
NEWSLETTER
FEBRUARY & MARCH 2017

NO. 15

RAGNAR
FRISCH

Economist 
of the month

AND NEC TALKS WITH
JOSHUA DAVID ANGRIST



T  AM

Patrícia Filipe
President

João Pereira dos Santos
Honorary President

Miguel Costa Matos
Vice-President

Events

Matteo Ruzzante
Vice-President

Social Life

Beatriz Braz
Vice-President
Communication

João Cortes
Vice-President

People

João Matias
NEC Magazine

Chief Editor

In order to keep loyalty and fairness respecting our work and readers, we couldn’t be indifferent to all the changes that 
have occurred in this club during the last year. The referred time lapse was crucial to the promotion of new activities and 
events not only with governmental and social entities, but also with our university’s environment. The team believes that 
good research and information are nothing if none is shared with the surrounding communities. The same way, a
Magazine being capable of serving reader’s interests while showing them all the challenges we undertook. Thus, we 
have the pleasure to announce that this semester more than twenty enthusiastic students were selected to join our 
team for the first time.

This fact highlights how determined we are to bring Economics’ issues to another level and to make the difference 
through education, research, communication and, above all else, practice.



POWERED BY
Editor
João Matias
Design
Mara Alves
Month in Review & NEC Recommends
Benedita Costa, Diogo Firme, Francisco 
monteiro, Gonçalo Porfírio, Guilherme 
Martins, Mariana Soares, Pedro Marques, 
Pedro Pereira
NEC Talks
João Pereira dos Santos, Beatriz Braz 
NEC Articles
Filipe Berjano, Filipe Baião, Rodrigo 
Barrela
Chaos Theory
Mariana Pires, Diogo Firme, Gonçalo 
Mendes
Economist of the Month
Gonçalo D'Alte, Rodrigo Barrela
NEC Team
Benedita Costa

CONTENTS

Editorial

February in Review

March in Review

NEC Recommends

NEC Talks
with Joshua David Angrist

NEC Articles
Is the Stability and Growth Pact
out of play?
Why the Portuguese Housing
Market needs Restructuring
A Study in Chickens

Chaos Theory
Fragility of Portuguese
Banking System
To Brexit or Not To Brexit
The New Tax Structure
in the US

Ragnar Frisch
Economist of the Month

1

2

3

4

7 

9

11
12

14
15

16

17

NEWSLETTER // NO. 15 / FEBRUARY & MARCH 2017

FOLLOW US BY CLICKING

Subscribe
to our Newsletter

HERE

http://wordpress.us11.list-manage2.com/subscribe?u=4e09f50fa6648c8ef0b170b0e&id=c1956bbef2
https://www.facebook.com/novaeconomicsclub/
https://www.instagram.com/novaeconomicsclub/
https://novaeconomicsclub.wordpress.com/


$ EDITORIAL 

Dear reader,

For the next publications I will be the 
Chief Editor. It is with great honor that I 
take the challenge to continue to assure 
high-quality economic content easily 
readable by students.

The first months of 2017 are turning a lot 
of tables upside down. In Europe, an 
engagement and a break-up are cele-
brated in front of each neighbors’ back-
yard. I’m talking about the celebration of 
the 60th anniversary of the Treaty of 
Rome on 25th March 2017 in Rome, 
Italy, which was the engagement ring 
that signaled the relationship towards 
the “United States of Europe”, as Winston 
Churchill baptized; and the trigger of the 
Article 50 by the UK, the formal mecha-
nism of divorce of a current process of 
integration in the EU. 
Following the history of the European 
Union formation, there was always who 
was against and who was in favor. One 
thing can be said, nowadays, the voices 
opposing the European project are 
speaking louder. Does this mean that the 
discussion is reaching to an end? 
The louder the voices and more intense 
the argumentation, more a debate wins 
in conclusions. This actually happens in 
reality. As proposed by Jean Claude 
Junker, the president of the European 
Commission, White Paper on the Future 
of Europe was released, forming the 
Commission's contribution to the Rome 
Summit of 25 March 2017. Until now, 
this is the high point of the debate and it 
translates into 5 paths the member 
states can agree to follow.

The first scenario keeps the pace defined 
by the “New Start for Europe” political 
guidelines for the European Commission 
of 2014 and the Bratislava Declaration. 
The second is a step back on integration 
where Europe only sticks to the single 
market, abandoning everything else; this 
is based on the argument that was the 
single market to allure countries do join 
the European Union and other areas of 
integration created the problems we are 
facing now. The third one is a resurgence 
of a two speeds Europe; in this alterna-
tive, member countries could choose the 
areas of integration they wanted and 
leave the others independent. Scenario 
4, defends a decrease on areas of inte-
gration, but a better integration on the 
remaining areas; quality of common 
institutions above quantity of common 
institutions. Last but not least, a fifth 
scenario where integration moves 
forward and it is that integration that 
enables faster processes and more 
union among member states. A docu-
ment worth to be read in order to follow 
this discussion; you can do it here.
The discussion is just continuing with 
new arguments. Although, this is a 
particularly important time for Europe to 
choose a side. Until now more integra-
tion won, today the proposals are unbal-
anced for a readjustment. 

This edition we pay attention to this 
European Soup Opera and much more. 
I wish you the best readings. 

BY: JOÃO MATIAS
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1st US companies hired 246,000 new 
workers in January, registering a record 
since June 2016. There were created 
almost 100,000 more jobs than in 
December, being this growth mainly 
related with the construction, manufac-
turing, health care and shipping indus-
tries.

2nd Bank of England seems to be more 
positive over UK’s economy, predicting a 
faster growth, lower unemployment and 
a lower inflation rate. The economy is 
now supposed to grow 2% in 2017, 0.6 
percentage points above November’s 
forecasts.

3nd In December of the last year, manu-
facturing activity picked up in the US 
with an increasing in orders of US-made 
goods above the expectations and a rise 
in shipments. Factory goods orders 
increased by 1.3%, after a revised decline 
of 2.3% in November.

6th Eurozone economy exceeds expecta-
tions regarding performance indicators 
in the beginning of the year. Registers 14 
consecutive quarters of growth, the 
unemployment rate is below 10% and 
economic sentiment has reached its 
highest level of the past 6 years.

13th Boosting Japan’s economy isn’t 
about more monetary policy, it’s about 
making households feel more secure.

14th For the past 8 years, U.S.A has been 
increasing its sustainable energy levels 
considerably, even though they are still 
behind Europe and China.

20th Although Portugal is having some 
economic recoveries, the sluggish 
increase in consumer spending is still a 
problem. Local stores sell more or less 
the same as in 2012 to Portuguese con-
sumers. 

23th Five major companies in USA are 
moving their production to other coun-
tries, resulting in an expected loss of 
2300 jobs in the next 2 years. Donald 
Trump scheduled a meeting with the five 
CEO's in order to know the reason why 
the companies are offshoring. 

24th Although consumption driven 
expansion of the UK may be starting to 
run out of fuel, citizens are borrowing 
more. Lending to consumers grew by 
£528m in January, more £279m in com-
parison to December.

24th An increase in demand for gold by 
China led to confusion about the Brexit's 
economic influence. 

24th It’s almost certain that there will be 
further job losses at the Royal Bank of 
Scotland as it targets £2 billion in 
savings over the next four years. It 
predicts 2017 as a year of more losses 
but 2018 a full-year profits.

27th Trump’s priorities: Security first. The 
President of the U.S.A is expected to 
increase largely the military spending.  

28th All the Brexit process and the times 
we are living today impose that the Euro-
pean Commission makes a hard reflec-
tion about what the 27 countries face 
and how to solve each one’s problems.

28th Consumers' assessment of current 
conditions in the U.S. rises in February. 
The Consumer Confidence Index is 
around 114.8 and the consumers’ 
outlook for the labor market is moderate-
ly more optimistic. 

FEBRUARY IN REVIEW$

#2
NEWSLETTER // NO. 15 / FEBRUARY & MARCH 2017

RA
G

N
AR

 F
RI

SC
H

FE
BR

U
AR

Y 
//

 M
AR

CH
N

EC
 T

AL
KS

AR
TI

CL
ES

CH
AO

S 
TH

EO
RY

https://www.theguardian.com/business/2017/feb/01/adp-us-jobs-growth-january
https://www.theguardian.com/business/2017/feb/02/bank-of-england-uk-growth-forecast-economy-brexit
http://www.cnbc.com/2017/02/03/us-factory-orders-increase-more-than-expected-shipments-surge.html
https://www.ft.com/content/0bbc026a-ea12-11e6-967b-c88452263daf
http://www.cnbc.com/2017/02/13/former-boj-board-member-this-is-what-japan-must-do-to-boost-growth-hint-its-not-monetary-policy.html
http://www.nature.com/news/solar-and-wind-energy-propel-growth-in-us-renewables-1.21472
https://www.bloomberg.com/news/articles/2017-02-20/lisbon-s-struggling-stores-show-why-portugal-bondholders-worry
https://www.bloomberg.com/news/articles/2017-02-20/lisbon-s-struggling-stores-show-why-portugal-bondholders-worry
http://www.cnbc.com/2017/02/23/trump-to-seek-jobs-advice-from-firms-that-offshore-us-work.html
https://www.ft.com/content/71dddc34-fa7b-11e6-bd4e-68d53499ed71
https://www.ft.com/content/71dddc34-fa7b-11e6-bd4e-68d53499ed71
https://www.ft.com/content/0407854e-f9d0-11e6-9516-2d969e0d3b65
http://www.cnbc.com/2017/02/24/rbs-earnings-q4-full-year-2016.html
http://www.cnbc.com/2017/02/24/rbs-earnings-q4-full-year-2016.html
http://www.cbsnews.com/videos/trump-to-zero-in-on-economy-security-in-first-congress-speech/
https://www.ft.com/content/c56f99de-fdda-11e6-8d8e-a5e3738f9ae4
https://www.ft.com/content/c56f99de-fdda-11e6-8d8e-a5e3738f9ae4
http://www.cnbc.com/2017/02/28/feb-consumer-confidence.html
http://www.cnbc.com/2017/02/28/feb-consumer-confidence.html


1st FTSE 100 hits new record as pound 
falls, while Dow reaches 21,000. In the 
second week after Trump takes the 
office, this is an historical day for both 
US stock indexes. President’s address to 
the Congress seemed to lift FTSE 100 to 
a new close record of 7.375 points and 
the Dow Jones Industrial passed 21,000 
points for the first time.
3rd Core inflation is finally back in Japan 
for the first time since 2015. Consumer 
prices excluding fresh food rose 0.1% in 
January comparing with the same 
period last year. It was mainly driven by 
petrol prices increase and yen devalua-
tion since Trump’s election.
5th China’s banking system just became 
the world’s leader after surpassing Euro-
zone bank’s assets value. Sign of the 
increasing Chinese influence in the finan-
cial world.
7th Trade gap between USA and China 
continues to increase, being one of the 
main explanations to a new record trade 
deficit to the US in January. Despite the 
0.6% increase in exports, the trade deficit 
is now $48.5 billion, motivated by 2.3% 
increase in imports.
13th The government of South Korea is 
giving reforms to local markets, aiming 
for economic growth. 
14th After the Brexit, Scottish national-
ists are fighting for an independence 
referendum so that Scotland can stay a 
member of the European Union.
15th The US farming industry relation to 
climate changing and implications on 
productivity.
16th Trump’s compromise of US in infra-
structure spending could mean benefits 
for foreign capital exporters as home 
resources are not enough to build the 
sector. Almost all infrastructures Trump 
is aiming to build in the United States will 
need foreign help. Is that against his own 
ideology? 

17th The Finance Minister of France does 
not believe in the victory of Marine Le 
Pen, stating that there were examples in 
EU in the past where the citizens fought 
against extreme right-wing movements.
21st With a higher inflation rate and a 
slower growth in wages, there are some 
concerns about the future standard of 
living of UK citizens. Increasing the inter-
est rate sooner than expected appears to 
be one the policies that should be imple-
mented.
22nd The negative interest rates in 
Sweden boosted the economy, although 
inflation and housing market are still a 
concern. Riksbank states that concerns 
about inflation are more important than 
the ones about the housing market, and 
the risk in the later is not only caused by 
the decrease in the interest rates, but 
also includes other factors.
24th The US Indexes were not much 
affected by the attempt to pass a health-
care bill by the Republican Party, as the 
markets will benefit more with other poli-
cies like tax reforms. 
30th US President seeks to cut govern-
ment funding for biomedical research, 
but a study shows that NIH grants lead 
directly or indirectly to commercial 
patents on drugs and scientific papers 
31st EU accepts, as it has to be, United 
Kingdom exit, but it demands effort from 
British political forces so that it is possi-
ble to start thinking of future negotia-
tions. 
31st Trump starts to challenge other 
country’s response to his ideas and sug-
gestions, by asking NATO partners to 
increase defense spending but the first 
reaction was not in accordance as 
Germany rejects the idea. 

MARCH IN REVIEW$
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https://www.theguardian.com/business/live/2017/mar/01/us-presidential-address-calms-markets-ahead-of-manufacturing-figures-business-live
https://www.ft.com/content/16528756-ffae-11e6-96f8-3700c5664d30
https://www.ft.com/content/14f929de-ffc5-11e6-96f8-3700c5664d30
http://www.cnbc.com/2017/03/07/us-trade-deficit-jumps-to-5-year-high-of-485-billion.html
http://www.cnbc.com/2017/03/13/south-korean-reforms-to-lower-equity-risk-premiums.html
http://www.cnbc.com/2017/03/14/baroness-verma-on-scottish-independence-referendum-and-brexit-negotiations.html
http://www.nature.com/nature/journal/v543/n7645/full/543290d.html
http://www.cnbc.com/2017/03/16/trump-america-first-infrastructure-foreign-companies.html
http://www.cnbc.com/2017/03/16/trump-america-first-infrastructure-foreign-companies.html
http://www.cnbc.com/2017/03/17/finance-minister-believe-marine-le-pen-will-not-win-french-election.html
http://www.cnbc.com/2017/03/17/finance-minister-believe-marine-le-pen-will-not-win-french-election.html
https://www.theguardian.com/business/2017/mar/21/rising-food-fuel-prices-hoist-uk-inflation-rate
https://www.theguardian.com/business/2017/mar/21/rising-food-fuel-prices-hoist-uk-inflation-rate
https://www.ft.com/content/0d148a34-b668-3b14-b95c-c0fadd26dec8
https://www.bloomberg.com/news/articles/2017-03-24/who-cares-about-health-care-as-long-as-markets-get-their-tax-cut
https://www.bloomberg.com/news/articles/2017-03-24/who-cares-about-health-care-as-long-as-markets-get-their-tax-cut
http://www.nature.com/news/nih-research-grants-yield-economic-windfall-1.21752
http://www.nature.com/news/nih-research-grants-yield-economic-windfall-1.21752
https://www.ft.com/content/cce58e8e-158c-11e7-80f4-13e067d5072c
https://www.ft.com/content/cce58e8e-158c-11e7-80f4-13e067d5072c
http://www.bbc.com/news/world-europe-39460685
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(continues on the next page)

Is President Trump trying to get into a 
trade war in China?
We have all seen how Donatld Trump 
accused China of robbing jobs from 
American workers and stealing intellec-
tual property during his campaign. Now 
that he has the power to take action, 
there are fears he may enter a trade war 
with China by taxing Chinese imports 
with a 45% tariff. There is also the 
chance he simply tries to take his case to 
the courts of the WTO. One thing is 
certain: only Trump does what he will do. 
Read more here.

Brexit: What is next for UK’s trade 
deals with the rest of the world?
What matters in trade negotiation is the 
relative size of an economy and not net 
trade flows. That's why the losses of the 
UK in a new trade agreement based on 
the WTO with the EU would be much 
severe than the losses of the EU. UK also 
must negotiate with the world's largest 
economies like the USA and China, but 
given President Trump's "America First" 
policies, one can wonder about the relia-
bility of a trade agreement with Trump's 
America. Read more here.

Europe’s influence on the economic 
development of its former colonies
When we look at former European colo-
nies, we can observe a huge difference in 
economic growth and development 
between, for example, African colonies 
such as Congo or Malawi and Australia, 
Canada or the USA. Studies have tried to 
show what is behind this difference and 
many argue that the proportion of Euro-
peans during colonisation (and also the 
human capital they brought to these 
colonies) helps explaining the larger 
development of some ex-colonies. Read 
more here.

Household Debt as in 2008 but with 
different meaning 
The US total household debt is just now 
0.8%, below of its peak in the third quar-
ter of 2008 ($12.68 trillion). Along the 
year, it was recorded the strongest 
growth in nearly a decade. However, the 
delinquency rates of debt are much 
lower and stable than in the pre-crisis 
period. Also in 2008, 79% of the house-

holds’ debt was mortgage and HELOC 
debt. Nowadays, the most part of debt is 
student and auto debt. Read more here. 

Are the rich harmed by US tax policy?
US’s wealthiest people complain usually 
that they contribute the most to the gov-
ernment tax revenues. Although they 
definitely pay the most part of income 
tax, the rest of the tax code highly affects 
the middle class and the poor due to 
regressive taxes. This leads to an overall 
tax structure that is far less progressive 
that it should be. In fact, the US tax code 
is only middle-progressive. Read more 
here.

Increasing Prime-Age working 
population to boost economic activity 
After some years accumulating falls, the 
prime worker generation (20 to 54) will 
hit a new peak this year in the US. It is 
estimated 0.5% growth in this period and 
it may stimulate the economy. At this 
moment, the largest number of individu-
als is on the 25 to 29 category which 
inspires optimism as the US tries to 
repeat the 70´s, 80´s and 90´s economic 
growth that was only possible with grow-
ing prime-age work population (3% per 
year in the 80´s). Read more here.

A Tax on Robots?
Former finance minister of Greece, Yanis 
Varoufakis, weighs in on Mr. Bill Gates´s 
words regarding the implementation of 
income tax on robots to ease social 
inequalities. In fact, the road towards a 
world where robots are fully integrated in 
everyday lives, brings a whole new set of 
challenges and decisions to be made. 
For more on this, click here.

How Trump’s policies will affect 
corporate America: Evidence from 
company stock reactions
Following Mr. Trump´s presidential win, it 
is bound to bring great changes to the 
world economies. Despite there is no 
certainty regarding what changes might 
occur, world analysts have already tried 
to identify possible winners and losers 
out of the situation. For more on this, 
click here.
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http://www.economist.com/blogs/economist-explains/2017/02/economist-explains-2
https://www.project-syndicate.org/commentary/brexit-trade-negotiations-uk-costs-by-daniel-gros-2017-02
http://voxeu.org/article/european-origins-economic-development
http://libertystreeteconomics.newyorkfed.org/2017/02/just-released-total-household-debt-nears-2008-peak-but-debt-picture-looks-much-different.html
https://www.weforum.org/agenda/2017/02/do-us-taxes-punish-the-rich-heres-what-the-data-says
http://www.calculatedriskblog.com/2017/02/prime-working-age-population-near-2007.html
https://www.project-syndicate.org/commentary/bill-gates-tax-on-robots-by-yanis-varoufakis-2017-02
http://voxeu.org/article/trumponomics-and-sp-500
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Mapping the Future of AI
“The future is bright, but the brighter it 
becomes, the more shadows it will cast.” 
That is what Margaret A. Boden, research 
Professor of Cognitive Science at the 
University of Sussex, UK, refers regarding 
the future of Artificial Intelligence. 
Although still uncertain, one thing´s for 
sure: AI will greatly affect the world´s 
future. Click here if you want to know 
more about this.

Understanding the long-run effects of 
Africa’s slave trades
Africa is the continent which suffered the 
most from slave trade and the effects are 
still there. From economic development 
to polygyny this article shows us how 
slave trading shaped the continent.

Health Food: Redefining an Industry
The global food and beverage industry is 
changing, with consumers ever more 
willing to choose healthy options. Social 
media is contributing towards this and 
people are more aware of the risks of 
“junk food”. Read more here.

Free Trade Without the US
If it was up to Simon Bolivar, today we 
would have something like “United Latin 
America”. However, that didn’t happen. 
But attending to the new US approach to 
global-trade, a free-trade area uniting 
Latin America may be the next step. 
Read more here.

Why the French election is much more 
important than you think 
Frustration and anger have grown 
amongst the French citizens which has 
led to a far-right extremist in favor of 
leaving the EU and pulling France out of 
the euro and the leader of a newly-found-
ed liberal movement being the front-run-
ners of the upcoming Presidential elec-
tion. This election will have repercus-
sions for all Europe and even in the rest 
of the world, given it can has catastroph-
ic consequences for the future of the 
European Union. Stay tuned for what 
happens in France on April 23rd. Read 
more here.

A golden era for the arms trade market
We live in a time where instability and 
fear about a new world war are ruling all 
around the world. This is also synonym 
of countries increasing their expenditure 
in military defense and most Middle-East 
countries, like Saudi Arabia, Qatar and 
the United Arab Emirates are registering 
large increases in the imports of arms. 
On the other hand, USA, China and 
Russia are registering growths in exports 
in this market. How can the Arms Trade 
Treaty regulate this market? Read more 
here.

The role of ECB Monetary Policy on the 
decoupling between Eurozone and us 
interest rates
Up to 2013, the interest rates of the Euro-
zone moved together with their US and 
UK counterparts. However, when the ECB 
expanded its non-convential monetary 
policy, thus lowering the Eurozone inter-
est rates, this scenario changed. In 2016, 
the election of Donald Trump increases 
sharply the interest rates in the US but 
this effect was very limited in the Euro-
zone, due to the monetary policy of the 
ECB, which has been able to protect the 
Eurozone from the effects that affect the 
US and global financial conditions. Read 
more here.

One year later, the refugee´s drama is 
far to be over
The EU and Turkey deal to send back 
asylum-seekers a year ago was a politi-
cal victory to the EU but hardened these 
people’s problems.  Nations as Turkey 
still have many operating smugglers and, 
at the same time, Europeans didn´t 
process the received refuges as many 
still face unhuman conditions in camps 
around Europe. As well, the continuity of 
the deal is left to Mr. Erdogan judgement 
that threatens to disrespect it if his inten-
tions aren´t fulfilled. Therefore, the EU is 
very dependent from Turkey. Read more 
here.

(continues on the next page)
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https://www.project-syndicate.org/commentary/artificial-intelligence-no-singularity-by-margaret-a--boden-2017-02
http://voxeu.org/article/understanding-long-run-effects-africa-s-slave-trades
http://themarketmogul.com/health-food-redefining-industry/
https://www.project-syndicate.org/commentary/latin-america-free-trade-area-trump-by-andres-velasco-2017-02
http://www.economist.com/news/leaders/21717814-why-french-presidential-election-will-have-consequences-far-beyond-its-borders-vote
http://www.economist.com/blogs/economist-explains/2017/03/economist-explains-4
http://voxeu.org/article/us-elections-interest-rates-and-europe-s-monetary-sovereignty
http://www.economist.com/news/europe/21718930-president-recep-tayyip-erdogan-periodically-threatens-cancel-it-if-his-conditions-are-not-met
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Eurozone recovery only without the 
populists
After a delay in responding to the Euro-
zone crisis in 2008, with the quantitative 
easing program launched two years ago, 
it is expected to this area to benefit from 
a recovery larger than expected. The 
major threat to this relies on French elec-
tions, where Marine Le Pen is a serious 
candidate. However, Macron is more 
likely to win and might create a better 
relation between France and Germany. 
Moreover, the business activity in the 
Eurozone has reached a 70 months-high 
and an economic recovery is finally 
expected. Read more here.

Electricity and the Fourth Industrial 
Revolution
Electricity landscape is experiencing a 
period of declining costs, new technolo-
gies and shifting regulatory landscapes 
as it becomes more complex. The “grid 
edge” has three trends that promise to be 
game changers: electrification, decen-
tralization and digitalization. If this is 
adopted, $2,4 trillion may be generated 
to the whole society and industry 
through efficiency. Consumers will be in 
the centre of this new reality that will 
allow peer-to peer decentralized transac-
tions. Read more here.

Trump´s administration will review all 
of America’s trade deals
In fact, President Trump isn´t too happy 
with all 14 of USA´s trade deals, as he 
blames them for the country´s deficit. 
However, for the most part, economists 
can´t see through these allegations. For 
more on this, click here.

The Need for Very Low Interest Rates in 
an Era of Subdued Investment 
Spending
The reason as to why interest rates have 
taken a downturn after the 2008 crisis is 
answered by Thomas Klitgaard and 
Harry Wheeler, who weigh in on the 
decrease in investment, and how the 
same is influenced by secular and cycli-
cal factors. If you want to know more 
about this, click here.

How Corruption Fuels Climate Change
2016 has marked some steps forward in 
the fighting against corruption amongst 
oil companies. This fact allied with the 
apparent success of the Paris climate 
agreement in December of 2015, gave 
good prospects regarding the fight on 
climate issues. However, a lack of will in 
respecting the agreements and the 
recent Trump´s presidency (allied to a 
disbelief in these issues), seems to drag 
on the solution for the most serious 
current world issue. For more on this, 
click here.

The Arab Spring and the Western 
Winter
There are many similarities between the 
“Arab Spring” and the wave of populism 
crossing the West. The growing discon-
tent with the establishment is a core 
aspect in both cases, and its causes are 
quite identical. As main consequence 
Globalization is being demonized. Read 
more here.

The future of the European Union
The European project is going through a 
tough time. Economic issues and migra-
tion are its main problems and the Euro-
pean Union has been unable to solve 
them. This has created much discontent 
towards the EU, as shown by its striking-
ly low popularity ratings, leading to a 
growth in populism. What will be the 
future of the European Union? Read 
more here.

Economic growth in the US: A tale of 
two countries
Economic inequality in the USA is grow-
ing, currently making it one of the most 
debated issues. “From 1980 to 2014, 
average national income per adult grew 
by 61% in the US, yet the average pre-tax 
income of the bottom 50% of individual 
income earners stagnated at about 
$16,000 per adult after adjusting for 
inflation.” This column exposes the find-
ings from the authors’ attempt to meas-
ure inequality. 
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On March 29, Nova’s Research Semi-
nars received Professor Joshua Angrist 
to give a talk on “Uber vs Taxi: A Driver’s 
Eye View”. Nova Economics Club in 
partnership with Nova Africa had the 
opportunity to prepare an interview. 
Here we present the interview:

João Pereira dos Santos: You're one of 
the authors of Mostly Harmless Econo-
metrics. However some economists 
argue that it just touches the “corner” of 
econometrics. Do you consider the “cor-
ners” of econometrics that you don’t 
touch in that book more harmful than 
applied macroeconometrics? What’s 
your take on baser econometrics and 
other techniques as well?

WITH JOSHUA DAVID ANGRIST

NEC TALKS

(continues on the next page)

Joshua David Angrist was born in 1960 
in Columbus, Ohio. In 1982, Joshua grad-
uated in Economics with Highest Honors 
from Oberlin College. Five years later, he 
completed his master’s degree in Eco-
nomics and now holds a PhD in Econom-
ics since 1989, both from Princeton 
University. Right after finishing his stud-
ies, Angrist started his research work 
through the National Bureau of Econom-
ic Research. At the same time, he was an 
Assistant Professor at Harvard and a 
Senior Lecturer in Economics at Hebrew 
University of Jerusalem. However, it was 
in 1996 that Joshua came to MIT. Nowa-
days, he’s the Ford Professor of Econom-
ics at MIT, a director of MIT's School 
Effectiveness and Inequality Initiative 
and a Research Associate at the NBER.
Angrist is known for his use of quasi-ex-
perimental research designs to study the 
impact of public policies and changes in 
economic or social circumstances. 
Moreover, his research works include 
topics such as Economics of Education, 
social programs, labor market and its 
regulation, and immigration.
Among several articles, invited papers 
and other publications related to his 
theoretical econometrics and statistics 
knowledge, Joshua has already pub-
lished two books in this matter. They are 
"Mostly Harmless Econometrics: An 
Empiricist’s Companion in 2009" and 
"Mastering ‘Metrics: The Path from 
Cause to Effect in 2015". Both books are 
indicated to all students who want to 
improve their Econometrics' background 
as well as all economists.

Last but not least, along his professional 
career Joshua was recognized with 
many awards. It’s noteworthy that he 
received an honorary doctorate from the 
University of St. Gallen in June 2007.
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Joshua Angrist: Well, it’s a matter of priori-
ty so it’s always good to know more than 
less, and I would like to know many things 
that I don’t know. For example, I wish I 
spoke Portuguese. But in learning as in life 
you have to make trade-offs and decide 
what is important and what is high priority. 
Econometrics that is in our books is Econo-
metrics we feel that our students need to 
know. We do set priorities and it’s not that 
other things are not worth knowing but for 
the students that we work with and special-
ly the students that we teach is those 
things that we think that are essential. 
Mostly Harmless Econometrics is a grad-
uate book. It’s something about PhD 
students, what you need to know to do a 
thesis. Obviously, it’s more relevant for 
people who do applied Macro and for 
empirical Macro as well. This is what we 
think you need to make time for. The other 
book, Mastering 'Metrics: The Path from 
Cause to Effect is more for undergradu-
ates and we think that’s the book that 
should be on the top of the priory list.

JPS: Do you have some advices for new 
economists starting their career? What 
would be the priorities?
JA: As an academic researcher, the most 
important thing is you really have to like 
writing papers. I usually ask to my students 
what they think I do for a living and they say 
“Teach”, “Run Regressions”, “Experiments”, 
and I think that “Those are the tools that I 
use, but what I actually do is write a couple 
of papers a year and that’s what you need 
to see yourself doing. You want to write for 
living and you have something that you are 
excited to write about. You have a kind of 
agenda and you can lay out in your mind 
your priorities. You know, they may change 
in terms of subjects but you see yourself 
doing that”.

A really good thing to undergraduate 
students to do is to think about papers that 
they wished they had written.
As you think about what you want to do in 
your thesis on. What are the other papers 
out there, perhaps among year classmates, 
who are older than you? What of that work 
excites you? You have to be really concrete 
about it and imagining yourself doing 
papers for a living. It’s something that 
many people want to do and it’s not some-
thing that many people are good at. I don’t 
think that is hard but it’s not something 
that many people see to be able to figure 
out how to do. Unfortunately graduate 
education doesn’t spend enough time 
teaching that skill. The first step to learn 
how to write papers is read papers and to 
organize them in your mind. You may think 
about what you thought was exciting, what 
you thought was useful, especially what 
you want to do. In order to learn how to do 
that is kind of a craft: you need to be able to 
do that officially and definitely want to 
enjoy it, not every step is enjoyable, but 
should be something that you like do it 
because many students don’t want to go 
on their career in research, and that’s fine, 
but it’s something good to figure out sooner 
rather than later.
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A fierce supporter of the “United States 
of Europe”, as Winston Churchill decades 
before, Jacques Delors was the main 
leader of European integration in the late 
1980’s. With the reunification of Germa-
ny, deeper integration was necessary to 
curb this new imbalance of power in 
Europe. Mr Delors then seized the oppor-
tunity to propose the Economic and 
Monetary Union, which he hoped would 
culminate in his much-desired European 
Federation. 

However, the EMU would entail a great 
deal of challenges and difficulties that 
are still felt today. European countries 
were quite asymmetric in their develop-
ment. This situation is now considered 
to have been wrongly overlooked, as eco-
nomically weak countries such as Portu-
gal and Greece were to share the Euro 
with economic behemoths like Germany 
and France.

German policy makers had always obses-
sively privileged a strong and stable 
currency along with low inflation, a result 
of the tenebrous hyperinflation of the 
1920’s. The other would-be members of 
the EMU desired the end of the volatile 
EMS mechanism that had already caused 
a major currency crisis in 1993. As such, 
Germany surrendered its beloved 
Deutschmark on one condition: it would 
dictate the rules of the newborn currency 
area. With inflation as its main concern, 
Germany was worried about possible 
spillovers from irresponsible fiscal 
policies of other Euro Area members, 
which would undermine the effectiveness 
of a new common monetary policy.

This preoccupation resulted in the crea-
tion of the two fiscal rules that would 
integrate the criteria for entering the 
Monetary Union: no member would be 
allowed to have a public debt above 60% 
of GDP nor a budget deficit above 3% of 
GDP. Although they seem quite arbitrary, 
these rules have a common origin that is 
not hard to guess. The German “golden 
rule” dictated that budget deficits were 
not acceptable unless they were allocat-
ed into public investment, which was 
limited by German law at 3% of GDP. The 
60% of GDP threshold was the average 
debt level in the EU when the Maastricht 
Treaty was signed.

After the creation of the Monetary Union 
in 1999, the need to abide by these rules 
was still a necessity that derived from 
the quest for convergence, hence the 
creation of the Stability and Growth Pact 
in 1997. This pact would entail the two 
fiscal criteria plus a system of preventive 
and corrective mechanisms, including 
sanctions against non-complying 
member states. This created a serious 
problem that would undermine the Union 
in future years: while Fiscal Policy was to 
remain an exclusive responsibility of 
democratically elected national officials, 
it seemed undemocratic to have a group 
of unelected “eurocrats” imposing poli-
cies under the threat of sanctions.

Ironically, the second member ever to 
violate the SGP was precisely Germany, 
quickly followed by France. Effective 
lobbying by German and French officials 
made the Council of Ministers block the 
sanctions on both countries and sus-
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(continues on the next page)

pend the SGP, arguing that it was too 
strict, a decision that infuriated the Com-
mission. 

The competitiveness differences 
between the Euro members had created 
two groups of countries: the surplus 
countries led by Germany and the Neth-
erlands, and the deficit countries spear-
headed by Portugal and Greece. The 
lower interest rate effect, while virtually 
non-existent in the surplus countries, 
was deeply felt in the deficit countries, 
accustomed to live in a high interest rate 
environment that derived from their 
structural problems and erroneous poli-
cies that had induced high inflation. 
While the SGP championed a neutral or 
contractionary fiscal stance in “good 
years” such as the ones that followed the 
Euro inception (i.e. countercyclical poli-
cies), the deficit countries, for various 
reasons, did exactly the opposite, open-
ing large trade and fiscal deficits while 
the other group accumulated surpluses. 
The synchronization of policies and 
cycles that was vital for the functioning 
of the MU was being jeopardized.

With the advent of the 2008 crisis, Euro 
Area members scraped the SGP alto-
gether and initiated a massive Keynesian 
style fiscal stimulus in a hope to kick-
start their economies. A slight recovery 
was attained, but at the expense of large 
budget deficits that resulted in sharp 
public debt increases. The ability to pay 
back these debts was starting to be 
questioned by financial markets, espe-
cially those of the deficit countries. 
Investors then then stopped lending to 
this countries, which resulted in interest 
rate hikes and undermined their capacity 
to finance current account deficits, lead-
ing to the so called “sudden stop”. With 
bankruptcy imminent, countries like 

Portugal, Greece and Ireland were forced 
to request financial assistance.

The response to this crisis was rather 
curious: on top of all the austerity packed 
bailouts, the SGP was reinforced to 
levels of strictness never seen before. 
With debts over 100% of GDP, deficits 
well above the required maximum and 
crippling economies, the deficit coun-
tries were required to pursue pro-cyclical 
contractionary policies that blocked their 
recovery.

The harmonization of fiscal policies is 
indeed a sine qua non condition for the 
success of a Monetary Union, but the 
way this objective has been pursued has 
proved to be the cause of political 
tensions while being inefficient and argu-
ably undemocratic. The current situation 
is undoubtedly unsustainable and 
requires effective and forward-looking 
action.

The dismantling of the Euro Area would 
be a massive step back in European Inte-
gration and a serious threat to its surviv-
al. The conclusion here is that Mr 
Delors’s wish for political union is much 
more than that: it is a necessary step to 
be taken without which the EU will not 
survive. Without it, measures like 
cross-border fiscal transfers or Debt 
Mutuallization are politically unfeasible. 
Without it, Europe seems doomed to 
succumb again to Nationalism and Pop-
ulism that already threaten its cohesion. 
As utopic as it may seem to the current 
generation of European leaders, I firmly 
believe that the current generation of 
students has the spirit and mindset to 
lead Europe into the ever-closer Union 
enshrined in the Treaty of Rome.

IS THE STABILITY AND GROWTH PACT
OUT OF PLAY?

BY: FILIPE BERJANO
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A fierce supporter of the “United States 
of Europe”, as Winston Churchill decades 
before, Jacques Delors was the main 
leader of European integration in the late 
1980’s. With the reunification of Germa-
ny, deeper integration was necessary to 
curb this new imbalance of power in 
Europe. Mr Delors then seized the oppor-
tunity to propose the Economic and 
Monetary Union, which he hoped would 
culminate in his much-desired European 
Federation. 

However, the EMU would entail a great 
deal of challenges and difficulties that 
are still felt today. European countries 
were quite asymmetric in their develop-
ment. This situation is now considered 
to have been wrongly overlooked, as eco-
nomically weak countries such as Portu-
gal and Greece were to share the Euro 
with economic behemoths like Germany 
and France.

German policy makers had always obses-
sively privileged a strong and stable 
currency along with low inflation, a result 
of the tenebrous hyperinflation of the 
1920’s. The other would-be members of 
the EMU desired the end of the volatile 
EMS mechanism that had already caused 
a major currency crisis in 1993. As such, 
Germany surrendered its beloved 
Deutschmark on one condition: it would 
dictate the rules of the newborn currency 
area. With inflation as its main concern, 
Germany was worried about possible 
spillovers from irresponsible fiscal 
policies of other Euro Area members, 
which would undermine the effectiveness 
of a new common monetary policy.

This preoccupation resulted in the crea-
tion of the two fiscal rules that would 
integrate the criteria for entering the 
Monetary Union: no member would be 
allowed to have a public debt above 60% 
of GDP nor a budget deficit above 3% of 
GDP. Although they seem quite arbitrary, 
these rules have a common origin that is 
not hard to guess. The German “golden 
rule” dictated that budget deficits were 
not acceptable unless they were allocat-
ed into public investment, which was 
limited by German law at 3% of GDP. The 
60% of GDP threshold was the average 
debt level in the EU when the Maastricht 
Treaty was signed.

After the creation of the Monetary Union 
in 1999, the need to abide by these rules 
was still a necessity that derived from 
the quest for convergence, hence the 
creation of the Stability and Growth Pact 
in 1997. This pact would entail the two 
fiscal criteria plus a system of preventive 
and corrective mechanisms, including 
sanctions against non-complying 
member states. This created a serious 
problem that would undermine the Union 
in future years: while Fiscal Policy was to 
remain an exclusive responsibility of 
democratically elected national officials, 
it seemed undemocratic to have a group 
of unelected “eurocrats” imposing poli-
cies under the threat of sanctions.

Ironically, the second member ever to 
violate the SGP was precisely Germany, 
quickly followed by France. Effective 
lobbying by German and French officials 
made the Council of Ministers block the 
sanctions on both countries and sus-

pend the SGP, arguing that it was too 
strict, a decision that infuriated the Com-
mission. 

The competitiveness differences 
between the Euro members had created 
two groups of countries: the surplus 
countries led by Germany and the Neth-
erlands, and the deficit countries spear-
headed by Portugal and Greece. The 
lower interest rate effect, while virtually 
non-existent in the surplus countries, 
was deeply felt in the deficit countries, 
accustomed to live in a high interest rate 
environment that derived from their 
structural problems and erroneous poli-
cies that had induced high inflation. 
While the SGP championed a neutral or 
contractionary fiscal stance in “good 
years” such as the ones that followed the 
Euro inception (i.e. countercyclical poli-
cies), the deficit countries, for various 
reasons, did exactly the opposite, open-
ing large trade and fiscal deficits while 
the other group accumulated surpluses. 
The synchronization of policies and 
cycles that was vital for the functioning 
of the MU was being jeopardized.

With the advent of the 2008 crisis, Euro 
Area members scraped the SGP alto-
gether and initiated a massive Keynesian 
style fiscal stimulus in a hope to kick-
start their economies. A slight recovery 
was attained, but at the expense of large 
budget deficits that resulted in sharp 
public debt increases. The ability to pay 
back these debts was starting to be 
questioned by financial markets, espe-
cially those of the deficit countries. 
Investors then then stopped lending to 
this countries, which resulted in interest 
rate hikes and undermined their capacity 
to finance current account deficits, lead-
ing to the so called “sudden stop”. With 
bankruptcy imminent, countries like 

Portugal, Greece and Ireland were forced 
to request financial assistance.

The response to this crisis was rather 
curious: on top of all the austerity packed 
bailouts, the SGP was reinforced to 
levels of strictness never seen before. 
With debts over 100% of GDP, deficits 
well above the required maximum and 
crippling economies, the deficit coun-
tries were required to pursue pro-cyclical 
contractionary policies that blocked their 
recovery.

The harmonization of fiscal policies is 
indeed a sine qua non condition for the 
success of a Monetary Union, but the 
way this objective has been pursued has 
proved to be the cause of political 
tensions while being inefficient and argu-
ably undemocratic. The current situation 
is undoubtedly unsustainable and 
requires effective and forward-looking 
action.

The dismantling of the Euro Area would 
be a massive step back in European Inte-
gration and a serious threat to its surviv-
al. The conclusion here is that Mr 
Delors’s wish for political union is much 
more than that: it is a necessary step to 
be taken without which the EU will not 
survive. Without it, measures like 
cross-border fiscal transfers or Debt 
Mutuallization are politically unfeasible. 
Without it, Europe seems doomed to 
succumb again to Nationalism and Pop-
ulism that already threaten its cohesion. 
As utopic as it may seem to the current 
generation of European leaders, I firmly 
believe that the current generation of 
students has the spirit and mindset to 
lead Europe into the ever-closer Union 
enshrined in the Treaty of Rome.

IS THE STABILITY AND GROWTH PACT
OUT OF PLAY?
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In recent years, the structure of the hous-
ing market in Portugal has been put 
under severe pressure to change. As the 
demand for renting domestic residences 
has been increasing, Portugal has found 
it hard to deviate from its historical and 
cultural tradition of purchasing residen-
tial property, and so supply of renting 
opportunities has not followed up the 
trend in demand. A study by Century21 
recently concluded that in Portugal 65% 
of people born between the 1980s and 
the 2000s prefer renting over purchas-
ing. These newer generations, who are 
not as interested in acquiring property as 
their predecessors, are hard pressed to 
find opportunities for rental, and 
because of this disparity between supply 
and demand, prices of rents have risen 
exponentially, especially in the urban 
areas of Lisbon and Porto.

This increase in demand can be traced 
back to 2008 when it started to get 
harder and harder to apply for credit to 
purchase a residential property. On the 
other hand, the supply angle hasn’t been 
faring well to match. In 2011 there were 
90 thousand houses available for resi-
dential rental in Portugal, according to 
APEMIP (Associação de Profissionais e 
Empresas de Mediação Imobiliária de 
Portugal). In 2016, that number is esti-
mated to have decreased to 60 thou-
sand. This reveals how ill-adjusted the 
market is in this sector, as in Lisbon, 
Porto and Algarve, the rental market is 
where the greatest demand is concen-
trated in. And these urban centers are 
not the only ones facing this issue. Cities 
like Aveiro, Braga, Leiria, Coimbra, San-
tarém and Évora all face problems 
matching rental demand with supply.

According to APEMIP, the reason for the 
lack of supply of rental properties lies not 
only on the fact that most of these prop-
erties are already being rented, but also 
because no new offers are surfacing in 
this sector. Owners prefer to invest in 
local, short-term housing, focused on 
tourism, and they argue that to forego 
the tourism market in favor of the rental 
market would be a very unwise decision, 
at a time when Portugal’s economy 
needs foreign investment. They instead 
declare the main source of the problem 
as being the lack of properties to rent, 
and the increased number of properties 
to sell.

Whichever factor is the main cause, the 
fact remains: prices are rising. In Lisbon, 
for example, average rents increased by 
11% in the second trimester of 2015, 
8.4% in the third and 8.9% in the last, and 
in the first trimester of 2016, this growth 
increased to 12.1%. If measures are not 
taken to increase the number of opportu-
nities for rental in Portugal, a big slice of 
potential consumers will look for hous-
ing elsewhere, and our urban centers 
shall no longer be attractive to our own 
citizens.
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WHY THE PORTUGUESE HOUSING
MARKET NEEDS RESTRUCTURING

BY: FILIPE BAIÃO
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Last year, in June, Bill Gates issued a 
blog post on his webpage entitled “Why I 
would raise chickens”. In this, he claimed 
that chickens were the way to foster eco-
nomic growth in developing countries by 
expanding domestic production, entre-
preneurship and local trade.

Gates claimed four benefits from doing 
this practice: first, chickens are easy and 
inexpensive to take care for, as they only 
need shelter and to be vaccinated, at a 
cost of 20 cents per vaccine; secondly, 
they are a good investment, because at a 
price of $5 per chicken a raiser might end 
up earning more than $1,000 a year; 
also, chickens keep children healthy, not 
only because of their eggs, but also 
because instead of giving them eggs, 
families could use the returns on sales to 
buy more nutritious food; lastly, they 
empower women, since women who sell 
chicken are likely to reinvest the profits in 
their families. 

The goal of this project is to “eventually 
help thirty percent of the rural families in 
sub-Saharan Africa raise improved 
breeds of vaccinated chickens, up from 
five percent now”. 

So, in the end, is this a project 
that works?

Well, first of all, this is not an entirely new 
idea. Giving livestock in order to boost 
commercial activity and promote entre-
preneurship is one of the most practiced 
forms of foreign aid by Western organi-
zations. So, Gates’ idea, even though not 
that much original, seems to be a popu-

lar choice of foreign aid. But not a 
wallet-friendly one. Take cows as an 
example – they are relatively cheap to 
buy, but the costs of delivery plus train-
ing the locals to raise them increase the 
costs exponentially. Similar problems 
arise with chickens.

A month ago, Chris Blattman, a profes-
sor at the University of Chicago who 
studies international development and 
conflict resolution, wrote for Vox’s seg-
ment The Big Idea arguing against 
Gates’ case of chickens. Blattman has 
studied the issue of granting money 
directly to households as an option to 
increase the creation of start-ups in 
developing countries and further accel-
erate the evolution of local businesses. 
For him, the idea of chicken is not a good 
one simply because the costs outweigh 
the benefits. 

In one hand, as the supply of chicken 
goes up, profits will go down, so the 
argument that they are a good invest-
ment can be fallacious. On the other 
hand, this type of programs has really 
long payback periods, as similar studies 
that cost around $1,700 per household 
only led to a return of $80 per year. With 
this in mind, Blattman’s argument is that 
cash is more versatile than livestock, 
since granting poor people income on 
top on their wage in order to start-up a 
business proves to be very rewarding, as 
he argues that the poor make good 
investment choices when given the 
opportunity. Also, cash is easier and 
cheaper to hand than livestock or skills.

So, why aren’t such programs being 
implemented more often? Well, one of 
the main problems is that many funders 
still doubt the success of just giving out 
money. They raise familiar concerns 
such as that men drink their cash away, 
the diligent yet uneducated poor struggle 
to make sound decisions and handouts 
make people ever more dependent on 
aid. However, a study performed precise-
ly by Blattman in Uganda in which young 
adults were given grants in return for a 
simple business plan, but where they 
were able to spend the grants however 
they wished, led the participants to use 
most of the funding to acquire physical 
tools instead of skills training, which, in 
four years, rose the participants’ 
incomes by an average of roughly 40 
percent. This strengthens the belief that 
cash handouts can really work due to 
sound decision-making abilities that 
people in these developing countries 
have (which might be precisely explained 
by their social and economic conditions).

Joseph Hanlon of the London School of 
Economics and Teresa Smart of Univer-
sity College of London also expressed an 
opinion on Gates’ idea. They think that 
chicken production for commercial 
purposes may not generate that much 
return, simply because these people who 
would receive the hens would have to 
compete with larger growers. They gave 
the example of Mozambique – frozen 
chicken produced in this country or 
imported from Brazil and South Africa 
are cheaper than local chicken. So, for 
Hanlon and Smart this is not a problem 
of supply and demand, but one of barri-
ers to entry. Having to compete with 
these big established players might lead 
the expected profits of smaller growers 

to be well below the $1,000 per year 
mark.  

With the help of Brazilian development 
bank BDNES and the government, Brazil 
became the largest chicken producer 
and exporter in the world, with the chick-
ens being raised by family farmers, 
creating a nationwide value chain of 
small producers. This is not a foreign aid 
type of project; it is a project completely 
run by the Brazilian public sector, but I 
believe can be used by Gates in order to 
prove a point – that promoting small 
businesses is key for increasing eco-
nomic conditions of developing coun-
tries’ population.

This goes to show that there is no 
certain way to approach the problem. 
Poverty is still a demanding issue in 
today’s world, and no proper solution has 
yet been found. As Blattman put it, “no 
one has run the race between chickens 
and cash programs”, so we do not know 
if one way is more effective than the 
other. What we have are the different 
studies and cases that have been done 
over the years, but they do not tell the 
correct answer. Is giving livestock plus 
some guidance the correct way to tackle 
local development? Should the poor be 
able to choose what they want to do for 
a business, and just give them grants 
with this purpose? Or should foreign aid 
agents try to be more influent among 
national governments so that a situation 
such as the Brazilian one can become 
the rule? While I do not know it, facing 
the current world problems of growing 
inequalities, increasing conflicts and 
rising of a nationalist wave over Western 
society, I can tell that an answer to these 
questions is becoming increasingly 
urgent going forward.

NEC ARTICLES
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Last year, in June, Bill Gates issued a 
blog post on his webpage entitled “Why I 
would raise chickens”. In this, he claimed 
that chickens were the way to foster eco-
nomic growth in developing countries by 
expanding domestic production, entre-
preneurship and local trade.

Gates claimed four benefits from doing 
this practice: first, chickens are easy and 
inexpensive to take care for, as they only 
need shelter and to be vaccinated, at a 
cost of 20 cents per vaccine; secondly, 
they are a good investment, because at a 
price of $5 per chicken a raiser might end 
up earning more than $1,000 a year; 
also, chickens keep children healthy, not 
only because of their eggs, but also 
because instead of giving them eggs, 
families could use the returns on sales to 
buy more nutritious food; lastly, they 
empower women, since women who sell 
chicken are likely to reinvest the profits in 
their families. 

The goal of this project is to “eventually 
help thirty percent of the rural families in 
sub-Saharan Africa raise improved 
breeds of vaccinated chickens, up from 
five percent now”. 

So, in the end, is this a project 
that works?

Well, first of all, this is not an entirely new 
idea. Giving livestock in order to boost 
commercial activity and promote entre-
preneurship is one of the most practiced 
forms of foreign aid by Western organi-
zations. So, Gates’ idea, even though not 
that much original, seems to be a popu-

lar choice of foreign aid. But not a 
wallet-friendly one. Take cows as an 
example – they are relatively cheap to 
buy, but the costs of delivery plus train-
ing the locals to raise them increase the 
costs exponentially. Similar problems 
arise with chickens.

A month ago, Chris Blattman, a profes-
sor at the University of Chicago who 
studies international development and 
conflict resolution, wrote for Vox’s seg-
ment The Big Idea arguing against 
Gates’ case of chickens. Blattman has 
studied the issue of granting money 
directly to households as an option to 
increase the creation of start-ups in 
developing countries and further accel-
erate the evolution of local businesses. 
For him, the idea of chicken is not a good 
one simply because the costs outweigh 
the benefits. 

In one hand, as the supply of chicken 
goes up, profits will go down, so the 
argument that they are a good invest-
ment can be fallacious. On the other 
hand, this type of programs has really 
long payback periods, as similar studies 
that cost around $1,700 per household 
only led to a return of $80 per year. With 
this in mind, Blattman’s argument is that 
cash is more versatile than livestock, 
since granting poor people income on 
top on their wage in order to start-up a 
business proves to be very rewarding, as 
he argues that the poor make good 
investment choices when given the 
opportunity. Also, cash is easier and 
cheaper to hand than livestock or skills.

So, why aren’t such programs being 
implemented more often? Well, one of 
the main problems is that many funders 
still doubt the success of just giving out 
money. They raise familiar concerns 
such as that men drink their cash away, 
the diligent yet uneducated poor struggle 
to make sound decisions and handouts 
make people ever more dependent on 
aid. However, a study performed precise-
ly by Blattman in Uganda in which young 
adults were given grants in return for a 
simple business plan, but where they 
were able to spend the grants however 
they wished, led the participants to use 
most of the funding to acquire physical 
tools instead of skills training, which, in 
four years, rose the participants’ 
incomes by an average of roughly 40 
percent. This strengthens the belief that 
cash handouts can really work due to 
sound decision-making abilities that 
people in these developing countries 
have (which might be precisely explained 
by their social and economic conditions).

Joseph Hanlon of the London School of 
Economics and Teresa Smart of Univer-
sity College of London also expressed an 
opinion on Gates’ idea. They think that 
chicken production for commercial 
purposes may not generate that much 
return, simply because these people who 
would receive the hens would have to 
compete with larger growers. They gave 
the example of Mozambique – frozen 
chicken produced in this country or 
imported from Brazil and South Africa 
are cheaper than local chicken. So, for 
Hanlon and Smart this is not a problem 
of supply and demand, but one of barri-
ers to entry. Having to compete with 
these big established players might lead 
the expected profits of smaller growers 

to be well below the $1,000 per year 
mark.  

With the help of Brazilian development 
bank BDNES and the government, Brazil 
became the largest chicken producer 
and exporter in the world, with the chick-
ens being raised by family farmers, 
creating a nationwide value chain of 
small producers. This is not a foreign aid 
type of project; it is a project completely 
run by the Brazilian public sector, but I 
believe can be used by Gates in order to 
prove a point – that promoting small 
businesses is key for increasing eco-
nomic conditions of developing coun-
tries’ population.

This goes to show that there is no 
certain way to approach the problem. 
Poverty is still a demanding issue in 
today’s world, and no proper solution has 
yet been found. As Blattman put it, “no 
one has run the race between chickens 
and cash programs”, so we do not know 
if one way is more effective than the 
other. What we have are the different 
studies and cases that have been done 
over the years, but they do not tell the 
correct answer. Is giving livestock plus 
some guidance the correct way to tackle 
local development? Should the poor be 
able to choose what they want to do for 
a business, and just give them grants 
with this purpose? Or should foreign aid 
agents try to be more influent among 
national governments so that a situation 
such as the Brazilian one can become 
the rule? While I do not know it, facing 
the current world problems of growing 
inequalities, increasing conflicts and 
rising of a nationalist wave over Western 
society, I can tell that an answer to these 
questions is becoming increasingly 
urgent going forward.
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CHAOS THEORY

3 TOP ECONOMIC RISKS

The recent events involving the Portu-
guese Banking system are being closely 
followed by investors and rating agen-
cies, as the uncertainty regarding banks’ 
stability is, for many, the first step 
towards a new crisis in the banking 
sector. 
The latest news concerning the banking 
system is the long-awaited agreement 
with the US private equity fund, Lone 
Star to sell Novo Banco. 
Details of the agreement are still 
unknown. However, the Portuguese gov-
ernment has already revealed that it has 
agreed to sell 75 percent stake of Novo 
Banco to the US fund in exchange for a 
capital injection of 1 billion euros. This 
came as a surprise to many people, 
since the initial solution proposed by 
European Central Bank was to sell 100 
per cent of the lender. Instead, Lone Star 
is expected to share the ownership of 
Novo Banco with Portugal’s bank resolu-
tion fund. This new resolution requires 
the approval of European institutions.

The Portuguese government has reas-
sured everyone that there will be no 
direct or indirect impact on public 
accounts nor on taxpayers. Nonetheless, 
some aspects of the deal are still lacking 
clarification. 
The first main question has to do with 
the possible substantial losses imposed 
on other Portuguese banks responsible, 
in 2014, for Novo Banco’s recapitaliza-
tion with 4.9 billion euros, through Portu-
gal’s bank resolution fund. 
The other obvious question is about pos-
sible cuts on jobs. It is expected a reduc-
tion of 350 employees, until the end of 
the first semester, and the shrinking of 
the network with the closing of about 40 
to 50 branches. This measure is part of 
the restructuring plan approved, in 2015, 
by Brussels to reduce the operating 
costs, number of employees and branch-
es.
The effects of this deal on the banking 
sector and the functioning of Novo 
Banco are, for now, mere forecasts, as at 
this stage is still difficult to assess the 
exact impact of the bank’s sale on the 
Portuguese economy. Still, it will not be 
possible to ever think of this deal as 
ideal, since the whole situation that 
triggered this was never ideal.

WHAT WOULD BETHE CONSEQUENCES?
IS IT POSSIBLE?

FRAGILITY

OF PORTUGUESE

BANKING SYSTEM

(continues on the next page)
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3 TOP ECONOMIC RISKS

Ever since the creation of European 
Union, many have been the moments 
where our true strength and union has 
been put to the test. Recently, we have 
had a major one: Brexit, the name we 
gave to the withdrawal of United King-
dom from the EU.
As you may remember, it all started back 
on the latest British elections, with an 
electoral promise by former prime-minis-
ter David Cameron, the Conservative 
Party’s candidate, to hold a referendum 
about the United Kingdom leaving or not 
the European Union. Since the Conserva-
tive Party won the election, the promised 
referendum was then held on the 23rd 
June 2016, with an outcome of 52% of 
citizens voting for the country to leave 
EU.
Fast-forwarding to the present month, 
April of 2017, we now start to see the 
official negotiations, which were started 
with the letter sent by Theresa May on 
the 29th March to the European Council, 
quoting the Article 50 of the Treaty of 
Lisbon. This article was the first ever 
legal way for a country to leave the EU. 
However, it is still not an easy task: there 
has to be a major approval from the 
other members of the EU, amongst other 
bureaucracies.
The referendum was only the trigger to 
start one of the most complex opera-
tions since the beginning of the EU. We 
can all argue and debate on whether 
Brexit will come to happen or not, but we 
can be certain about one thing: nothing 
will be the same after this.

This event has caused a “butterfly effect” 
and we don’t even have to move to 
another member state to see it. Inside 
the UK, Scotland has already stated its 
intention to redo a referendum asking for 
the independence, due to its strong 
oppose to the Brexit: the majority of 
Scotland’s populations voted for the 
kingdom to stay in the European Union 
(about 62%). Also, Brexit has caused 
nationalism to increase in some other 
countries that have been discontent with 
the decisions and policies that the EU 
has been following over the past years.
So, as we can conclude, the future is 
really uncertain. We can speculate and 
discuss about this issue, but, the truth is, 
no one really knows what will be the 
outcome for politics and for the econo-
my. So far, the pound sterling has fallen 
about 16% since June last year, but we 
cannot be sure about what will be the 
effects on the long run. What we can be 
sure about however – and bearing in 
mind other events that have been occur-
ring on our continent – is that European 
Union has failed in some aspects. 
Although we can all agree that having 
this organizations is a major benefit for 
peace and stability on a historically 
non-peaceful and non-stable continent, 
there is much more to be done in order to 
restore the ideals that once dictated the 
foundations of the European Union.

WHAT WOULD BETHE CONSEQUENCES?
IS IT POSSIBLE?

TO BREXIT

OR
NOT TO BREXIT

(continues on the next page)
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3 TOP ECONOMIC RISKS

As promised in his electoral campaign, 
Donald Trump is undertaking measures 
which aim to revolutionize the tax struc-
ture in the USA. His initial proposal would 
consist on having only three income tax 
brackets instead of seven. Furthermore, 
everyone would get an increase in the 
standard deduction for Married-Joint 
Filers from $12,600 to $30,000, and from 
$6,300 to $15,000 for single filers. The 
plan caps itemized deductions at 
$200,000 for Married-Joint Filers and 
$100,000 for Single Filers.

Other proposal includes a plan to elimi-
nate marriage penalty, alternative mini-
mum tax, Obamacare tax on investment 
income, the Estate tax, the Head of 
Household filing status (which affects 
single-parent families who would pay 
more taxes under Single status) and 
personal exemptions (which affects 
families of school-age children who lose 
a $4,000 exemption for each child).

This plan would benefit the wealthy more 
than the middle class and the poor, given 
higher income levels would receive a 
higher tax break. For instance, once all 
the deductions and exemptions are 
factored in, the poorest fifth of the popu-
lation would receive a tax break of 0.6 
percent, while those in the top fifth would 
get a 3.2 percent tax break. 

It would also hurt the poor in another 
way since it caps deductions above 
$200,000. The very wealthy often give 
millions to charities to lower their tax bill. 
Capping that reduces their incentive to 
donate.

Another part of the population who 
would be worse off with this new tax 
structure are the parents of school-age 
children, who would lose the personal 
exemption for each child and do not 
qualify for the child care expense deduc-
tion (this means almost 10 million 
parents will see their taxes increase).

In general, Donald Trump's Tax Plan is 
tipped to boost the economy over the 
next two to three years, but in the long 
run, it will likely dampen economic 
growth, given it will increase substantial-
ly the national debt - much due to the 
revenue losses incurred by the tax cuts 
(the Tax Policy Center predicts Trump's 
plan would add at least $440,000 a year 
to the debt), which will eventually 
weaken the dollar and raise interest 
rates. 

WHAT WOULD BETHE CONSEQUENCES?
IS IT POSSIBLE?

THE NEW TAX

STRUCTURE

IN THE US
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Ragnar Firsch was born in March 3rd 
1895, in Oslo, Norway. Son of a gold-
smith, his future in the family tradition 
was always taken for granted. Although, 
everything suddenly changed when, as 
an apprentice in the workshop of a 
famous Oslo firm, Ragnar looked up for a 
university course that he considered 
short and easy: Economics. In 1919, he 
passed his university degree in econom-
ics and went abroad to continue his 
studies on the subject in France and 
England. Then, a Ph.D. on a mathemati-
cal statistical subject in the university of 
Oslo followed, in 1926. In 1931, he 
became a full professor in Oslo and 
Director of Research of the newly-estab-
lished Economic Institute of the Oslo 
University.

His first major article was published only 
in 1926. In it he outlined his view that 
economics should follow the same path 
towards theoretical and empirical quan-
tization, like other sciences had followed. 
Also in 1926, he published another 
article called Sur un problème d'écono-
mie pure, in which he developed his own 
quantization ideas.

He applied the same principle as a 
professor. The first course he gave, on 
production theory, he introduced a math-
ematization of the subject. 1929 was the 
year of his most important essays on 
econometric methodology. Correlation 
and scatter in statistical variables and 
Statics and dynamics in economic 
theory were considered as groundbreak-
ing research on econometric analysis, 

RAGNAR FRISCH

ECONOMIST OF THE MONTH

BY: GONÇALO D’ALTE
& RODRIGO BARRELA
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ECONOMIST OF THE MONTH
TYLER COWEN

introducing dynamics in economic anal-
ysis and giving birth to a different mathe-
matical approach to the subject.

He continued his studies in econometric 
analysis, contributing to the celebrated 
Frish-Waugh theorem in 1933, as well as 
developing the conjectural variation 
approach to oligopoly theory, which stud-
ies the assumption that firms have 
beliefs about the behavior of other firms 
in an oligopoly setting when departing 
from a variation in its output or price.
Still in the same year, his work on 
impulse-propagation business cycles 
became one of the principles of modern 
Neo-Classical business theory. In this 
essay, Ragnar argues that cyclical varia-
tion depends on two problems - the prop-
agation problem and the impulse prob-
lem, which are analyzed through dynam-
ic theory. 

Ragnar was one of the founding mem-
bers of the Econometric Society, an inter-
national society composed by econo-
mists that want to apply statistical and 
econometric frameworks to their fields. 
He was also editor of Econometrica, a 
peer-reviewed journal on econometrics, 
for over twenty years.

For his work, the econometrician was 
awarded the Antonio Feltrinelli prize 
from the Accademia Nazionale dei Lincei 
in 1961 and the Nobel Memorial Prize in 
Economic Sciences in 1969 (awarded 
jointly with Jan Tinbergen) for "having 
developed and applied dynamic models 
for the analysis of economic processes".

Besides his academic research, Ragnar 
was very fond of bee-keeping and 
queen-rearing, hobbies which he kept for 
over fifty-seven years, performing genet-
ic and statistical studies with a view of 
improving the quality of the bee. Further-
more, during Nazi invasion of Norway in 
1943, Ragnar was imprisoned during 
almost a year in three different concen-
tration camps. Nonetheless, he survived 
the war, continuing his studies. He died 
on January 1973, at the age of 77, in his 
home-country of Norway. Today, the 
Frisch Centre at the University of Oslo is 
named in his honor.
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