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Dear Reader,

We are happy to share the new edition of NEC Magazine with you. This edition features 
several interesting articles which are covering a diverse set of topics.

In our regional coverage, the economic dimension of wildfires in Portugal is discussed. 
At the international stage, the tight grip of oligarchs on the Russian economy and China’s 
increasing influence are analysed. Moreover, we take a closer look at Botswana and its 
future challenges and highlight Puerto Rico’s public debt burden.

This edition gives special attention to the question of the future of jobs, a topic, which 
was intensively discussed during the Economia Viva Conference in February. For some, 
Universal Basic Income represents one possible solution to future job losses. In an exclu-
sive interview Professor Jäntti from the Stockholm University, he shares his view on the 
feasibility of such measures.

Furthermore, we sketch different scenarios of the conflict at the Korean Peninsula and 
analyse their implications. Finally, we invite you to gain a better understanding of Amos 
Tversky and Daniel Kahneman, who are considered to be the pioneers of Behavioral 
Economics.

Gain new insights from relevant developments around the world!

Your NEC Magazine Team

DUARTE 
GONÇALVES
Editor

MIGUEL 
AMARAL
Editor



N E C  M A G A Z I N E

R E G I O N A L  C O V E R A G E4

Right after the tragedy that ravaged 
Portugal in the last summer, all we could 
see on the news was that our country was 
burning. Now, some months have passed 
and this issue seems to be at the back of 
our minds. Nevertheless, sunny days are 
here to remind us that the fire season will 
soon come back, so what are the expec-
tations for this summer?

Just to contextualize, an overview of last 
year: 115 human lives lost, more than 400 
thousand hectares of land burned and 500 
thousand animals killed. The CTI report 
regarding Pedrógão Grande estimated the 
social cost of the fires to be approximately 
626 million euros, of which 83,5% was due 
to losses in goods and services.

These numbers are explained by a variety 
of unpleasant factors, of which some can 
be grouped in three categories: inefficient 
combat, structural problems and natural 
causes.

Starting by the last one, the weather plays 
a major role in this game, and here we 
have bad news: scientists say that climate 
change has contributed to the exten-
sion of the “wildfire season” from two to 
five months, as we experienced with the 
October 15 wildfire. Our Earth is getting 
warmer and warmer, and IPMA predicts 
another summer with temperatures above 
average levels.

Secondly, the (lack of) territorial planning is 
a giant structural problem: according to the 
World Forest Institute, 85% of the wood-
land in Portugal is privately owned, and 
this fragmentation is not beneficial at all – 
with our rural population decreasing, these 
plots of land are left abandoned, catching 
fire very easily. To tackle this, the govern-
ment imposed policies that incentivized the 
owners of land plots and city councils to 
clean their properties, applying sanctions 
if they do not. However, the effectiveness 
of this strategy remains to be seen, since 
people claim that they do not have enough 

time and resources to do it. Concerning 
the cleansing of the forest, the government 
will also invest in a pilot project that avails 
goats to this function, but at least for 2018 
this will not have any impact.

On top of that, our monocultural forests, 
namely the eucalyptus, worsen the risk 
and potentiate fire spreading – the only 
thing we can do about this is signing the 
petition to repeal the eucalyptus liberal-
ization. Unfortunately, the eucalyptus has 
high economic value for the cellulose 
industry. Therefore, this war is likely to last.

Regarding operations on the field, last 
year, the authorities realized that it would 
be important that the armed forces had 
a more active role in prevention and 
combat. Still, according to Expresso, at 
the end of March they were still waiting 
for the 10 million euros fund to reinforce 
the equipment required for the monitor-
ing missions and the aftermath of forest 
fires. Meanwhile, according to Jornal de 
Notícias, the Minister of Internal Affairs 
ensured that the helicopters and aircrafts 
that will be necessary for the most criti-
cal season of the year will be available on 
time – nonetheless, 28 of the promised 
50 aerial firefighting means are not hired 
yet, and summer is just around the corner.

Also, we recall that the communica-
tion system SIRESP was unavailable for 
9000 hours during last summer. This year, 
an investment of 15.65 million euros to 

HAVE YOU ALREADY 
FORGOTTEN THE WILDFIRES

Covered by Leonor Santa Clara
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improve it was approved, and the govern-
ment promised to put 451 satellite anten-
nas on the most hazardous areas until the 
end of May.

Finally, the importance of the firefight-
ers. If we take a look at the data regard-
ing the “Portuguese heroes”, the fact that 
more than 90% of them are volunteers 
immediately pops out. If we compare our-
selves to our neighbor, Spain, according 
to Observador, we have 2 thousand career 
firefighters, whereas they have 20 thou-
sand. And we can extend this compari-
son to other levels: in Galicia, 67% of the 
budget is allocated to prevention, whereas 
in Portugal this amounts just to 5%.

The effects of these and other policies 
regarding the management of the forest 
fires that were adopted by Spain’s gover-
nors are very clear: since 1989, the year 
when this restructuring began, they were 
able to reduce the number of fires and hect-
ares of land burned significantly, as we can 
see in the graph (source: Expresso). Last 
year, there were four deaths and nearly 35 
thousand hectares of land burned - nothing 
compared to our outrageous numbers.

To conclude, our forest is a very valuable 
resource - ICNF states that, in 2014, the 
Gross Value Added (GVA) of the forest-
based industries in Portugal amounted 
to approximately 15% of the GVA of all 

industries and represented nearly 10% of 
the exports in 2016. Moreover, this sector 
employs almost 92 thousand people; it is 
unequivocal that it cannot be disregarded. 
Fortunately, there are reasons to believe 
that we learned our lesson – this year, the 
government has reinforced the budget for 
ANPC by 11% and for ICNF by 16,7%.

Still, despite of the urgency, decades 
of bad forest management cannot be 
reversed with the convenient promptness 
- our forest fire strategy and civil protection 
authorities need to be completely restruc-
tured, and that takes effort and time. Mark 
Beighley, a well-known American special-
ist in this subject, is afraid that 2018 will be 
a year even worse than 2017. With only 
nearly 2 months left until the fire season 
kicks-off, we must keep pressuring author-
ities and demand a more effective and 
rigorous implementation of the proposed 
measures. Most importantly, act responsi-
ble, and never let this issue be neglected.

 

 

Sources:
ICNF
Parlamento
BBC
Sapo
Jornal de Negócios
Público
Observador
Diário de Notícias
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They consist of a small group of business-
men who rose to prominence during the 
post-soviet era, when the Russian federal 
state endeavoured in a massive sell-off of 
previously state-owned companies. Such 
companies were many times leaders in 
terms of their market share (some even 
monopolists), and, in a country with such 
vast natural resources and potential for 
growth, these may be considered to have 
been bought at discount prices at the time. 
From media, energy (namely oil and gas), 
banking (both commercial and invest-
ment), transportation and industry (namely 
military equipment and automobile), these 
businessmen have grown their net worth 
exponentially over the last decades.

In terms of wealth concentration, this 
meant that Russia went from being a 
socialist state, where income was (sup-
posedly) equally distributed across its pop-
ulation, to having a Gini Index of 46.1 in 
1996 and, more recently, to 37.7 in 2015.

But who exactly are these men? According 
to an interview given by one of them to 
the Financial Times a few years ago, 
Boris Berezovsky, who at the time was 
living exiled in the UK but was later found 
dead in his apartment in March of 2013, 
the list of the so-called magnificent seven 
includes, among others:

The deceased Boris Berezovsky, a former 
mathematics professor who acquired 
stakes in the oil company Sibneft.

Mikhail Khodorkovsky, once the oligarch 
with the highest net worth, who directed 
Yukos, the largest oil company in Russia, 
and founded Menatep, his own bank. Mr. 
Khodorkovsky is now a prisoner in a camp 
in Siberia. How did he get there? He was 
accused of money laundering, tax evasion 
and fraud. He also founded an opposition 

party to Putin ahead of the Duma elections 
of 2003, thus breaking the unspoken rule 
established by Putin of not to interfere in 
politics. 

Lastly, we have Roman Abramovich, the 
currently wealthiest of the oligarchs, with 
an estimated net worth of 19.2 billion 
dollars, who built his fortune as an oil 
trader in the 1990’s. He owns a small 
football club somewhere in west London, 
a flat in the same city and an estate of 
440 acres in West Sussex, England. As a 
governor of one of the most isolated and 
frozen provinces of Russia, he seems to 
have attempted to resign from such posi-
tion but has been motivated not do so by 
Mr. Putin himself.

But what do these men control and how 
can it shape the economic and geopoliti-
cal landscape of the Old Continent? Firstly 
we should consider one reality to which we 
have only been introduced during the finan-
cial crisis, and that is the fact that Cyprus, 
an EU member state since 2004, has its 
banks filled with deposits of Russian com-
panies and businessman. Furthermore, 
in 2013, the Ministry of Interior of Cyprus 
launched, in partnership with KPMG, a 
“citizenship-by-investment” programme, 
allowing people to gain an EU passport 
by investing only 2 million euros in any 
class of assets within the country. This has 
led to hundreds of wealthy Russians and 
their family finding their way to obtain a 
European citizenship, which, as we know, 
allows them to travel, live, work or do busi-
ness in any European country. 

But what do these men do within the EU 
then? Europe is undoubtedly the major 
destination for Russian energy exports, 
namely through the Nordic, Ukrainian and 
Turkish Stream Pipelines. All these pipe-
line streams are operated by Gazprom, 

PUTIN AND THE BIG SEVEN WHAT DOES IT MEAN FOR THE FUTURE OF EUROPE?

On the past March 18, general elections were held in Russia to elect the president for the next six-
year period. The result: Vladimir Putin was re-elected for his second consecutive term. However, 
amidst the economic turmoil Russia has been experiencing, the political ambiguities and its dete-
riorating international relations, stand the Oligarchs. 

Covered by André Francisquinho
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the Russian state-owned gas exporter. 
Although at a first glance this may not 
seem to be much of a concern, one should 
be reminded that some of the oligarchs in 
the energy sector are the ones who suc-
ceeded to keep good and productive rela-
tions to the Kremlin, even after the Yeltsin-
Putin transition.

Furthermore, Russian businessman have 
also been under the spotlight for acquiring 
media channels outside of Russia. One 
striking example is Alexander Lebedev, a 
former KGB officer and owner of several 
daily newspapers back home, acquiring 
the London Evening Standard in 2009 for 
the sum of 25 million pounds. 

More recently, however, oligarchs have 
been facing severe pressure from the 
European authorities, and some were 
even blacklisted in the US in the wake of 
the sanctions imposed on Russia as a con-
sequence of its role in the Crimean crisis 
and the controversy regarding Russian 
meddling in the US general elections. 
Therefore, on August 2, 2017, Congress 
has approved a bipartisan and veto-proof 
legislation giving 180 days for the Treasury, 
the Secretary of State and the Director of 
National Intelligence to identify top officials 
and businessman close to the Kremlin’s 
power structure and gather information 
about their estimated net worth and any 
indicators of corruption in their business 
activities inside and outside of Russia, as 
well as  identifying their known sources 

of their income (and that of their family 
members), including assets and invest-
ments. This blacklist will likely contemplate 
a travel ban along with a few asset freezes.

In the EU, and in line with what we saw 
above regarding its dependence on 
Russian gas, players in the sector, such as 
Gazprom, have been left out. This means 
that Europe has been focusing its sanc-
tions on financial institutions, including the 
five biggest state-owned banks, as well 
as on banning the trade of bonds, equity 
or derivatives of sanctioned entities such 
as Rosneft, Transneft and Gazpromneft. 
However, this control is very difficult to 
perform effectively.

With all this being said, one cannot stop 
concluding that the current state of affairs 
regarding Russia and its nationals is 
indeed very complex and does not present 
a bright future in terms of geopolitical inter-
ests or international relations. The golden 
times for the Russian oligarchs are cer-
tainly over. However, any influence kept 
and further gained can be troublesome not 
only for the future of Russia but also to the 
future of the EU. The only certainty one 
can have is that Mr. Putin will have to step 
down in the end of this coming term, but 
who may succeed him is yet quite uncer-
tain, and much can still happen in the next 
six years. 

Sources:
Forbes                         
Financial Times
The Guardian
The Daily Mail
European Commission 
EU Observer

https://www.ellenmacarthurfoundation.org/assets/downloads/EllenMacArthurFoundation_TheNewPlasticsEconomy_Pages.pdf
http://www.plasticseurope.org/application/files/4315/1310/4805/plastic-the-fact-2016.pdf
http://ec.europa.eu/environment/circular-economy/pdf/plastics-strategy-brochure.pdf
https://www.ellenmacarthurfoundation.org/assets/downloads/EllenMacArthurFoundation_TheNewPlasticsEconomy_Pages.pdf
https://www.ellenmacarthurfoundation.org/assets/downloads/EllenMacArthurFoundation_TheNewPlasticsEconomy_Pages.pdf
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As stated above, since 2006 Puerto Rico 
has been seeing its economy shrinking. 
Many people were taken aback – espe-
cially inside the country – but several 
others had already seen that coming for 
a long time, due to the successive gov-
ernments financial decisions. With the 
economy in a downward tendency and 
with an ever-growing deficit, the Puerto 
Rican government, at the time, decided to 
start issuing bonds in order to raise money 

to finance itself. This money was then used 
for pretty much everything: paying sala-
ries and pensions, invest in public ser-
vices and institutions (such as schools and 
hospitals). Consequently, this became a 
vicious cycle. The reason for this choice, 
however, did not depend on the country 
itself, but rather on their relation with the 
United States, which is our second com-
ponent to this answer.

Covered by Gonçalo Mendes

A DANGEROUS GAME OF 
DEBT 
OR HOW PUERTO RICO FELL IN DISGRACE

The Caribbean island of Puerto Rico has been in the midst of several news over the latest years. 
Unfortunately, not for the best reasons. Even though we might all still have fresh memories about 
the catastrophic situation that hurricane Maria has put this nation through, there is yet another 
issue far more hazardous than this one. After years of a modest but persistent economic growth, 
in 2006 its economy started to contract. Ten years later, the country ran out of cash and filed for 
bankruptcy – with an unbearable 74 billion dollars of public debt. Therefore, our next step has to 
be to ask ourselves: What really happened to this small island? The answer has two components: 
government policies and the United States.
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The America-Puerto Rican relationship 
was never an easy one to understand. 
Basically, Puerto Rico is an American 
state without being one. This confusion 
has been around ever since the island 
switched from Spanish to American dom-
inance, in the late nineteenth century. At 
this time, the island was not considered 
a state but rather a territorial possession. 
Some years later, in 1917, the U.S. govern-
ment granted Puerto Rico with American 
citizenship; still, they did not become a 
state.

As a result, the island could not file for 
bankruptcy when they needed so to 
receive direct help from Washington D.C. 
Since the government had to find a way 
to keep afloat, issuing bonds was consid-
ered to be the best option. Furthermore, 
this legal situation of Puerto Rico granted 
the island a welcoming environment for 
investors: federal taxes and several other 
bureaucracies applied on American states, 
do not exist there. Hence, the debt issuing 
strategy by the Puerto Rican government 
was warmly welcomed in the United States 
and investors were eager to buy their debt.

However, there was a major problem: the 
government had no entity to manage these 
bonds, and thus the quantities financed 
were used on dubious investments – with 
ever-growing losses – and some of those 
quantities even vanished in corruption 
schemes. 

his severe mismanagement of the public 
debt was a colossally fatal move for Puerto 
Rico: debt keeps on growing, living condi-
tions are deteriorating fast and a vague of 
emigration sliced off about 10% of the pop-
ulation – many of which were highly edu-
cated individuals. According to the Bureau 
of Labour Statistics, unemployment stands 
now at around 12% - the double of the 
U.S. national average – and about 50% of 
the population is living under the poverty 
line. To make matters worse, the country 
became an appetizer for vulture funds – 
hedge funds who seek distressed debt. 
With this came further speculation, which 
has put some brakes on the debt restruc-
turing process due to pressures to pay the 
full debt.

WHAT COULD BE DONE?

One of the critical factors for this goal to 
At the moment, the debt is around 100 
billion dollars. Even though the level of 
debt growth has decreased, there is much 
to be done. In order to prevent this from 
happening again, there should be a clear 
change of policies and mentalities in terms 
of spending. The main problem with Puerto 
Rico was exactly the fact that there was no 
strategy: every time the money ran out, it 
would borrow more money, without a strat-
egy or a plan for managing it.

Furthermore, one big question still 
remains: would the official recognition of 
Puerto Rico as the fifty-first state change 
its situation drastically? Even though this is 
impossible to guess, we can take a look at 
both sides in this issue and then draw per-
sonal conclusions. On one hand, the island 
would quickly be helped by the central gov-
ernment. On the other, it would lose one 
of its greatest welcoming cards for foreign 
investors: federal tax exemption – which 
could deeply affect a country that depends 
greatly on foreign investment.

As aforementioned, the final result is 
clearly unknown. One thing is certain 
though: whilst time flies, a nation that had 
everything to thrive is falling into pieces, 
with no thoroughfare to follow and with 
the dream of becoming a powerful “state” 
farther and farther away.
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CHINA’S INCREASING 
INFLUENCE AT THE 
INTERNATIONAL STAGE 

Since the end of the Cold War and the fall 
of the Soviet Union, the international order 
has been relatively stable. With the US in 
charge as the only superpower, we knew 
approximately what to expect since their 
policy did not deviate a lot from the stan-
dards we are used to. Although, “a rising 
power is entering the world stage” and may 
cause a potential situation of international 
instability.

I am not referring to Russia that pos-
sesses one of the most powerful armies 
but lacks economic significance. Instead, 
I am talking about China that has a huge 
economic force but does not reveal signs 
of pretending to use its military potential in 
other places rather than the surroundings 
of its own territory.

This is positive for the European perspec-
tive and somehow goes against the Power 
Transition Theory (A.F.K. Organski, 1958) 
that dictates that the odds of existing a war 
increase when two countries have a similar 
share of power and influence in the world. 
However, it is important to understand how 
China is increasing its influence.

Countries rely on three main ways to exer-
cise power, through hard, soft or sharp 
power.

Hard power is the traditional way and is 
being put in practice since the beginning of 
human existence. It consists in the use of 
military force or economic force to enforce 
a country’s interests.

In fact, China is strengthening its position 
in the world using its economic power. 
Recently, the communist country has used 
its status as one of the major purchasers of 
US bonds to warn Trump that, if it was his 
intention to pursue an economic war, the 
Chinese government would stop buying 
the bonds, increasing the cost of capital 

to the US.

Expected to surpass the US economy in 
some years, the Chinese resources are 
employed in some projects such as the 
Asian Infrastructure Investment Bank 
(AIIB), which was founded in 2015, with 
the mission of providing benefits to infra-
structure development mainly across 
Central, South and Southeast Asia. It is 
considered an alternative to the World 
Bank. Nowadays, almost all developed 
and Asian countries are members, with 
notable exceptions like the USA, Japan 
and Taiwan - rejected because China does 
not recognise its sovereignty. (Figure 1)

Out of the total $4.4 billion AIIB lending, the 
major beneficiary was India, followed by 
Oman. We can observe how this vehicle 
is mainly focused on Asia. Other exam-
ples of large-scale economic initiatives 
are the $41 billion devoted to the New 
Development Bank, a partnership with 
the BRICS, and the One Belt One Road 
Initiative, a $900 billion project that aims 
to link China to Western Europe in a terri-
torial and maritime route.

Other continent that has greatly benefit-
ting from Chinese investment is Africa. The 
space overseen by the Western countries 
after the Cold War, left room for China 
to act, starting huge investments at the 
beginning of the last decade that grow con-
tinuously. The lack of interference of China 
in internal affairs, is comfortable for the 
African leaders, in contrast with the recent 
conflicts with the US. By helping in the 
fields of education, healthcare and infra-
structure, China can promote its culture 
and influence in Africa. One example is 
the Forum on China-Africa Cooperation, 
with ministerial meetings focused on the 
reinforcement of common values and the 
intervention of the Chinese State in some 
fields. In fact, researchers show that the 

Covered by Pedro Pereira
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African population with positive opinion of 
China is growing, being close to reach the 
numbers that correspond to the US.

On the other hand, soft power allows a 
country to keep another one under its 
sphere of influence without using the 
force or economy. The main point of this 
strategy is to influence the other country 
with cultural features that, when incorpo-
rated by the population, will have a posi-
tive impact on the public opinion about the 
other country. These features can vary a 
lot, with examples such as language, reli-
gion, sports or dressing habits. It is easy 
to observe signals of “Americanisation” of 
Europe through soft power. Even if we do 
not think about it, the English language 
that we learn, the jeans that we wear or 
the American pop culture that everyone 
follows creates in our populations the per-
ception that the US are a “friendly country” 
and this influences the foreign policy of the 
Europe. Although, China seems to have 
more difficulties in promoting their culture 
abroad. One attempt of doing so was the 
creation of the Confucius Institute but the 
huge language barrier and the completely 
different habits between the Western and 
the Occidental civilization make the tran-
sition slow.

Finally, we reach the controversial sharp 
power. This implies the efforts of the 

authoritarian regimes to explore the fra-
gilities of the democratic regimes by pen-
etrating in their information and politician 
networks, weakening them. The most 
famous situations regarding this phenom-
enon are related with Russia’s intromis-
sion in US and European elections but 
it is also believed that Beijing has taken 
some actions to span misinformation in the 
West using national firms and institutes as 
a camouflage to pass convenient informa-
tion about China, for example, intended to 
undermine the democratic regimes.

One can ask whether it is good or not 
for the world stability to have an emerg-
ing player playing a huge role in terms of 
international influence, this represents a 
significant shift in the status quo. There 
is a threat of a possible clash of societ-
ies and superpowers between the US 
and China that would be a huge setback 
for the human evolution.  Everything will 
depend on the Chinese future approach to 
the world and how the global community 
accommodates Chinese interests. If their 
increasing influence does not affect exter-
nal affairs, we have a positive effect on the 
diversification of investment sources.

Figure 1 - The AIIB lent more than $4.4 billion in only 2 years. Retrieved from Salvatore 
Babones, www.forbes.com
 

Sources:
Oxford Research Politics                     
Forbes
PAGEO Institute

http://www.plasticseurope.org/application/files/4315/1310/4805/plastic-the-fact-2016.pdf
https://www.ellenmacarthurfoundation.org/assets/downloads/EllenMacArthurFoundation_TheNewPlasticsEconomy_Pages.pdf
https://www.ellenmacarthurfoundation.org/assets/downloads/EllenMacArthurFoundation_TheNewPlasticsEconomy_Pages.pdf
https://www.ellenmacarthurfoundation.org/assets/downloads/EllenMacArthurFoundation_TheNewPlasticsEconomy_Pages.pdf
https://www.ellenmacarthurfoundation.org/assets/downloads/EllenMacArthurFoundation_TheNewPlasticsEconomy_Pages.pdf
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THE AFRICAN MIRACLE

Mesmerizing landscapes. Thriving wild-
life. Safaris, colourful tribes and a self-
proclaimed lemur monarch who likes to 
“move it”.

War. Famine. Poverty, pestilence and peril. 
A corpse-like infant who begs for aid while 
staring onto the camera, a bold fly resting 
on his upper lip.

A gigantic agglomerate of natural resources 
waiting to be dug out and explored.

For the past few centuries, Africa has 
been portrayed as either Eden or Hell. 
More astonishingly, however - and regard-
less of whether one opts for National 
Geographic’s or Unicef’s point of view - 
the general public is used to perceiving a 
whole continent through the clichéd lens 
of a small number of stereotypes.

Although those two extremes are most 
certainly a reality, they do not account for 
the whole span of possibilities that exist, 
and where the vast majority of Africa’s 1.3 
billion people lies.  The region is progres-
sively outgrowing the gloom and doom, 
with that same span of possibilities very 
much alive and expanding.

Take the case of Botswana. By the time it 
gained political independence from British 
colonialism, in 1966, it was a severely 
impoverished territory, with a GDP per 
capita of about $60, divided by tribal rival-
ries and surrounded by hostile and racist 
white minority regimes in South Africa, 
Zimbabwe (former Rhodesia) and Namibia.

Since its creation in 1963, Tanzania has 
been a From the 60’s to the 90’s, however, 
its economic take-off came into play, and 
Botswana became the fastest growing 
economy in the world. With a current GDP 
per capita of $6788 (to put it in perspec-
tive, South Africa’s is $5273 and Namibia’s 
is $4140), it is no wonder that Botswana 
is celebrated as the “African Miracle”. So, 
what changed?

Such improvement could arguably be 
attributed to two major features: political 
stability and steady economic growth.

As soon as the newly-formed govern-
ment took charge, in 1966, it awarded 
its presidents 18-year terms in office. A 
risky bet, one may say. Luckily enough, 
strong measures against corruption along 
with sustained order and stability have 

Covered by Frederico Rocha Cardoso



M A R C H  &  A P R I L  2 0 1 8

1 3A F R I C A

been prior concerns in the agendas of 
its presidents. Sir Seretse Khama, the 
first to take charge of the country, united 
Botswana’s tribes under an equal banner 
and a common goal, thus achieving ethnic 
harmony. President Sir Ketumile Masire, 
who priorly had served on Khama’s gov-
ernment, was largely responsible for the 
country’s astonishing growth. It has since 
developed a multi-party democratic tra-
dition, with general elections being held 
every five years.  But most importantly, 
Botswana has consistently been judged 
by Transparency International as the least 
corrupt country in Africa.

Nevertheless, political stability is not worth 
much in an extreme poverty scenario. Right 
after the independence, significant mineral 
wealth was discovered in its territory, thus 
fostering the increase of Botswana’s GDP. 
Still, the country managed to prevent the 
Dutch Disease phenomenon for the most 
part, as its labour force was primarily con-
centrated on agriculture. Moreover, the 
increase in savings and investment helped 
offset the losses, allied to the rise in gov-
ernment revenues.

These same government revenues were 
thereafter channelled onto the popula-
tion through the provision of social ame-
nities. Primary education became free, the 
HIV epidemic was quickly tackled through 
the provision of free antiretrovirals and 
medical care, and the country’s infrastruc-
ture development became a priority too. 
Furthermore, attempts to diversify the eco-
nomic production have also taken place, 
with the government providing grants and 
subsidies to incentivize farming and agri-
culture, along with an encouragement of 
manufactures and services and an invest-
ment in infrastructure development.

It has not been plain sailing, though. 
Despite decreasing, Botswana’s current 
unemployment rate of 12% is still alarm-
ingly high. The World Bank has expressed 
its concern about the prominent levels of 
poverty and inequality that persist, mostly 
in rural areas and in the southern part 
of the country. Credit expansion, higher 
value-added agricultural production and 
services, and decisions that encourage 
greater private sector job creation are 
some of the incentives that are pointed 
as part of the solution.

If one were to describe Botswana in a 
word, both “heavenly” and “hellish” would 
be somehow intense choices. It is rather a 
simple and imperfect country that is doing 
its best to progress peacefully. is that so 
different of a description than the one 
we would use for most countries in other 
continents?

Figure 1 -  A Portrait of Seretse Khama, 
January 1970. Evening Standard / Hul-
ton Archive / Getty Images

Sources:
Worldbank
africasacountry.com

https://www.economist.com/news/international/21708254-microlending-might-work-better-if-it-were-more-impersonal-cash-call?zid=304&ah=e5690753dc78ce91909083042ad12e30
https://www.bloomberg.com/news/articles/2017-09-17/tanzanian-leader-s-war-for-more-tax-puts-economy-in-firing-line
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THE FUTURE OF JOBS AND 
THE ROLE OF UNIVERSAL 
BASIC INCOME
INTERVIEWEE: Professor Markus Jäntti, Professor of Economics, SOFI - Swedish Institute for 
Social Research, Stockholm University, Stockholm

DISCLAIMER: the interview was conducted during the Economia Viva - NEC Conference “The 
future of Jobs” at the 22nd of February 2018. Please note that only excerpts of the full interview 
are presented below and that parts of the interview have been slightly altered to fit the format of 
the magazine.

There is an intensified worry about the future of work due to automation and the surge of artificial 
intelligence. Some people see Universal Basic Income (UBI) as a possible means for economic 
freedom – Finland has launched a two-year nationwide UBI pilot scheme of 2.000 randomly-cho-
sen unemployed with a monthly payment of 560 euros. The validity of the projects outcomes and 
implications for a nationwide Basic Income have been criticized from different scholars, due to its 
poor design and its short duration. Among them is Professor Markus Jäntti, Professor of Economics 
at the Swedish Institute for Social Research at Stockholm University in Sweden, with whom we 
talked about the future of work and UBI.

An interview by Christian Osterhold
& Francesco Gianola
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CHRISTIAN: Thank you for 
coming to Economia Viva and 
for discussing “The Future of 
Jobs” tonight. Throughout the 
debate, we have heard pre-
dictions that 50 % of jobs are 
going to be lost, but also that 
there will be a greater number 
of jobs. The future is always 
uncertain, but some schol-
ars like David Author refer to 
polarization, e.g. the divide 
between high-wage and low-
wage jobs, which might have 
greater impacts. Can, and if 
yes, how can a Universal 
Basic Income (UBI), address 
this issue?

PROF. JÄNTTI: For decades 
many people had in mind and 
still have in mind, that if job 
opportunities are becoming 
scarcer and further divided, 
the existence of a UBI for 
the basic livelihood will free 
them to take any job oppor-
tunity that comes their way, 
and also does not force them 
to take any kind of demean-
ing job.

One of the problems of the 
modern welfare state is, that 
the kind of support available 
to the people at the margins 
of the labor market tend to be 
means and state tested, so if 
your income is too high you 
lose the benefits often one for 
one. Moreover, the verifica-
tion of these states also takes 
time, this is what is known as 
a “bureaucracy trap.” In short, 
if it turns out that I am earning 
too much this month, I would 
lose my benefits in the next 
months. UBI is a solution to 
both means and state testing 
and also to the bureaucracy 
traps. In this respect, it solves 
many of the problems for 
people who are at the margin 
and frees them up to partici-
pate in the economy.

FRANCESCO: Some experts 
are more optomistic about 
the future job market, while 
others see many jobs threat-
ened by technological prog-
ress. What is your vision for 
the future of jobs if we con-
sider a time horizon that does 

not go too far into the future?

PROF. JÄNTTI: The time horizon 
that we are usually concerned 
with, are the next 20 to 30 years 
at most. And this is not my area 
of expertise as an economist - 
I do need to stress that. What I 
can say is that I am a little bit of a 
skeptic as to the disappearance 
of jobs. It has been a common 
theme across industrial revolution, 
that technological advances are 
going to obliterate jobs and what 
has happened that jobs have kept 
changing, some disappeared, 
and some others were created. 
However, this time it might be dif-
ferent, but I do not know. If history 
does teach us something, it is that 
even the notion “changes are 
bigger now, than they have been 
before” is in part questionable. For 
example, when the telegraph was 
invented you could send instan-
taneously messages to distant I 
would lose my benefits in the next 
locations which were roughly 100 
of miles apart, when before it took 
weeks traveling sending mes-
sages, jobs were destroyed, but 
new jobs generated too. Is that a 
smaller change than the one we 
are seeing now or not? I do not 
know, it depends on which dimen-
sion you are measuring things. I 
remain a skeptic.

FRANCESCO: We read a couple 
of articles on the UBI experiment 
in Finland, mostly in the popular 
press, which were suggesting that 
if UBI was implemented, it would 
put an upward pressure to prices 
and cause inflation, as a General 
Equilibrium (GE) effect, due also 
to higher equilibrium wages. What 
do you think about this line of 
reasoning?

PROF. JÄNTTI: That is a major 
concern, which is a really inter-
esting one. In a very simple 
labor economic wage negotiation 
model, one of the things that affect 
the outcome is the threat point 
of the labor unions, which is the 
value of the outside option. With a 
UBI you could conceptualize it as 



N E C  M A G A Z I N E

1 6 N E C  T A L K S

an increase in the bargaining 
power of unions, which would 
allow them to make higher 
wage demands. Whether 
or not this would translate 
into cost-push inflation is 
an open issue. It might lead 
to a greater labor share in 
national income, but on the 
other hand, it is very com-
plicated to think very hard 
about the GE effect not least 
because we live in an open 
economy. The answer to this 
question will depend on how 
you solve the issue of capital 
taxation and what would the 
owners of capital do, if they 
move production to places 
that do not have a UBI and so 
on. I think these are hard and 
difficult questions to look at. I 
would be a little bit surprised, 
however, if the main worry 
was inflationary pressures.

In practice, it would be very 
difficult to implement the 
UBI, again depending on 
the details on what it may 
replace, that is vastly dif-
ferent from the size of the 
welfare states today. And if 
that is the effect, well it might 
change power relations in 
the labor market and so on, 
but on the other hand, it is 
not altogether clear that the 
economic analysis is that dif-
ferent of what you find with 
the current welfare states 
arrangements.

FRANCESCO: And what do 
you think about the hypothet-
ical rise in labor costs after 
the establishment of a UBI?

PROF. JÄNTTI: Well the 
effect could, of course, go 
both ways. The way it cur-
rently works is that there is 
an outside option, which is 
the value of unemployment 
benefits. The ones who work 
have to receive a wage on 
which they live, but they do 
not get the unemployment 

the way to do this.

CHRISTIAN: Predictions 
always involve an element of 
uncertainty and it might all be 
more guessing than predict-
ing, but do you think we will 
have a UBI? And in what time 
frame will it be implemented?

PROF. JÄNTTI: That is a hard 
question. I would be sur-
prised if within my lifetime we 
do get something that looks 
like a UBI. I am personally 
reasonably persuaded, that 
if the financing side can be 
solved, it would be a good 
thing to do. It is not totally 
obvious, but I think it would 
be good. However, I think 
that the political obstacles 
concerning the implementa-
tion, are such, that it will be 
hard to see it done within a 
semi-long run perspective 
and what happens after that 
I simply do not know.

benefit. Recursive, UBI might 
also change the negotiations 
in such ways, that employ-
ers can now pay you less, 
because you already have 
a basic income on which to 
live, so it is kind of hard to tell 
on what is going to happen.

CHRISTIAN: We are also 
interested in the policy 
implications for individual 
European countries and the 
European Union as a whole? 
Across countries, there are 
different wages and costs of 
living. Why would people not 
collect the higher UBI from 
higher income regions live in 
countries with lower costs of 
living?

PROF. JÄNTTI: On the benefit 
side, the problems regard-
ing UBI are very much the 
problem you have with the 
welfare state, that unem-
ployment benefits are much 
higher in Nordic countries 
than what you get in southern 
Europe. However, it changes 
the scale of the problem, 
because everyone is entitled 
to the UBI, but you can have 
residency-based restrictions 
on the receival of UBI. These 
are not simple problems.

I think at least as impor-
tant are the problems on the 
financing side. Tony Atkinson 
in his book ‘Inequality: What 
Can Be Done?’ thinks very 
carefully through the impli-
cations of taxation to finance 
UBI. He suggests several 
ways in which the structure 
and level of taxation can be 
changed to finance what he 
calls a participation income. 
He has a participation con-
dition, which impacts the 
problem you started with. 
The only way to solve the tax-
ation issue is through coor-
dinating tax policies which is 
very difficult. There are very 
large political obstacles on 



M A R C H  &  A P R I L  2 0 1 8

1 7T H E  F U T U R E  O F  J O B S  A N D  T H E  R O L E  O F  U B I

‘‘UNIVERSAL BASIC INCOME SOLVES 
MANY OF THE PROBLEMS FOR PEOPLE 
WHO ARE AT THE MARGIN AND FREES 
THEM UP TO PARTICIPATE IN THE 

ECONOMY.’’
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The proposals of academics are wide 
ranging. Besides classical arguments con-
sidering incentives, many are increasingly 
proposing more creative policy interven-
tions in the social security system that 
impact the labor market: the introduction 
of a Basic Income (BI) - income paid by 
the government, irrespective of the char-
acteristics of a person is one of those. 

Advocates of BI argue, that an imple-
mentation of the program will have posi-
tive impacts by redistributing existing jobs 
among the workforce, where certain people 
will work less and give way for other labor 
force participants. Institutional barriers and 
the unemployment trap, which provide 
incentives to accept a job that might not 
match the skills of the worker, will be abol-
ished and entrepreneurial spirit encour-
aged – something dearly needed in times 
of decreasing start-up rates.

TO WORK OR NOT TO
WORK? 
BASIC INCOME AND LABOR SUPPLY

It‘s Finished: The end has come for Finland’s basic income program KELA – lawmakers have 
decided to abandon the experiment that was paying 560 € a month to 2000 individuals. What 
was the goal? Increasing labor market participation and phase out some social benefits - argu-
ably the wrong reasons. 

At least according to the World Bank which recommends a “societal minimum” of social benefits. 
In a world, as the Washington based institution argues, that is facing rapid technological progress 
and automation, which both pose an array of puzzles about the future of work especially when 
considering low-skilled labor force - and even beyond - income and (in)equality, a safe net might 
prove crucial for the survival of modern democracies. Technological advances have destroyed 
many jobs, while creating new ones, and threaten to displace more workers in the future. Already 
the economist J.M. Keynes knew that 90 years ago when he referred to technological unemploy-
ment and predicted a 15 hour working week where everyone would be able to work; but less hours.

Written by Francesco Gianola & Christian Osterhold

CAN SUCH PREDICTIONS BE TRUSTED? 
HOW SHOULD WE FACE THE FUTURE OF 
WORK AND TECHNOLOGY?
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TO WORK OR NOT TO
WORK? 
BASIC INCOME AND LABOR SUPPLY

WILL PEOPLE STILL WORK?

As wholehearted as are its 
proponents, BI animates also 
the spirits of many critics, 
spearheaded by neoclassical 
theory. As the basic theory 
goes, labor supply boils down 
to the decision of an individ-
ual whether to fill out Excel 
spreadsheets or go a day to 
the beach, i.e. to spend her 
time working for consumption 
or to use the time for leisure 
activities. A non-working indi-
vidual will only consume her 
non-labor income. A signifi-
cant unconditional income as 
BI might have perverse labor-
supply effects, since grant-
ing everyone a “free lunch” 
(getting payed for taking 
a tan on the beach) would 
lead to massive shortages 
on the labor market, both 
on the extensive and inten-
sive margin. Put differently, 
a higher disposable income 
for a given number of hours 
worked would induce people 
to work less and leisure 
more. An unconditional basic 
income policy might also 
induce negative substitu-
tion effects—for example, if 
it is financed through higher 
marginal tax rates on income 
– higher marginal tax rates 
mean lower net wage, induc-
ing people to work less than 
they otherwise would.

As appealing as the spread-
sheet-beach theory might be, 
the model is a rather abstract 
concept. The two options of 
leisure and work are extremes 
that do not take into account 
all the grey zone in between: 
“the alternative to work is 
not exclusively leisure!” For 
instance, one might decide 
to clean his bedroom (house-
hold work), spending time 
with the kids or attend a 
class (education). A further 
layer of complexity is added 
if one acknowledges that to 
work or not is rarely an indi-
vidual decision, it depends 
on families’ preferences 

and social context. That is 
theory. But what do data 
tell us? Empirical analysis 
has shown that an increase 
in income, decreases the 
labor supply, especially for 
women. Overall income elas-
ticity of men is rather small 
(for the curios: Carcillo, 
Cahuc, and Zylberberg 
2014; Bargain, Orsini, and 
Peichl 2014 offer insight-
ful and rigourous explana-
tions). Following these find-
ings, potential reforms would 
affect particularly the partic-
ipation decisions of women, 
since on average they cur-
rently have access to lower 
wages than those of men and 
in many countries still are the 
ones who are more involved 
household production.

Today’s current political 
debates and also the initial 
classical model are focusing 
on the short-term labor supply 
effects of the introduction of 
BI and often assume a vanilla 
model of labor and financial 
markets. When departing 
from ideal model and consid-
ering, for instance the case  
of a college student, its lim-
itations become evident: 
Since there is no collateral 
for banks, credit markets are 
incomplete, and many stu-
dents face difficulties financ-
ing their education (boost-
ing their human capital). BI 
might enable more people 
to pursue higher education, 
regardless of their finan-
cial background, and would 
thus contribute to a better-
qualified workforce, possibly 
reduce structural unemploy-
ment and increase overall 
productivity growth.

MONEY MAKES THE WORLD 
GO ROUND!

Another assumption of 
the basic model, the strict 
preference of leisure over 
work, seems also short-
handed: “work cannot be 
seen as a pure means of 

earning money”. Maslow 
already argued in his hierar-
chy of needs, that “esteem” 
and “self-actualization” are 
essential parts of human 
life. It can be assumed that 
the intrinsic motivation to 
work will push most individ-
uals to continue “supplying 
labor”. Or in Voltaire’s words 
“work keeps at bay three 
great evils: boredom, vice, 
and need” – a man [woman] 
needs to work.

After having reviewed dif-
ferent possibilities of imple-
mentation and the main 
results of the empirical find-
ings of labor supply elasticity 
in relation with BI, one of the 
main arguments put forward 
against BI, namely that the 
labor supply would drasti-
cally shrink, seems not to be 
very strong. Other concerns 
like the financing of the policy 
without major distortions 
of the tax system or large 
budget deficits and political 
feasibility (not considered 
here) -with the pressing topic 
of inequality- seem more jus-
tified. However, making pre-
dictions about the future 
of work is a complex task. 
With recent technological 
advances, i.e. automatization 
and Moore’s law at work, the 
conditions for Keynes pre-
dictions of a 15-hour working 
week seem to be in close 
reach. Nevertheless, we 
have not experienced a sig-
nificant decrease in working 
hours so far and predictions 
for the future labor supply, 
with or without BI, are spec-
ulations at best.

 Sources:
“The Growth of Low-Skill 
Service Jobs and the Po-
larization of the US Labor 
Market.”
“Comparing Labor Supply 
Elasticities in Europe and the 
United States.”
“Labor Economics.”
“A Theory of Human Motiva-
tion.”

https://www.economist.com/news/international/21708254-microlending-might-work-better-if-it-were-more-impersonal-cash-call?zid=304&ah=e5690753dc78ce91909083042ad12e30
https://www.economist.com/news/international/21708254-microlending-might-work-better-if-it-were-more-impersonal-cash-call?zid=304&ah=e5690753dc78ce91909083042ad12e30
https://www.economist.com/news/international/21708254-microlending-might-work-better-if-it-were-more-impersonal-cash-call?zid=304&ah=e5690753dc78ce91909083042ad12e30
https://www.economist.com/news/international/21708254-microlending-might-work-better-if-it-were-more-impersonal-cash-call?zid=304&ah=e5690753dc78ce91909083042ad12e30
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WHERE DOES IT TRACE BACK?

China’s support to North Korea dates back 
to the Korean War (1950–1953), when its 
troops flooded the Korean Peninsula to 
aid its ally. Since then it has lent political 
and economic backing to North Korea’s 
leaders: Kim Il-Sung (1948–1994), Kim 
Jong-Il (roughly 1994–2011), and Kim 
Jong-Un (2011–).  

The numbers speak for itself: “China 
accounts for more than 90% of North 
Korea’s trade volume”, supplying most of 
the country’s food and energy, and possi-
bly being the sole reason for its regime’s 
survival. Most explain this attitude as a 
conjunction of various conveniences for 
the Chinese republic: firstly, as a way to 
honour the history between the two states. 
Secondly, as a way to keep some political 
influence over a country that could serve 
as an open gate to liberalize the country, 

would the regime fall. Lastly, because the 
fall of this small dictatorship would proba-
bly mean an inflow of many of the approx-
imately 25 million of North Koreans, who 
would flee from the insecurity of their 
homeland. This, however, also has lon-
ger-term concerns. In fact, China would 
face a potential serious political problem in 
the case of trouble in North Korea. As the 
province of Jilin has a vast Korean popula-
tion , it could be continuously flooded with 
Koreans, encouraging some sort of seces-
sionist feeling. The Chinese Communist 
Party feels the republic already has enough 
of this on its hands in Tibet, Xinjiang, and 
Taiwan.

So, despite all the reason for not wanting a 
fall of the regime, which includes avoiding 
a war between the US and North Korea, 
where do the two biggest world econo-
mies seem to disagree? China, on the 
one hand, believes that a fall in the North 
Korean regime would eventually lead to 
an unified Korea, heavily influenced by 
the US, with the greatest example of that 
being South Korea, possibly the most 
westernized Asian country. Furthermore, in 
China’s view, while the US sees a country 
like North Korea as one to be punished for 
breaking international law, (as producing 
nuclear weapons), these countries see the 
US as their source of insecurity - based on 
American history of toppling governments 
- and therefore are motivated to build the 
necessary tools to prevent that source of 
fear.

WHAT WOULD BE THE IMPLICATIONS OF 
A WAR BETWEEN NORTH KOREA AND 
THE US?

WHAT IS THE DEAL BETWEEN 
THE US AND NORTH KOREA?
AND WHAT IS CHINA’S ROLE IN ALL THIS?

Turmoil caused by Francisco Monteiro

The latest promise on the 28th of april for peace and denuclearization between the two Koreas 
came to everyone’s surprise, and despite what might we speculate as to what brought it upon, 
the future is hopeful, but uncertain. But where did it all began? And what is the US and China’s 
role in all this?
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Besides the already stated, it would 
depend on who would be the first to strike. 
In fact, China and North Korea are bound 
by the Sino-North Korean Mutual Aid and 
Cooperation Friendship Treaty, signed on 
July 11, 1961, following the events of the 
Korean war, where China sent troops to aid 
the north Koreans. This means that, were 
the first move to be American, China would 
have to intervene, and even if not militar-
ily, at least with resources, intelligence and 
financial aid. Were the first attack to be 
North Korean, China’s main concern would 
be with protecting its citizens. Both China 
and the US seem to agree in the necessity 
of avoiding a conflict of this scale, while 
also agreeing that North Korea’s leader, 
Kim Jong-Un, is weak and tempestuous, 
and thus should be either removed from 
power, or controlled. However, this is as 
far as their opinions coincide.

WHERE WILL IT END?

All in all, a full-out global war is very 
unlikely, and would most probably only 
strike either US and/or the Koreas (North 
and South). Nonetheless, the casualties 
would be enormous and no party would 
benefit from this. For both China and the 
US, despite all their divergences, they 
seem to agree upon the need to avoid a 
nuclear conflict, knowingly of the unpre-
dictability of Kim Jong-Un as a leader. It 
is therefore crucial for China to re-estab-
lish the relationship it once had with North 

Korea (prior to Kim Jong Un), and meet-
ings such as the one held in March can 
stand to reinforce it, perhaps enabling for a 
less unpredictable North Korea. However, 
it is meetings like the one held on the 28th 
of April that push through the necessity in 
continuing talks, while also integrating the 
two greatest world powers, as their approx-
imation would most likely bear its fruits, 
both politically and economically. All in all, 
perhaps it would be safe to say that many 
of the fears felt by people are not  justified 
enough, albeit one can never disregard 
the scarce chance of their materialization.
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A FRIENDSHIP THAT 
CHANGED OUR MINDS  
TWO MEN WHO CHANGED HOW PEOPLE THINK 
ABOUT HOW PEOPLE THINK

The classic saying ‘opposites attract’ 
could not have been better depicted in this 
partnership. It all started at the Hebrew 
University of Jerusalem, where both grad-
uated in psychology. On one hand, Daniel 
Kahneman was always sure he could be 
wrong. He was a constant worrier, a man 
who would frequently question his work 
even after it was finished and revised. On 
the other hand, Amos was always sure he 
was right, an utterly optimistic man always 
secure of his arguments and opinions. 
Nevertheless, both shared a fascination 
for how people commit the same irratio-
nal mistakes over and over, and the way 
human beings make judgments and incur 
on decisions.

Their most notable work was titled 
‘Prospect Theory’, where an explanation 
for the way people make decisions under 
uncertain circumstances was provided. 
Let’s suppose the reader is invited to play 
a game, where one of the following alter-
natives must be chosen:

1. By playing, you have 100 % chance of 
winning 100€. 

2. You are allowed to flip a coin. If the result 
of the toss is heads, you win 200€, if not, 
you win 0€.

Most of us would pick the first option, as 
the reader probably did too. The major 
conclusion from this and other similar 
experiments, is that people tend to over-
weight options that are certain and, there-
fore, have a more risk averse behavior 
when possible gains are at stake. Notice 
that there is no reason to pick one option 
over the other, if we assume consumer 
rationality like all the economic models 

we study do. The expected value of both 
options is 100€. Now let us reformulate 
the alternatives:

1. You have a 100% chance of losing 100€. 

2. You are allowed to flip a coin again, with 
a 50% chance of losing 200€, and a 50% 
chance of losing 0€.

When the problem is reformulated, and 
potential losses are at stake, almost every-
one changes the answer from the certain 
option (1), to the uncertain one (2). “This 
demonstrates that, when confronted with 
possible losses, people prefer to face risk”, 
unlike with possible gains. They realized 
that people valued losses differently than 
they valued gains, a concept they called 
Loss Aversion. For a human being, the dis-
utility of a loss is twice the utility that comes 
from a gain of the same value. Roughly, 
this would mean that we would get twice 
more sad if we lost a 10€ bill, than we 
would be happy if we were to find one on 
the floor. (Figure 1)

Continuing with the notable works of 
the duo, the work in the field of heuris-
tics should also be highlighted. In their 
work ‘Heuristics in judgment and deci-
sion making’, heuristics can be defined as 
shortcuts of the brain that simplify deci-
sions. In the end, these shortcuts may lead 
to biased, wrong decisions. Kahneman 
and Tversky proposed “three fundamen-
tal heuristics: Availability, representative-
ness and anchoring.”

Availability happens when people judge 
the probability of events by how quickly 
and easily examples come to mind. 
Thinking practically, what if the reader was 
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asked if he thought the name ‘Aarav’ was 
a common one? The answer would prob-
ably be no, because most of the people 
in the Western world have not heard of 
someone named ‘Aarav’. However, by 
digging deeper, one can find that this is 
one of the most common names in India. 
Therefore, Aarav is actually a relatively 
common name, worldwide, given the fact 
that India constitutes one seventh of the 
world’s population. Still, people answer the 
question based on the concept of availabil-
ity, using the knowledge stored in their own 
memory, which makes sense practically 
but may lead to biased answers. 

Representativeness is the judgment of 
the likelihood of an event by comparing 
it to a representative proxy existing in 
our minds. It is more commonly known 
as ‘Stereotyping’. Last but not least, the 
Anchoring effect. Humans have the ten-
dency to rely heavily on the first piece of 
information provided when making deci-
sions. It happens frequently in negotiations 
after the first party sets an initial price. The 
other negotiator’s proposals will now be 
unconsciously biased towards the initial 
set price. By setting an initial proposal, the 
first negotiator anchors the other to that 

value. 

Although originally psychologists, most of 
Kahneman and Tversky’s work ended up 
being in the area of economics, focusing 
on creating a bridge between traditional 
economic models that assumed consumer 
rationality and the actual irrational, biased 
behavior of human beings. Highly contro-
versial and criticized at the time, acknowl-
edged nowadays, Amos and Daniel were 
pioneers in explaining much of what 
drives our decisions, and why our species 
commits the same common mistakes.

Figure 1 - Representation of prospect theory. Retreived from: economicshelp.org
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