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Abstract

Populism is thriving worldwide, poised to reshape the policy architecture of majoritarianism as an
incumbent strategy. Populist governance is often considered to alter international trade and economic
integration, yet empirical evidence across emerging Asian economies remains limited. This study
investigates the impact of populist rhetoric and governance on trade openness across 10 major Asian
economies from 2000 to 2019. This period experienced a significant turnaround in trade policy.
Utilizing a Dynamic Fixed Effects (DFE) framework with Driscoll-Kraay robust standard errors,
the empirical architecture controls for temporal path dependency and real effective exchange rates
(REER) to isolate the institutional policy channel from price shocks. The estimations reveal that
populist governance exerts a statistically significant negative effect on trade integration, with a one-
unit increase in the continuous populism score associated with an approximate 10.9% contraction in
aggregate trade openness (f =—0.109, p < 0.001). The study suggests that the aggregate contraction
in openness is more due to non-tariff policy frictions and heightened regulatory uncertainty than to
traditional import tariffs.
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1. Introduction

The pace and pattern of growth and development over the last two decades have been
somewhat lower than expected, especially after the global financial crisis in the late 2000s.
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This has dented the political ideology and practice of many countries in the world and
therefore mushroomed ‘populist’ governance as a strategy of incumbency. During the
past two decades, there has been a surge in populism in national politics. Populism at
the country level is at an all-time high, with over 25% of nations currently governed by
populist leaders (Funke et al, 2023). According to the widely accepted definition, populism
[Mudde, 2004] is a political style that emphasises the antagonistic relationship between
“the people” and “the elites”, for the sake of majoritarianism. Scholars have argued that
openness would not only boost economic growth but also accelerate development outcomes.
With the persuasion of a number of international organisations (such as the World Bank,
IMF, and WTO), national economies pursued strategies to liberalise their economies and
have gradually integrated with the rest of the world during the period from the 1960s to
the 2000s. However, recent experiences revealed that openness did not yield the desired
outcome in a number of countries and the majority of the population in each country, for a
host of reasons, from policies to institutions. This mounts the conflict between nations as
well as between deprived people and benefiting elites within nations, and therefore poses a
challenge for the incumbent parties to adopt stands that minimise the conflicts.

Populist leaders claim to be the exclusive voice of the common people, often
framing national politics as a struggle between the morally virtuous majority and a
corrupt establishment. In recent years, economic dislocations, particularly those related
to globalisation and trade, have been linked to the rise of populist sentiments. Empirical
studies, primarily focused on Western democracies, suggest that trade shocks such as
increased import competition (e.g., the China shock) are associated with rising support
for populist parties and leaders. These leaders, in turn, often express scepticism toward
international trade, promoting protectionist policies and economic nationalism. However,
such issues are underexplored in the context of Asian economies.

Despite this growing literature, there remains a significant gap in understanding the
interplay between populism and trade in the Asian context. This omission is especially
striking given that Asia now accounts for over one-third of global exports and is home to
some of the world’s most dynamic, export-driven economies. Moreover, several Asian
countries have witnessed a rise in populist leaders who are often democratically elected
and who use nationalist rhetoric and anti-elite narratives. This raises a crucial question.
Does the rise of populism affect trade policy and openness in Asia in the same way as it
does in the West?

This study investigates the relationship between populist governance and trade
outcomes across 10 major Asian economies. By employing a Dynamic Fixed Effects (DFE)
framework with Driscoll-Kraay robust standard errors, this paper accounts for the inherent
“stickiness” of trade policies while preserving the degrees of freedom necessary to identify
political shocks. Crucially, our empirical strategy evaluates a dual-track framework of
trade integration: the macroeconomic outcome (trade openness) and the explicit policy
instrument (tariff rates). Our results reveal that populist governance exerts a statistically
significant negative pressure on trade openness (f = —0109, p < 0001), even after
controlling for structural determinants such as country size, income levels, and the Real
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Effective Exchange Rate (REER). Specifically, our results indicate that a one-unit increase
in the populism score is associated with an approximate 10.9% decrease in trade openness.
Concurrently, however, populism is associated with a significant reduction in formal tariff
rates (f=—-2.016, p < 0.01). This indicates that Asian populists bypass traditional import
tariffs and instead rely on Non-Tariff Barriers.

The divergence in these results invites a deeper exploration of the Asian political
economy. While the “Asian Miracle” was built on export-led growth and political stability,
recent decades have seen a collapse in the labour share of income and rising inequality across
the region (Maiti, 2026), despite the Asian rise. Previously perceived as market-friendly,
Asian leadership has increasingly pivoted toward nationalist-protective sentiments to
reclaim political legitimacy. However, because most Asian economies act as “price-takers”
with limited capacity to influence the global terms of trade, this populist shift may be a
case of “shooting oneself in the foot” and restore nationalist sentiment. International trade
was fundamental in pulling people out of poverty in many Asian countries. Populist leaders
in Asia lean more heavily on industrial policies to protect their interests against Western
hegemons, champion their nations through the number of alliances, and are simultaneously
more vulnerable to domestic sector lobbying due to institutional erosion.

By focusing on Asia, a region historically underrepresented in populism scholarship,
this study highlights how local political dynamics and institutional constraints mediate the
link between rhetoric and reality. By demonstrating that populism is a significant “drag” on
international integration, this research contributes to the literature by challenging Western-
centric generalizations and providing a more nuanced understanding of how inward-
looking domestic politics can undermine the very economic structures that facilitated the
region’s rise. It emphasizes the urgent need for a re-evaluation of globalization’s future in
the Asian context, where the trade-off between domestic welfare protection and hegemonic
defense may ultimately compromise long-term growth.

The remainder of this paper is organized as follows. Section 2 reviews the existing
political economy literature on populist mobilization and trade integration. Section 3
details the data sources, variable construction, and the specification of the Dynamic
Fixed Effects framework with Driscoll-Kraay robust standard errors. Section 4 presents
the primary empirical estimations, tracking the divergent impacts of populism on trade
openness and formal tariff rates. Section 5 provides a comprehensive discussion of these
results, analyzing the systemic constraints of global value chains and domestic lobbying
in the Asian context. Finally, Section 6 offers concluding remarks, detailing the policy
implications of these findings and avenues for future research.

2. Literature Review

“I concur with the commonplace judgment that the rise of populism has been triggered by
globalization and the consequent massive increase in inequality in many rich countries.”
— Fukuyama [2019]
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2.1. The Theoretical Foundations and Strategic Motives of Populism

The foundational political economy literature defines populism not merely as an ideological
anomaly but as a calculated institutional phenomenon. Mudde and Kaltwasser [2017]
establish populism as a “thin-centered ideology” that structurally bifurcates society into
two antagonistic groups: “the pure people” versus “the corrupt elite” and takes the side
of the majority without putting foots on strong economic fundamentals. Because this thin
framework lacks a comprehensive socioeconomic blueprint, it must attach itself to “thick”
host ideologies. This manifests as either left-wing populism, which exploits income
and social-class cleavages to critique global capitalism, or right-wing populism, which
capitalizes on ethnonational and cultural cleavages to frame international integration as a
threat to state sovereignty [Mukand and Rodrik, 2020].

Rather than emerging purely from ideological conviction, the adoption of distortionary
populist policies is frequently driven by strategic electoral incentives. Acemoglu et al.
[2013] model this behaviour under conditions of informational asymmetry, in which voters
are profoundly uncertain about a politician’s true institutional alignment. In a landscape
where the electorate mistrusts mainstream institutions and fears that politicians are hand-
in-glove with corporate lobbyists, adopting extreme policies away from the median voter’s
interest becomes a rational signalling equilibrium. Aligned and non-corrupt politicians are
forced to adopt economically suboptimal, protectionist stances simply to prove they have
not been bought by elite factions.

Where societal polarization is severe, this signalling mechanism mutates into what
Padro” i Miquel [2007] conceptualizes as the ‘politics of fear.” Ruling elites actively
manipulate cultural or economic anxieties, utilizing the perceived threat of a rival group’s
ascent to justify rent extraction and inefficient, inward-looking economic policies. Because
international trade inherently creates distinct domestic winners and losers, it provides a
fertile landscape for political actors to unleash these anxieties, weaponizing trade policy as
an instrument for internal regime survival rather than optimal market performance.

2.2. The Globalization Backlash: Distributive Shocks and the “China Shock”

The macro-level catalyst for contemporary populist mobilization is deeply rooted in the
asymmetric distributive consequences of international trade. While trade liberalization
maximizes aggregate welfare, Pastor and Veronesi [2021] demonstrate that when an
electorate places significant disutility on widening inequality, a potent feedback loop
emerges. Current account deficits and localized economic dislocations erode trust in
mainstream political parties, driving marginalized voters to support populist leaders
promising protective isolation.

The most prominent empirical manifestation of this globalization backlash is
documented in the extensive literature surrounding the “China Shock.” Autor et al. [2014]
show that the rapid expansion of Chinese import penetration led to severe, localized job
losses in Western manufacturing hubs, characterized by long-lasting declines in labor force
participation and lifetime earnings. Subsequent scholarship reveals that these trade shocks
extend far beyond pure labor market outcomes, triggering massive social decline.
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The economic disruption caused by structural trade exposure is directly linked to
declining physical and psychological well-being [Colantone et al., 2019], acute job
instability [Hummels et al., 2016], compromised family formation [Pierce and Schott,
2020], and a measurable surge in “deaths of despair,” including suicides and drug
overdoses [Autor et al., 2013, Case and Deaton, 2020]. Collectively, this literature proves
that globalization’s unevenly distributed penalties create the exact social unrest required
to fuel nationalist movements. Crucially, Autor et al. [2020] connect these micro-level
socioeconomic traumas directly to electoral outcomes, showing that regions exposed to
heightened Chinese import competition experienced a significant, pivotal shift toward
protectionist executive candidates.

2.3. The Regional Crossroads: Moving Beyond Broad Generalizations

Despite these robust micro-level findings, the macro-level relationship between
globalization and political realignment remains highly complex. In a cross-country
analysis of 33 European nations, Bergh and Karna [2021] find a notable null relationship
between macro indices of economic globalization and the overall vote share of populist
parties, suggesting that national-level aggregations frequently mask intense subnational
and localized heterogeneity. Furthermore, Rodrik [2018] views this friction through the
lens of the political trilemma, arguing that “hyper-globalization” forces an unstable choice
between deep economic integration, national sovereignty, and democratic politics. To
maintain democratic legitimacy, populist movements naturally seek to reclaim national
sovereignty by attacking global trade architectures [Mounk, 2018].

While empirical studies have extensively evaluated the impact of populist policies on
broad economic performance, this paper intentionally restricts its analytical focus to trade
integration metrics. In a prominent global study, Funke et al. [2023] utilized a Synthetic
Counterfactual Method (SCM) across a global panel to declare that populist governance
across both left- and right-wing regimes uniformly hampers national economies, leading
to a long-term decline in aggregate GDP per capita. However, by attempting to model the
entire world economy through a single macroeconomic lens, such global macro approaches
often obscure the specific institutional policy channels through which protectionism
actually operates.

Our empirical architecture deliberately departs from and improves upon the sweeping
global methodology of Funke et al. [2023] in two distinct ways. First, we provide a more
granular policy specification: rather than relying on broad aggregate outcomes like GDP
growth, we isolate the direct policy transmission mechanism by evaluating a dual-track
trade framework: the macroeconomic outcome (trade openness) versus the explicit policy
instrument (tariff rates). Second, we narrow our focus to preserve regional institutional
homogeneity. While SCM is valuable for tracking an individual country’s macro-event
against an artificial control, a Dynamic Panel framework is structurally superior for regional
analysis; it leverages the full multi-country variation across time while simultaneously
controlling for unobserved country-specific traits and localized temporal path dependency.
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By restricting our analysis strictly to 10 major Asian economies, we focus on a region
with a highly specific, shared structural barrier to traditional protectionism. As Baldwin
[2016] notes via the concept of the “Second Unbundling,” contemporary international
commerce in “Factory Asia” is fundamentally dictated by hyper-fragmented Global
Value Chains (GVCs). Because these 10 Asian nations function as highly interdependent,
specialized production nodes rather than isolated producers, the exit costs of traditional,
blunt tariff protectionism are uniquely prohibitive—rendering standard trade-war strategies
economically suicidal. By narrowing our lens to this specific region and separating tariffs
from aggregate openness, our dynamic method uncovers a unique political-economy
insight that global macro models completely miss: how Asian populist regimes manage
domestic nationalist pressures by bypassing traditional tariffs and substituting them with
grey-area Non-Tariff Barriers.

3. Data Description and Variable Construction
3.1. Measure of Populism

Populism is captured by the V-Dem democracy score, known as the continuous V-Dem
Populism Score (v,xpa popul). Pemstein et al. [2020] is constructed based on expert-coded
evaluations of two underlying components:

1. Anti-Elitism (v,paanteli): The extent to which party leadership uses rhetoric
attacking political or economic elites.

2. People-Centrism (v,papeople): The extent to which party leadership glorifies
the “ordinary people” as a homogeneous group and claims to be their sole
representative.

Each component is assessed by multiple country experts on a scale from 0 (not populist) to
4 (highly populist). To construct the aggregate interval scale (0 to 1), the components are
rescaled and combined using a harmonic mean approach:

The continuous V-Dem Populism Score (v,xpa popul) is constructed using a harmonic
mean of two underlying components: Anti-Elitism (v,paanteli) and People Centrism
(vopapeople). This mathematical structure ensures that a high score is only achieved when
both components are simultaneously present. The formula for the score is as follows:

Populism Score, = 2 (M

- + -
where: XV

X; = Yavypaanteliyg,
Yi= %V2papeopleosp

The terms x; and y; represent the rescaled and reversed values of the original expert-
coded indicators, mapping them to a 0—1 interval, with higher values indicating stronger
populist rhetoric. The osp suffix denotes V-Dem’s Linearized Original Scale Posterior
Prediction. By utilizing the harmonic mean rather than a simple arithmetic average, the
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index penalizes “unbalanced” profiles where a party leadership may score high on anti-
elitism but low on people-centrism, or vice versa. This aggregation method ensures that a
party is only classified as strongly populist if both anti-elitist and people-centrist rhetoric
are simultaneously high.

To ensure measurement reliability, V-Dem utilizes a Bayesian Item Response Theory
(IRT) approach to aggregate cross-coder information. This methodology estimates latent
traits while correcting for individual coder biases and measurement errors, using electoral
platforms, party speeches, and manifestos as primary sources. The scores for the ruling
political party in a particular year are assigned to that country as its populist score.

The spatial and temporal dynamics of the rescaled country-level Populism Score across
the panel are visually mapped in Figure 1. While politically institutionalized regimes like
China and Vietnam maintain flat, stable baselines, democratic economies display sharp,
episodic surges in populist rhetoric corresponding to major electoral shocks and leadership
transitions (such as in India, Indonesia, Malaysia, and the Philippines). Ultimately, these
distinct trajectories emphasize that populist dynamics in Asia are deeply contingent on
local domestic political cycles rather than a uniform regional trend. To inspect the time-
series behavior of this political covariate, Figure 2 reports the Autocorrelation Function
(ACF) of the populism variable. The ACF plot demonstrates strong, decaying, persistent
patterns over multiple lags, confirming that populist rhetoric exhibits high temporal inertia
and does not act as an independently distributed white-noise shock. Concurrently, the high
path dependency of our dependent variable (p = 0 770) demands a Dynamic Fixed Effects
(DFE) framework to prevent serial correlation from biasing our standard errors. Together,
the time-series properties of both variables confirm that a dynamic specification in levels
is the only mathematically appropriate framework for this panel.

Socio-Political Shifts: Populism Intensity Dynamics by Country

Heterogeneous evolution with localized Y-axis scaling across 10 Asian economies (2000-2019)
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Figure 1. Longitudinal Trajectories of Continuous Populism Scores across 10 Asian
Economies (2000-2019).
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Figure 2. Autocorrelation Function (ACF) Plot of the Populism Score.

3.2. Populist Trade Dynamics

Unlike European populists who champion insular isolationism to reclaim sovereignty from
supranational entities like the European Union through Brexit, nationalist populist leaders
in Asia operate under a strict “developmental mandate,” in which political legitimacy is
tied to their importance to the world economy and to rapid economic growth and global
value chain (GVC) integration. Consequently, Asian populists actively seek “global
victories” by entering mega-regional trade agreements like the Regional Comprehensive
Economic Partnership (RCEP) to secure export markets, presenting these treaties to their
domestic electorates as triumphs of national prestige. To keep their manufacturing hubs
competitive within “Factory Asia,” these executives actively slash formal import tariffs
on intermediate capital inputs—such as reducing duties on manufacturing and electronic
components to a bare 0% to 5% under RCEP, directly driving the statistically significant
negative tariff coefficient (f = —2.016) observed in our empirical model. However, this
global integration creates a domestic contradiction: the leader must still shield their core
political base of domestic workers, national champions, small businesses, and agricultural
lobbies from foreign competitive shocks. To resolve this, Asian populists deploy a “dual-
track policy substitution” strategy; they leave the front gate of formal tariffs wide open to
satisfy RCEP rules, but quietly bolt the side door by erecting highly discretionary Non-
Tariff Barriers (NTBs). Of the 10 Asian countries in our study, 9 are members of the
Regional Comprehensive Economic Partnership (RCEP). The sole exception is India.
Developed services-led economies like the UK still find it easier to walk away from
alliances and shift focus to immigration, while most manufacturing economies cannot afford
to take this path. India’s agricultural vulnerability and geopolitical tensions with China
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provided a unique backdrop for nationalist-populist rhetoric. This is typified by Indonesia’s
strict Domestic Component Level (TKDN) mandates, which aggressively require foreign
firms to utilize 35% to 40% local input for smartphones, famously enforced when the
government banned Apple’s iPhone 16 in late 2024 over compliance shortfalls and up to 50%
to 60% local content for the automotive and electric vehicle sectors. This ‘dual-track policy
substitution’ is further exemplified by Vietnam’s strategic manoeuvring within RCEP. To
support its national automotive champion, VinFast, the Vietnamese government actively
slashed formal import tariffs on intermediate machinery and electronic components to as
low as 0% to 5%, allowing domestic factories to cheaply source GVC inputs. However,
to shield domestic producers from being flooded by completed foreign imports, Hanoi
bypassed formal tariff increases by executing Decree 116—a severe administrative NTB.
By mandating exhaustive vehicle-by-vehicle safety inspections at ports and imposing
local sourcing requirements of 30% to 40%, the Vietnamese executive created persistent
administrative delays that choked off overall trade volumes without violating international
treaty limits. This comparative evidence confirms our broader empirical narrative: Asian
populists systematically trade formal tariff cuts for opaque, discretionary NTBs to balance
global economic integration with domestic political survival. Ultimately, this strategic
substitution explains the central paradox of our findings: while populist executives actively
drive formal tariffs downward to sustain GVC participation, their parallel proliferation of
opaque administrative NTBs chokes off overall trade volumes, causing aggregate trade
openness to systematically contract by 10.9%.

3.3. Data Sources

The analysis utilizes data for the top 10 Asian economies for which consistent data
were available for the period 2000-2019. In addition to political variables, the model
incorporates a set of structural economic controls to isolate the institutional impact of
populism from broader macroeconomic shifts. These include Trade Openness (the sum of
exports and imports as a share of GDP) and the Simple Average Tariff Rate as dependent
variables, alongside the Real Effective Exchange Rate (REER), Log GDP per capita, and
Log Population as covariates. Macroeconomic and trade indicators were sourced from the
World Bank Open Data Platform. The key variables for the empirical analysis are defined
as follows: the Populism Score is a continuous measure extracted from the Varieties of
Democracy (VDem) Dataset (voxpa popul), rescaled to 0-1. Higher values indicate more
intensive use of populist rhetoric by the executive. Trade Openness is calculated as the
total annual sum of a country’s exports and imports divided by its Gross Domestic Product
(GDP), sourced from the World Bank. This variable is natural-logged in the dynamic
regression specification to estimate percentage changes. Simple Average Tariff Rate is
the unweighted average of effectively applied tariff rates across all products, expressed as
a percentage, sourced from the World Bank. Real Effective Exchange Rate (REER) is A
consumer price index-based measure of the value of a currency against a weighted basket of
major trading partners’ currencies. This index captures the external price competitiveness
of the economy. It has been obtained from the World Bank Open Data Platform. Log GDP
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per capita is the natural logarithm of real GDP per capita (constant 2015 USD), serving
as a proxy for domestic purchasing power, economic development, and domestic demand,
also sourced from the World Bank Open Data Platform. Non-Tariff Measures (NTMs):
The annual aggregate count of new state interventions implemented by an economy that
distort international commerce, sourced from the Global Trade Alert (GTA) database.
This includes discriminatory nontariff barriers such as administrative delays, state aid, and
localization requirements.

3.4. Control Variable Justification: The Price and Size Channels

A primary threat to causal identification in political economy panels is omitted-variable
bias, in which macroeconomic shocks simultaneously drive political realignment and
trade outcomes. To address this, we explicitly control for the REER. In labour-abundant
Asian economies, trade flows are highly sensitive to currency fluctuations. By controlling
for REER, we effectively isolate the institutional and political “policy channel” (such as
nontariff barriers, regulatory friction, and rhetorical uncertainty) from the monetary “price
channel.”

Furthermore, we control for Log GDP per capita and Log Population to account
for standard economic gravity effects. Larger and more affluent domestic economies
inherently display different trade-to-GDP dynamics than smaller, highly specialized hubs.
Accounting for these structural variations ensures that the estimated coefficients for the
Populism Score are not capturing underlying differences in market size or developmental
trajectories across the panel.

Table 1. Descriptive Statistics

Statistic N Mean St. Dev. Min Max
Log Trade Openness 180 4.440 0.784 2.973 6.081
Average Tariff % 162 8.376 6.803 0.000 32.890
Populism Score 175 0.350 0.193 0.051 0.854
REER 100 102.538 16.483 69.423 152.993
Log GDP per Capita 180 8.879 1.262 6.629 11.024
Log Population 180 18.499 1.680 15.209 21.065

3.5. Preliminary Results

The analysis begins with a descriptive exploration of aggregate trajectories across the
selected Asian economies from 2000 to 2019. Figure 3 isolates a clear, long-run inverse
relationship between macroeconomic trade integration and executive populist rhetoric.
Trade openness across the region peaked during the 2007-2008 period, immediately
preceding the North Atlantic Financial Crisis, and has since experienced a gradual structural
deceleration. Conversely, the continuous populism metric hit its regional low during that
same 2007-2008 interval but has since experienced an aggressive, steady escalation. By
2019, populism reached its highest recorded level in the twenty-first century, mirroring
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a concurrent historic low in trade openness. Across the 10 Asian economies, the mean
populism score started at 0.42 in 2000, dropped to its historic sample low of 0.30 in 2008,
and subsequently surged to its absolute peak of 0.45 by 2019.

These regional temporal trajectories are closely corroborated by country-level cross-
sectional evidence. Figure 4 projects a scatterplot of the over-time mean populism scores
against mean trade openness for each nation. The resulting negative spatial distribution
indicates that countries characterized by higher baseline intensities of populist rhetoric
systematically maintain lower volumes of trade openness, confirming that the inverse
temporal trend is not driven by isolated chronological outliers. Finally, Figure 5 tracks the
co-movement of changes in trade openness against changes in populism scores between
the endpoint years of 2000 and 2019. The negative correlation and downward-sloping
fitted trendline demonstrate that economies experiencing the most severe escalations in
populist governance concurrently suffered the sharpest contractions in international trade
integration.
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Figure 3. Trend of Populism and Trade Openness in Asia
Source: Author’s calculations using V-Dem Party Dataset and
World Bank Open Data Platform.
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3.6. Empirical Methodology
3.6.1. Primary Specification: Dynamic Fixed Effects with Driscoll Kraay Errors

Our empirical strategy is designed to isolate the impact of populist governance from the
deep structural inertia and macroeconomic price signals inherent in international trade.
Given that trade policy and political realignments are deeply interlinked, achieving credible
causal identification requires an empirical framework that simultaneously accounts for
temporal path dependency, unobserved country-specific heterogeneity, and cross-sectional
spatial dependence. To preserve the vital level-identifying variation of political regimes
while mitigating both Nickell bias and serial correlation, our primary analysis relies on a
Dynamic Fixed Effects (DFE) specification executed in levels, augmented with structural
economic controls. The explicit models for our dual-track dependent variables are specified
as follows:

In(Openness; ) =a,; + p; In(Openness; , — 1) + ,PopScore;,,
+71 In(GDPpc;,) + v, In(Popi,t) + y;REER;, + p; + €, )

Tariff,,,= a, + p,Tariff,,—1 + f,PopScore;,+
%, In(GDPpc;,,) + 92 In(Pop,,;) + 1REER,,, + pi + v,,, 3)

We mitigate Nickell bias by explicitly adding structural covariates—specifically the Real
Effective Exchange Rate (REER, )—which isolates the institutional and regulatory “policy
channel” from macro-monetary price shocks. Given our panel’s time horizon (7= 20),
Nickell bias naturally decays at a rate of 1/7, making a levels-based DFE approach highly
efficient relative to data-destroying I'V estimators.

Finally, because Asian economies are highly integrated, a political shock or currency
devaluation in one state invariably spills over into its neighbours. To prevent this cross-
sectional spatial dependence and localized autocorrelation from generating spurious
significance, we estimate our variance-covariance matrix using Driscoll-Kraay robust
standard errors via the Arellano covariance estimator. This structural correction guarantees
that our standard errors are fully robust to heteroskedasticity, arbitrary serial correlation
within countries, and spatial correlation across the entire Asian panel, ensuring the absolute
validity of our causal inferences.

3.6.2. The Dynamic Challenge and the Failure of Anderson-Hsiao IV

To formally model the institutional stickiness, the framework adopted a dynamic
specification by introducing a lagged dependent variable (¥;, —1):

Y, =a+pY;,— 1+ ﬂPOpulismi,t + XTi,zF tuite, 4

In a standard fixed-effects setting, the inclusion of ¥;, — 1 introduces Nickell bias_as the
lagged dependent variable is mechanically correlated with the transformed error term. To
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eliminate this bias, traditional econometric strategies utilize the Anderson-Hsiao estimator,
which applies first-differencing to remove country fixed effects (x;) and instruments the
differenced lag (AY;, — 1) with deeper lags in levels (Y;, — 2).

However, our empirical diagnostics indicate that first-differencing instrumental-
variable (IV) frameworks are mathematically inappropriate for slowly moving political
variables. Because populist rhetoric possesses high temporal inertia—as validated by
its slow-decaying Autocorrelation Function (ACF)—first-differencing (Populism;, —
Populism;, — 1) obliterates the meaningful over-time political variation, leaving behind
statistical noise. Consequently, deeper lags become exceptionally weak instruments. In a
small macropanel (N = 10), this weak-instrument bias inflates standard errors, leading to the
false conclusion that political governance has an insignificant impact on trade outcomes.

3.6.3. Causal Identification and Endogenceity Defense

To claim a near-causal interpretation for our political coefficients (5, and f,), the empirical
design must isolate the political treatment from reverse causality and omitted-variable bias.
We defend the internal validity of our specification through three identification channels.
First, the inclusion of country fixed effects («;) accounts for time-invariant, unobserved
historical, cultural, and institutional configurations that simultaneously shape baseline
trade orientation and political culture. Second, the dynamic specification models the high
path dependency (p) of trade outcomes. By explicitly conditioning on Y;, — 1, our model
ensures that the estimated impact of a populist shock is not merely capturing the historical
momentum of the trade regime, effectively isolating the contemporaneous political
signal. Third, and most crucially, we break the classic macroeconomic endogeneity loop
by controlling for the Real Effective Exchange Rate (REER). Because populist regimes
frequently trigger currency depreciations or manipulate monetary levers, a simple
regression would be subject to severe omitted-variable bias. Controlling for REER absorbs
the pure monetary “price channel,” forcing £, and S, to isolate the institutional “policy
channel”, specifically, the escalation of regulatory uncertainty and non-tariff barriers.
Given that institutional decay and rhetorical shifts take time to materialize into policy, the
executive-level Populism Score operates as a structurally predetermined treatment relative
to high-frequency global trade decisions, justifying a near-causal interpretation.

4. Results
4.1. The Failure of First-Differenced IV Estimators

To account for the severe path dependency of trade data, Table 2 adopts a dynamic
framework utilizing the Anderson-Hsiao first-differenced Instrumental Variable (IV)
approach. This specification successfully captures the profound temporal stickiness
of trade integration, yielding a highly significant lagged trade coefficient (p = 0885,
p<0001). However, the estimated impact of the continuous Populism Score remains heavily
muted and statistically insignificant (/= —5321, p >010). While standard diagnostics,
such as the Wu-Hausman test (p = 0 141), fail to reject the null hypothesis of exogeneity,
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this dynamic IV approach suffers from a severe mathematical limitation when applied to
macro-political variables. Because populist rhetoric possesses high temporal inertia, first-
differencing the variable (APopulism, ) strips away the underlying level-identifying signal,
reducing the structural political shift to statistical noise. Consequently, deeper lags in levels
operate as exceptionally weak instruments, blowing up the variance-covariance matrix and
generating a false-negative result that masks the true policy impact of the populist surge.

Table 2. Dynamic Panel Analysis of Trade Openness

Variable (1) Static TWFE (OLS) (2) Dynamic IV (2SLS)
Trade Openness (t — 1) — 0.885%**
(0.035)

Populist Score —24.186 -5.321

(18.912) (5.478)
Observations 195 175
Within R? 0.036 0.725
Wu-Hausman (p-value) — 0.141

4.2. Primary Specification: Uncovering the Dual-Track Populist Impact

To resolve the weak-instrument limitations of first-differencing while isolating the political
signal from macroeconomic price shocks, Table 3 presents the results of our primary
Dynamic Fixed Effects (DFE) specification executed in levels with Driscoll-Kraay robust
standard errors. By preserving the level-identifying variation and explicitly controlling
for the Real Effective Exchange Rate (REER), Log GDP per capita, and Log Population,
the dynamic framework reveals a highly significant and distinct dual-track relationship.
Column (1) of Table 3 establishes the macroeconomic outcome of populist governance
on Trade Openness. The model identifies a powerful, highly significant path dependency
(p=0770, p <0001), confirming that international trade is bound by long-term contract
momentum. Crucially, once this historical stickiness and price competitiveness (REER)
are accounted for, the continuous Populism Score exerts a highly significant negative
drag on trade openness (f= —0109, p < 0001). Because the dependent variable is log-
transformed, this coefficient yields a profound economic interpretation: a one-unit increase
in the populism score—representing a wholesale transition from a mainstream institutional
executive to an intensive populist regime—is associated with an approximate 10.9%
decrease in total trade openness.

Concurrently, Column (2) of Table 3 shifts the analysis to the explicit policy instrument
by evaluating the Simple Average Tariff Rate. This model reveals a highly significant,
negative relationship between populist intensity and formal border taxes (8= —2016
p <001). This level-level coefficient indicates that a one-unit increase in the continuous
populism score predicts a 2.016 percentage-point reduction in a country’s average applied
tariff rate. Figure 6 shows the relationship between the two. Therefore, populism has led to
a rise in protectionism in the form of Non-Tariff Barriers.
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Table 3. Dynamic Panel Estimation: Trade Openness vs. Tariff Rates Dependent variable:

Log Openness Avg Tariff %
) )
0.770%%** 0.632%**
Lagged Dependent Variable (0.034) (0.163)
—0.109%** —2.016%**
Populism Score (0.016) (0.641)
—-0.166 3.272
Log Population (0.113) (4.008)
—-0.027 0.148
Log GDP per Capita (0.035) (1.476)
—0.002** —0.032%**
REER (0.001) (0.010)
Observations 95 86
R? 0.815 0.259
Adjusted R? 0.796 0.171
F Statistic 75.101%** (df = 5; 85) 5.315%** (df = 5; 76)
Note: ¥p<0.1; ¥**p<0.05; ***p<0.01
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Figure 6. Tariffs and Populism

4.3. Robustness Check

To confirm the validity of our main findings, we run a series of bivariate robustness checks
stripped of all economic covariates (Table 4). In Model 1, the impact of populist governance
on aggregate trade openness remains negative, highly stable, and statistically significant. In
Model 2, the estimated coefficient of the populism score on tariff rates remains negative,
but loses its statistical significance. Rather than undermining our primary results, this
loss of significance in the bivariate baseline strongly justifies our main structural model
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specification. Because tariff adjustments are deeply intertwined with macro-price shocks
and development cycles, failing to control for structural factors such as the Real Effective
Exchange Rate (REER) and GDP per capita introduces classical omitted-variable bias
(OVB), masking the political variables’ impact. Once these necessary macroeconomic
controls are restored (as shown in Table 3), the true policy substitution effect is unmasked,
confirming that Asian populists systematically drive down formal tariffs as part of their GVC
integration strategy while simultaneously deploying opaque, trade-choking administrative
barriers.

Table 4. Robustness Check — Dynamic Panel Estimation (Excluding Controls)

@ 2)
Log Openness Avg Tariff %
Lagged Dependent Variable 0.822%%*%* 0.722%%*%*
(0.068) (0.058)
Populism Score —0.149%*%* -1.708
(0.047) (1.126)
Observations 95 86
Driscoll-Kraay SEs Yes Yes
Control Variables No No

5. Discussion
5.1. The Dual-Track Mechanism: Hegemonic Defiance vs. Corporate Capture

The populist executive faces a structural straightjacket under the “Factory Asia” paradigm.
They cannot deploy traditional Western-style tariff walls to appease their nationalist base;
doing so would immediately raise the cost of imported intermediate inputs, undermine
the cost-competitiveness of domestic factories, and trigger a macroeconomic collapse that
would destroy their political survival.

To navigate this dilemma, the populist regime operates across two parallel, conflicting
channels that reflect the fracturing of the domestic political economy:

1. The Geopolitical Channel of State Autonomy: Rather than engaging in passive
liberalization, populist leaders deploy aggressive, state-directed industrial policies.
They actively slash border tariffs on raw inputs (f =—2 016) as a form of strategic
hegemonic defiance and to gain international importance through trade deals. By
lowering domestic costs of capital and technology, the regime seeks to artificially
insulate its domestic industrial base and cultivate sovereign “national champions”
capable of resisting the economic diktats and trade architectures imposed by
Western hegemons.

2. The Domestic Channel of Institutional Erosion: Concurrently, however, the anti-
elite consolidation of executive power systematically hollows out independent
regulatory bodies, professional bureaucracies, and judicial oversight. In the
shadow of this institutional decay, the policy space becomes highly transactional
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The Institutional Substitution Hypothesis in Factory Asia

Declining trade openness mirrored by a rising volume of non-tariff policy protections
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Figure 7. The Institutional Substitution Hypothesis in Factory Asia. This panel
visually isolates the tragic equilibrium: the post-2008 structural contraction in aggregate Trade
Openness as a percentage of GDP (red marked line, right axis) is systematically mirrored by a

heavy influx of grey-area Non-Tariff Barriers (light grey bars, left axis),
highlighting policy substitution in action.

Populism and Non-Tariff Barriers in Factory Asia
Tracking the expansion of protectionist measures alongside domestic political shifts
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Figure 8. Populism and Non-Tariff Barriers in Factory Asia. This panel demonstrates
the domestic channel of institutional erosion, tracking how shifts in the continuous regional
Populism Intensity Score (dark solid line, right axis) run alongside the sustained enactment of new
discriminatory administrative interventions (light grey bars, left axis).
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and vulnerable to corporate lobbying. Powerful domestic corporate elites and
crony capitalists who are themselves reeling from global competition exploit this
eroded framework to demand hidden protection. The state satisfies these demands
not through visible tariffs, but through highly complex, fluid Non-Tariff Barriers
(NTBs), such as local-content requirements, opaque customs classifications, and
nationalistic procurement mandates. This demand for opaque, hidden protectionism
is empirically captured by the macro-trends illustrated in Figure 8. As domestic
political architectures shift, we observe a sustained, structural expansion in the count
of aggregate annual Non-Tariff Barriers (NTBs) across the region—persistently
anchoring between 3 to 9 major new discriminatory interventions per annum post-
2008. The data confirms that populist regimes systematically substitute overt tariff
walls with fluid administrative interventions to insulate domestic backers without
triggering overt international trade retaliation.

5.2. The Final Tragic Equilibrium: Shooting Oneself in the Foot

This dual-track strategy ultimately yields the 10.9% structural contraction in total trade
openness identified in our model. While the reduction in formal tariffs is designed to boost
manufacturing scale, the proliferation of opaque, transaction-intensive NTBs introduces
severe regulatory volatility into the economy. Because international trade networks,
multinational corporations, and GVC organisers operate on hyper-predictable, long-
term legal frameworks, this unpredictable, personalized policy environment functions
as an invisible, highly punitive economic tax. Figure 7 explicitly exposes the structural
friction of this institutional substitution. The post-2008 timeline reveals a mirror-image
divergence: while the total count of administrative NTB interventions spikes and clusters
at its highest historic levels, aggregate regional Trade Openness experiences a parallel,
steady deterioration, falling from over 130% of GDP down toward the 100% baseline. This
direct negative co-movement provides strong visual confirmation of our dynamic panel
results; it demonstrates that the administrative friction and regulatory volatility introduced
by these non-tariff measures function as a persistent unobserved tax that actively chokes off
international integration across Factory Asia.

The resulting heightened policy risk creates a severe institutional drag, driving
a systemic slowdown in total international integration. For these price-taking Asian
economies, this amounts to a tragic structural equilibrium. In their attempt to manage the
grievance by cutting input tariffs to fight external hegemons while raising hidden NTBs
to reward internal corporate backers, the populist executive erodes the very institutional
stability and rule-based predictability that facilitated the region’s historic rise in the first
place.

The strategy fails to resolve the root crisis: the benefits of the state-directed input tariff
cuts continue to be captured by capital-intensive national champions, failing to benefit the
labour in Asia, while the macro-level trade contraction slows down the broader economic
engine. Ultimately, the perceived resilience of modern Asian trade is exposed as a vestige
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of historical momentum (p = 0770), currently being systematically undermined by the
structural contradictions of the populist response to globalization’s broken promises.

Conclusion

This study investigates the empirical relationship between populist governance and
international economic integration across 10 major Asian economies from 2000 to
2019. Utilizing a Dynamic Fixed Effects (DFE) specification with Driscoll-Kraay robust
standard errors, the empirical architecture controls for temporal path dependency and the
real effective exchange rate (REER) to isolate the institutional policy channel from price
shocks. The estimations reveal a distinct dual-track policy outcome: An increase in the
continuous populism score is associated with a statistically significant 10.9% contraction
in aggregate trade openness (= —0109, p < 0001). This occurs concurrently with a
2.016 percentage point reduction in average applied tariff rates (f=-2016,p<001). This
counterintuitive combination of lower formal tariffs and reduced trade volumes indicates
that populist trade policy in price-taking, supply-chain-integrated Asian economies does
not rely on traditional border tax protectionism, unlike that in Western economies. (Funke
et al, 2023) Instead, the findings suggest that the overall contraction in trade integration
is driven by increases in non-tariff barriers and regulatory volatility. Populist leaders in
Asia often claim political legitimacy through the number of international trade deals which
puts pressure on them to reduce tariffs. Ultimately, the high coefficient on the lagged
dependent variable (p = 0 770) underscores that while international trade integration across
the panel retains substantial historical momentum, this structural baseline is significantly
counteracted by the institutional adjustments associated with the intensification of populist
governance.
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