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$ EDITORIAL 

This month we are pleased to present an 
overhauled newsletter with a new look 
for a new year. The start of the new aca-
demic year is always a busy time and it 
certainly has been for Nova Economics 
Club. From welcoming incoming 
students to recruiting new members, to 
organizing and participating in confer-
ences, the Club has been bustling with 
activity. Put together, this has caused us 
to delay and then merge our September 
and October issues. For that, our deep-
est apologies. 
We are working hard to make sure that 
our next issue is rather more timely and 
that it brings back our Statistics section, 
completely revamped with a much 
sharper focus on economics rather than 
financial markets. Already this month we 
launch a new Club News section dedicat-
ed to keeping you in touch with what 
we’re doing.
It is true these things take time and 
effort. There is a trade-off and arguably it 
would have been more rational to pub-
lish earlier with a more half-baked job. 
But what is rational any way? It is known 
that rationality as we teach and learn it 
has little to do with reality. People often 
behave in ways we might call irrational 
due to cognitive and other behavioral 
biases. Increasingly, economics is being 
rethought using insights from people’s 
actual behavior and not the benchmark 
of homo economicus. However, it is 
worth reflecting on the concept of ration-
ality beyond these quirks. Are we actually 
rational beings with some flaws in our 
rationality? Are behavioral biases flaws 
or features of rationality?
One of the foremost economists study-
ing rationality was Herbert Simon. 

Simon’s most famous idea is that of 
bounded rationality. The most common 
exercise in economics is maximization 
and we force economics students to 
learn calculus so that they can best max-
imize. Simon pointed out the obvious – 
sometimes I will settle for a choice that 
is satisfactory rather than optimal. We 
take these shortcuts for many reasons – 
to save time, to save ourselves some 
hard thoughts and hard decisions. 
Adding these constraints to rationality 
means we often go for a choice we are 
accustomed to, or that looks good 
enough. Picture yourself facing a shelf of 
cereals all with different ingredients and 
prices. How would you choose?
Simon called this bounded rationality, 
but his insight was not original. How 
people reason about their decision is not 
only a key problem in economics but 
across the social sciences. At the start of 
the 20th century, Max Weber came up 
with four types of rationality behind 
human action. What we call rationality in 
economics he called instrumental ration-
ality – our reasons for action are that we 
want something, a good. Weber however 
also saw as rational people taking deci-
sions based on their values, their affec-
tions and their conventions or habits. For 
Weber, as for Simon, these are not quirks 
but features of rationality. They are not 
exceptions. They are everywhere.
Economists are needed more than ever 
in business and in public policy, but they 
will only be useful if they know how mar-
kets actually work. A key piece to that is 
understanding that people’s rationality is 
more than an equation, a curve or a 
nasty piece of calculus. I hope you enjoy 
our newsletter!
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2nd Mariano Rajoy, Spanish acting prime 
minister and leader of the Spanish con-
servative People’s party, lost a second 
investiture debate.
Pier Carlo Padoan, Italy’s Finance Minis-
ter, said the country’s banking system 
can be recapitalized without a formal 
bailout or any financial assistance by the 
European Stability Mechanism.
Arkady Dvorkovich, Russia’s deputy 
prime minister, said Russia is ready to 
strike a deal to help boost global oil 
prices.

7th Goldman Sachs expanded its political 
restrictions to partners of the firm, 
saying they will not be allowed to engage 
in political activities or make “contribu-
tions to candidates (…)”.

8th North Korea conducted its fifth and 
biggest nuclear test to date, in the latest 
evidence yet that Kim Jong Un is ramp-
ing up its nuke program.

9th At least 91 people were killed in 
strikes on rebel-held areas in Syria, just 
two days since Russia and the United 
States declared that a cease-fire would 
begin.

14th Bayer announced it would acquire 
Monsanto for $128 a share in cash in a 
deal that is among the largest German 
corporate takeovers of an American 
company.

15th Meeting in Slovakia, Representa-
tives of 27 member nations – all but 
Britain, which voted in June to leave the 
bloc – remained divided over illegal 
migration, security and the economy. 

17th Over the first eight months of 2016, 
China had the lowest rise of private-sec-
tor investment since 2005. The govern-
ment intervention in the banks has been 
an obstacle for investors.

22nd Austria and France propose to start 
fresh talks about the Transatlantic Trade 
and Investment Partnership (TTIP), in 
spite of its persistent negative connota-
tion on both sides of the Atlantic.

22nd Mario Draghi in the opening of the 
first annual conference of the European 
Systemic Risk Board said that are too 
many banks in Europe for the industry to 
be profitable. 

27th WTO warns on lowest global trade 
growth since financial crisis, forecasting 
a growth of 1.7% in 2016.

28th European Central Bank president 
Mario Draghi defended central bank’s 
monetary policy before the lower house 
of the German parliament.

29th Eurozone Economic Sentiment 
improves as confidence figures indicate 
recovery moving forward.

30th Deutsche Bank’s share hit new 
historical minimum, plunging below 10 
euros, as FTSE 100 enjoys best quarter 
since 2013.

SEPTEMBER IN REVIEW$
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https://www.theguardian.com/world/2016/sep/02/third-spanish-election-likely-after-attempt-to-form-government-fails
https://www.theguardian.com/world/2016/sep/02/third-spanish-election-likely-after-attempt-to-form-government-fails
http://www.cnbc.com/2016/09/02/weak-global-growth-means-we-must-mobilize-all-policy-tools-italy-urges.html
http://www.cnbc.com/2016/09/02/russia-is-ready-for-an-oil-deal-deputy-prime-minister.html
http://www.cnbc.com/2016/09/07/goldman-sachs-bans-top-employees-from-donating-to-trump-report.html
http://www.cnbc.com/2016/09/07/goldman-sachs-bans-top-employees-from-donating-to-trump-report.html
http://www.cnn.com/2016/09/08/asia/north-korea-seismic-activity/
http://www.nytimes.com/2016/09/12/world/middleeast/spate-of-deadly-attac-in-syria-ahead-of-cease-fire.html?emc=edit_ee_20160912&nl=todaysheadlines-europe&nlid=74104534
https://www.ft.com/content/37691718-7a05-11e6-97ae-647294649b28?ftcamp=crm/email//nbe/EuropeMorningHeadlines/product
https://www.ft.com/content/37691718-7a05-11e6-97ae-647294649b28?ftcamp=crm/email//nbe/EuropeMorningHeadlines/product
http://www.nytimes.com/2016/09/16/world/europe/eu-summit-slovakia-brexit-migration.html?emc=edit_ee_20160916&nl=todaysheadlines-europe&nlid=74104534
http://www.economist.com/news/finance-and-economics/21707192-chinas-private-investors-keep-their-hands-their-pockets-sponge-wrung-dry
http://www.reuters.com/article/us-eu-usa-ttip-austria-france-idUSKCN11T07W
http://www.cnbc.com/2016/09/22/there-are-too-many-banks-for-the-industry-to-be-profitable-draghi.html
http://www.wsj.com/articles/world-trade-seen-growing-at-weakest-pace-since-financial-crises-1474965904
http://www.wsj.com/articles/world-trade-seen-growing-at-weakest-pace-since-financial-crises-1474965904
https://www.ft.com/content/34f3608a-8598-11e6-8897-2359a58ac7a5
https://www.ft.com/content/34f3608a-8598-11e6-8897-2359a58ac7a5
https://www.dailyfx.com/forex/market_alert/2016/09/29/Euro-Zone-Economic-Sentiment-Rises-in-September-Highest-Since-January-OSma.html
https://www.dailyfx.com/forex/market_alert/2016/09/29/Euro-Zone-Economic-Sentiment-Rises-in-September-Highest-Since-January-OSma.html
http://www.telegraph.co.uk/business/2016/09/30/deutsche-bank-rout-deepens-shares-plunge-below-10-for-first-time/
http://www.telegraph.co.uk/business/2016/09/30/deutsche-bank-rout-deepens-shares-plunge-below-10-for-first-time/


1st Pedro Sanchez, the leader of the 
Spanish Socialist Workers' Party, resigns 
due to a divided party. 

2nd Optimism surges in Greece, after a 
forecast of economic growth of 2.7% in 
2017.

6th DBRS states Portugal is stuck in a 
“vicious cycle” of high dept, low growth 
and staling economic reforms.

7th After fears of the consequences of a 
hard Brexit, the Pound sterling value 
drops to $1.2764, the lower value since 
1985.

10th The Sveriges Riksbank awards the 
Prize in Economic Sciences in Memory 
of Alfred Nobel to Oliver Hart and Bengt 
Holmstrom, in recognition of their work 
on contract theory.

11th The US Supreme Court hears argu-
ments on “the biggest patent case to hit 
the modern tech world”: Apple vs Sam-
sung on whether Galaxy phones are sim-
ilar to iPhones. 

13th Brazil’s former president Lula da 
Silva faces a third trial over alleged 
corruption charges, which Lula claims 
are political persecution.

16th A new round of sanctions against 
Russia is discussed by the US and UK 
after a “barbaric siege” of Aleppo consid-
ered by John Kerry “crimes against 
humanity”. 

19th In China, the GDP growth was at 6% 
in third quarter last year and boomed to 
7.8% over the past three months.

19th While homebuilders expect fewer 
sales and less buyer traffic, there are 
more applications for mortgages to buy 
a house than one year ago.

20th The number of Americans asking for 
unemployment benefits rose more than 
expected and the storm Hurricane Mat-
thew was one of the main causes.

22th The Canadian trade minister, Chrys-
tia Freeland, threatened the end of talks 
with the Walloon Government over CETA, 
the trade deal this regional government 
is blocking.

26th World Economic Forum claims only 
after another 170 years will woman will 
gain as much as man.

28th US GDP increased by 2.9% in the 
third quarter, its fastest rate in two years.

29th Political impasse in Spain ends as 
Rajoy begins second mandate.

30th EU and Canada signed a free trade 
agreement aiming at creating new jobs 
and economic growth.

OCTOBER IN REVIEW$
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http://www.bbc.com/news/world-europe-37529610
https://www.theguardian.com/world/2016/oct/02/greece-forecasts-economic-growth-of-27-in-2017
https://www.theguardian.com/world/2016/oct/02/greece-forecasts-economic-growth-of-27-in-2017
https://www.ft.com/content/4ef3b1f8-1356-3377-ae93-2922cecb4d73
https://www.ft.com/content/4ef3b1f8-1356-3377-ae93-2922cecb4d73
http://www.independent.co.uk/news/business/news/pound-sterling-euro-dollar-brexit-latest-hard-theresa-may-conference-a7343736.html
http://www.independent.co.uk/news/business/news/pound-sterling-euro-dollar-brexit-latest-hard-theresa-may-conference-a7343736.html
https://www.theguardian.com/business/economics-blog/live/2016/oct/10/nobel-prize-in-economics-2016-awarded-live
https://www.theguardian.com/business/economics-blog/live/2016/oct/10/nobel-prize-in-economics-2016-awarded-live
https://www.cnet.com/news/apple-vs-samsung-heads-to-supreme-court-everything-you-need-to-know-faq/
http://www.bloomberg.com/news/articles/2016-10-13/brazil-s-lula-faces-third-trial-over-latest-corruption-charges
http://www.independent.co.uk/news/world/middle-east/uk-us-economic-sanctions-russia-barbaric-siege-aleppo-boris-johnson-a7364701.html
http://www.independent.co.uk/news/world/middle-east/uk-us-economic-sanctions-russia-barbaric-siege-aleppo-boris-johnson-a7364701.html
http://www.economist.com/blogs/freeexchange/2016/10/pain-threshold
http://www.economist.com/blogs/freeexchange/2016/10/pain-threshold
http://www.cnbc.com/2016/10/19/weekly-mortgage-applications-rise.html
http://www.cnbc.com/2016/10/20/us-weekly-jobless-claims-sept-15-2016.html
https://www.theguardian.com/world/2016/oct/21/eu-canada-ceta-trade-deal-meltdown-canadian-minister-walks-out
http://observer.com/2016/10/it-will-take-170-years-for-women-to-be-paid-the-same-as-men/
https://www.theguardian.com/business/2016/oct/28/us-economy-grew-fastest-rate-last-quarter
http://news.trust.org/item/20161029124958-goea7
http://www.reuters.com/article/us-eu-canada-trade-idUSKBN12U0HU?il=0
http://www.reuters.com/article/us-eu-canada-trade-idUSKBN12U0HU?il=0


CLUB NEWS

Nova Economics Club actively participated 
in the Discovery Week. Vice-President of 
Communication, Miguel Costa Matos, 
presented the club to incoming Masters 
students and the NEC team organized a 
Discover Your Peers event where all Mas-
ters students got to know their peers.

We have since recruited both undergradu-
ate and postgraduate members for our 
club.

(continues on the next page)

On the 28th September 2016, Nova Economics Club hosted a panel debate on the 
legacy of Keynes, marking the 80th anniversary of the publication of the General 

Theory of Interest, Employment and Money, and the 70th anniversary of his death. 
The room was packed to hear four of the greatest portuguese Economics 

professors discuss this giant of economic thought. It was a fruitful discussion 
which made this an evening to be remembered.
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CLUB NEWS

On the 20th of October, Henrique Pita Barros, Miguel Costa Matos and Patrícia 
Filipe represented the club at the Portugal em Exame conference where they 

made two presentations outlining 4 strategic challenges for the countries’ 
businesses and measures to overcome them.
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NEC RECOMMENDS

(continues on the next page)

Europe’s Future Will Be Decided at a 
Quaint Renaissance Italian Bank – 
Foreign Policy
The world’s oldest and Italy’s third larg-
est bank needs a bailout. What happens 
next could mean a revolution in Rome – 
or in Brussels. Enjoy this special report 
by Foreign Policy on how Banca Monte 
dei Paschi di Siena might lead to a politi-
cal fallout across Europe if no policy 
changes at the EU level take place.

Inclusive capitalism must begin at 
home – Financial Times
As befits a gathering deservedly known 
for having a high ratio of words to 
actions, the G20 wrapped up its meeting 
with a strong but ill-defined call to make 
globalisation and capitalism work for the 
good of all. In their leaders' summit, the 
G20 called for more inclusive capitalism. 
Find out more here.

Interview with David Autor – 
Minneapolis Fed
In this interview, MIT economist David 
Autor talks about the gig economy and 
the impact of technology and trade on 
jobs. David Autor of MIT has shone a 
bright light on the often-downplayed 
costs. He and co-authors found that the 
disruptive costs are much larger and 
longer-lived than previously recognized. 
Get to know a bit more in this interview 
for the Minneapolis Fed.

What does a central bank actually do? 
– World Economic Forum
As the great and the good of monetary 
policy return to their offices from their 
yearly pow-wow in Jackson Hole, many 
observers are probably wondering what 
it is that central bankers actually do. If 
you’re curious enough, continue reading 
here.

Stumped about what to make of 
Obama’s TPP trade deal? You’re not 
alone – The Conversation
This article introduces one perspective 
of the main consequences from the TTIP. 
Barack Obama defends it as a boon for 
American business and consumers.

Exchange Rate Prediction Redux: New 
Models, New Data, New Currencies - 
EconBrowser
In this article some models that explain 
the importance and how to examine the 
behavior of exchange rates over time. 
Analysis is shown for some different 
currencies, such as Canadian dollar and 
British Pound, Deutsche Mark and Euro.

Poverty among US seniors has 
dropped - TIME
In U.S.A there are fewer seniors living in 
poverty than before (8.8% in 2015, 1.2pp 
less than in 2014). Nevertheless, in a 
supplemental report the poverty rate is 
higher (13.7%), because of the adjust-
ment for health care costs and work 
expenses from a set of people who work 
longer before leaving the workforce.
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https://foreignpolicy.com/2016/08/03/future-europe-monte-dei-paschi-italy-bank-mps/
http://www.ft.com/cms/s/0/508519d8-7422-11e6-b60a-de4532d5ea35.html#axzz4Jk3yI61O
https://www.weforum.org/agenda/2016/09/what-does-a-central-bank-do
https://www.minneapolisfed.org/publications/the-region/interview-with-david-autor
https://theconversation.com/stumped-about-what-to-make-of-obamas-tpp-trade-deal-youre-not-alone-65077
http://econbrowser.com/archives/2016/09/exchange-rate-prediction-redux-new-models-new-data-new-currencies
http://time.com/money/4489827/poverty-among-seniors-has-dropped/
http://time.com/money/4489827/poverty-among-seniors-has-dropped/


NEC RECOMMENDS

A Better Economic Plan for Japan – 
Project Syndicate
Japan has big potential for growth after a 
quarter-century of stagnation. The high 
standards of living in Japanese economy 
has increased productivity. Vibrant 
supply and demand sides and a large 
carbon tax will reduce government debt, 
which may be used to finance invest-
ments in technology and education.

The Coming Anti-National Revolution – 
Project Syndicate
The human history and legacy has been 
built on “a sequence of intellectual revo-
lutions against oppression of one sort or 
another.” They’re not built on war but 
through language and communications 
technology. What will the next revolution 
be like? You can read it here.

These 6 Sectors of Africa’s Economy 
Are Poised for Growth – Harvard 
Business Review
Africa’s real GDP has grown at a lower 
average from 2010 to 2015 comparing 
from 2000 to 2010. “Africa faces (...) 
declining investment and savings, and 
rising government indebtedness.” How-
ever, in a continent with such economic 
opportunities, to unlock growth, six 
sectors are appointed as having “white 
space”. You can read it here. 

How to Protect Workers From 
Job-Stealing Robots – The Atlantic
“Will advances in Artificial Intelligence 
(AI) render human labor unnecessary?” 
Lower-paying jobs are those at higher 
risk from becoming extinguished. Job 
diversity’s evolution has been a natural 
process in human evolution, how will 
tomorrow’s technology impact be in the 
job market? You can read about it here.

How digital finance could boost growth 
in emerging economies– McKinsey 
Global Report
Investing in developing world’s digital 
finance could increase its GDP and with 
so create new jobs across all sectors of 
the economy. “Delivering financial servic-
es by mobile phone could benefit billions 
of people by spurring inclusive growth 
that adds $3.7 trillion to the GDP of 
emerging economies within a decade.” 
Read here.

Chinese sneezes – The Economist
Correlation between Chinese stock 
market and other Asian countries has 
risen to more than 0,3, getting closer to 
correlation between America and Asia of 
0,4. Such approximation brings a higher 
necessity for paying attention to Chinese 
economical “sneezes” and not just Amer-
icans. You can read more about it here.
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https://www.project-syndicate.org/commentary/coming-anti-national-revolution-by-robert-j--shiller-2016-09
https://hbr.org/2016/09/these-6-sectors-of-africas-economy-are-poised-for-growth?referral=00563&cm_mmc=email-_-newsletter-_-daily_alert-_-alert_date&utm_source=newsletter_daily_alert&utm_medium=email&utm_campaign=alert_date
http://www.theatlantic.com/business/archive/2016/09/jason-furman-ai/499682/
http://www.mckinsey.com/global-themes/employment-and-growth/how-digital-finance-could-boost-growth-in-emerging-economies?cid=other-eml-alt-mgi-mgi-oth-1609
http://www.economist.com/news/finance-and-economics/21707534-financial-contagion-china-now-rivals-america-chinese-sneezes
https://www.project-syndicate.org/commentary/new-economic-plan-for-japan-by-joseph-e--stiglitz-2016-09


1. Na opinião de Daniel Bessa (no dia 
13/09/2016) “ninguém se lembra de um 
ministro da Economia, exceto o Engen-
heiro Mira Amaral, que era Ministro da 
Indústria e Energia …” dizendo que con-
seguiu trazer muito investimento para o 
País, especificando o caso da 
AutoEuropa. Como acha que tem sido 
ocupado o cargo de Ministro da Econo-
mia nos últimos anos e o que podem 
eles fazer para ajudar a conseguir trazer 
o investimento desejado?
A questão é esta: é preciso ter tempo 
nesse lugar. Eu estive oito anos no 
ministério e o que eu tenho visto é que 
os ministros de Economia estão dois 
anos e, portanto, não têm tempo sequer 
para executar uma estratégia e depois 
tiveram visões erradas. Por exemplo eu 
lancei o projeto Porter em Portugal, aca-
baram com o projeto Porter, depois não 
conseguiram captar mais nenhum 
investimento direto estrangeiro como a 
AutoEuropa e portanto deixou de haver 
uma política industrial coerente para o 
país.

2. Desde que constituiu o Fórum para a 
Competitividade em 1994, (um fórum 
com empresas, associações empresari-
ais e outras entidades públicas e 
privadas), fórum que discute as vanta-
gens competitivas de Portugal, que o 
contexto mudou radicalmente, mesmo 
na própria zona euro com a maior inte-
gração dos países de leste que “roubar-
am mercado a Portugal” também 
devido à posição geográfica. Quais são 
hoje as vantagens competitivas portu-
guesas e como podemos explorá-las?

Eu criei o Fórum para a Competitividade 
justamente para poder implemetar o 
projeto Porter. O projeto Porter, que foi 
feito pela equipa do professor americano 
Michael Porter e depois, como eu próprio 
disse na altura é preciso aportuguesar o 
projeto Porter para depois aplicar as 
recomendações do projeto Porter em 
Portugal. Acontece que veio o governo 
do PS a seguir e acabou com o projeto 
Porter. A ideia dos clusters do Porter foi 
abandonada e só há pouco tempo é que 
foi recuperada.
Hoje em dia, no meio disto tudo, con-
seguimos ter excelentes infraestruturas; 
boa qualidade de vida; um excelente 
clima, que é sempre agradável para se 
trabalhar e têm ainda uma mão de obra 
que, quando bem gerida e bem orienta-
da, tem altas taxas de produtividade, 
portanto eu diria que estas são as vanta-
gens que hoje ainda temos e devemos 
aproveitar.

O maior problema é que os vários salári-
os que estão em Portugal levam com 
que esse investimento tecnológico e as 
pessoas que estão mais avançadas 

WITH LUÍS MIRA AMARAL

NEC TALKS

BY: JOÃO CORTES, PATRÍCIA FILIPE AND PEDRO SILVA

Dear reader,

We publish this interview 
raw and untranslated. We 
will translate it and publish 
it in a supplement to this 
newsletter, for all to enjoy. 
For now, if you speak this 
tongue of wonders, we 
hope you find in this 
interview and issue marvel 
and delight.

The Editor

(continues on the next page)
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saiam do país.
Ainda há pouco tempo saiu numa notí-
cia: Há muitos jovens que acabam os 
cursos nas melhores escolas do país 
que vão lá para fora, não porque não 
tivessem emprego em Portugal mas 
porque não estão para aceitar salários 
em que o mínimo é 1200 euros em 
Portugal. Eu tenho uma filha com 26 
anos que ficou cá porque lhe dei casa 
em Lisboa e ela vive com o que se 
baseia, mas ela está com um salário de 

Se você pensar só em salários, esqueça! 
Mas se você pensar no clima e qualidade 
de vida que temos, acho que temos algu-
mas vantagens... 

3. Tendo em conta que a politica mone-
tária do BCE (quantitative easing) não 
está a gerar os efeitos pretendidos na 
economia; há políticas de forte controlo 
orçamental e as reformas estruturais 
sempre faladas nunca são levadas para 
a frente.
Como é que acha que os lideres políti-
cos deveriam agir para fazer frente a 
estes cenários ou porque é que as 
mudanças necessárias não têm sido 
feitas?
A política monetária sozinha não resolve 
o problema. Esta tem que ser comple-
mentada pela política orçamental. O que 
é que se está a passar na Europa? Há 
países que têm excedentes e podiam 
aumentar a procura interna ou podiam 
fazer mais investimento estrangeiro. O 
caso da Alemanha é evidente, e repare, 
se a Alemanha que tem lá excedentes e 
aumentasse a procura interna, ora como 
é que isto puxava pelas exportações dos 
outros países europeus? Estes países 
que têm excedentes não estão a 
utilizá-lo, estão a acumulá-los e depois 
você tem os países endividados do sul 
como Portugal que pelo nível de dívida 
pública que têm não podem expandir a 
procura. Portanto você tem, por um lado, 
os países com excedentes que podiam 
expandir a procura e não a expandem; e 
por outro lado os países altamente endi-
vidados como nós que não têm 
condições para expandir a procura e 
portanto o quê que isto está a gerar? Um 
défice de procura a nível europeu. Por 
culpa destes países excedentários, dado 

(...) muitas vezes, na vossa 
geração, o problema não é 

terem emprego em Portugal, é 
estarem a pagar salários 

muito baixos.

1200 euros e os colegas do curso dela 
andam nos outros países com 5, 6 mil 
euros. Portanto, digamos que, muitas 
vezes, na vossa geração, o problema não 
é terem emprego em Portugal, é estarem 
a pagar salários muito baixos.

E nós que temos que concorrer com os 
outros países, seria baixando os salários 
a nossa vantagem?
Eu devo dizer que também aí há uma 
coisa que pouca gente diz. Eu não me 
choca que vocês acabem o curso e vão 
lá para fora. O que me preocupa é se não 
voltarem um dia e acho que até é útil 
passarem um ou dois anos de experiên-
cia lá fora. O problema é se o país não 
cria condições ou salários para vocês 
regressarem, não é? É isso que me inqui-
eta.

Mas mesmo que tenha evoluído, acha 
que conseguimos ser competitivos com 
outros países na europa?

(continues on the next page)
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que os países deficitários não têm 
condições para expandir a procura. Você 
tem um défice de procura a nível euro-
peu, o quê que isto gera? Tendências de 
deflação. Portanto tentou o BCE com o 
quantitative easing para combater esta 

exerce uma pressão de procura. Logo, os 
títulos de dívida pública aumentam de 
valor e os juros da dívida pública dimin-
uem. Portanto o BCE indiretamente já 
nos está a ajudar e muito. Os juros da 
dívida pública portuguesa, se não tivés-

Os juros da dívida pública 
portuguesa, se não 

tivéssemos o apoio do BCE, já 
estavam se calhar a níveis 

estratosféricos.

É preciso uma política 
orçamental mais 

expansionista e essa tinha 
que ser feita pelos países do 
centro que têm excedentes e 

que não estão a fazê-lo. É 
esta a questão europeia.

deflação e isto como 
toda a gente já está a 
perceber, a política mone-
tária sozinha não resolve 
o problema. É preciso 
uma política orçamental 
mais expansionista e 
essa tinha que ser feita 
pelos países do centro 
que têm excedentes e que não estão a 
fazê-lo. É esta a questão europeia.

Há alguns partidos que defendem que 
uma das maneiras de ultrapassar o 
problema orçamental era ou o banco 
central financiar diretamente o Estado. O 
que acha?
Os tratados europeus não o permitem, 
os alemães não vão deixar isso...

Mas acha que se alterá-lo seria vantajo-
so? 
Não. Acho que o problema se resolve se 
os alemães expandirem a procura assim 
como os restantes países do centro. 
Indiretamente, o Banco Central Europeu 
já está a fazer isso quando está a com-
prar títulos de dívida pública dos países 
endividados como Portugal. Não 
compra diretamente no mercado 
primário, mas compra no mercado 
secundário.

Mas funciona quase como se fosse uma 
compra direta ao estado. 
Desculpe, não é bem direta mas acaba 
por beneficiar. Porque se você comprar a 
dívida do mercado secundário, o BCE 

semos o apoio 
do BCE, já esta-
vam se calhar a 
níveis estratos-
féricos. Isto 
deve-se à “almo-
fada do BCE”.

E acha que a dívida deveria ser restru-
turada?
Não, isso é disparate. Dizer isso é seguir 
os tolos do Bloco de Esquerda ou daque-
le tipo que é Prémio Nobel da economia 
que é o Stiglitz... Quando vejo um tipo 
daqueles que é Prémio Nobel e só 
mostra que a economia não é uma ciên-
cia exata e que até Prémios Nobéis 
dizem disparates... No dia em que você 
disser que restrutura a dívida, assusta os 
credores e aumenta o risco da república 
portuguesa. A restruturação da dívida 
significa que você tem o BCE a ajudar 
para tentar conseguir juros mais baixos 
e o governo já fez e procurará fazer rene-
gociando com as instituições europeias 
que têm dívida portuguesa alongamen-
tos de prazo de pagamento e juros mais 
baixos. Você quando alonga prazos de 
pagamento e consegue juros mais 

(continues on the next page)
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baixos o valor atual de existência da 
dívida baixa. E portanto é uma restru-
turação da dívida suave. Não é chegar ali 
e dizer que quer cortar a dívida - isso é 
que os mercados financeiros se assus-
tam. 

Referiu o caso do Stiglitz, o Stiglitz 
defende também que Portugal deveria 
sair do euro... 
Eu chumbava-o no Prémio Nobel. Você 
se saísse do euro era um desastre para o 
país. Iria ter uma desvalorização da 
moeda de cerca de 50%; os salários e 
pensões iriam reduzir para pelo menos 
metade... 

Mas por exemplo isso não nos tornava 
mais competitivos, em termos teóricos? 
Teoricamente você teria as exportações 
mais baratas. A esquerda diz que não 
devemos competir com salários baixas 
mas com salários mais altos. Então 
vamos sair do euro para desvalorizar 
para depois só competir no modelo do 
pé descalço, com salários baixos? Isso é 
a total incoerência da esquerda a dizer 
isso. Não é essa a solução e há uma 
coisa que vocês se esquecem é que 
teoricamente você até podia aumentar 
as exportações porque os preços das 
exportações baixavam, mas a dívida 
também aumentava e acabava o financi-
amento às empresas e não se tinha mais 
frutos financeiros para a economia 
portuguesa.

4. Hoje existe uma forte discordância 
dentro da zona euro: Corte dos fundos a 
Portugal; Brexit; o caso dos refugiados 
e o crescimento de partidos extremis-
tas na Europa…
O que espera do futuro da Europa e a 

posição de Portugal nesse futuro?
A Europa passa por um momento muito 
difícil. A crise dos refugiados veio a acen-
tuar divergências entre os vários países 
europeus em proporções muito compli-
cadas. Depois os ingleses fazem o Brexit 
mas devo de lhe dizer que eles sempre 
tiveram com um pé dentro e outro pé 

Você se saísse do euro era um 
desastre para o país. Iria ter 

uma desvalorização da moeda 
de cerca de 50%; os salários e 

pensões iriam reduzir para 
pelo menos metade... 

fora, portanto no fundo não me 
surpreende. O Brexit não deu aquela 
catástrofe que se pensava, já há muitos 
ingleses arrependidos e eu acho que o 
Brexit vai acabar nesta medida. Há um 
divórcio e acabam numa união de facto, 
é o que isto vai dar no fundo. Vejo o prob-
lema dos refugiados como um problema 
que foi grave e depois esse problema 
está a gerar nalguns países movimentos 
políticos de xenofobia que é uma reação 
e isso é que acho preocupante.

Para além de que na europa a falta de 
trabalho ainda proporciona que haja 
mais extremismo. 
Repare que isto é da defesa humana. 
Acontece em muitos países que quando 
há um afluxo de estrangeiros ou de emi-
grantes, sobem os partidos populistas 
quer de extrema-direita quer de 
extrema-esquerda e portanto isso é uma 
consequência. Devo dizer que aqui a 
culpa não é só da Europa mas muito dos 
Americanos que provocaram os proble-
mas no Iraque, na Síria e na Líbia, e nós 
europeus é que o estamos a pagar. Foi 

(continues on the next page)
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uma ingenuidade querer fazer democra-
cia naqueles países, pois não se conseg-
ue e gerou aquele vazio de poder que 
está a causar aquele fluxo de emi-
grantes... Não é politicamente correto 
dizer isto mas nem todos os países con-
seguem viver em democracia. É uma 
ingenuidade nossa que os países do 
norte de África todos, Síria, Iraque con-

não será feita uma união de fato, cada 
um voltará à sua moeda nacional.

Isso seria dar um passo atrás no que 
seria a integração europeia...

E no caso português pelas razões que 
vos disse seria um empobrecimento 
coletivo afetando os salários e emprego 
de uma maneira muito grande com a 

(...) nem todos os 
países conseguem 

viver em democracia.

sigam-na seguir... esqueça!

E na Europa, acha que vai 
haver uma divisão do euro, 
um euro forte, um euro 
fraco e Portugal vai ser 

banca quase toda 
falida. Depois, a 
banca falia e não 
pensem que as 
exportações iriam 
beneficiar grande empurrado para um destes lados?

Não isso nunca vai haver um euro forte e 
fraco. Quanto muito, admito que, se não 
houver juízo, alguns países saiam do 
euro mas voltarão às suas moedas 
nacionais.

E acha que Portugal está a ser empurra-
do para sair? 

Não, não está a ser empurrado. Só se 
não tivermos juízo é que saímos. 
Ninguém nos empurrou para sair, isso é 
uma teoria da conspiração que eu não 
aceito, nem subscrevo. Nós já fomos 
ajudados pela europa... você já reparou 
os biliões de fundos comunitários que a 
comunidade já forneceu a Portugal? 
Depois quando tivemos aflitos, tivemos 
o programa de assistência que tive-
mos... Tivemos toda a ajuda da Europa. 
Se nos quisessem de fora, não nos 
tinham dado esta ajuda toda. Agora se 
não tivermos juízo o problema é nosso, 
não é culpa deles. Eu não acredito que o 
euro acabe, mas pode vir a existir um 
euro mais pequeno com menos países 
se alguns não tiverem juízo e forem mal-
comportados. Agora se saírem do euro 

coisa porque nós já não conseguimos 
competir com os países de salários 
baixos. Existem sempre países com 
salários mais baixos que os nossos, 
portanto eu aí até subscrevo o que a 
esquerda diz, mas de cariz económico, o 
nosso modelo não pode ser o dos salári-
os baixos. O exemplo do calçado é um 
exemplo evidente que começou no meu 
tempo como ministro da Indústria. Apos-
támos em países de salários elevados 
para vender calçado enquanto produto 
de gama alta e o calçado hoje está a ter 
um grande sucesso. Ao apostar em 
salários mais baixos, somos esmagados 
sempre pelos países que têm salários 
mais baixos que os nossos. E isto é mais 
uma razão porque sair do euro convida à 
bagunça. É uma solução preguiçosa 
para competir salários baixos porque a 
gente tem que ter juízo, ter as políticas 
orçamentais e económicas decentes, 
aguentarmo-nos no euro e aumentar a 
nossa competitividade. 

Como é que podemos aumentar a nossa 
competitividade?

A nossa competitividade aumenta-se 

(continues on the next page)
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equilibrando as nossas finanças públi-
cas e continuando a apostar no investi-
mento no fator humano. Onde nós esta-
mos mal hoje em dia ainda é do ensino 
secundário e sobretudo a nível da 
Matemática e da Física. Já não é no 
ensino universitário. A nível das mel-
hores escolas já temos das melhores a 
nível internacional. O problema já não é a 
falta de Economistas, Engenheiros ou 
Gestores, é o plano de quadros inter-
médios que tem a ver com o ensino 
básico e secundário. 

mente o dinheiro público. Foi o fundo de 
resolução financiado por todos os 
bancos a financiar o BES. Aí existem 
outros problemas porque temos todos 
os bancos do sistema bancário a finan-
ciar o banco que se portou mal. Mas 
vamos ver se quando for um grande 
banco Alemão ou Italiano a estar em 
dificuldades, onde o sistema bancário 
não vai chegar sozinho para salvar esses 
grandes bancos, se vamos ter de voltar 
ao sistema anterior.

O que é necessário, a meu ver, é que haja 
melhor regulação e supervisão bancária 
para minimizar essas crises. O mundo 
não é perfeito não vai conseguir 
evitá-las, mas se houver melhor regu-
lação e supervisão bancária…

Acha que houve problemas de regulação 
bancária?

Acho que houve problemas de regu-
lação, supervisão e acho que houve 
gestores bancários mal comportados 
que deviam estar na cadeia. O sistema 
financeiro é intrinsecamente instável, 
mas uma coisa é ter alguma instabili-
dade outra é ter grandes broncas e 
grandes estouros como estes que acon-
teceram. A minha esperança é que haja 
melhor regulação e supervisão e mais 
ética no sistema bancário, e que consig-
amos aprender com o passado e poder 
evitar estas grandes crises no futuro.

Acha que o método de resolução da 
União Europeia de um Sistema Geral de 
Fundos é viável?

Está previsto haver um fundo de 
resolução europeu, mas os alemães não 
deixaram que o sistema de resolução 
europeu entrasse já em vigor. Neste 
momento há uma decisão central do 

Acho que houve problemas de 
regulação, supervisão e acho 
que houve gestores bancários 
mal comportados que deviam 

estar na cadeia.

5. Defendia-se em 2012 que os bancos 
deviam ser apoiados pelos governos 
em caso de falência. Com perto de 30 
mil milhões de euros gastos a “salvar 
bancos falidos” quanto mais acha que 
esta situação vai custar aos contribuin-
tes?

Foi de facto gasto muito dinheiro no 
sistema bancário quer no público como 
no privado, desde a Caixa Geral de 
Depósitos aos bancos privados que 
estavam mal. Mas o drama é que os 
Governos precisam dos bancos e em 
todos os países, não só no caso portu-
guês, tem havido muito dinheiro público 
para apoiar os bancos. Mas agora 
desenhou-se esta solução, vamos ver se 
ela funciona, que em vez de serem os 
contribuintes a salvar bancos é por o 
próprio sistema bancário a salvar os 
bancos com problemas, que foi o que se 
fez no BES. No BES já não entrou directa-

(continues on the next page)
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mecanismo europeu sobre cada banco 
mas depois é o fundo nacional que vai 
pagar. O que fazia sentido era ser já o 
Fundo Europeu. Só está previsto que o 
fundo entre em vigor a partir de 2024, só 
que até lá ainda existe uma bronca num 
grande Banco e o Fundo Nacional não 
chega para isso e então lá vamos voltar 
a pedir ajuda ao Estado.

Acha que existem demasiados bancos 
em Portugal?

Sim. Percebe-se facilmente que os 
bancos dependem da economia real e se 
há poucas empresas boas para os 
bancos financiarem, todos os bancos 
caem nessas empresas. Na minha 
opinião, acho que existe excesso de 
capacidade instalada de bancos em 
Portugal o que significa baixa rentabili-
dade dos bancos 

E como podemos aumentar a rentabili-
dade do sector?

Reduzindo a capacidade instalada e só 
com o melhoramento da economia 
portuguesa. Se há poucas boas empre-
sas e muitas delas não têm qualidade 
para serem financiadas pela banca, a 
banca não é culpada disto. Se a econo-
mia portuguesa não melhorar também 
não melhoramos a rentabilidade dos 
bancos. A banca é uma variável dual da 
economia real, as duas coisas estão 
ligadas no sistema económico. Quando 
se ouve que o BCP ou o BPI quer adquirir 
o Novo Banco, isto é uma tentativa para 
reduzir a capacidade instalada.

Mas a fusão dos bancos leva a que estes 
se tornem muito grandes, não sei se 
considera isso desejável?

Não é nada desejável, mas uma coisa é o 

que gostamos outra é o que é possível. 
Acho que vai haver fenómenos de 
fusões e aquisições em Portugal porque 
isso leva fatalmente a redução da 
capacidade instalada.

Os aumentos de capital exigidos recen-
temente aos bancos foram difíceis. 
Também eles podem ter sido motiva-
dores da crise bancária tendo em conta 
que não foram graduais?

Tendo em conta a baixa rentabilidade 
dos bancos eles têm mais dificuldade 
em arranjar o capital. A medida foi uma 
directiva das instituições Europeias e 
nós aí tivemos de entrar no esquema. 

Agora não acho que isso tenha sido 
motivador das crises bancárias, aliás 
esta medida serve mesmo para mini-
mizar ou impedir que estas crises acon-
teçam. Não nos podemos esquecer que 
a crise financeira de 2007/2008 mostrou 
que os bancos estavam muito pouco 
capitalizados portanto esta preocu-
pação em capitalizar os bancos é para 
lhes dar mais condições, para que no 
contexto de uma crise estarem mais 
sólidos para a enfrentar. 

Nos 10 em anos em que foi ministro, 
qual foi o maior desafio que teve de 
superar?

O maior desafio foi a gestão do PDIP, a 
atração de investimento estrangeiro que 
no caso foi a AutoEuropa, e foi a recuper-
ação de algumas empresas públicas que 

Se há poucas boas empresas 
e muitas delas não têm 
qualidade para serem 

financiadas pela banca, a 
banca não é culpada disto.

(continues on the next page)

NEWSLETTER // NO. 12 / SEPTEMBER & OCTOBER 2016

#14

SE
PT

EM
BE

R 
//

 O
CT

O
BE

R
H

YM
AN

 M
IN

SK
Y

N
EC

 T
AL

KS
AR

TI
CL

ES



NEC TALKS
WITH LUÍS MIRA AMARAL 

eram autênticos elefantes brancos que 
eu resolvi. Uma que hoje é uma empresa 
florescente que na altura tinha imensas 
dificuldades foi a EDP.

Depois de ser ministro, presidente de um 
banco e com grande carreira no sector 
bancário, professor universitário entre 
tantas outras coisas que já exerceu… 
quais são ainda as coisas que faltam 
fazer e cumprir nos anos que aí se avizin-
ham? 

Já não me falta fazer nada. Tenho seten-
ta anos. Já abandonei funções ativas no 
sistema bancário. Antes de ir para o gov-
erno já tinha sido engenheiro da EDP, 
tinha trabalhado no sector da Energia, 
tinha trabalhado na banca. Agora deixei 
de ter funções executivas. Já estive em 
funções executivas, já estive no governo, 
já estive em empresas da economia real, 
já estive a gerir bancos, já não tenho 
mais nada a fazer. Agora, o meu estado 
de espirito é estar na SPI, estou também 
numa empresa de Business Angels, con-
tinuar a dar aulas em cursos de pós 
graduação e chega, é o meu conceito de 
reforma activa. 

Por fim, qual é o seu conselho para econ-
omistas recém-formados como nós, 
prestes a entrar no mercado de 
trabalho?

Acho que a vossa geração vai ter que 
estudar e actualizar-se ao longo da vida 
constantemente. Na minha geração 
havia a concepção que se tirava um 
curso e depois de tirar o curso passava o 
resto da vida tranquilamente. Isso hoje 
está completamente errado. Vocês vão 
entrar no mercado de trabalho em 
condições mais difíceis do que a minha 
geração e vão ter um mercado de 
trabalho muito exigente, muito competi-
tivo e vão precisar de informação e atual-
ização constantes. Ninguém pense que 
entra numa empresa e fica lá para toda a 
vida, não é? O que vocês têm de ter é 
condições e valências para poder ir para 
outro sítio. 
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Why did economists
take so long?

In the 1920’s, the National Bureau of Eco-
nomic Research published the first 
detailed analysis of the US income distri-
bution from tax records, mainly focusing 
on the top earners as they were the ones 
who paid income taxes. In the following 
decades, it continued to release data on 
the matter every now and then but the 
project died because nobody was inter-
ested in those numbers. Macroecono-
mists were happy with the division of 
capital and labor income shares, while 
labor economists flourished with survey 
data, exploring causal relationships 
between income and individual charac-
teristics (education, gender etc.). Alarm-
ingly, these surveys were top-coded 
meaning that they couldn’t include the 
highest incomes in their analysis since 
they were censored in the name of priva-
cy.

For many years in which inequality was 
rising, economists didn’t pay attention or 
weren’t even interested in the issue, for a 
variety of reasons. To some extent due 
to historical and cultural traces of the 
Cold War, western researchers strongly 
believe in tradeoffs such as equali-
ty-growth and equity-efficiency. Thus, 
the few that were concerned with 
increasing inequalities saw them, never-
theless, as a somewhat necessary evil. 
Moreover, as Michal Zweig (Stony Brook 
University) explained “In the American 
economics profession, the scope of eco-

nomics as a field has been reduced to a 
study of the market, as though the 
market was the same thing as the econ-
omy”, and so  inevitably they missed out 
on basic human factors.

The first time income inequality became 
a big political issue was in 1992 through 
Bill Clinton’s campaign, thanks to the 
prominent works of James Portera, 
Daniel Feenberg and Paul Krugman 
which warned about sharp rises in the 
income of those at the very top. Unfortu-
nately, the hot topic rapidly cooled down 
without datasets, statistical agency   
interest or a recognized place among 
academics.

“Given that policymakers and the public 
always have limited attention, and given 
that the economic world does not pres-
ent itself unproblematically in some 
ordered and logical fashion, economic 
theories and data collection practices 
shape both which aspects of economic 
life we view as important, and the precise 
ways in which we can detect or fail to 
detect changes.” (Dan Hirschman)

According to Hirschman’s PhD disserta-
tion “Rediscovering the 1%: Economic 
Expertise and Inequality Knowledge”, the 
answer on why economics took so long 
to address such phenomenon may lie in 
agnotology. The term was proposed by 
science historian Robert Proctor who 
half-jokingly explained it as the opposite 
of epistemology - the study of what 
knowledge is and how it is acquired -, 
that is agnotology is the study of cultur-

ally induced ignorance and suppression 
of knowledge.

Hence, the paradigm only shifted in the 
2000’s, when Thomas Piketty and 
Emmanuel Saez questioned such “nor-
mative ignorance” by constructing, con-
stantly updating and freely providing 
detailed data on the evolution of income 
distribution since 1913. Thanks to the 
work of these economists, inequality 
finally became part of the academia, in a 
significant manner, and we can now bear 
witness to the consequences of such 
delay.  

“The issue of income inequality was a 
backwater in the economics field, and it 
was largely ignored. [However] In the last 
few years, there’s been a huge change in 
the mainstream of the profession” (Ste-
ven Fazzari, Washington University).

Trickle-Down Economics
Never Again

The origin of term “Trickle-Down” Eco-
nomics is attributed to the former Presi-
dent of the USA Ronald Reagan but, in 
fact, the expression was actually coined 
by American humorist Will Rogers, 
mocking President Herbert Hoover’s poli-
cies to tackle the Great Depression. Such 
recovery efforts seemed cruelly misguid-
ed to the average American and led the 
comedian to state, with all its embedded 
sarcasm: “The money was all appropriat-
ed for the top in the hopes it would trickle 
down to the needy”.

What can indeed be attributed to Reagan 
was the establishment of an economic 
dogma that lasted until our days, within 
just 2 generations. This Reaganomics 

bases fiscal policies on the belief that 
economic gains that benefit the wealthy 
will eventually “trickle-down” to all the 
other spheres of society, including the 
poorest: prosperity for the rich leads to 
prosperity for the poor.

This logic goes against the central pillars 
of the European welfare state which 
understands that the well-being of the 
economy is determined by people’s living 
conditions and not merely by market 
divine laws or investment positions: eco-
nomics for the people instead of eco-
nomics for its own sake – which in 
several cases, translated into “(…) for 
some small powerful groups in society”. 

One of the studies made possible by 
Piketty’s data, was a paper published by 
5 IMF authors, which confirmed trick-
le-down was a joke by demonstrating 
econometrically not only how inequality 
harms growth but also what drives 
inequality. The conclusion was that tick-
le-down economics has been used as a 
justification for growing income inequali-
ties over the past several decades. They 
find that the boost to growth of increas-
ing the income share of the poorest 20% 
is far greater than the penalty to growth 
from increase the richest 20%’s income 
share. This is not only true for the poor-
est 20% but also for the whole middle 
class (2nd and 3rd quintiles of the 
income distribution). In other words, it’s 
actually more empirically realistic to talk 
about “Trickle-Up Economics”.

Consequences of the delay
in research

In the beginning of the 1980’s, Reaga-

nomics was shaping the political and 
economic debate, and effectively apply-
ing a free-market fiscal policy. Reaga-
nomics claimed to promote growth by 
reducing tax burdens of so-called 
“job-creators” enough to spur investment 
which would lead to higher wages and 
employment. Meanwhile, Reagan froze 

  .Their slice of the national income 
“cake” when up by 25 p.p. since the 
1970’s, surpassing the values of the 
Great Depression, meaning that today 
they attain almost half of total income in 
the United States. Furthermore, the 
income share of the top 1% has doubled 
since 1980, and although the situation in 

US using improved capitalized individual 
income tax data. The graph   (Piketty 
Split) summarizes their findings which 
show that, right before the 1929 crash, 
the bottom 90% only accounted for 16% 
whereas the top 0.1% controlled a quar-
ter of America’s wealth. Moreover, in the 
decades that followed until the late 
1970’s, the middle class’s share – since 
the bottom half has no net wealth – 
steadily rose to circa 35% in mid-80’s, 
only to see this trend reversed in the era 
of Reaganomics to then brutally fall 
back into 1940’s values, after the Global 
Financial Crisis: the bottom 90% have 
roughly the same share of wealth as the 
top 0.1% (22%) while the 16.000 wealthi-
est families (top 0.01%) control 11.2% of 
total wealth.

In an attempt to explain why inequality 
was such a taboo research topic, espe-
cially in America, Arthur Goldhammer 
(Harvard) once said that “[d]istributive 
questions in economics just raise hostili-
ty, and ultimately, growth is the impor-
tant issue”. Such statement might find 
some foundation in the claim that Euro-
pean economists are more policy-orient-
ed, and thus tackle distributive ques-

tions, whereas American ones are more 
business-oriented, thus more interested 
in growth alone. However, thanks to 
research like the paper from the 5 IMF 
authors, we now know not only that 
inequality dampens growth – through 
generating social conflict, expropriation, 
rent seeking behavior and the lower 
propensity to consume of the rich –  but 
also, that “[l]owering income inequality 
does not need to come at the cost of 
lower efficiency. (…) there does not need 
to be a stark efficiency-equity tradeoff” 
(Ostry, Berg, and Tsangarides 2014).

We must realize that we are living in a 
world with huge incomprehensible 
imbalances and unacceptable concen-
tration of power. Inequalities are indeed 
a major political concern of today’s 
world. It is therefore crucial that inequali-
ty of outcomes (income and wealth) and 
of opportunities (great Gatsby curve, 
education, health and financial services) 
become a central topic of discussion 
and research in economics. As President 
Obama alerted in a speech at the Center 
for American Progress, widening income 
inequality is the “defining challenge of 
our time”.

Europe is less harsh, the richest 10% 
Europeans hold one third of the conti-
nent’s income.

If this wasn’t striking enough, notice that 
the dispersion among the very richest is 
also widening. Using the Piketty’s revolu-
tionary World Wealth and Income Data-
base, Saez and Gabriel Zucman were 
able to show that, under Reagan’s 
administration (circa 1980-90), the share 
of income going to the top 0.1% had 
more than tripled and that of the top 
0.01% had grown fourfold. What this 
massive database also confirmed is that 
wealth inequalities have always been 
even more pronounced.

In a recent study, Saez and Zucman ana-
lyzed wealth inequality evolution in the 

the minimum wage at $3.35/hour, 
slashed federal assistance to local gov-
ernments by 60%, halved the budget for 
public housing and eliminated one of the 
greatest antipoverty programs in the US, 
the Community Development Block 
Grant. At the same time but on the other 
side of the Atlantic, Margaret Thatcher 
was leading one of the strongest econo-
mies in the world in a similar manner: 
lowering direct taxes on income and 
increasing indirect taxes, imposing cash 
limits on public spending, and abruptly 
reducing expenditure on education and 
housing.

As a result of such policies, the income 
shares of the richest top 10%, in the US 
and Europe, followed an ever rising path 
of inequality, as one can see in the chart

INEQUALITIES AND THE RETARDATION
OF ECONOMICS

BY: ALEXANDRE MERGULHÃO
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Why did economists
take so long?

In the 1920’s, the National Bureau of Eco-
nomic Research published the first 
detailed analysis of the US income distri-
bution from tax records, mainly focusing 
on the top earners as they were the ones 
who paid income taxes. In the following 
decades, it continued to release data on 
the matter every now and then but the 
project died because nobody was inter-
ested in those numbers. Macroecono-
mists were happy with the division of 
capital and labor income shares, while 
labor economists flourished with survey 
data, exploring causal relationships 
between income and individual charac-
teristics (education, gender etc.). Alarm-
ingly, these surveys were top-coded 
meaning that they couldn’t include the 
highest incomes in their analysis since 
they were censored in the name of priva-
cy.

For many years in which inequality was 
rising, economists didn’t pay attention or 
weren’t even interested in the issue, for a 
variety of reasons. To some extent due 
to historical and cultural traces of the 
Cold War, western researchers strongly 
believe in tradeoffs such as equali-
ty-growth and equity-efficiency. Thus, 
the few that were concerned with 
increasing inequalities saw them, never-
theless, as a somewhat necessary evil. 
Moreover, as Michal Zweig (Stony Brook 
University) explained “In the American 
economics profession, the scope of eco-

nomics as a field has been reduced to a 
study of the market, as though the 
market was the same thing as the econ-
omy”, and so  inevitably they missed out 
on basic human factors.

The first time income inequality became 
a big political issue was in 1992 through 
Bill Clinton’s campaign, thanks to the 
prominent works of James Portera, 
Daniel Feenberg and Paul Krugman 
which warned about sharp rises in the 
income of those at the very top. Unfortu-
nately, the hot topic rapidly cooled down 
without datasets, statistical agency   
interest or a recognized place among 
academics.

“Given that policymakers and the public 
always have limited attention, and given 
that the economic world does not pres-
ent itself unproblematically in some 
ordered and logical fashion, economic 
theories and data collection practices 
shape both which aspects of economic 
life we view as important, and the precise 
ways in which we can detect or fail to 
detect changes.” (Dan Hirschman)

According to Hirschman’s PhD disserta-
tion “Rediscovering the 1%: Economic 
Expertise and Inequality Knowledge”, the 
answer on why economics took so long 
to address such phenomenon may lie in 
agnotology. The term was proposed by 
science historian Robert Proctor who 
half-jokingly explained it as the opposite 
of epistemology - the study of what 
knowledge is and how it is acquired -, 
that is agnotology is the study of cultur-

ally induced ignorance and suppression 
of knowledge.

Hence, the paradigm only shifted in the 
2000’s, when Thomas Piketty and 
Emmanuel Saez questioned such “nor-
mative ignorance” by constructing, con-
stantly updating and freely providing 
detailed data on the evolution of income 
distribution since 1913. Thanks to the 
work of these economists, inequality 
finally became part of the academia, in a 
significant manner, and we can now bear 
witness to the consequences of such 
delay.  

“The issue of income inequality was a 
backwater in the economics field, and it 
was largely ignored. [However] In the last 
few years, there’s been a huge change in 
the mainstream of the profession” (Ste-
ven Fazzari, Washington University).

Trickle-Down Economics
Never Again

The origin of term “Trickle-Down” Eco-
nomics is attributed to the former Presi-
dent of the USA Ronald Reagan but, in 
fact, the expression was actually coined 
by American humorist Will Rogers, 
mocking President Herbert Hoover’s poli-
cies to tackle the Great Depression. Such 
recovery efforts seemed cruelly misguid-
ed to the average American and led the 
comedian to state, with all its embedded 
sarcasm: “The money was all appropriat-
ed for the top in the hopes it would trickle 
down to the needy”.

What can indeed be attributed to Reagan 
was the establishment of an economic 
dogma that lasted until our days, within 
just 2 generations. This Reaganomics 

bases fiscal policies on the belief that 
economic gains that benefit the wealthy 
will eventually “trickle-down” to all the 
other spheres of society, including the 
poorest: prosperity for the rich leads to 
prosperity for the poor.

This logic goes against the central pillars 
of the European welfare state which 
understands that the well-being of the 
economy is determined by people’s living 
conditions and not merely by market 
divine laws or investment positions: eco-
nomics for the people instead of eco-
nomics for its own sake – which in 
several cases, translated into “(…) for 
some small powerful groups in society”. 

One of the studies made possible by 
Piketty’s data, was a paper published by 
5 IMF authors, which confirmed trick-
le-down was a joke by demonstrating 
econometrically not only how inequality 
harms growth but also what drives 
inequality. The conclusion was that tick-
le-down economics has been used as a 
justification for growing income inequali-
ties over the past several decades. They 
find that the boost to growth of increas-
ing the income share of the poorest 20% 
is far greater than the penalty to growth 
from increase the richest 20%’s income 
share. This is not only true for the poor-
est 20% but also for the whole middle 
class (2nd and 3rd quintiles of the 
income distribution). In other words, it’s 
actually more empirically realistic to talk 
about “Trickle-Up Economics”.

Consequences of the delay
in research

In the beginning of the 1980’s, Reaga-

nomics was shaping the political and 
economic debate, and effectively apply-
ing a free-market fiscal policy. Reaga-
nomics claimed to promote growth by 
reducing tax burdens of so-called 
“job-creators” enough to spur investment 
which would lead to higher wages and 
employment. Meanwhile, Reagan froze 

  .Their slice of the national income 
“cake” when up by 25 p.p. since the 
1970’s, surpassing the values of the 
Great Depression, meaning that today 
they attain almost half of total income in 
the United States. Furthermore, the 
income share of the top 1% has doubled 
since 1980, and although the situation in 

US using improved capitalized individual 
income tax data. The graph   (Piketty 
Split) summarizes their findings which 
show that, right before the 1929 crash, 
the bottom 90% only accounted for 16% 
whereas the top 0.1% controlled a quar-
ter of America’s wealth. Moreover, in the 
decades that followed until the late 
1970’s, the middle class’s share – since 
the bottom half has no net wealth – 
steadily rose to circa 35% in mid-80’s, 
only to see this trend reversed in the era 
of Reaganomics to then brutally fall 
back into 1940’s values, after the Global 
Financial Crisis: the bottom 90% have 
roughly the same share of wealth as the 
top 0.1% (22%) while the 16.000 wealthi-
est families (top 0.01%) control 11.2% of 
total wealth.

In an attempt to explain why inequality 
was such a taboo research topic, espe-
cially in America, Arthur Goldhammer 
(Harvard) once said that “[d]istributive 
questions in economics just raise hostili-
ty, and ultimately, growth is the impor-
tant issue”. Such statement might find 
some foundation in the claim that Euro-
pean economists are more policy-orient-
ed, and thus tackle distributive ques-

tions, whereas American ones are more 
business-oriented, thus more interested 
in growth alone. However, thanks to 
research like the paper from the 5 IMF 
authors, we now know not only that 
inequality dampens growth – through 
generating social conflict, expropriation, 
rent seeking behavior and the lower 
propensity to consume of the rich –  but 
also, that “[l]owering income inequality 
does not need to come at the cost of 
lower efficiency. (…) there does not need 
to be a stark efficiency-equity tradeoff” 
(Ostry, Berg, and Tsangarides 2014).

We must realize that we are living in a 
world with huge incomprehensible 
imbalances and unacceptable concen-
tration of power. Inequalities are indeed 
a major political concern of today’s 
world. It is therefore crucial that inequali-
ty of outcomes (income and wealth) and 
of opportunities (great Gatsby curve, 
education, health and financial services) 
become a central topic of discussion 
and research in economics. As President 
Obama alerted in a speech at the Center 
for American Progress, widening income 
inequality is the “defining challenge of 
our time”.

Europe is less harsh, the richest 10% 
Europeans hold one third of the conti-
nent’s income.

If this wasn’t striking enough, notice that 
the dispersion among the very richest is 
also widening. Using the Piketty’s revolu-
tionary World Wealth and Income Data-
base, Saez and Gabriel Zucman were 
able to show that, under Reagan’s 
administration (circa 1980-90), the share 
of income going to the top 0.1% had 
more than tripled and that of the top 
0.01% had grown fourfold. What this 
massive database also confirmed is that 
wealth inequalities have always been 
even more pronounced.

In a recent study, Saez and Zucman ana-
lyzed wealth inequality evolution in the 

the minimum wage at $3.35/hour, 
slashed federal assistance to local gov-
ernments by 60%, halved the budget for 
public housing and eliminated one of the 
greatest antipoverty programs in the US, 
the Community Development Block 
Grant. At the same time but on the other 
side of the Atlantic, Margaret Thatcher 
was leading one of the strongest econo-
mies in the world in a similar manner: 
lowering direct taxes on income and 
increasing indirect taxes, imposing cash 
limits on public spending, and abruptly 
reducing expenditure on education and 
housing.

As a result of such policies, the income 
shares of the richest top 10%, in the US 
and Europe, followed an ever rising path 
of inequality, as one can see in the chart

INEQUALITIES AND THE RETARDATION
OF ECONOMICS

(continues on the next page)

NEWSLETTER // NO. 12 / SEPTEMBER & OCTOBER 2016

#17

SE
PT

EM
BE

R 
//

 O
CT

O
BE

R
H

YM
AN

 M
IN

SK
Y

N
EC

 T
AL

KS
AR

TI
CL

ES



Why did economists
take so long?

In the 1920’s, the National Bureau of Eco-
nomic Research published the first 
detailed analysis of the US income distri-
bution from tax records, mainly focusing 
on the top earners as they were the ones 
who paid income taxes. In the following 
decades, it continued to release data on 
the matter every now and then but the 
project died because nobody was inter-
ested in those numbers. Macroecono-
mists were happy with the division of 
capital and labor income shares, while 
labor economists flourished with survey 
data, exploring causal relationships 
between income and individual charac-
teristics (education, gender etc.). Alarm-
ingly, these surveys were top-coded 
meaning that they couldn’t include the 
highest incomes in their analysis since 
they were censored in the name of priva-
cy.

For many years in which inequality was 
rising, economists didn’t pay attention or 
weren’t even interested in the issue, for a 
variety of reasons. To some extent due 
to historical and cultural traces of the 
Cold War, western researchers strongly 
believe in tradeoffs such as equali-
ty-growth and equity-efficiency. Thus, 
the few that were concerned with 
increasing inequalities saw them, never-
theless, as a somewhat necessary evil. 
Moreover, as Michal Zweig (Stony Brook 
University) explained “In the American 
economics profession, the scope of eco-

nomics as a field has been reduced to a 
study of the market, as though the 
market was the same thing as the econ-
omy”, and so  inevitably they missed out 
on basic human factors.

The first time income inequality became 
a big political issue was in 1992 through 
Bill Clinton’s campaign, thanks to the 
prominent works of James Portera, 
Daniel Feenberg and Paul Krugman 
which warned about sharp rises in the 
income of those at the very top. Unfortu-
nately, the hot topic rapidly cooled down 
without datasets, statistical agency   
interest or a recognized place among 
academics.

“Given that policymakers and the public 
always have limited attention, and given 
that the economic world does not pres-
ent itself unproblematically in some 
ordered and logical fashion, economic 
theories and data collection practices 
shape both which aspects of economic 
life we view as important, and the precise 
ways in which we can detect or fail to 
detect changes.” (Dan Hirschman)

According to Hirschman’s PhD disserta-
tion “Rediscovering the 1%: Economic 
Expertise and Inequality Knowledge”, the 
answer on why economics took so long 
to address such phenomenon may lie in 
agnotology. The term was proposed by 
science historian Robert Proctor who 
half-jokingly explained it as the opposite 
of epistemology - the study of what 
knowledge is and how it is acquired -, 
that is agnotology is the study of cultur-

ally induced ignorance and suppression 
of knowledge.

Hence, the paradigm only shifted in the 
2000’s, when Thomas Piketty and 
Emmanuel Saez questioned such “nor-
mative ignorance” by constructing, con-
stantly updating and freely providing 
detailed data on the evolution of income 
distribution since 1913. Thanks to the 
work of these economists, inequality 
finally became part of the academia, in a 
significant manner, and we can now bear 
witness to the consequences of such 
delay.  

“The issue of income inequality was a 
backwater in the economics field, and it 
was largely ignored. [However] In the last 
few years, there’s been a huge change in 
the mainstream of the profession” (Ste-
ven Fazzari, Washington University).

Trickle-Down Economics
Never Again

The origin of term “Trickle-Down” Eco-
nomics is attributed to the former Presi-
dent of the USA Ronald Reagan but, in 
fact, the expression was actually coined 
by American humorist Will Rogers, 
mocking President Herbert Hoover’s poli-
cies to tackle the Great Depression. Such 
recovery efforts seemed cruelly misguid-
ed to the average American and led the 
comedian to state, with all its embedded 
sarcasm: “The money was all appropriat-
ed for the top in the hopes it would trickle 
down to the needy”.

What can indeed be attributed to Reagan 
was the establishment of an economic 
dogma that lasted until our days, within 
just 2 generations. This Reaganomics 

bases fiscal policies on the belief that 
economic gains that benefit the wealthy 
will eventually “trickle-down” to all the 
other spheres of society, including the 
poorest: prosperity for the rich leads to 
prosperity for the poor.

This logic goes against the central pillars 
of the European welfare state which 
understands that the well-being of the 
economy is determined by people’s living 
conditions and not merely by market 
divine laws or investment positions: eco-
nomics for the people instead of eco-
nomics for its own sake – which in 
several cases, translated into “(…) for 
some small powerful groups in society”. 

One of the studies made possible by 
Piketty’s data, was a paper published by 
5 IMF authors, which confirmed trick-
le-down was a joke by demonstrating 
econometrically not only how inequality 
harms growth but also what drives 
inequality. The conclusion was that tick-
le-down economics has been used as a 
justification for growing income inequali-
ties over the past several decades. They 
find that the boost to growth of increas-
ing the income share of the poorest 20% 
is far greater than the penalty to growth 
from increase the richest 20%’s income 
share. This is not only true for the poor-
est 20% but also for the whole middle 
class (2nd and 3rd quintiles of the 
income distribution). In other words, it’s 
actually more empirically realistic to talk 
about “Trickle-Up Economics”.

Consequences of the delay
in research

In the beginning of the 1980’s, Reaga-

nomics was shaping the political and 
economic debate, and effectively apply-
ing a free-market fiscal policy. Reaga-
nomics claimed to promote growth by 
reducing tax burdens of so-called 
“job-creators” enough to spur investment 
which would lead to higher wages and 
employment. Meanwhile, Reagan froze 

  .Their slice of the national income 
“cake” when up by 25 p.p. since the 
1970’s, surpassing the values of the 
Great Depression, meaning that today 
they attain almost half of total income in 
the United States. Furthermore, the 
income share of the top 1% has doubled 
since 1980, and although the situation in 

US using improved capitalized individual 
income tax data. The graph   (Piketty 
Split) summarizes their findings which 
show that, right before the 1929 crash, 
the bottom 90% only accounted for 16% 
whereas the top 0.1% controlled a quar-
ter of America’s wealth. Moreover, in the 
decades that followed until the late 
1970’s, the middle class’s share – since 
the bottom half has no net wealth – 
steadily rose to circa 35% in mid-80’s, 
only to see this trend reversed in the era 
of Reaganomics to then brutally fall 
back into 1940’s values, after the Global 
Financial Crisis: the bottom 90% have 
roughly the same share of wealth as the 
top 0.1% (22%) while the 16.000 wealthi-
est families (top 0.01%) control 11.2% of 
total wealth.

In an attempt to explain why inequality 
was such a taboo research topic, espe-
cially in America, Arthur Goldhammer 
(Harvard) once said that “[d]istributive 
questions in economics just raise hostili-
ty, and ultimately, growth is the impor-
tant issue”. Such statement might find 
some foundation in the claim that Euro-
pean economists are more policy-orient-
ed, and thus tackle distributive ques-

tions, whereas American ones are more 
business-oriented, thus more interested 
in growth alone. However, thanks to 
research like the paper from the 5 IMF 
authors, we now know not only that 
inequality dampens growth – through 
generating social conflict, expropriation, 
rent seeking behavior and the lower 
propensity to consume of the rich –  but 
also, that “[l]owering income inequality 
does not need to come at the cost of 
lower efficiency. (…) there does not need 
to be a stark efficiency-equity tradeoff” 
(Ostry, Berg, and Tsangarides 2014).

We must realize that we are living in a 
world with huge incomprehensible 
imbalances and unacceptable concen-
tration of power. Inequalities are indeed 
a major political concern of today’s 
world. It is therefore crucial that inequali-
ty of outcomes (income and wealth) and 
of opportunities (great Gatsby curve, 
education, health and financial services) 
become a central topic of discussion 
and research in economics. As President 
Obama alerted in a speech at the Center 
for American Progress, widening income 
inequality is the “defining challenge of 
our time”.

Europe is less harsh, the richest 10% 
Europeans hold one third of the conti-
nent’s income.

If this wasn’t striking enough, notice that 
the dispersion among the very richest is 
also widening. Using the Piketty’s revolu-
tionary World Wealth and Income Data-
base, Saez and Gabriel Zucman were 
able to show that, under Reagan’s 
administration (circa 1980-90), the share 
of income going to the top 0.1% had 
more than tripled and that of the top 
0.01% had grown fourfold. What this 
massive database also confirmed is that 
wealth inequalities have always been 
even more pronounced.

In a recent study, Saez and Zucman ana-
lyzed wealth inequality evolution in the 

the minimum wage at $3.35/hour, 
slashed federal assistance to local gov-
ernments by 60%, halved the budget for 
public housing and eliminated one of the 
greatest antipoverty programs in the US, 
the Community Development Block 
Grant. At the same time but on the other 
side of the Atlantic, Margaret Thatcher 
was leading one of the strongest econo-
mies in the world in a similar manner: 
lowering direct taxes on income and 
increasing indirect taxes, imposing cash 
limits on public spending, and abruptly 
reducing expenditure on education and 
housing.

As a result of such policies, the income 
shares of the richest top 10%, in the US 
and Europe, followed an ever rising path 
of inequality, as one can see in the chart

1 Income inequality: Europe vs. United States, 1900 - 2010

INEQUALITIES AND THE RETARDATION
OF ECONOMICS
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(continues on the next page)
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Why did economists
take so long?

In the 1920’s, the National Bureau of Eco-
nomic Research published the first 
detailed analysis of the US income distri-
bution from tax records, mainly focusing 
on the top earners as they were the ones 
who paid income taxes. In the following 
decades, it continued to release data on 
the matter every now and then but the 
project died because nobody was inter-
ested in those numbers. Macroecono-
mists were happy with the division of 
capital and labor income shares, while 
labor economists flourished with survey 
data, exploring causal relationships 
between income and individual charac-
teristics (education, gender etc.). Alarm-
ingly, these surveys were top-coded 
meaning that they couldn’t include the 
highest incomes in their analysis since 
they were censored in the name of priva-
cy.

For many years in which inequality was 
rising, economists didn’t pay attention or 
weren’t even interested in the issue, for a 
variety of reasons. To some extent due 
to historical and cultural traces of the 
Cold War, western researchers strongly 
believe in tradeoffs such as equali-
ty-growth and equity-efficiency. Thus, 
the few that were concerned with 
increasing inequalities saw them, never-
theless, as a somewhat necessary evil. 
Moreover, as Michal Zweig (Stony Brook 
University) explained “In the American 
economics profession, the scope of eco-

nomics as a field has been reduced to a 
study of the market, as though the 
market was the same thing as the econ-
omy”, and so  inevitably they missed out 
on basic human factors.

The first time income inequality became 
a big political issue was in 1992 through 
Bill Clinton’s campaign, thanks to the 
prominent works of James Portera, 
Daniel Feenberg and Paul Krugman 
which warned about sharp rises in the 
income of those at the very top. Unfortu-
nately, the hot topic rapidly cooled down 
without datasets, statistical agency   
interest or a recognized place among 
academics.

“Given that policymakers and the public 
always have limited attention, and given 
that the economic world does not pres-
ent itself unproblematically in some 
ordered and logical fashion, economic 
theories and data collection practices 
shape both which aspects of economic 
life we view as important, and the precise 
ways in which we can detect or fail to 
detect changes.” (Dan Hirschman)

According to Hirschman’s PhD disserta-
tion “Rediscovering the 1%: Economic 
Expertise and Inequality Knowledge”, the 
answer on why economics took so long 
to address such phenomenon may lie in 
agnotology. The term was proposed by 
science historian Robert Proctor who 
half-jokingly explained it as the opposite 
of epistemology - the study of what 
knowledge is and how it is acquired -, 
that is agnotology is the study of cultur-

ally induced ignorance and suppression 
of knowledge.

Hence, the paradigm only shifted in the 
2000’s, when Thomas Piketty and 
Emmanuel Saez questioned such “nor-
mative ignorance” by constructing, con-
stantly updating and freely providing 
detailed data on the evolution of income 
distribution since 1913. Thanks to the 
work of these economists, inequality 
finally became part of the academia, in a 
significant manner, and we can now bear 
witness to the consequences of such 
delay.  

“The issue of income inequality was a 
backwater in the economics field, and it 
was largely ignored. [However] In the last 
few years, there’s been a huge change in 
the mainstream of the profession” (Ste-
ven Fazzari, Washington University).

Trickle-Down Economics
Never Again

The origin of term “Trickle-Down” Eco-
nomics is attributed to the former Presi-
dent of the USA Ronald Reagan but, in 
fact, the expression was actually coined 
by American humorist Will Rogers, 
mocking President Herbert Hoover’s poli-
cies to tackle the Great Depression. Such 
recovery efforts seemed cruelly misguid-
ed to the average American and led the 
comedian to state, with all its embedded 
sarcasm: “The money was all appropriat-
ed for the top in the hopes it would trickle 
down to the needy”.

What can indeed be attributed to Reagan 
was the establishment of an economic 
dogma that lasted until our days, within 
just 2 generations. This Reaganomics 

bases fiscal policies on the belief that 
economic gains that benefit the wealthy 
will eventually “trickle-down” to all the 
other spheres of society, including the 
poorest: prosperity for the rich leads to 
prosperity for the poor.

This logic goes against the central pillars 
of the European welfare state which 
understands that the well-being of the 
economy is determined by people’s living 
conditions and not merely by market 
divine laws or investment positions: eco-
nomics for the people instead of eco-
nomics for its own sake – which in 
several cases, translated into “(…) for 
some small powerful groups in society”. 

One of the studies made possible by 
Piketty’s data, was a paper published by 
5 IMF authors, which confirmed trick-
le-down was a joke by demonstrating 
econometrically not only how inequality 
harms growth but also what drives 
inequality. The conclusion was that tick-
le-down economics has been used as a 
justification for growing income inequali-
ties over the past several decades. They 
find that the boost to growth of increas-
ing the income share of the poorest 20% 
is far greater than the penalty to growth 
from increase the richest 20%’s income 
share. This is not only true for the poor-
est 20% but also for the whole middle 
class (2nd and 3rd quintiles of the 
income distribution). In other words, it’s 
actually more empirically realistic to talk 
about “Trickle-Up Economics”.

Consequences of the delay
in research

In the beginning of the 1980’s, Reaga-

nomics was shaping the political and 
economic debate, and effectively apply-
ing a free-market fiscal policy. Reaga-
nomics claimed to promote growth by 
reducing tax burdens of so-called 
“job-creators” enough to spur investment 
which would lead to higher wages and 
employment. Meanwhile, Reagan froze 

  .Their slice of the national income 
“cake” when up by 25 p.p. since the 
1970’s, surpassing the values of the 
Great Depression, meaning that today 
they attain almost half of total income in 
the United States. Furthermore, the 
income share of the top 1% has doubled 
since 1980, and although the situation in 

US using improved capitalized individual 
income tax data. The graph   (Piketty 
Split) summarizes their findings which 
show that, right before the 1929 crash, 
the bottom 90% only accounted for 16% 
whereas the top 0.1% controlled a quar-
ter of America’s wealth. Moreover, in the 
decades that followed until the late 
1970’s, the middle class’s share – since 
the bottom half has no net wealth – 
steadily rose to circa 35% in mid-80’s, 
only to see this trend reversed in the era 
of Reaganomics to then brutally fall 
back into 1940’s values, after the Global 
Financial Crisis: the bottom 90% have 
roughly the same share of wealth as the 
top 0.1% (22%) while the 16.000 wealthi-
est families (top 0.01%) control 11.2% of 
total wealth.

In an attempt to explain why inequality 
was such a taboo research topic, espe-
cially in America, Arthur Goldhammer 
(Harvard) once said that “[d]istributive 
questions in economics just raise hostili-
ty, and ultimately, growth is the impor-
tant issue”. Such statement might find 
some foundation in the claim that Euro-
pean economists are more policy-orient-
ed, and thus tackle distributive ques-

tions, whereas American ones are more 
business-oriented, thus more interested 
in growth alone. However, thanks to 
research like the paper from the 5 IMF 
authors, we now know not only that 
inequality dampens growth – through 
generating social conflict, expropriation, 
rent seeking behavior and the lower 
propensity to consume of the rich –  but 
also, that “[l]owering income inequality 
does not need to come at the cost of 
lower efficiency. (…) there does not need 
to be a stark efficiency-equity tradeoff” 
(Ostry, Berg, and Tsangarides 2014).

We must realize that we are living in a 
world with huge incomprehensible 
imbalances and unacceptable concen-
tration of power. Inequalities are indeed 
a major political concern of today’s 
world. It is therefore crucial that inequali-
ty of outcomes (income and wealth) and 
of opportunities (great Gatsby curve, 
education, health and financial services) 
become a central topic of discussion 
and research in economics. As President 
Obama alerted in a speech at the Center 
for American Progress, widening income 
inequality is the “defining challenge of 
our time”.

Europe is less harsh, the richest 10% 
Europeans hold one third of the conti-
nent’s income.

If this wasn’t striking enough, notice that 
the dispersion among the very richest is 
also widening. Using the Piketty’s revolu-
tionary World Wealth and Income Data-
base, Saez and Gabriel Zucman were 
able to show that, under Reagan’s 
administration (circa 1980-90), the share 
of income going to the top 0.1% had 
more than tripled and that of the top 
0.01% had grown fourfold. What this 
massive database also confirmed is that 
wealth inequalities have always been 
even more pronounced.

In a recent study, Saez and Zucman ana-
lyzed wealth inequality evolution in the 

the minimum wage at $3.35/hour, 
slashed federal assistance to local gov-
ernments by 60%, halved the budget for 
public housing and eliminated one of the 
greatest antipoverty programs in the US, 
the Community Development Block 
Grant. At the same time but on the other 
side of the Atlantic, Margaret Thatcher 
was leading one of the strongest econo-
mies in the world in a similar manner: 
lowering direct taxes on income and 
increasing indirect taxes, imposing cash 
limits on public spending, and abruptly 
reducing expenditure on education and 
housing.

As a result of such policies, the income 
shares of the richest top 10%, in the US 
and Europe, followed an ever rising path 
of inequality, as one can see in the chart

2 Piketty Split
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Just few days after the signature of the 
treaty of peace and moments ahead of 
the referendum, Colombia is in turmoil. 
The country has been theatre of a war 
that lasted 19.000 days, that is 52 years, 
becoming one of the oldest conflict of 
the world. To give some numbers, 
Colombia counted 2.997.084 victims 
among murdered, displaced, disap-
peared and relinquished people. 220.000 
people were murdered during the con-
flict, of which 80% were disarmed 
citizens.

(Moya, 2012) along with strong damage 
to the environment (Fergusson, Romero 
y Vargas, 2014). 

Colombia is now living a fundamental 
moment of its history, as the treaty of 
peace has been finally signed on Sep-
tember 26th in Cartagena at the pres-
ence of 15 Heads of State, the Secre-
tary-General of the UN, Ban Ki Moon and 
the Secretary of State of the USA, John 
Kerry.  In a few hours, citizens are called 
to vote for a referendum and to decide 

THE LONG RUN TOWARDS PEACE
BY: STEFANIA SELLITTI

NEC ARTICLES

This article was written in the days prior to the Colombian peace agreement referendum,
which was voted down on Sunday 2nd October. Readers should bear this in mind when reading the article.

ment through the concession of five 
places in Senate and five in the Cham-
ber for members of the FARC;

Policies to resolve the problem of drug 
traffic;

Agreements to compensate the 
victims of the conflict.

According to the Semana, one of the 
most well-known magazines of Colom-
bia, citizens of big cities tend to have 
divergent opinions compared to people 
coming from rural areas, where the war 
had a higher impact. The paradox is that 
the majority of votes come from big 
urban centres, where many people lived 
the war mostly through television and 
not through direct experience. This is the 
reason why many people in those areas 
are supporting the “No” at the referen-
dum. For example, a citizen of Bogota 
might be indignant that the bosses of the 
FARC might go to Parliament instead of 
jail. On the other hand, for a citizen of 
Bojayà, where approximately 119 civil-
ians lost their lives due to the explosion 
of the so-called pipetas (gas cylinders), 
all that counts is a future of peace and 
the end of massacres, regardless of 
whether FARC members will end up in 
Parliament or in jail (Semana, August 
28th, 2016).

Whatever the results of the referendum, 
whatever the opinion of people, the main 
question that all Colombians have now is 
“What is next? What are going to be the 
consequences of this agreement?” 
Unfortunately, the answer is very uncer-
tain. The win of the “No” could mean an 
exacerbation of the conflict, which was 
losing power during the last 4 years, 
while the win of the “Yes” could bring 

stability and calm to the country and 
new perspectives to the new generation, 
along with a more stable economic situ-
ation. 

In the last three decades, there have 
been several studies about the econom-
ic consequences of the conflict and its 
impact on the Gross Domestic Product 
(GDP). Some possible positive conse-
quences of the peace could be the devel-
opment of the rural sector and reduction 
of inequalities inside regions, the 
improvement of the educational system, 
the increase of tourism, etc., which could 
lead to a long-lasting increase of the 
Gross Domestic Product (GDP). Accord-
ing to a study conducted by Villa et al. of 
the University of Los Andes, GDP would 
have grown by 4.4% more in absence of 
the conflict. The projection of the Colom-
bian Government are a bit more pessi-
mistic and foresee a penalty to real 
growth between 1 and 1.5% per year. The 
loss due to the conflict calculated by 
Vargas (2013) is lower and ranges 
between 0.33% and 1.25%. Simon 
Gaviria (2015), who is the director of the 
Departamento Nacional de Planeaciòn and 
the author of one of the most recent 
studies about the macroeconomic con-
sequences of the end of the conflict, con-
firms this theory. He studied the situa-
tion before and after 18 other conflicts 
outside Colombia, finding that GDP 
growth increased on average by 1.9% 
after the signature of peace treaties. 
Most of this study also predicts that 
increased GDP growth could become 
permanent.

On the other hand, Professor Marc Hof-
stetter (2016) of the University of Los 
Andes authored an interesting and accu-

rate study that contradicts these find-
ings. In particular, he argues that the 
increase of GDP cannot be of that 
amount and cannot be permanent, as he 
shows that the positive effects of peace 
would have a decreasing rate. He also 
compares the Colombian situation with 
the one of Nicaragua, El Salvador and 
Guatemala –Latin American countries 
also affected by armed conflicts and 
showed that their GDP growth after the 
end of the conflicts was not higher than 
that of other Latin American countries. 
Finally, he conducted an analysis by 
sectors, showing that the growth in the 
sectors that will benefit from peace will 
not be enough to guarantee such an 
increase in GDP. According to this last 
study, GDP growth does not seem to be 
the greatest consequence of peace. 
However, both rural sector, industry and 
tourism are foreseen to develop faster. 

The whole world is now looking at 
Colombia, trying to understand what will 
happen next. At the same time, Colombia 
is now pervaded by a climate of hope, the 
hope that the yes will actually serve to 
build a safer future, where people will live 
without fear. And probably the end of the 
fear is going to be the most important 
consequence for a country which has a 
wonderful and pervasive culture, too 
often hidden by all the bad news, giving 
other countries the wrong image of 
Colombia. 

Even though not everybody has been a 
direct protagonist of the war, it has 
affected the whole population, which 
had to deal for decades with a climate of 
fear that conditioned their lives, habits, 
behaviour and relationships. Indeed, 
according to previous studies, people 
had to pay a very high price for the con-
flict, which includes not only the costs 
for defence, but also a high level of 
social costs. According to Rodriguez 
and Sanchez (2012) the conflict has 
negatively affected the quality of educa-
tion. Moreover, it has influenced people’s 
risk aversion and caused social traumas 

(continues on the next page)

whether they are in 
favour or against this 
agreement between the 
Government and the 
FARC. 

Despite the high costs 
that people had to pay, 
there is part of popula-
tion that is against this 
agreement. There seem 

to be almost no one against peace in 
itself, but some people disagree with the 
content of the treaty which includes, 
beyond the end of the conflict:

The introduction of a rural reform, 
through the democratization of the 
access and use of lands, the creation 
of special programs for rural develop-
ment, the improvement of infrastruc-
tures and the introduction of produc-
tivity and labour plans and of policies 
to guarantee food security;

The democratic opening of the Parlia-
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Just few days after the signature of the 
treaty of peace and moments ahead of 
the referendum, Colombia is in turmoil. 
The country has been theatre of a war 
that lasted 19.000 days, that is 52 years, 
becoming one of the oldest conflict of 
the world. To give some numbers, 
Colombia counted 2.997.084 victims 
among murdered, displaced, disap-
peared and relinquished people. 220.000 
people were murdered during the con-
flict, of which 80% were disarmed 
citizens.

(Moya, 2012) along with strong damage 
to the environment (Fergusson, Romero 
y Vargas, 2014). 

Colombia is now living a fundamental 
moment of its history, as the treaty of 
peace has been finally signed on Sep-
tember 26th in Cartagena at the pres-
ence of 15 Heads of State, the Secre-
tary-General of the UN, Ban Ki Moon and 
the Secretary of State of the USA, John 
Kerry.  In a few hours, citizens are called 
to vote for a referendum and to decide 

THE LONG RUN TOWARDS PEACE

ment through the concession of five 
places in Senate and five in the Cham-
ber for members of the FARC;

Policies to resolve the problem of drug 
traffic;

Agreements to compensate the 
victims of the conflict.

According to the Semana, one of the 
most well-known magazines of Colom-
bia, citizens of big cities tend to have 
divergent opinions compared to people 
coming from rural areas, where the war 
had a higher impact. The paradox is that 
the majority of votes come from big 
urban centres, where many people lived 
the war mostly through television and 
not through direct experience. This is the 
reason why many people in those areas 
are supporting the “No” at the referen-
dum. For example, a citizen of Bogota 
might be indignant that the bosses of the 
FARC might go to Parliament instead of 
jail. On the other hand, for a citizen of 
Bojayà, where approximately 119 civil-
ians lost their lives due to the explosion 
of the so-called pipetas (gas cylinders), 
all that counts is a future of peace and 
the end of massacres, regardless of 
whether FARC members will end up in 
Parliament or in jail (Semana, August 
28th, 2016).

Whatever the results of the referendum, 
whatever the opinion of people, the main 
question that all Colombians have now is 
“What is next? What are going to be the 
consequences of this agreement?” 
Unfortunately, the answer is very uncer-
tain. The win of the “No” could mean an 
exacerbation of the conflict, which was 
losing power during the last 4 years, 
while the win of the “Yes” could bring 

stability and calm to the country and 
new perspectives to the new generation, 
along with a more stable economic situ-
ation. 

In the last three decades, there have 
been several studies about the econom-
ic consequences of the conflict and its 
impact on the Gross Domestic Product 
(GDP). Some possible positive conse-
quences of the peace could be the devel-
opment of the rural sector and reduction 
of inequalities inside regions, the 
improvement of the educational system, 
the increase of tourism, etc., which could 
lead to a long-lasting increase of the 
Gross Domestic Product (GDP). Accord-
ing to a study conducted by Villa et al. of 
the University of Los Andes, GDP would 
have grown by 4.4% more in absence of 
the conflict. The projection of the Colom-
bian Government are a bit more pessi-
mistic and foresee a penalty to real 
growth between 1 and 1.5% per year. The 
loss due to the conflict calculated by 
Vargas (2013) is lower and ranges 
between 0.33% and 1.25%. Simon 
Gaviria (2015), who is the director of the 
Departamento Nacional de Planeaciòn and 
the author of one of the most recent 
studies about the macroeconomic con-
sequences of the end of the conflict, con-
firms this theory. He studied the situa-
tion before and after 18 other conflicts 
outside Colombia, finding that GDP 
growth increased on average by 1.9% 
after the signature of peace treaties. 
Most of this study also predicts that 
increased GDP growth could become 
permanent.

On the other hand, Professor Marc Hof-
stetter (2016) of the University of Los 
Andes authored an interesting and accu-

rate study that contradicts these find-
ings. In particular, he argues that the 
increase of GDP cannot be of that 
amount and cannot be permanent, as he 
shows that the positive effects of peace 
would have a decreasing rate. He also 
compares the Colombian situation with 
the one of Nicaragua, El Salvador and 
Guatemala –Latin American countries 
also affected by armed conflicts and 
showed that their GDP growth after the 
end of the conflicts was not higher than 
that of other Latin American countries. 
Finally, he conducted an analysis by 
sectors, showing that the growth in the 
sectors that will benefit from peace will 
not be enough to guarantee such an 
increase in GDP. According to this last 
study, GDP growth does not seem to be 
the greatest consequence of peace. 
However, both rural sector, industry and 
tourism are foreseen to develop faster. 

The whole world is now looking at 
Colombia, trying to understand what will 
happen next. At the same time, Colombia 
is now pervaded by a climate of hope, the 
hope that the yes will actually serve to 
build a safer future, where people will live 
without fear. And probably the end of the 
fear is going to be the most important 
consequence for a country which has a 
wonderful and pervasive culture, too 
often hidden by all the bad news, giving 
other countries the wrong image of 
Colombia. 

Even though not everybody has been a 
direct protagonist of the war, it has 
affected the whole population, which 
had to deal for decades with a climate of 
fear that conditioned their lives, habits, 
behaviour and relationships. Indeed, 
according to previous studies, people 
had to pay a very high price for the con-
flict, which includes not only the costs 
for defence, but also a high level of 
social costs. According to Rodriguez 
and Sanchez (2012) the conflict has 
negatively affected the quality of educa-
tion. Moreover, it has influenced people’s 
risk aversion and caused social traumas 

(continues on the next page)

whether they are in 
favour or against this 
agreement between the 
Government and the 
FARC. 

Despite the high costs 
that people had to pay, 
there is part of popula-
tion that is against this 
agreement. There seem 

to be almost no one against peace in 
itself, but some people disagree with the 
content of the treaty which includes, 
beyond the end of the conflict:

The introduction of a rural reform, 
through the democratization of the 
access and use of lands, the creation 
of special programs for rural develop-
ment, the improvement of infrastruc-
tures and the introduction of produc-
tivity and labour plans and of policies 
to guarantee food security;

The democratic opening of the Parlia-
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Just few days after the signature of the 
treaty of peace and moments ahead of 
the referendum, Colombia is in turmoil. 
The country has been theatre of a war 
that lasted 19.000 days, that is 52 years, 
becoming one of the oldest conflict of 
the world. To give some numbers, 
Colombia counted 2.997.084 victims 
among murdered, displaced, disap-
peared and relinquished people. 220.000 
people were murdered during the con-
flict, of which 80% were disarmed 
citizens.

(Moya, 2012) along with strong damage 
to the environment (Fergusson, Romero 
y Vargas, 2014). 

Colombia is now living a fundamental 
moment of its history, as the treaty of 
peace has been finally signed on Sep-
tember 26th in Cartagena at the pres-
ence of 15 Heads of State, the Secre-
tary-General of the UN, Ban Ki Moon and 
the Secretary of State of the USA, John 
Kerry.  In a few hours, citizens are called 
to vote for a referendum and to decide 

ment through the concession of five 
places in Senate and five in the Cham-
ber for members of the FARC;

Policies to resolve the problem of drug 
traffic;

Agreements to compensate the 
victims of the conflict.

According to the Semana, one of the 
most well-known magazines of Colom-
bia, citizens of big cities tend to have 
divergent opinions compared to people 
coming from rural areas, where the war 
had a higher impact. The paradox is that 
the majority of votes come from big 
urban centres, where many people lived 
the war mostly through television and 
not through direct experience. This is the 
reason why many people in those areas 
are supporting the “No” at the referen-
dum. For example, a citizen of Bogota 
might be indignant that the bosses of the 
FARC might go to Parliament instead of 
jail. On the other hand, for a citizen of 
Bojayà, where approximately 119 civil-
ians lost their lives due to the explosion 
of the so-called pipetas (gas cylinders), 
all that counts is a future of peace and 
the end of massacres, regardless of 
whether FARC members will end up in 
Parliament or in jail (Semana, August 
28th, 2016).

Whatever the results of the referendum, 
whatever the opinion of people, the main 
question that all Colombians have now is 
“What is next? What are going to be the 
consequences of this agreement?” 
Unfortunately, the answer is very uncer-
tain. The win of the “No” could mean an 
exacerbation of the conflict, which was 
losing power during the last 4 years, 
while the win of the “Yes” could bring 

stability and calm to the country and 
new perspectives to the new generation, 
along with a more stable economic situ-
ation. 

In the last three decades, there have 
been several studies about the econom-
ic consequences of the conflict and its 
impact on the Gross Domestic Product 
(GDP). Some possible positive conse-
quences of the peace could be the devel-
opment of the rural sector and reduction 
of inequalities inside regions, the 
improvement of the educational system, 
the increase of tourism, etc., which could 
lead to a long-lasting increase of the 
Gross Domestic Product (GDP). Accord-
ing to a study conducted by Villa et al. of 
the University of Los Andes, GDP would 
have grown by 4.4% more in absence of 
the conflict. The projection of the Colom-
bian Government are a bit more pessi-
mistic and foresee a penalty to real 
growth between 1 and 1.5% per year. The 
loss due to the conflict calculated by 
Vargas (2013) is lower and ranges 
between 0.33% and 1.25%. Simon 
Gaviria (2015), who is the director of the 
Departamento Nacional de Planeaciòn and 
the author of one of the most recent 
studies about the macroeconomic con-
sequences of the end of the conflict, con-
firms this theory. He studied the situa-
tion before and after 18 other conflicts 
outside Colombia, finding that GDP 
growth increased on average by 1.9% 
after the signature of peace treaties. 
Most of this study also predicts that 
increased GDP growth could become 
permanent.

On the other hand, Professor Marc Hof-
stetter (2016) of the University of Los 
Andes authored an interesting and accu-

THE LONG RUN TOWARDS PEACE

rate study that contradicts these find-
ings. In particular, he argues that the 
increase of GDP cannot be of that 
amount and cannot be permanent, as he 
shows that the positive effects of peace 
would have a decreasing rate. He also 
compares the Colombian situation with 
the one of Nicaragua, El Salvador and 
Guatemala –Latin American countries 
also affected by armed conflicts and 
showed that their GDP growth after the 
end of the conflicts was not higher than 
that of other Latin American countries. 
Finally, he conducted an analysis by 
sectors, showing that the growth in the 
sectors that will benefit from peace will 
not be enough to guarantee such an 
increase in GDP. According to this last 
study, GDP growth does not seem to be 
the greatest consequence of peace. 
However, both rural sector, industry and 
tourism are foreseen to develop faster. 

The whole world is now looking at 
Colombia, trying to understand what will 
happen next. At the same time, Colombia 
is now pervaded by a climate of hope, the 
hope that the yes will actually serve to 
build a safer future, where people will live 
without fear. And probably the end of the 
fear is going to be the most important 
consequence for a country which has a 
wonderful and pervasive culture, too 
often hidden by all the bad news, giving 
other countries the wrong image of 
Colombia. 

Even though not everybody has been a 
direct protagonist of the war, it has 
affected the whole population, which 
had to deal for decades with a climate of 
fear that conditioned their lives, habits, 
behaviour and relationships. Indeed, 
according to previous studies, people 
had to pay a very high price for the con-
flict, which includes not only the costs 
for defence, but also a high level of 
social costs. According to Rodriguez 
and Sanchez (2012) the conflict has 
negatively affected the quality of educa-
tion. Moreover, it has influenced people’s 
risk aversion and caused social traumas 

whether they are in 
favour or against this 
agreement between the 
Government and the 
FARC. 

Despite the high costs 
that people had to pay, 
there is part of popula-
tion that is against this 
agreement. There seem 

to be almost no one against peace in 
itself, but some people disagree with the 
content of the treaty which includes, 
beyond the end of the conflict:

The introduction of a rural reform, 
through the democratization of the 
access and use of lands, the creation 
of special programs for rural develop-
ment, the improvement of infrastruc-
tures and the introduction of produc-
tivity and labour plans and of policies 
to guarantee food security;

The democratic opening of the Parlia-
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For millions of years there has been a 
natural equilibrium in nature where 
what’s “created” has a role in nature’s 
natural cycle of life after its life period 
and nothing is truly wasted. For a long 
time, this balance has existed within 
nature: a living being is born, it con-
sumes nutrients and after its life period it 
becomes a nutrient for other living 
beings which then still live in the ecosys-
tem and nothing is wasted. That’s the 
way nature has found to survive in the 
long run.

For thousands of years, man has 
assumed a different role to any other 
animal. It has transformed existing 
materials into something else, some-
thing that no other species had done 
until then: skin into a blanket; a stick and 
a stone into a spear. At first, its species' 
population wasn’t large enough, nor the 
technology advanced enough, for its 
influence to have an impact at a global 
scale. The world was too big for that. 

When trade first started, there was no 
need to focus on what would happen to 
the goods after being consumed. The 
number of these exchanges rose to such 
extent that they are now considered a 
market transaction, both reflected and 
embraced as something crucial for soci-
ety itself. Once again, neither technology 
was advanced enough nor population so 
big as to need the notion of social 
responsibility in the resolutions of the 
first economists. There was only 
short-term thinking: “What resources 

would be matched with what production 
techniques in order to satisfy the most 
consumers' desires with producer 
desires?” But none of them would believe 
or care that one simple transaction could 
actually affect the world! 

Extracting, producing, and selling were 
considered phases of transformed 
goods' life-cycle. But what about the 
rest? After being consumed, goods don’t 
just vanish out of nowhere. Economists 
are only considering part of a trans-
formed good life-cycle! A car company 
will have to focus on what materials it 
will use for producing the car in order to 
maximize its profit and other variables 
depending on the company, given what 
the consumer wants in the short run. 
Consumers are engaged with the car’s 
qualities. The question is - What follows 
the individual's consumption of the car?

Surely the consumer itself could oppose 
buying products that don’t naturally 
degrade. This would consequently influ-
ence firms’ decisions towards that direc-
tion. However, society has endorsed a 
consumption behavior where individuals 
are socially influenced and incentivized 
to act otherwise from a young age. From 
another perspective, though, the prod-
ucts of today can be our resources of 
tomorrow! Those islands of trash float-
ing on the ocean? They’ll be a resource! 
Hopefully, if humans do exist by then, we 
will learn how to use them as such. Still, 
what most concerns me is: what if what 
we are transforming today not only 

BY: JOÃO CORTES

NEC ARTICLES

UNLIMITED NEEDS
AND LIMITED RESOURCES affects our type of resources, but also 

the quality of our ecosystems, the diver-
sity of living species and even earth’s 
equilibrium itself?

We produce many goods given 
short-term consumer desire. However, 
today’s trading system must be prepared 
for a long-run balance. We can’t just 
think about what and how to produce 
what seems to appeal most to the con-
sumer. We ought to think beyond! The 
survival of not just our species but also 
our planet requires it. Only then we would 
mimic nature properly and respect the 
law of resources transformation: Trans-
form in a way that something can be 
used again as a resource after its life 
period with no waste. Only then, survival 
in the long-run is plausible.

(continues on the next page)
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For millions of years there has been a 
natural equilibrium in nature where 
what’s “created” has a role in nature’s 
natural cycle of life after its life period 
and nothing is truly wasted. For a long 
time, this balance has existed within 
nature: a living being is born, it con-
sumes nutrients and after its life period it 
becomes a nutrient for other living 
beings which then still live in the ecosys-
tem and nothing is wasted. That’s the 
way nature has found to survive in the 
long run.

For thousands of years, man has 
assumed a different role to any other 
animal. It has transformed existing 
materials into something else, some-
thing that no other species had done 
until then: skin into a blanket; a stick and 
a stone into a spear. At first, its species' 
population wasn’t large enough, nor the 
technology advanced enough, for its 
influence to have an impact at a global 
scale. The world was too big for that. 

When trade first started, there was no 
need to focus on what would happen to 
the goods after being consumed. The 
number of these exchanges rose to such 
extent that they are now considered a 
market transaction, both reflected and 
embraced as something crucial for soci-
ety itself. Once again, neither technology 
was advanced enough nor population so 
big as to need the notion of social 
responsibility in the resolutions of the 
first economists. There was only 
short-term thinking: “What resources 

would be matched with what production 
techniques in order to satisfy the most 
consumers' desires with producer 
desires?” But none of them would believe 
or care that one simple transaction could 
actually affect the world! 

Extracting, producing, and selling were 
considered phases of transformed 
goods' life-cycle. But what about the 
rest? After being consumed, goods don’t 
just vanish out of nowhere. Economists 
are only considering part of a trans-
formed good life-cycle! A car company 
will have to focus on what materials it 
will use for producing the car in order to 
maximize its profit and other variables 
depending on the company, given what 
the consumer wants in the short run. 
Consumers are engaged with the car’s 
qualities. The question is - What follows 
the individual's consumption of the car?

Surely the consumer itself could oppose 
buying products that don’t naturally 
degrade. This would consequently influ-
ence firms’ decisions towards that direc-
tion. However, society has endorsed a 
consumption behavior where individuals 
are socially influenced and incentivized 
to act otherwise from a young age. From 
another perspective, though, the prod-
ucts of today can be our resources of 
tomorrow! Those islands of trash float-
ing on the ocean? They’ll be a resource! 
Hopefully, if humans do exist by then, we 
will learn how to use them as such. Still, 
what most concerns me is: what if what 
we are transforming today not only 

UNLIMITED NEEDS
AND LIMITED RESOURCES

affects our type of resources, but also 
the quality of our ecosystems, the diver-
sity of living species and even earth’s 
equilibrium itself?

We produce many goods given 
short-term consumer desire. However, 
today’s trading system must be prepared 
for a long-run balance. We can’t just 
think about what and how to produce 
what seems to appeal most to the con-
sumer. We ought to think beyond! The 
survival of not just our species but also 
our planet requires it. Only then we would 
mimic nature properly and respect the 
law of resources transformation: Trans-
form in a way that something can be 
used again as a resource after its life 
period with no waste. Only then, survival 
in the long-run is plausible.
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The collapse of the EU is looming. Real 
income between 2005 and 2014 has 
decreased for 65-70% of households in 
rich countries. More than one million 
asylum seekers arrived since early last 
year, and 150 people lives were claimed 
in terrorist attacks. Voters are impatient, 
insecure. Fed up with austerity, German 
dominance, terrorist attacks and a con-
siderable refugee inflow, that shouldn’t 
come off as a surprise.

Nationalist and populist parties are 
rising in terms of popularity. National 
Front’s Marine Le Pen has been gaining 
ground since Brexit and now leads the 
polls for the first round of the French 
Presidential elections. For the first time 
since WWII, Merkel lost a state election 
to the populist party Alternative für 
Deutschland (AfD) and Geert Wilders of 
the far-right Freedom Party is leading in 
the polls of the Netherlands’ general 
election. He too belongs to a long list of 
parties across Europe who are demand-
ing a referendum on EU membership. 
Totalitarian and authoritarian populist 
parties are now represented in the gov-
ernments of nine countries. Are they 
offering a better version of Europe? Prob-
ably not, but at this time people just want 
something different because, whatever 
Pro-Euro parties are doing, it’s not work-
ing.

Were the EU to collapse, currencies of 
nations with weaker finances would 
probably suffer the most as they 
wouldn’t be backed by big brother 
Germany. Investors would require risk 
premiums to invest in troubled countries 
and borrowing costs would go through 
the roof. Weaker currencies would hinder 
trade within the EU - as they give rise to 
higher costs for consumers and busi-
nesses that import -  as well as with the 
rest of the world. Global recession could 
ensue.

CHAOS THEORY

3 TOP ECONOMIC RISKS
OPINION OF: MIGUEL LEAL, NEC MEMBER

WHAT WOULD BETHE CONSEQUENCES?

IS IT POSSIBLE?

THE COLLAPSE OF EU…

IS IT POSSIBLE?

FADING GROWTH

IN CHINA CASTS GLOOM

ON WORLD ECONOMY

Projections for growth are currently 
around 6,5% YoY for the next couple of 
years compared to 8% since 2010. 
Growth is also slowing down in fixed 
assets investments and industrial 
production (8,1% and 6,3%, respectively) 
for the month of August, compared to 
their 3y averages of 14% and 7,4%. 
Furthermore, there has been a buildup of 
debt. From the end of 2008 to March this 
year, total debt in China rose from 147% 
of GDP to 255%, and even though most 
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of its debt is home-owned, interest 
expenses can easily cripple economic 
growth as they get bigger. A big share of 
that is bad loans, with some organiza-
tions reporting a non-performing loans 
rate as high as 15,5% - higher than Portu-
gal’s 13%.

China is the second largest economy in 
the world. With a GDP of $10,9 trillion, a 
weakening outlook for the country’s 
growth puts a lot of pressure on the rest 
of the world, but especially emerging 
economies, as commodity prices would 
drop further and these economies rely 
on commodity demand for growth. 
China alone has contributed with over 
one-third of global economic growth 
since 2010, whereas emerging markets 
(excluding china) some 40%. If the pair 
were to slow down, the developed world 
would suffer too.

3 TOP ECONOMIC RISKS

WHAT WOULD BETHE CONSEQUENCES?

Travel back three months in time and 
newspapers were mocking the republi-
can candidate Donald Trump. His chanc-
es of winning, according to forecasting 
models, were close to 20%. The margin 
between him and Hillary has now 
narrowed. Recent data from Real Clear 

DONALD TRUMP

IN THE
WHITE HOUSE...

Politics gives Hillary a five-point lead. 
This is the man who suggested building 
a wall to separate the US from Mexico 
and deporting undocumented immi-
grants. The latter, for example, would 
reduce the US real GDP by 5.7%, as a 
result of a reduced labor, consumption 
and the enormous cost of detaining, 
legally processing and transporting 11 
million people back to their home coun-
tries. By calling a temporary ban on all 
Muslims from entering the United 
States, he became a powerful recruit-
ment tool for ISIS as his attitude 
strengthens their narrative of being seen 
as the eternal enemy of the world. 
Among his plans were also imposing 
trade tariffs as high as 35% and breaking 
NAFTA. Furthermore, his remarks on 
NATO about the US not coming automat-
ically to the defense of its allies caused 
an uproar within the group. Violating 
treaty obligations to NATO would make 
the organization null and would empow-
er Russia to proceed with their expan-
sion plans. Non-NATO countries such as 
Ukraine and Georgia have already 
suffered military incursions - they’re 
easier targets, for now.

Mrs. Clinton also helped the candidate 
by foolishly covering up for falling ill with 
pneumonia, validating Mr. Trump’s narra-
tive of her being deceitful and weak. 
Were the U.S. economy to slow down or 
a terrorist attack to materialize it would 
be an absolute godsend to Mr. Trump. 
Can he still win?
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Hyman Minsky was born on the 23rd 
September 1919 in Chicago, Illinois. He 
was an American financial economist, 
professor of Economics at Washington 
University in St. Louis and a Levy Eco-
nomics Institute distinguished scholar. 
Minsky first studied mathematics at the 
University of Chicago, then going on to a 
Master of Public Administration and PhD 
of Economics at Harvard University, 
where he was very influenced by Joseph 
Schumpeter and John Maynard Keynes. 

At Berkeley, he started to develop his 
major theories about lending and econo-
my activity at Berkeley, later writing 
Stabilizing and Unstable Economy. 
Shortly before his death in 1996, he was 
awarded the Veblen-Commons Award by 
the Association for Evolutionary Eco-
nomics.

From early on, Minsky was a Keynesian. 
He rejected the neoclassical synthesis 
and offered an alternative interpretation 
of The General Theory in his book John 
Maynard Keynes. He was skeptical of 
mainstream economic thought, espe-
cially regarding the financial system. The 
idea of a free and efficient market was, in 
his opinion, the main cause for financial 
speculation and future crises. It was 
from this that he developed his “finan-
cial-instability hypothesis”. He started by 
defining an investment as “an exchange 
of money today for money tomorrow”. As 
all investors need financing before 
investing, he then distinguished three 
types of financing. The safest one, 
“hedge financing”, is where firms rely on 
their future cash flow to repay all their 

borrowings. A bit riskier, “speculative 
financing” which is similar to the previ-
ous one but firms must roll over their 
debt to repay the principal. Lastly, “Ponzi 
financing”, the most dangerous one, 
where firms are considering only that the 
principal asset will appreciate by enough 
to cover their liabilities. 

Minsky argued that, over a prolonged 
period of prosperity, when investors see 
the corporate cash-flow rises more than 
what is necessary to pay off debt, they 
take on more and more risk until lending 
exceeds what borrowers can pay off 
from their incoming revenues. As result 
of this speculation, financial institutions 
suspend credit to companies and finan-
cial crises follow. This moment of finan-
cial system fragility is called a "Minsky 
moment". The longer this period is, the 
worse and more difficult to resolve the 
crises will be. 

HYMAN MINSKY

ECONOMIST OF THE MONTH

BY: BEATRIZ BRAZ

(continues on the next page)
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ECONOMIST OF THE MONTH
HYMAN MINSKY

The whole period is called a “Minsky 
cycle”, from the period of stability 
encouraging risk taking, leading to a 
period of instability, causing more con-
servative and risk-averse behavior and 
finally, the restoration of stability, contin-
uing the cycle.

While Minsky’s economic theories were 
rejected when he was alive, these gained 
currency after his death, especially 
during the subprime mortgage crisis of 
2008. As Chairman of the Federal 
Reserve Janet Yellen said in 2009, “with 
the financial world in turmoil, Minsky’s 
work has become required reading”. As 
we recall an economics discipline who 
failed to anticipate the crisis, we might 
consider Minsky’s words that “it is neces-
sary to have an economic theory which 

Stylized  “Minsky Cycle”

makes a great depression one of the 
possible states in which our type of capi-
talist economy can find itself”. After all, 
as Keynes said, “economists set them-
selves too easy, too useless a task, if in 
tempestuous seasons they can only tell 
us, that when the storm is long past, the 
ocean is flat again.”
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