political institutions,
corruption among political elites, and the com-
petitive media market that forces them to focus
on the stories feeding populist narratives, such as
those related to corruption and criminality, and
the lack of public awareness (information asym-
metry). However, according to many researchers,
the economic reasons play the decisive role in po-
pulism. To support this statement, C. Foster and
J. Frieden have pointed out that political institu-
tions and identities do remain important for the
baseline differences in trust across countries and
groups, but economic factors best explain the
short-term change in trust levels. Institutional
quality is positively associated with trust; how-
ever, since national and European institutions ha-
ve generally been moving in the direction of grea-
ter transparency, professionalization, and accoun-
tability, the change in institutional quality over
the past decade has, if anything, partially mitiga-
ted what would otherwise have been an even mo-
re dramatic collapse in trust [11]. Other relevant
studies are characterized by a wide range of views.
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According to D. Rodrick, the economic roots
of populism should be sought in globalization, as
its benefits are distributed unevenly because our
current model of globalization is built on a funda-
mental and corrosive asymmetry. Trade agree-
ments and global regulations are designed largely
with the needs of capital in mind. Trade agree-
ments are driven overwhelmingly by a business-
led agenda. The implicit economic model is one of
trickle-down effects that make investors happy
and the benefits will eventually flow down to the
rest of society, although practically the interests
of labor force are recognized only rhetorically. To-
day, it is necessary to rebalance globalization so
as to maintain a reasonably open world econo-
my while curbing its excesses. We need a rebalan-
cing in three areas in particular: from capital and
business to labor and the rest of society, from glo-
bal governance to national governance, and from
areas where overall economic gains are small to
where they are large.

D. Rodrick states that globalization waves
always lead to a populist reaction as they genera-
te potential public support for movements that
position themselves outside the political main-
stream and oppose established rules of the game.
Although the shocks of globalization create a
demand for populist politics, the researcher em-
phasizes that it is important to understand the
political orientation chosen by populist parties,
which, in his opinion, depends on the relative
importance of the two cleavages caused by glo-
balization: an ethnonational /cultural cleavage and
an income/social class cleavage. Populist who em-
phasize the identity cleavage target foreigners or
minorities, and this produces right-wing popu-
lism. Those who emphasize the income cleavage
target the wealthy and large corporations, pro-
ducing left-wing populism. Hence, these types of
populism are associated with the relative impor-
tance of different types of globalization shocks,
depending on the effects of international trade
and financial globalization, on the one hand, and
the intensification of migration and refugee
flows, on the other hand. The first type prevails
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in Latin America, while the second one dominates
in Europe [2].

I. Colantone and P. Stanig (2018) have made
an empirical analysis of the relationship between
globalization, in particular the development of
international trade, and the outcomes of the par-
liamentary elections in 15 Western European
countries in 1988—2007, which shows an en-
hanced support for nationalist, isolationist, and
right-wing radical parties [12]. Its main idea is
that globalization cannot be sustainable in the
long run unless there is a proper redistribution
policy that aims at compensating for losses to the
so-called “losers” of globalization, i.e. those seg-
ments of society, which suffer the most from in-
ternational trade, in particular from competition
shocks caused by rising imports from China. The
uneven distribution of profits resulting from glo-
balization has led to an enhancement in the gen-
eral opposition to free trade. Such sentiments are
primarily propagated by nationalist and radical
parties whose political proposals tend to increa-
se support for domestic free market policies with
strong protectionist positions.

L. Pastor and P. Veronesi have studied the em-
pirical relationship between populism and globa-
lization that gives rise to such a phenomenon as
inequality. According to them, populism as a ne-
gative reaction to globalization is a response of
rational voters to increasing inequality that is a na-
tural consequence of economic growth. In other
words, the growth exacerbates inequality that
over time undermines the foundations of globa-
lization. This reaction is inevitable. It is only a
matter of time. While analyzing the populist reac-
tion to the growth of inequality, the authors em-
phasize that they mean inequality resulting from
high consumption of the rich rather than low con-
sumption of the poor. Thus, the antagonism to-
wards inequality means envy of the economic eli-
tes rather than compassion for the poor.

The above-mentioned authors have developed
a model, according to which a populist backlash
emerges endogenously in a strong economy. If
production is higher, reducing consumption does
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less harm because its marginal utility is lower.
Therefore, as economy grows, the willingness of
voters to sacrifice consumption for the sake of
greater equality increases. As a result, a populist
is ultimately elected in a strong economy. At the
same time, the redistribution of wealth can delay
the populist reaction of voters, but not prevent it.
According to the simulation results, it has been
concluded that countries with higher level of in-
equality, financial development, and current ac-
count deficits are more vulnerable to populism [6].

Unlike L. Pastor and P. Veronesi, the group of
researchers led by Y. Algan has established a
strong relationship between the economic crisis
of 2008—2009 in Europe and the resulting in-
crease in unemployment, on the one hand, and
voting. for non-mainstream especially populist
parties, as well as a decline in trust in national
and European political institutions that are ac-
cused of failing to cope with the devastating ef-
fects of the crisis, on the other hand. In particular,
based on their empirical analysis, it has been con-
cluded that an increase in unemployment by one
percentage point is associated with an increase
by 2—3 percentage points in voting for populist
and Eurosceptic parties, and an increase in regio-
nal unemployment by 5 percentage points leads
to a decrease in trust in the country’s parliament
by 3.5 percentage points [13].

C. Foster and J. Frieden also emphasize the
crucial role of economic factors that determine
changing trust in EU institutions and national
governments. In particular, they associate the
rapid and asymmetric decline in trust with the
political and economic crises that took place in
Europe since 2008, starting with the global finan-
cial crisis and the Eurozone debt crisis, which
neither governments of EU Member States nor
EU institutions have managed to effectively cope
with. As a result, public trust in government has
been declining significantly since the end of 2009,
in many EU countries. According to the Euroba-
rometer survey, the percentage of Europeans who
trusted in the EU fell from 60%, in 2004, to 36%,
in 2015; trust in national governments dropped
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less sharply, from 36% to 29%, in the last decade.
At the same time, the study has showed that the
loss of trust of citizens is not homogeneous. Citi-
zens with higher level of education and skills, as
well as citizens of countries with better institu-
tions and broader political rights trust national
governments more. The unemployed are much
less likely to trust government (an increase in un-
employment from 10 to 15% correlates with a
9 percentage point decrease in the probability of
trust), and the gap in trust between the employed
and the unemployed is exacerbated by the public
debt crisis [11].

These results complement the findings of the
team of researchers led by M. Funke who, having
studied 20 advanced economies during 1870—
2014, proves that the financial crisis aggravates
political polarization and fragmentation, increa-
ses the chances of coming to power of far right po-
litical parties, including populist parties of the so-
called “new order” (on average, far right parties
have seen an increase in their vote shares of about
30% relative to their pre-crisis level in the five
years following a systemic financial crisis), the
probability of public crisis, change of government,
and social unrest. At the same time, according
to the researchers, the political effects of finan-
cial crises are particularly more pronounced than
those of normal recessions that tend to have little
or no effects on political variables. The first po-
tential explanation could be that non-financial
crises are perceived as “excusable” events, trig-
gered by large exogenous shocks such as oil prices,
natural catastrophes, or wars. In contrast, finan-
cial crises may be perceived as an endogenous an
“inexcusable” types of crisis that are the result of
policy failures, moral hazard and favoritism. In
other words, the electorate may blame politics for
the occurrence of financial crises because the per-
ception is that the crash could have been avoided.
The second important explanation is that finan-
cial crises trigger unprecedented policy respon-
ses. As there tends to be a large degree of uncer-
tainty about the consequences of these policies,
confidence in the political leadership may erode
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and increase the willingness to reject conventio-
nal policies [14].

L. Guiso and the group of researchers have
studied the impact of economic security on the
demand (behavior of voters) and the supply
(emergence and political position of the respec-
tive parties and movements) of populism at both
theoretical and empirical levels. According to
them, the crisis of the 21* century (characterized
by external threats of globalization and migra-
tion, as well as by the large-scale financial crisis)
has undermined public confidence in both left-
wing (government-centric) and right-wing (mar-
ket-centric) policies. Previous crises that were
mainly one-sided generated political cycles and
left no room for populist platforms. Instead, the
rare combination of the inability of both markets
and governments to guarantee security has sha-
ken confidence in traditional political parties and
institutions, and has created frustrations and
fears amplified by growing threats of mass im-
migration and globalization. The negative shock
of economic security, which affects the citizen at
a time when left and right traditional recipes are
perceived as ineffective, suppresses their motiva-
tion to vote for mainstream parties (both left- and
right-wing); disappointment creates demand for
populist platforms and growing support of po-
pulist parties. Thus, unlike Y. Algan, L. Guiso and
his colleagues believe that economic instability
does not lead to voters’ commitment to populist
parties directly, but being concerned about it,
supporters of mainstream parties abstain from
voting for them. In addition, in contrast to Y. Al-
gan and D. Rodrick, the researchers have studied
the proposal of populism, emphasizing the role of
economic instability in changing the program re-
quirements of populist parties in order to meet
the priorities of voters [15].

Another research by the same authors explains
the unequal support of populist parties in differ-
ent EU countries in response to the shock of glo-
balization and the financial crisis of 2008—2011.
In particular, the hypothesis of greater success
of populist parties in response to such shocks in
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Eurozone countries as compared with the rest of
EU Member States has been tested. More signifi-
cant impact of the financial crisis on populism in
the Eurozone countries has been explained by the
two effects: “policy strait jacket” or PS] and the
“relocation” effect.

The PS]J effect is caused by the fact that the
Eurozone regulations impose much stricter re-
strictions on the fiscal and monetary policies of
its member states, which makes their response to
a financial crisis less effective and subsequently
leads to a debt crisis. The inefficiency (or lack)
of policy instruments to respond to individual
shocks in individual countries, which was particu-
larly evident in the Eurozone, has diminished con-
fidence in the political promises of mainstream
parties and increased demand for simple popu-
list proposals such as trade barriers or exit from
the Eurozone.

The relocation effect (relocation of production
from the Eurozone to the countries of Eastern
Europe) is a reaction of corporations to the com-
petitiveness crisis, similar to the crisis caused by
globalization. As the relocation of firms to lower-
cost countries results in fewer jobs, these circum-
stances exacerbate the sense of economic insecu-
rity and frustration among residents of the Euro-
zone, making populist alternatives relatively mo-
re acceptable.

L. Guiso and co-authors emphasize that their
results have broad policy implications for the Euro-
pean integration processe. In particular, they ha-
ve shown that a European Monetary Union with-
out a fiscal and political union creates citizens’
frustration for the inability of individual govern-
ments to counter shocks, and this may lead to
a political derailing of even the existing levels
of integration. A hypothetical United States of
Europe would be able to give faster and more ef-
fective fiscal and monetary policy countercycli-
cal responses, and hence the individual country
level PS]J frustration effects would be eliminated.
Moreover, a fiscal union would reduce tax com-
petition effects, leading to less relocation deci-
sions [16].
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It should be noted that according to the World
Bank Polarization and Populism analytical report,
the main economic factors of growing support for
political populist movements in Europe and Cent-
ral Asia are progressive inequality, slow post-cri-
sis economic growth, and structural changes in
the labor market [17].

While analyzing the causes of Brexit, T. Samp-
son states that they cannot be a rational assess-
ment of economic costs and benefits, as there is a
consensus in the literature that EU membership
is good for the UK economy: trade between the
UK and the EU is much more important for the
United Kingdom than for the EU (exports to the
EU account for 12% of UK GDP, while imports
from the EU makes up only 3% of EU GDP). The
EU membership has increased GDP per capita, in
particular through increased productivity driven
by enhanced competition in the product market;
as barrier-free trade has reduced the market po-
wer of domestic firms, and they have responded
by investing more in raising productivity.

T. Sampson has analyzed two plausible hypo-
theses of the Brexit. Hypothesis 1: Primacy of the
Nation-State. Successful democratic government
requires the consent and participation of the go-
verned. British people identify as citizens of the
United Kingdom, not citizens of the European
Union. Consequently, they feel that the United
Kingdom should be governed as a sovereign na-
tion-state. EU membership erodes Britain’s so-
vereignty. In particular, it prevents the UK from
controlling immigration and forces the UK to imp-
lement laws made by the EU. According to this
hypothesis, British people voted to leave the EU
because they want to take back control of their
borders and their country. Hypothesis 2: Scape-
goating of the EU. Many people feel left-behind
by modern Britain. The left-behind are older, less
educated, more socially conservative, less eco-
nomically successful and think life in Britain is
getting worse not better. Influenced by the anti-
EU sentiments expressed by Britain’s newspa-
pers and Eurosceptic politicians, these individuals
have come to blame immigration and the EU for
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many of their woes. According to this hypothesis,
voters supported Brexit because they believe EU
membership has contributed to their discontent
with the status quo [18].

The Nation-State hypothesis is closely related
to the idea of D. Rodrick, according to which the
global economy meets a political trilemma (“open
economy trilemma” or “impossible trinity”). The
implied claim, as in the standard trilemma, is that
we can have at most two of these three things. If
we want true international economic integration,
we have to go either with the nation-state, in
which case the domain of national politics will ha-
ve to be significantly restricted, or else with mass
politics?, in which case we will have to give up the
nation-state in favor of global federalism. If we
want highly participatory political regimes, we
have to choose between the nation-state and in-
ternational economic integration. If we want to
keep the nation-state, we have to choose between
mass politics and international economic integ-
ration [19].

According to this trilemma, in terms of the na-
tion-state hypothesis, the Brexit is a democratic
response to the erosion of British sovereignty
caused by EU membership. If this interpretation
is correct, it means that deep integration suppor-
ted by the EU is incompatible with national de-
mocracy. For Europe to remain democratic, either
the member nations should develop a collective
identity instead of separate national identities, or
the supranational powers of the EU should be re-
duced. Otherwise, the idea of exit from the EU
may spread over other countries, and the EU may
lose some of its members.

According to J. Kyle and L. Gulchin, an impor-
tant aspect of the study of populism is the analy-
sis of its consequences, the understanding of
which in combination with the understanding of
its essence and content is the major weapon in
fighting its attractiveness [ 7]. Without going into
a detailed coverage of this problem, let us con-
sider the consequences of populism as identified
by C. Kaltwasser who used a positivist approach,
within which we can systematize both negative
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Consequences of Populism

Negative

Positive

Populism can use the notion of majority rule to attack scien-
tific thinking and erode the autonomy of technocratic orga-
nizations that seek to monitor the economy

Populism can generate high economic uncertainty by ma-
king the politics of coalition formation more difficult and
unstable

Populism can foster the legitimization of corrupt practices
and clientelistic exchanges with the aim of supporting “the
pure people”.

Populism can force segments of the establishment to accept
reforms that can improve the economic integration of ex-
cluded segments of the population

Populism can increase the accountability of technocratic
institutions, which are pressed to better explain their deci-
sion-making processes

Populism provides an opportunity to reassess the agenda of
economic liberalism

and positive (or at least constructive) consequen-
ces of populism (Table below) [20].

While talking about the third consequence (to
be discussed in more detail in this research), it
should be noted that libertarianism (libertarian
populism), especially in its most radical manifes-
tations based on the theory of M. Rohtbard (a
representative of the Austrian economics school
and the author of fundamental and, at the same
time, controversial publication For a New Liberty:
The Libertarian Manifesto [21], who introduced
paleolibertarianism as an ideology of integration
of cultural conservatism and libertarian econo-
my) more and more evidently tends to right-wing
populism. Of particular note is the fact that ac-
cording to Rothbard, taxation is origin of nega-
tive, in his opinion, effects of the state and con-
sequences for free economy. In our opinion, his
work underpinned the dynamic development of
“libertarian populism” that is increasingly associ-
ated with the ideological transformation of the
Conservative Party in the United States. Since
2013, despite debates among both fierce critics
(including P. Krugman [22]) and supporters of
this trend [23], libertarian populism has gradual-
ly become an economic platform for the right-
wing spectrum of U.S. political movements. The
main socio-economic priorities of such a platform
include key issues related to the formation and

“D. Rodrick uses the term “mass politics” to refer to politi-
cal systems where: a) the franchise is unrestricted; b) there
is a high degree of political mobilization; and c¢) political
institutions are responsive to mobilized groups.
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implementation of fiscal policy, including the call
for tax reform of large corporations (especially fi-
nancial ones), reduction or abolition of payroll
taxes, simplification and structuring of tax legis-
lation to reduce opportunities for tax evasion, etc.
An important aspect of the studies by T. Har-
rison [24], S. Kasamatsu and D. Kishishita [25],
S. Khemani and W. Wane [26], J. Benhabib [27],
and E. Rydgren [4], etc. is the impact of populism
on fiscal and tax policy. In particular, studying
the reasons for the policy of low taxes on corpo-
rate income and personal income in the United
States and Canada, T. Harrison mentioned not
only international competition for mobile factors
of production in the conditions of neoliberal glo-
balization and efforts of think tanks and lobbying
groups that appropriated populist rhetoric and
who saw limiting and reducing taxes as a means
of shrinking government or, especially in the Uni-
ted States, anti-government, anti-tax sentiment
that had lodged itself firmly within the U.S. po-
litical culture, but also the impact of right-wing
populism on tax policy in these countries [24].
Like T. Harrison, S. Kasamatsu and D. Kishi-
shita have considered the extreme reduction in
tax rates or the policy of low taxes as one of the
features of right-wing populism. However, they
focus on studying the implications of such poli-
cies in closed and open economies. To this end,
they have constructed a two-country tax compe-
tition model with an information asymmetry, in
which the residents in one of the two countries do
not know their policymaker’s type (benevolent
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or leviathan who maximizes tax revenue). Having
compared the equilibrium in a tax competition
economy that results in the transfer of capital
from the country with a high capital tax rate to
the country with a lower rate, with the equilib-
rium in a closed economy where there is no capi-
tal transfer, they came to the following conclu-
sions. First, a populist taxation policy arises when
a politician has reputation (i.e., reelection) con-
cerns. Second, reputation concerns inducing pop-
ulism can improve the country’s welfare under
tax competition, whereas that is not the case in a
closed economy [25].

Although populism in Ukraine has deep roots,
in recent years it has taken particularly threate-
ning forms and given rise to concerns not only
about the reform policy in our country, but also
about its future as an independent sovereign sta-
te. While describing this phenomenon in general,
it should be noted that it has both common and
different features with the populism in Europe
and America. The common feature is the opposi-
tion of the interests of the political elite (which is
“corrupt and must be completely changed”) and
the people, as well as promises of rapid changes.
The distinguishing signs are the lack of anti-glo-
balization, anti-EU and nationalist rhetoric; the
presence of populist proposals and slogans in the
rhetoric of almost all political actors, as a result
of the absence of classical ideological parties [28];
and ideological uncertainty of populist parties
that can use simultaneously the left and the right
ideas, playing on economic issues or promoting
far-right arguments to solve national security prob-
lems [29]. In Ukraine, the main issues in the focus
of populism are war, high tariffs and low incomes,
corruption and the domination of oligarchs, and
unfair justice.

The main causes of populism in Ukraine are
similar to those in Europe:
¢ economic and political instability (as a result

of the annexation of Crimea and the war in the

east of the country, as well as permanent eco-

nomic crises as real GDP fell by 14.8%, in 2009,

by 6.6%, in 2014, by 9.8%, in 2015) that results
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in declining real income and worsening living

standards of the majority of Ukrainian popula-

tion. In particular, according to the National

Bank of Ukraine, in the first half of 2018, the

real disposable income of Ukraine’s population

accounted for only 82% of that of 2013 [30].
¢ low quality of institutions, their inability to

effectively solve social problems and, conse-

quently, growing distrust of them among the
population. The quality of institutions and
their ability to carry out reforms can be asses-
sed based on the results of opinion polls, ac-
cording to which 54% of the population has
not seen any successful reform in Ukraine. Among
the relatively successful reforms, according
to them, there are the pension reform (7%), the
military reform (6.5%), the decentralization re-
form (6%), and the medical reform (6%) Among
the main reasons for low rating of reforms is
the lack of proper communication between the
government and the population. In particular,
only 10% of Ukrainians believes that informa-

tion about reforms is sufficient and clear [31].

As a result, according to opinion polls conduc-

ted by the Ilko Kucheriv Democratic Initia-

tives Foundation together with partners, the
sociological service of the Razumkov Center
and the Kyiv International Institute of Socio-
logy, in 2015, 30% of Ukrainians believed in the

success of reforms versus 62% of those who did

not believe; in 2016, 29% and 65%; in 2017,

27% and 67%; in 2018, 35% and 60%, respec-

tively [32].
¢ growing inequality of income and wealth [33].

Without focusing on the manifestations and
causes of political populism, which go beyond the
scope of this research, let us consider populism
in tax policy in Ukraine. First of all, let us try to
define tax populism, which is a condition for iden-
tifying the forms of its manifestation.

Thus, the right-wing tax populism means such
changes (or proposals for changes) in tax policy,
which imply the rapid and radical reduction in tax
rates, which causes fiscal imbalances, or the int-
roduction of individual tax benefits (for certain
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industries or businesses) for the sake of certain
groups of stakeholders (to reduce the tax burden
on them), but have negative consequences for the
fiscal system and /or the economy as a whole.

In our opinion, in Ukraine, in contrast to Ame-
rica and Canada, where the low tax policy is sup-
ported by the general population [24], the social
base of tax populism is narrower. It is initiated
and supported by business entities or certain
groups (large business, small and medium busi-
ness, business structures of certain types of eco-
nomic activity (for example, agricultural produc-
ers granted with a special VAT regime).

In addition to the right-wing tax populism,
there is also the left-wing one that manifests it-
self in increasing the tax burden on the wealthy
people by introducing excessively high marginal
rates of income tax or taxes that are usually dif-
ficult to administer. Therefore, they provide little
revenue to the budget and do not help address
the problem of reducing income and wealth in-
equality, so they are introduced with populist,
demonstrative goals. An example of such taxes is
the wealth tax that is considered particularly dis-
tortive and difficult to administer due to the dif-
ficulties associated with tracking and appraising
wealth ownership [34].

The identification of tax populism requires its
separation from the rational improvement of ta-
xation. Although both are responses to real prob-
lems and contradictions of the tax system, but in
contrast to the populist, the rational response is
moderate (provides for such tax cuts that do not
prejudice the budget balance), based on scientific
assessments of the tax system and needs to deve-
lop the economy and the society, as well as oppor-
tunities to influence this development through
the use of tax levers. Its second feature is a certain
mechanism for implementing the following chan-
ges, given the feasibility, systemic effects of in-
novation (on revenues from other taxes, the be-
havior of taxpayers, and social processes), short-
term and long-term consequences (both positive
and negative), the introduction of necessary com-
pensators, and their phased implementation.
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In Ukraine, a manifestation of left-wing tax
populism was the establishment of high marginal
rates of personal income tax (at 50—90%) in the
early 1990s, for which tax was not actually paid
and which gave impetus to a large-scale tax eva-
sion. Such a policy was unlikely to be widely sup-
ported, as high tax rates were applied to low in-
comes. Currently, tax policy in Ukraine is signi-
ficantly influenced by right-wing populism, due
to a number of reasons:

1) a high level of tax burden on the economy,
which has insignificantly decreased in recent
years. In particular, the total share of tax revenues
to the consolidated budget and the unified social
security contribution (USSC) in GDP dropped
from 35.6%, in 2013, to 34.1%, in 2018, as a result
of a decrease in its share from 12.4 to 6.4%, re-
spectively, although the share of tax revenues in-
creased from 23.2 to 27.7% [ 35, 36];

2) a high level of hidden income;

3) a large-scale corruption;

4) the dependence of political forces on large
capital whose interests determine the main direc-
tions of development of the tax system.

All these factors have become the basis for po-
pulist calls for a radical tax cut as a precondi-
tion for reducing the government presence in the
economy.

The most striking examples of the right-wing
tax populism are a radical reduction in the USSC
rate for entrepreneurs in 2016, from 41 weighted
average (36.4% effective) to 22% and the aboli-
tion of the employee tax previously paid at a rate
of 3.6%. In fact, there was a reduction in the tax
burden on both business and labor, but for labor
it was many times less than for business. We con-
sider this change in the taxation of the salary fund
to be a manifestation of populism, because it was
introduced in a radical way, without taking into
account not only the long-term but also short-
term consequences for the Pension Fund and pub-
lic finance in general. In addition, it did not ac-
hieve its main purpose that was to bring salaries
and wages out of the shadow economy. As a re-
sult, the deficit of the Pension Fund of Ukraine
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and its financing from the national budget in-
creased (the share of budget funds in the total
revenues of the Fund increased from 35.8%, in
2015, to 55.5%, in 2016; it did not reach the pre-
reform level and reached 42.6%, in 2018 [37]).

This entailed new, even more radical initiati-
ves voiced by experts, aiming at abolishing the
single social security tax, liquidating the Pension
Fund and replacing retirement payments with
social assistance to pensioners, which would be
paid from national budget revenues [38, 39]. In
addition, it was proposed to abolish other social
funds, which could be an unprecedented damage
to the social rights and welfare of citizens.

This proposal is populistic because it does not
address the scarcity of funds for the payment of
retirement fees to aging population of Ukraine,
but transfers it from the Pension Fund to the na-
tional budget, without offering adequate com-
pensators for its sources °. The implementation of
such a proposal will not only make all pensioners
equally poor (as V. Dubrovsky admits, “the state
will guarantee only the subsistence level in the
future, like in Georgia, for example”), but also ex-
acerbate the problem of social injustice for peop-
le who worked in different way and paid diffe-
rent amounts of contributions to the Pension Fund
of Ukraine.

In 2017—2018, there was widely discussed a
new tax initiative that also had signs of populism
and aims at further reducing the tax burden on
business — the replacement of income tax with
distributed profit tax. This initiative is included
in the programs of many presidential candidates,

5 The compensators proposed by V. Dubrovsky, such as an
increase in the taxation of land and buildings cannot be
considered sufficient. Even with the reform of these taxes
and their proper administration, according to the author,
they will provide budget revenues only about 3—4% of
GDP [38], while the share of SSST, even after reduction,
in particular, in 2018, amounted to 6.4% of GDP, while
the total revenues of the Pension Fund of Ukraine accoun-
ted for 9.9%. As for other important sources of budget re-
venues, individual income tax and corporate income tax,
the rate of the former is proposed to be reduced, while that of
the latter is offered to be replaced by distributed profit tax.
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as well as in the programs of political parties in
the presidential and parliamentary elections of
2019. Tts populist component is an attempt to
find a simple solution to a complicated problem
(the lack of investment in Ukraine’s economy).
However, hopes for this are not well-grounded, as
the main factors determining the investment cli-
mate in the country are the Donbass war, the high
level of corruption, and the lack of fair justice
that compromises the protection of investors at
courts, weak specification and protection of prop-
erty rights, which creates the risk of property re-
distribution, and the lack of a transparent com-
petitive market environment. It will not be pos-
sible to eliminate these factors (or significantly
change the intensity of their impact) quickly, so a
mere replacement of the tax, without providing
the necessary increase in investment, will destroy
the long-term system of corporate income taxa-
tion that meets European standards and cause
large budget losses.

Hence, in Ukraine there are manifestations of
both the left- and the right-wing tax populism,
but the latter currently prevails. Since the popu-
list ideas have not been already all implemented,
in general, the current tax policy in Ukraine is
quite rational, but the threat of right-wing popu-
lism for it remains quite real.

It cannot be ignored, given the dangerous com-
bination of tax populism with budget populism,
which is particularly noticeable in the pre-elec-
tion period, as well as populist social promises in
the programs of political parties. At the same ti-
me, the threat of populism in the fiscal sphere is
more significant, if the budget revenues policy
tends to the right-wing populism, while the poli-
cy of budget expenditures is based on the left-
wing populist principles. Such a hybrid policy
may exacerbate fiscal and economic imbalances
to unacceptable level. The danger of right-wing
tax populism is growing, given the challenges fa-
cing the Ukrainian state in connection with the
intensification of international competition, the
Donbass war, the need to make significant pay-
ments on public debt in 2021—2049, the increa-
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sing labor migration, and the economic backward-
ness. Only a strong and efficient state, the finan-
cing of which requires the abandonment of low
tax policy, can give a decent answer to these chal-
lenges.

Thus, having realized both the subjective and
objective nature of the origins and consequences
of populism and monitored its real and potential
manifestations in the socio-economic sphere in
relation to the formation and implementation of
the fiscal policy, we propose approaches to for-
ming a balanced system of institutional, organi-
zational, and analytical measures to identify and
to prevent the causes, as well as to minimize its
negative and to promote the introduction into
public practice of possible positive consequences.
In particular, it seems appropriate to initiate and/
or to modernize the existing institutions of gene-
ral public interest in the development and streng-
thening of coordination of political process and
economic policy, based on enhancing the rational
component and political responsibility for the
elaboration and adoption of strategic economic
decisions, in particular:
¢ toformatrulyindependent (without the invol-

vement of government) economic advisory bo-

dy with the provision of mandatory analytical
and control public powers (including limited/
optional veto) to analyze the economic block
of political party programs (to prevent unrea-
listic, unreasonable measures, similarly to the
process as it is organized in the Kingdom of the

Netherlands, where the Centraal Planbureau

(economic policy analysis bureau) is authori-

zed to prepare, to develop, and to present to the

public a consolidated report on the financial

and economic proposals of political actors [40],

to assess the socio-economic consequences of

proposed reforms, to examine draft laws and
regulations, to evaluate the quality of the bud-
get process, to perform ex-post monitoring of
the economic effect of the implementation of
regulations that have a potential impact on the
economy (especially draft legislation and go-
vernment decisions affecting the revenue or ex-
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penditure side of the state budget, fiscal poli-
cy). In the later stages, it would be appropriate
to involve or at least to coordinate such pro-
cesses with reputable foreign institutions such
as the German Economic Expert Council or
the aforementioned Centraal Planbureau of the
Netherlands [42];

to develop a mandatory list of socio-economic
issues with detailed relevant qualitative and
quantitative indicators (macroeconomic and
macro-financial) in the medium term, which
should be reflected in programs of political
parties and in coalition agreement and serve as
a basis for initiating mechanisms of political re-
sponsibility for failure to fulfill commitments;
to introduce an ex-ante principle in determin-
ing the specific candidacies of political parties
to government together with political program
at the stage of election campaign, optionally in
the form of an open list of candidates for the
most important positions in the government; to
introduce an imperative principle for appoint-
ment of these nominated candidates from the
lists of political parties to positions in govern-
ment, based on results of coalition negotiations,
ensuring the involvement of candidates from
these lists in thematic debates with representa-
tives of the scientific and expert community,
independent/advisory expert institutions be-
fore appointment to leading positions in bran-
ches of power;

to create a national welfare fund as a financial
institution for human capital development, pro-
viding the mobilization of financial resources
with sources in accordance with further large-
scale initiatives, at the legislative level, in or-
der to generate new or to receive additional
revenues to the state budget (land reform, le-
galization of gambling, privatization of large
enterprises, etc.); to authorize this body to ad-
minister programs aiming at human capital de-
velopment (based on justified criteria-based app-
roaches to population access to soft loans for
education, purchase of housing, health insur-
ance coverage, creation of the first jobs, etc.);
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*

to modernize and to harmonize approaches to
establishing the salary ratio in the public sec-
tor, in particular in public corporations, with
the possible use of objective statistical indica-
tors and/or indicative growth rates (e.g., sec-

getary, tax, and social policy on the leading re-
mote online platforms, international internship
programs for the best teachers at leading for-
eign R&D and educational institutions.

It is worth emphasizing once again that eco-

nomic populism and its manifestations in various
spheres cannot be counteracted unless there is a
balanced scientifically sound fiscal policy that ta-
kes into account the importance of effective go-
vernment regulation, existing budget constraints,
the need to harmonize tax policy with public ex-
penditure policy that balances the interests of sta-
keholders, meets the principles of not only eco-
nomic efficiency, but also social justice, which
ultimately should ensure confidence in public ins-
titutions and their adaptation to modern chal-
lenges of sustainable development.

toral growth) to limit annual salary growth,
bonuses, etc., with possible formulation on this
basis of budgetary (fiscal) rules on the ma-
ximum income gap of civil servants of diffe-
rent levels, public sector employees in the me-
dium term;

to increase expenditure on education and
R&D in general and to ensure the quality of
education in theoretical and applied disciplines
of political and economic orientation, in par-
ticular, by providing opportunities for free edu-
cation and training on issues of economic, bud-
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HAYKOBUM ANUCKYPC IOTIYJII3MY:
ACIEKTH EKOHOMIKU 1 ITIOJATKOBOT HOJIITUKN

Beryn. HenocraThiil piBeHb BiIMyTHOCTI pe3ysbTaTiB eKOHOMIYHOTO 3pOCTAaHHSI HACEJIeHHSIM HaBiTh €EKOHOMIYHO PO3BUHY-
TUX KpaiH, 3pOCTaHHsI HEPIBHOCTI J0XO/IIB i GaraTcTBa 0OYMOBUIIU BIAKPUTTS. MOKJIUBOCTEl JIJIs €KCILIyaTallii KOHTPOBEp-
CITHUX HapaTUBIB HECUCTEMHUMU MOJITUKAMU Pi3HUX CIEKTPIB /IS OTPUMAHHS eJIeKTOPAJIbHUX UBIZICH/IIB, 110 BUMAarae
3aI04aTKyBaHHS HAYKOBOT'O JIMCKYPCY CTOCOBHO BUTOKIB, IPUYMH 1 HACJIIIKIB MOITYJTi3MY.

IIpo6Gaemaruka. Ciuieck 1omyJisMy B 6aratbox KpaiHax €BpPOIIM Ta CBiTY, @ TAKOK CIIPUYNHEH] 3arPO3K €KOHOMIUHIi i
MOJITHYHIN cTablIBHOCTI 3yMOBJIIOIOTH HEOOXIIHICTh HAYKOBOIO OCMUCJIEHHST IBUIIA JIJIsl BAPOOJIEHHS PElelTiB MiHiMizaiil
HETaTUBHUX 1 COIPUSAHHS BIIPOBA/KEHHIO B CYCIIJIBHY IPAKTUKY MOKJIMBUX O3UTUBHUX HACII/IKIB.

Mera. Y3araabHUTH, CTPYKTYPYBATU Ta CUCTEMATU3yBATU BIZIOMOCTI MO0 MOJIITUKO-eKOHOMIUHUX 3aCajl PO3BUTKY T10-
MyJIi3My Ta OT0 MPOSIBIB Y KOHTEKCTI (hopMyBaHH: i peasizaliii ekoHomiunoi Ta (ickaiabHOI (TIOAATKOBOI ) MO TUKH.

Marepiamm i MmeToau. BUKOPUCTAHO METOM METOOJIOTIYHOTO KOHCEHCYCY JIJIS BU3HAYCHHS IOIIYJIi3MY SIK i71e0JIOTii,
TOJITUKY H CONIQJIBHOTO PYyXy HIJISIXOM He IIPOTUCTABJEHHS, a Y3TO/KEHHSI KOHCTPYKTUBHUX €JIEMEHTIB, 110 MICTATHCS Y
BU3HAUECHHSX PI3HUX JIOCITHUIIBKUX IITKIJT; KOMIIAPATUBHOTO aHAJII3y 3aXi/IHOEBPOIEHCHKOTO Ta YKPAIHCHKOTO TIOIYJIi3MY;
(haKTOJIOrIYHOTrO i CTATUCTUYHOTO AHAJIZY J1J1st OOTPYHTYBaHHS (POPM IIPOSIBY MOAATKOBOTO OTYJIi3MY B YKpaiHi.

PeayabraTi. Ha ocHOBI y3arasbHeHHS Ii/IX0/1iB BUCHHUX /10 aHAJII3y BIJIUBY IIOIYJIi3MY Ha IT0IaTKOBY MOJIITUKY 3aIIPOIIO-
HOBAHO BU3HAUEHHS Ta PO3KPUTO MPUUYNHU TIePeBaKHOTO BILIUBY IIPABOTO MOIIYJIi3My Ha CydacHY HOJATKOBY IIOJITHKY B
VYkpaini, a Takox (popmu ioro nposasy. Busnaueno migxoau mono ¢hopmyBanisa 36agaHcoBaHOl CUCTEMH IHCTUTYIIRHUX Ta
OpTraHi3alliifHo-aHAII THYHNX 3aXO0/[iB Ha 3aca/IaX MOJIEPHI3AIlil iIHCTUTYTIB 3aTa/IbHOTO CYCIIJIBHOTO IHTEpPeCy 00 MTOCUJICH-
HsI KOOP/IMHAIIII MTOJITUYHOTO IIPOIecy Ta eKOHOMIUHOI O TUKY.

BucHoBKH. Y3arajibHeHO HAyKOBI, IH(OPMAIiiiHO-aHAJI TUYHI Ta CTATUCTUYHI 3BeIeHHS TIPO 00’ €KTUBHUI XapaKTep TeH-
JIEHIIIH PO3BUTKY €KOHOMIYHOIO Ta MOAATKOBOTO IIOIYJI3MY Y CBITi, IIPO 3pOCTaHHS HEOE3MEKH IPABOT0 MOAATKOBOTO 110-
MyJi3My B YKpaiHi.

Knwouogi cnoea: nomyniaM, eKOHOMIYHUI [TOTTYJIi3M, TOIATKOBHH MOITYJIi3M, MTOIATKOBA TTOJITUKA.
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