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Dear Reader,

Despite the “noise” caused by the various activities surrounding the World Cup in Russia, 
we at NEC Magazine filtered for you relevant information concerning economics.

In this edition’s regional coverage, we present the original idea and current challenges of the 
Portuguese health system SNS. At the European level, we look at the end of Quantitative 
Easing and the future of the Eurozone. Next, we discuss Argentina’s new IMF dependency 
and economic development as well as Australia’s economic growth miracle over the past 
twenty-six years. In addition, the role of mobile money for financial inclusiveness in Africa 
is analysed.

In our NEC Talk series, we talked to Carlos Moedas, European Commissioner for Research, 
Science and Innovation, about the fourth industrial revolution and its implications for the 
EU. Moreover, we reflect on the concept of a circular economy and if it offers a viable solu-
tion or remains a utopia. Lastly, we are happy to present Paul Krugman and his main con-
tributions to economic science, in particular, his ideas to international trade theory.

Enjoy reading this edition and we wish you a pleasant summer holiday!

Your NEC Magazine Team

DUARTE 
GONÇALVES
Editor

MIGUEL 
AMARAL
Editor
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After being a member of parliament in 
every legislative period since the Carnation 
Revolution, Mr. Arnaut was invited to be 
Minister of Justice in 1978. However, due to 
some later constraints, he ended up being 
appointed Minister of Social Affairs – the 
previous name for Minister of Health. After 
living part of his life in a small village near 
Coimbra, which granted him a close contact 
with poverty and the lack of health assistance 
many had to endure, he began an audacious 
plan to create a system that would prevent 
this from happening. During this period, the 
first major steps were taken in this direction, 
even with that government’s short life span.

Its effects are easily spotted: in the begin-
ning of the 1970s, Portugal had one of the 
highest infant mortality rates. Since then, it 
has decreased 94% - making Portugal one of 
the countries with the lowest rate. Furthermore, 
only 37% of births were performed in hospi-
tals, a rate which has now risen to 99%.Also, 
while in the 1960s, Portugal had one of the 
lowest life expectancies in Europe (around 
64 years of age, when the European average 
was around 70), it has now surpassed the EU 
average.

Notwithstanding the huge impact SNS has 
had in the nation ever since it was born, there 

THE FALL OF THE SNS
Covered by Gonçalo Mendes

In late April we were presented with bitter news: the death of the man behind the Portuguese 
health system (SNS – Serviço Nacional de Saúde), António Arnaut. During the course of 
his life, Mr. Arnaut managed to lay the foundations for what would later become regarded 
as one of the best health services in Europe, capable of successfully cover a large part of 
the Portuguese society, and to see it crumbling apart throughout decades of total negli-
gence, lack of investment and mismanagement.

“PORTUGAL HAD ONE OF THE HIGHEST INFANT MORTALITY RATES”
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discussions in this last decade, the truth is 
that little or nothing was made to solve it. This 
problem not only creates considerable annual 
deficits – which consequently increases the 
already astronomical debt – and contributes 
for its lack of development, but also creates 
a dangerous environment for patients, since 
these financing problems generally translate 
into a reduction on the quality of the service 
provided, largely harming their health. The 
bottom line is that until all these issues are 
very well tamed,  this service cannot return 
to the strikingly positive path it was once fol-
lowing. However, the fight against misman-
agement is yet to be an easy one, and the 
longer we take to solve it, the farther SNS will 
be from that path.

 

 

have been some fracturing issues regarding 
it – especially concerning its degradation. In 
a recent auditing performed by Tribunal de 
Contas (Portugal’s court of auditors), this reality 
is very well painted: in what regards waiting-
time for surgeries or appointments, the SNS 
has been well above the stipulated maximum 
– and the time keeps on rising year by year. If 
we look into the financing side of the service, 
we get a similarly dark image. According to the 
same report, the debt ratio has surpassed 80% 
- implying the huge dependence the system 
has on debt. As a consequence, the total debt 
ascended up to two billion euros, by the end 
of last year (2017).

The successive governments have responded 
quite similarly to this issue by increasing taxes 
on health and increasing the financing of the 
system. This year, the response was no dif-
ferent. The government has decided to make 
multiannual financings, with special focus 
on human resources and equipment, in an 
attempt to reduce the waiting-times and fix 
the shortage of equipment – which has also 
become quite common.

If this recent plan unfolds the same way last 
plans did, we will be expecting these mea-
sures not to be enough to solve SNS’ issue. 
Why is the current system prompt to fail? 
The answer may rely in mismanagement - 
one of its major flaws yet to be tackled. Even 
though this issue has been a theme of several 

Sources:
Diário de Notícias
Jornal de Negócios
Observador
Tribunal de Contas
“Health care system in 
Portugal: Accomplish-
ments and Challenges”

Figure 2 - António Arnaut. Source: PAULO NOVAIS/LUSA
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http://www.plasticseurope.org/application/files/4315/1310/4805/plastic-the-fact-2016.pdf
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Established as a non-standard monetary 
policy in early 2015, QE consists of buying 
bonds from banks. This will increase bond 
prices and as money creation rises, interest 
rates fall. The trimmed interest rates incen-
tivize an increase in borrowed money, which 
will then boost consumption and investment.

QE stimulates economic growth in the euro-
zone and helps keep inflation around 2%, with 
price stability being the ECB’s primary goal.

Until the end of last year, net asset purchases 
were set at a monthly pace of €60bn, but in 
October this figure was cut down tod €30bn 
per month for 2018. Mario Draghi, President 
of the ECB, announced that until the end of 
September , and under the Asset Purchase 
Program1 (APP), the Central Bank will con-
tinue to make net purchases of that value. 
Afterwards, that value will be halved to 
€15bn per month and after December the QE 
program will end.

It was also announced that interest rates cur-
rently close-to-zero and negative values will 
remain unaltered until at least summer 2019, 
and for as long as deemed necessary.

Firstly, it is important to note that there is room 
for the ECB to change course. QE does not end 
abruptly since it involves a gradual decrease 
of purchases. Moreover, the asset purchas-
ing program will not disappear, Draghi guar-
anteed, as the ECB will continue to re-invest.

Secondly, the announcement of weaning off 
QE immediately impacted markets. The guar-
antee that the QE program would end progres-
sively, without the complete disappearance of 

the APP, and unchanged interest rates were 
crucial factors in maintaining the trust of inves-
tors. Prior to these statements, markets had 
negative expectations and were foresee-
ing a rise in interest rates by summer 2019. 
Increasing interest rates would translate into 
a wave of distrust. In those conditions, the 
Euro could appreciate, which would weigh 
down Eurozone exports. The Federal Reserve 
raised interest rates around the time of this 
announcement. Consequently, the dollar 
appreciated against the Euro which eased 
investors’ concern about the announcements.

The statements released on June 14th ulti-
mately impacted financial markets positively. 
The debt yields, which were increasing, began 
decreasing relative to the previous day and 
Eurozone stock indices shifted from red to 
green.

Growth in the EU has slowed these past few 
months relative to last year. In the last quarter 
of 2017, growth in the Eurozone reached 
0,7%, whereas the first quarter of this year pre-
sented only 0,4%. Despite uncertainty, Draghi 
assured that these levels will suffice through 
QE’s termination, and mentioned that infla-
tion is converging to projections, which reveals 
decreasing risk over anchored expectations.

The ECB President stated that the decision 
was unanimously made by the bank’s govern-
ing council. One concern is that Draghi may 
be addressing a timespan where he will no 
longer be head of the Central Bank. Without 
the unconventional QE tool, the ECB seems 
to take a step towards a more normal mone-
tary policy, long supported by Germany, and 
more aligned with the policy undertaken by 

THE END OF QUANTITATIVE 
EASING - WHAT TO EXPECT 
FOR THE FUTURE OF THE 
EUROZONE

The European Central Bank, ECB, has recently announced that will halt its €2.4tn bond-
buying program, known as Quantitative Easing (QE), by the end of the year. The program, 
which was predicted by economists to be capable of reviving the crisis-affected Eurozone 
economy, became a debated matter. What does the end of QE mean for the Eurozone, and 
what are its major expectations and concerns?

Covered by Ana Maria Terenas
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the US Federal Reserve. However, the end 
of QE does not imply that monetary policy 
will tighten – in fact, the decision to maintain 
low interest rates and continuous reinvest-
ment speaks against it. Considering the una-
nimity, it seems the decision was made to 
please both hawks and doves2, being a pos-
sible step towards tighter policy but remain-
ing gradual and strongly guided. Uncertainties 
may arise regarding the ECB’s future, and in 
which direction Draghi’s successor will lead 
monetary policies.

The recent rise of a populist government to 
power in Italy is a relevant matter, as concerns 
about the country’s finances and commitment 
to its European duties are raised.

Finally, we can ask ourselves if the end of 
this policy is positive for the EU. As have 
many policies undertaken by the ECB been, 
QE could be inefficient since not all countries 
need the same level of liquidity: some prefer 
a stronger Euro, while exporting countries 
prefer a weaker one. The end of QE raises 
the same concern as each country can be 
affected differently.

Despite concerns and uncertainty about the 
future of the Eurozone with the end of QE, 
some view this as a long-due development 
and sign of improvement of the European 
economy. Mario Draghi’s strategy granted 
the ECB time to gradually eliminate the policy 

while appeasing investors. Now, only the 
future will tell how much good or trouble 
this decision will bring to the Eurozone.

1. Includes all purchase programs under 
which private sector securities and public-
sector securities are purchased to address 
the risks of a too prolonged period of low 
inflation.

2. “Hawks” are the members who tend to 
want tighter monetary policy to temper 
inflation and growth whilst “doves” tend 
to want looser monetary policy to support 
growth and inflation.

Figure 3 - European Central Bank (ECB) President Mario Draghi delivers a speech during a 
debate on the ECB annual report for 2016 at the European Parliament in Strasbourg, France, 
February 5, 2018. Source: REUTERS/Vincent Kessler

“THE END OF QE DOES NOT IMPLY THAT MONETARY POLICY WILL TIGHTEN”

Sources:
Financial Times                        
Expresso
Jornal de Negócios
Bloomberg

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


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 E8

HOW DID WE GET HERE?

At the end of 2001, Argentina went through 
the largest sovereign default in history, esti-
mated to be around $155 billion. This default 
was accompanied by a sharp devaluation of 
the Argentinian Peso, which had been under a 
strict peg at parity with the US dollar for more 
than 10 years. Social, economic and political 
unrest followed.

With the subsequent recovery under presi-
dent Néstor Kirchner, the first debt restruc-
turing efforts came to life in 2005 and intro-
duced the successful GDP-linked bonds. 
During the turbulent presidency of Cristina 
Kirchner, Argentina experienced a different 

default, related to disputes with so-called 
vulture funds rather than financial distress. 
Vulture funds invest in heavily distressed debt 
securities at a miniscule fraction of the par 
value. Then they go on to try to extract as 
much from the disgraced creditor by almost 
any means possible, usually through litiga-
tion in the justice system. Even if they don’t 
get the full par value of the security, they can 
still settle with the creditors for a large multi-
ple of their initial investment.

This was what happened in 2014 when the 
then called “Holdout Debtors”, mainly vulture 
funds, refused Argentina’s debt restructuring 
schemes and demanded full pay in American 
Courts, and won! The Argentinian government 

Covered by Filipe Berjano

ARGENTINA FALLS BACK 
INTO THE ARMS OF THE IMF

Argentina has recently returned to international headlines, and not for the best of reasons. 
Just one year after an historical issue of 100-year government bonds, Argentina has fallen 
again into the arms of the IMF with a new bigger-than-expected $50 billion rescue loan and a 
set of reforms to be implemented in the next 3 years. It is yet another episode of Argentina’s 
decades old history of economic and financial woes, including currency crises, banking 
crises and numerous sovereign defaults.

Figure 4 - A demonstrator holds a banner that reads “No to IMF. Macri, enough of lies” during a 
protest against the government’s negotiations with the International Monetary Fund in Buenos 
Aires on May 25. Source: Reuters 
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then clashed with these bondholders and the 
American courts and essentially defaulted on 
every obligations towards the “Holdouts”.

In 2015, Argentines elected a more hawkish 
President, Mauricio Macri, who vouched to 
decrease inflation, reduce the budget deficit, 
introduce pro-market reforms and finally solve 
the “Holdout Debtors” issue. However, Mr 
Macri has enjoyed little success in turning 
Argentina into a “normal country”, as he 
once put it.

WHAT’S GOING ON?

Inflation stands around 25% and the grad-
ualist stance of the current administration 
on reducing the fiscal deficit has led to not 
only an increase in public debt but also to 
an increase in the size of foreign currency 
denominated loans. In the recent years, the 
current account has also been deteriorating 
and is predicted by the IMF to exceed 5% of 
GDP in 2018 on the account of an overval-
ued Peso.

Since the end of April, the Argentinian Peso 
has depreciated almost 30% and has forced 
the Argentinian Central Bank to dramati-
cally increase its key interest rate to 40% to 
halt this depreciation. Even though the Peso 
was deemed overvalued, its steep depre-
ciation dangerously increases Argentina’s 
debt burden due to the high amount of dollar 
denominated debt securities.

WHAT’S COMING NEXT?

With this sharp loss of value of the Argentinian 
Peso and rapidly deteriorating fiscal accounts, 
Mr Macri has swiftly requested aid from the IMF 
in an attempt to prevent yet another financial 
disaster in Argentina. However, with a rescue 
loan valued at $50 billion, several strings come 
attached with the Fund’s operation. The IMF 
has requested more independence for the 
Central Bank of Argentina, demanded a full 
stop of money printing to finance the fiscal 
deficit and required the end of Central Bank 
interventions on the foreign exchange market 
to control the value of the Peso, leading to a 
full floating exchange rate regime. Additionally, 
the Argentinian government has agreed to 
increase the pace of its fiscal deficit reduction.

While the plan suits Mr Macri’s plans for the 
country, adds credibility and stability to his 
administration, it revives the Argentinian peo-
ple’s trauma with the IMF and may compro-
mise Mr Macri’s reelection efforts in 2019. 
Growth perspectives have been downgraded 
for 2018 and the peso depreciation, along with 
the rise of oil prices, is threatening to under-
mine economic stability in the country and 
create social unrest.

Figure 5 - Mauricio Macri favoured a gradual programme of fiscal consolidation. Source: AFP 

Sources:
Financial Times                        
Economist

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
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THE LUCKY COUNTRY – HOW 
AUSTRALIA WAS ABLE TO 
SUSTAIN ITS CONTINUOUS 
ECONOMIC GROWTH

Australia is synonym for quality of living, as it 
is constantly ranked amongst the most liveable 
countries in the world. Cities like Sydney and 
Melbourne are always near the top of the cities’ 
ranking. It is clearly one of the most socio-
economically prosperous and politically stable 
countries in the world. 

This continuous economic prosperity of 
Australia is mirrored in the fact that the country 
broke the record for successive years without 
a recession last year (twenty-six and count-
ing) and it seems that there is nothing holding 
it back. This condition was possible due to two 
main factors, which played a major role:

A FLEXIBLE MONETARY POLICY

Australia’s monetary policy was an impor-
tant factor. An inflation target of 2-3%, which 
together with the macroeconomic environment, 

has led to lower unemployment rates, increas-
ingly low interest rates and a floating exchange 
rate, gave a boost to the economy during 
recessions. In particular, it let the Australian 
dollar depreciate during these recessions 
such as the Asian crisis and the 2008 finan-
cial crisis, making its exports more competitive. 
This has had a large impact in the economy, 
mainly when considering China, which is by 
far Australia’s most important trade partner, 
was also in an economic boom during the last 
two decades. 

THE MINING BOOM 

The increasing trade between China and 
Australia was also one of the main drivers of 
this mining boom (Australia’s largest since the 
mid-19th century). The increasing demand 
for iron ore and coal in China and other Asian 
countries caused the price of the commodities 

Covered by Diogo Firme

Twenty-six years straight without a recession: it is something that nowadays seems con-
siderably unrealistic – especially when we think about all that has happened in the past 
two decades. However, this is the reality in Australia, dubbed the lucky country. 

Figure 6 - Australian Annual Growth Rate of GDP. Source: Australian Bureau of Statistics

“AUSTRALIA IS SYNONYM FOR QUALITY OF LIVING”
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to rise sharply, thus increasing the value of 
Australia’s exports. This was a driver for 
increasing investments in this sector, which 
not only attracted foreign direct investment, 
but also helped the development of remote 
areas, mainly in Queensland and Western 
Australia, boosting local economies. 

The Australian dollar also increased its value 
given the inflow of capital, increasing the 
wealth and purchasing power of the Australian 

population. The investment in the mining 
sector peaked at around 8.5% of GDP.

The mining boom started to decline in 2014; 
and is expected to continue for years to come. 
So far, Australia has not suffered any con-
sequence of it. Once again, monetary policy 
was a determinant, as the lowering of interest 
rates and depreciation of the dollar, after the 

appreciation it had experienced with the boom, 
helped the economy to continue strengthening.

Moreover, the industry was able to reinvent 
itself and shifted from an investment model 
to an exporting model. According to a report 
by Deloitte commissioned by the Minerals 
Council of Australia, in 2015-16, the METS 
(Mining, mining equipment, technology, and 
services) sector was a dominant sector in the 
trade balance, accounting for 64% of exports. 
It also accounted for 15% of the Australian 
economy and supported roughly 10% of the 
employed labour force. Interestingly, two of 
the current 10 biggest listed companies in the 
ASX20 by market capitalization are from the 
mining sector – BHP ranks second and Rio 
Tinto ranks tenth.

WHAT’S NEXT?

No one knows exactly when and in which way 
this growth is going to end. At least until 2020 
the forecasts from the Australian Bureau of 
Statistics and the Reserve Bank of Australia 
look favourable and the country should be 
able to extend this streak to at least 29 years. 
Given not only economies function in cycles 
but also this unique set of economic condi-
tions, natural resources, and flexible policies 
which has allowed Australia to prosper during 
such a long period, it seems very unlikely that 
another country can even get close to such a 
long period of continuous prosperity. 

Sources:
Economist
Australian Bureau of 
Statistics
Reserve Bank of Austra-
lia
Australian Broadcasting 
Corporation
Reuters

Figure 8 - Business investment in mining 
as % of GDP in Australia. Source: Reserve 
Bank of Australia

Figure 7 - Mining in Australia. Source: John 
W Banagan via Getty Images.

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
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 FUTURE OF 
MOBILE MONEY AND 
ITS CONTRIBUTION TO 
FINANCIAL INCLUSIVENESS 
IN AFRICA

Launched in Kenya, in 2007 by Safaricom and 
Vodacom, M-Pesa constitutes a mobile banking 
system that enables its’ users do deposit and 
transfer money into accounts stored on mobile 
phones. This way, the service is not included in 
a branch of existing banks as it works in a par-
allel way to the banking sector and therefore 
allows users without bank accounts to use it. 
Since its’ introduction, the service has already 
expanded a lot, being now accessible in 10 
countries, mostly African ones like Tanzania, 
Lesotho, Egypt, South Africa, Mozambique, 
Ghana and Congo but also in other Eastern 
Europe and Asian ones. 

It has been considered a success story not 
only in terms of the idea itself but also in eco-
nomic and social terms, being responsible for 
having lifted many households out of poverty 
and reducing crime in fiat-money based coun-
tries. The reason for this is still not completely 
clear. However, it is obvious that the service 
reduces transaction costs and theft-related 
risk which is still fairly high in developing coun-
tries. Consequently, two main channels have 
been proposed through which this process 
might happen: the first one being that the use 
of mobile money increases the use of formal 
savings accounts and allows for more effec-
tive risk sharing and the second that it also 
increases both the share of entrepreneurs 
with access to and who are willing to use trade 
credit and the amount of trade credit provided. 
This way, one study concluded, “growing and 
deepening the scope for mobile phone financial 

services is an avenue for promoting savings 
mobilization, especially among the poor and 
low-income groups with constrained access 
to formal financial services”. Furthermore, by 
improving client-supplier relationships, small 
businesses have an easier time producing 
larger quantities and making larger profits 
adding to the economic dynamism and finan-
cial inclusiveness of these countries.

Nonetheless, M-Pesa has also faced some 
adversities due to competition. In countries 
where the formal banking sector is well estab-
lished like South Africa, the service lacked 
success as most people preferred using the 
usual debit and credit cards to SIM cards when 
conducting transactions. Also, in the places 
where it had a tremendous impact, the service 
was not well-received by the existing banks 
and in particular in Kenya, in December 2008, 
a group of banks claimed that Safaricom was 
providing a financial service without the regu-
latory infrastructure to support it and therefore 
people were at risk of losing their money. Thus, 
they reportedly lobbied the Kenyan finance 
minister to audit M-Pesa, in an effort to have 
the service shut down. The fear of increased 
competition by the entry of another player in 
the market might be behind the reasoning for 
this action. 

Now, Safaricom and Vodacom are interested 
in broadening their markets as shown clear by 
Diego Gutierrez statement. This would be done 
mainly through the creation of more products 

Covered by José Coelho

“We’ve barely scratched the surface of M-Pesa” was the recent statement of Diego Gutierrez, 
the current chief operating officer of Vodacom, one of the main launchers of the revolu-
tionary mobile money service. According to the company, the current 35 million customer 
mark still can and will be expanded in the future through “deepening the penetration in the 
existing markets as well as opening up new markets”. However, some questions might still 
be brought up with one of the main ones being: Will this help with the financial inclusive-
ness of African countries?



M AY  &  J U N E  2 0 1 8

1 3A F R I C A

and also by penetrating new countries with the 
already existing technology. In recent years, 
the initial basic money-transfer platform was 
already developed by providing different finan-
cial services like loans and interest-bearing 
accounts and now E-commerce is being con-
sidered as an option for “enabling users to 
make online purchases, sports betting, and 
possibly crowd-funding using chat services”, 
says Gutierrez. Moreover, some strategic 
partnerships have also been made and other 
sophisticated products launched. An example 
of this was the introduction of the “Bonga chat 
service” by Safaricom on the last 26th of April. 
Besides working as a normal chat service, the 
service also allows users to access a special 
M-Pesa button that makes it possible for them 
to send and request money while talking. 
Nowadays, in Kenya, the country where the 
services are better established, Safaricom’s 
services include person-to-person money 
transfers, merchant payments, international 
remittances, utility payments, salaries, and 
loan and savings products

Additionally, in West Africa, mobile money 
has also “evolved beyond in-country peer-to-
peer transfers, to international remittances, 
more complex financial products, and payment 
platforms for products and services across a 
wide range of sectors,” says the GSMA report. 
The industry’s growth in the region has been 
mainly driven by major telecoms compa-
nies like Orange who are looking to replicate 
Safaricom’s success in East Africa. 

Taking into account current developments 

like greater smartphone and internet penetra-
tion as well as increasingly developed fintech 
markets and in an era where online commerce 
is thriving as lots of transactions occur with 
just the push of a button, there is undoubt-
edly lots of space for the continuous develop-
ment of mobile money services as these  aim 
to penetrate new markets. In turn, this will help 
even more people out of poverty and the same 
process that has been occurring will continue. 
Nonetheless, a great part of the social success 
that these services obtained, can be explained 
by the fact that they allow people to overcome 
the environment of institutional underdevel-
opment of most of these African countries. 
Theft was reduced because people have less 
fiat money holdings and not because the will-
ingness to commit these crimes decreased. 
Access to finance increased because these 
services increase confidence, reduce trans-
action costs and therefore enable small busi-
nesses and households to finance themselves 
but many governments still remain corrupt and 
contribute to a situation where these small 
enterprises are not able to flourish while elites 
keep dominating the economy. So, in conclu-
sion, even though mobile money acted as a 
level playing field for these economies, many 
institutional difficulties remain unanswered and 
the path to convergence lies in the process of 
changing them.

Figure 9 - Residents transfer money using the M-Pesa banking service at a store in Nairobi, 
Kenya in April 2013. Photograph by Trevor Snapp. Source: Bloomberg/Getty Images

Sources:
Quartz Africa
The Guardian
African Business Central
World Economic Forum
Reuters
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GONÇALO GOMES: In a world of artificial intel-
ligence, cryptocurrencies and blockchains, 
what is the impact of the EU’s Research and 
Development (R&D) Funds and in which areas 
do you predict the biggest advances?

CARLOS MOEDAS: I think that artificial intelli-
gence and blockchain and all this new funda-
mental research will be very important. What 
do I mean by that? I think that the new ways of 
innovation will be in fundamental science, so 
we had a wave of innovation that was based 
on apps and all this digital world. During the 
next wave of innovation, we will have more 
of fundamental science, so we have to invest 
more in fundamental science, artificial intelli-
gence and blockchain and other areas, and I 

THE 4TH INDUSTRIAL 
REVOLUTION: ESSENCE, 
IMPACT AND EU’S ROLE

INTERVIEWEE: Carlos Moedas, European Commissioner for Research, Science and Innovation

DISCLAIMER: the interview was conducted during the opening ceremony of the first auditorium at 
Nova SBE’s new campus in Carcavelos to celebrate Europe’s Day at the 9th of May 2018. Please 
note that parts of the interview have been slightly altered to fit the format of the magazine.

At a time in which civilization is going through a 4th Industrial Revolution, which not only 
builds on the digital revolution, but also brings together the physical and biological systems, 
some major concerns have arisen, regarding the essence and the impact of these tech-
nological changes, and the role of the European Union in this new Industrial Revolution. 
Bearing in mind these concerns and the introduction of cutting-edge technologies such 
as artificial intelligence and blockchain, we had the opportunity to discuss some of these 
topics with Carlos Moedas, European Commissioner for Research, Science and Innovation.

An interview by Gonçalo Gomes, Guilherme Martins,
Caetano Xavier & André Lourenço

think that if you look at the waves of the inter-
net, this wave will be the wave of artificial intel-
ligence and Europe can be very ahead of the 
game if we invest heavily. Therefore, we are 
going to put at least twenty billion in terms of 
the digital, in terms of the artificial intelligence 
and blockchain and we will invest as much as 
we can in next programme from 2020 to 2027.

GUILHERME MARTINS: Bearing in mind the 
ongoing 4th Industrial Revolution, do you 
believe that the net effect on employment will 
be positive or negative?

CARLOS MOEDAS: I think we do not know, 
but I think that we will have jobs that will be 
destroyed, because every technological rev-
olution destroys jobs, but there will be other 
jobs that will be created, and we have to focus 
on that. We still do not know what those jobs 
will be, but those jobs will be crucial for our 
future. I think we have to put the artificial intel-
ligence doing the repetitive tasks and then 
creating jobs that are not repetitive and so we 
have to invest more in education and more 
on those kinds of jobs that anyway will be 
destroyed by technology, since technology 
always destroys jobs. If I create something 
new I want to, somehow, that innovation to 
help me on my job. So, we will keep on putting 
our money where jobs are created and that is 
very important.

GUILHERME MARTINS: Regarding the same 
Figure 10 - Bitcoin, the cryptocurrency with 
biggest market capitlization
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topic, but now more focused on our specific 
case as Economics, Finance and Management 
students, do you think future economists and 
managers like us will lose our job?

CARLOS MOEDAS: No, because I think that 
the machines can replace tasks of your job, 
but they cannot replace your job, because 
especially in a science like economics where 
human emotions matter - I mean the Nobel 
Prize winner of last year, Richard Thaler, was 
basically saying in his speech that “I have 
put the man and the human back into eco-
nomics”. As you know, he studies the whole 
effects of the organizational behavior, of how 
behaviour changes economics and so on. So 
far economics has been about putting a ratio-
nal human being, the homo economicus, into 
models that does not exist. So, if you put the 
real human into the game, I think it is impossi-
ble for the machine to replace it; the machine 
can help you but cannot replace you and econ-
omists can never be replaced by a machine, 
I would say so.

CAETANO XAVIER: You have recently claimed 
that Europe has lost its connection with people. 
Do you believe that blockchain can, in some 
way, play a major role in re-establishing that 
connection?

CARLOS MOEDAS: Yes, I think that blockchain 
will be very useful for that because blockchain 
creates trust, so it is like a protocol of trust 
and that creates trust in between people and 
democracy is about that. So I think that the 
connection that we can have through technol-
ogies like blockchain will be very helpful for 
the future because you can basically eliminate 
intermediaries and if you eliminate intermedi-
aries, you have a closer relationship.

ANDRÉ LOURENÇO: Now to end our inter-
view, I would like to ask you something more 
informal. With your five-year term coming to 
closure, what is your fingerprint in Europe? 
What is your legacy?

CARLOS MOEDAS: Definitely an increase of 
50% in terms of investment; so, our program 
is going to be around 80 billion. If you discount 
the UK, because you have to compare apples 
with apples, it was like almost around 70. And 
we will be investing at 27 countries almost €100 
billion, so I think, the big legacy is that we see 
Europe investing for the first time €100 billion in 
Science and Innovation. Finally, we were able 
to clarify how we are going to invest that and to 
create a European Innovation Council as well 
as to encourage a mission-driven science and 
all of these subjects.

Figure 11 - Carlos Moedas, European Commissioner for Research, Science and Innovation. 
Source: UE/Jennifer Jacquemart
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WHY A CIRCULAR ECONOMY?

The name of the model is far from being 
random. Circular comes as a replacement 
of the exhausted concept of linear economic 
framework, directly related with the current 
economic model of capitalism.

The main reason for an increasing number 
of experts defending the need of finding an 
alternative model, has to do with the fact 
that capitalism promotes a reckless behav-
iour that puts at risk the sustainability of our 
current economic model. Thus, the circular 
economy comes as a strong candidate to 

replace capitalism, since it excludes the idea 
of using raw materials to produce final prod-
ucts of short duration. This often leads to the 
overuse of natural resources, which is one 
of the downsides of the current economic 
model; and offers an alternative, based on 
the already popular concept of recycling. In 
fact, the circular economy introduces the idea 
of efficiency in production by promoting the 
reduction of waste and the reuse of materi-
als and products.

REAL LIFE APPLICATION

Some people still look at this model as being 

CIRCULAR ECONOMY: 
UTOPIA OR A VIABLE 
SOLUTION FOR THE 
FUTURE?

The original mind behind the concept of a circular economy is yet to be determined. Some 
believe that Kenneth Boulding, the British economist, responsible for the article The 
Economics of Coming Spaceship Earth, in 1966, is the father of this economic model; while 
others associate its origin with China’s well-known 11th and 12th five-year plan, which aims 
at setting the long-term strategy for the Chinese economy.

Written by Mariana Pires

Figure 12 - Linear and circular economy diagram. Source: EllenMacArthur Foundation
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a mere utopia and non-applicable in the real 
world. However, there are already examples of 
firms, which were able to successfully imple-
ment production processes, based on the prin-
ciples of a circular economy. One pioneer in 
this initiative is the Dutch Brewery, Heineken, 
which has recently established a factory in 
Northern Mexico. In this new brewery, paper 
labels can potentially be recycled into toilet 
paper, and broken glass, that would often be 
thrown away, is recycled in a nearby glass 
factory. These are just two examples of how 
this brewery is being able to turn what before 
was labelled as waste, into useful materials 
for both the brewery and other industries. 
Consequently, there is the creation of a close 
cycle of continuous reuse of resources and 
elimination of waste.

FIRST STEPS OF EUROPE TOWARDS A 
CIRCULAR ECONOMY

In Europe, the circular economy is a relatively 
recent concept, but its potential has turned 
itself into a priority in discussions between 
the European Parliament, the European 
Commission and the European Council. The 
negotiations between the three institutions, ini-
tiated in May of last year, has resulted in the 
Circular Economy Package (CEP). The CEP 
consists in a set of legislation, which among 
other goals, aims at setting a mandatory 55 
per cent municipal recycling rate by 2025. This 
percentage will increase in the following years, 
reaching the 65 per cent by 2035.

SCEPTIC ARGUMENTS

Like any other new economic idea, there are 
circular economy-enthusiasts and the scep-
tics, who do not consider that circular economy 
is a viable solution. The important question is: 
are the arguments of the sceptics valid?

One of the popular arguments against the cir-
cular economy is related to the fact that it may 
end up, contrary to its original purpose, as a 
reinforcement of the power of a small group of 
multinational firms. According to a recent study 
published in the Journal of Industrial Ecology, 
the circular economy can lead to an increase 
in production to a point that almost or com-
pletely offsets the mainly environment-related 
positive effects. That is, the implementation of 
a more efficient production process can poten-
tially lead to the lowering of prices of the pro-
duced goods, and consequently, undesirably 
stimulate the demand and consumerism.

PIONEERS OF A CIRCULAR ECONOMY

Despite this wave of pessimism against this 
movement, there are already some cities 
either implementing measures towards a cir-
cular economy or still in the first stages of ana-
lysing the impact of adopting this innovative 
model.

Circular Edinburgh is the proposal of the 
Scottish capital city for a transition to the model. 
This initiative aims at incentivising small and 
medium enterprises (SMEs) to invest in circu-
lar economy opportunities. The initial studies 
to assess the viability of the project are esti-
mated to equal around £3 billion of annual 
benefits.

Auckland has finalized the first report to 
evaluate the impact of introducing a circu-
lar economy in this city called The Circular 
Economy Opportunity for Auckland. In general 
terms, this report estimates that a circular 
economy can generate nearly $9 billion in 
investment opportunities, with the most prom-
ising sector being the construction industry - 
this specific sector alone is expected to yield 
$2.5 billion.

Edinburgh and Auckland are just two exam-
ples of cities that are exploring the potential of 
circular economy and that hopefully will show, 
through the success of their initiatives, that a 
circular economy is the way to go if we want 
to ensure our ability to meet the needs of the 
population without putting at risk the sustain-
ability of our economic actions.

 

Sources:
Circulareconomy.pt
Fastcompany.com
Resource.co
Sustainablebrands.com
The Guardian
UCL Institute for sustain-
able resources Blog
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Figure 13 - Paul Krugman during his introduction as the 2008 Nobel Memorial Prize winner in 
economics at a news conference on the campus of Princeton University in Princeton, New Jer-
sey. Source: Reuters/Tim Shaffer

PAUL KRUGMAN: A GREAT 
MIND IN INTERNATIONL 
TRADE

Paul Robin Krugman is an American economist born on February 28, 1953 in Albany, New 
York. Through his many books and articles, both academic and directed towards a gen-
eral audience, Krugman contributed to the understanding of a wide spectrum of economic 
phenomena, both by those with economic training and those without 

He is probably best known as an Op-Ed col-
umnist for The New York Times and by his New 
York Times blog named “The Conscience of 
a Liberal”, where, for several times, he gave 
his opinion about the Portuguese economic 
case. His main contributions to Economics 

were to International Trade Theory: he is con-
sidered a pioneer of the New Trade Theory 
and of the New Economic Geography, which 
earned him the Nobel Memorial Prize in Eco-
nomic Sciences in 2008. He graduated from 
Yale University at the age of 21 and got his 

Highlighted by Gonçalo Porfírio
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Ph.D. from MIT three years later. He be-
came a member of MIT’s economics faculty 
in 1979 and stayed until 2000. Krugman has 
served as the chief staffer for international 
economics on President Ronald Reagan’s 
Council of Economic Advisers. He was pro-
fessor of economics and international affairs 
at the Woodrow Wilson School of Public and 
International Affairs at Princeton University 
and currently teaches at the City University 
of New York’s Graduate Center as a Distin-
guished Professor. He was also the recipient 
of the John Bates Clark Award in 1991, an 
award given to prominent economists under 
forty. 

It is for his contribution to the explana-
tion of trade patterns that Krugman will 
most probably be remembered. Though 
difficult to fairly describe his findings in 
such few words, a simplified image can 
be given nonetheless. By integrating econ-
omies of scale and monopolistic competition 
into general equilibrium models, he showed 
that trade between countries does not nec-
essarily happen as a result of differences in 
technology among countries (as argued by 
David Ricardo) or of differences in factor en-
dowments (as presented by the Heckscher-
Ohlin model). Instead, Krugman considers 
trade as a way to both exploit economies of 
scale and to extend the market, arguing it in-
creases the available variety of goods and 
services, making consumers better off. Krug-
man’s initial work on Trade Theory served 
him as the basis for the formulation of the 
New Economic Geography and the Home 
Market Effect. From the New Trade Theory 
to the New Economic Geography an essen-
tial move was the introduction of partial fac-
tor mobility on the manufacturing industry (he 
considers two industries, manufacturing and 
agriculture), allowing for workers to migrate 
between countries. As there are economies 
of scale (on manufacturing), producers have 
the incentive to locate their production in a 
limited number of locations. That combined 
with the existence of costs associated to the 
transaction of goods and services between 
countries, will have producers choosing to 
locate production where the demand for their 

goods or services is large or where there are 
advantages in terms of the supply of inputs. 

Writing about his “Rules for Research” on his 
1993 paper How I Work, Krugman advises 
us to “Listen to the Gentiles” (among others). 
Through this, he means to pay attention to 
what “intelligent people” (from inside or out-
side economics) have to say about the issue 
you want explained. Even if their “customs” 
are different and they don’t “speak your ana-
lytical language”, their insights can be valu-
able. 

“IT IS FOR HIS CONTRIBUTION
TO THE EXPLANATION OF

TRADE PATTERNS THAT
KRUGMAN WILL MOST PROBABLY BE

REMEMBERED”

Sources:
EconLib
MIT
Stone center on socio-
economic inequality
“From New Trade Theory 
to New Economic geog-
raphy: A Space Odyssey”
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