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MEET OUR TEAM
Dear reader,
It is my pleasure to count on an amazing team that keeps on delivering this
magazine despite the unprecedented times we are living in. Unprecedented
times call for unprecedented measures and, as we are all still adapting to this
new way of “social distancing work”, it is NEC’s intention to keep on its activities and continuously improving, something that is only possible thanks to
our amazing team.
The next few pages are a result of that. You will be able to read articles on the
novelties about Brexit, now that we are officially back to 27 member states in
the EU, the American presidential elections and, of course, COVID-19.
I hope you enjoy this magazine and it is useful, now more than ever, to fill
in your free time at home. As economists, we know the most difficult times
are yet to come but let us use our tools to contribute to a faster and better
recovery. As a citizen, we ask you as well to do your best to stay at home as
long as you can, so that we can smile again soon, rather than later.
Stay safe!
Pedro Pereira
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Dear Reader,
The NEC Magazine Team hopes that you and your loved ones are healthy and safe. In these troubled times, it is not always easy to keep a positive mindset but we hope that this new edition will
bring you some peace of mind and some new and relevant information.
As usual, we follow our seasonal system, meaning you are currently reading the Spring Edition. It
is our pleasure to announce that in addition to what we usually do, we will have an entire edition
dedicate to Economia Viva so that you can better understand the organization of the event and
read exclusive panel interviews.
In the Regional Coverage, you can find articles covering various topics related to different parts
of the globe. The NEC article analyses the impact the COVID-19 is having and could have in the
labour market.
Additionally, you can find the first part of the Interview with Carlos Costa, the current Governor of
Banco de Portugal, regarding the most pressing topics in the Portuguese society and economy.
The second part will be released in the Summer Edition.
We hope you enjoy reading this edition and that you stay safe!
Your NEC Magazine Team.
JOANA LEITÃO
Chief-Editor

HENRIQUE SILVA
SANTOS
Deputy-Editor
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PORTUGAL’S REAC TION TO COVID-19
Covered by Daniel Silva
First- year Bachelor student in Economics
Introduction
With the future of Portugal in his hands, president Marcelo Rebelo de Sousa, declared State of Emergency
starting 18th of March of 2020. This decision was made in order to contain the latest virus that hit the
world, COVID-19.
Since then, people are instructed to remain home, only being able to go outside to go to work, to purchase supplies, for urgent reasons and for a short walk to catch some air.
This will have a negative impact in Portugal’s
economy, since many people stopped working,
firms and schools closed down, those who are
currently working at home might not have the
same productivity as before, etc…
But, the biggest impact of all, also related to the
ones before, is the fact that, by staying at home,
people will consume less and most of them even
see their wages decrease by 1/3.

The Study
I created an online form with 7 simple questions in order to study the consumer behaviour
during these times. After 285 answers, I came
to the following conclusions about Portuguese
households:

Graph 1 - How frequently did you go to the supermaket before?
Source: Author (Daniel Silva)
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Currently, 62% of people go to the supermarket only once a week and only 25% go 2-3 times,
whereas before 26% of people went only once to
the supermarket and the majority (51%) went 2-3
times a week. We can also see a big downgrade
from 4+ times a week, from 19% to 2%. These differences are explained due to the fear of contagion, the long queues, the excessive purchase
of goods in order to avoid future trips, and the
resource management at home.
On the other hand, there are people who see no
difference in their routine and some even attend
the supermarket more often since they’re consuming more at home with all the family gathered.

Graph 2 - How frequently did you go to the supermaket during
the State of Emergency?
Source: Author (Daniel Silva)

PORTUGAL

The following table shows us what I just mentioned above:

Table 1 - Reasons to change supermarket attendance.
Source: Author (Daniel Silva)

In this study it is also clear what goods Portuguese
people think are currently unnecessary, most
answers include: clothing, luxury goods, products
with a short expiration date, and, of course, excessive amounts of toilet paper. There are still many
people purchasing the same amount of goods
as before, and others went as far as to say it’s all
unnecessary but food and hygiene products.
Another question of the survey was about the
places that people attended before that are now
closed or just won’t attend anymore. Most of the
answers I got was of shopping centres, cafes, and
many others. This question was made in order to
understand how many sectors of the economy
are being seriously impacted. This will make
those firms struggle in the short run and might
harm their growth in the long run. Nova SBE’s professor Francesco Franco defended that if Portugal
follows the same path as China and Italy, where
only supermarkets and pharmacies are open, we
could see a decrease of 80% in consumption.
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But the main objective of the government is to set
credit lines to all firms. Banks can give credit with
a 1% to 1,5% interest rate. This measure is being
heavily criticized by economists. As Nova SBE’s professor Susana Peralta put it: “This measure is asking
for a lot of financial health by the firms”.
This statement is based on the fact that the government is assuming that the firm’s future economic
activity will generate enough revenue in order to
cover its old costs and the most recent one associated with the interest rate. Some economists defend
that, the banks should give credit with no other costs
associated, letting the government fully cover the
interest rate. This would put the government with
greater expenses but it’s a necessary step in order
to keep jobs and have a stable economy, as Mario
Draghi said.

Sources:
Portugal.gov.pt
Covid19estamoson.gov.pt
Jornal Público
Jornal Económico: Mario Draghi
Jornal Económico: Turismo
Jornal Económico: Coronabonds

Portugal’s Reaction
Portugal is currently reacting to the incoming
crisis. Right now, people who stopped working
because their firms closed down, see their wages
go down by 1/3 and social security covers 70%
of it, in order to help firms. The government is
also helping the tourism sector by setting a credit
line where firms get 750€ per worker and have a
repayment term of 3 years with no interest rate
associated with it.
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BREXIT: THE FINAL DEAL
Covered by Diogo Roberto
First- year Bachelor student in Economics

After years of negotiations and setbacks finally, the United Kingdom officially left the European Union
in 31/01/2020, this process started on 23 June 2016 when in a shocking surprise “Leave” won the Brexit
referendum with 51.9% to 48.1%, causing at time prime minister David Cameron to resign, in that day
the British pound dropped 7% to about €1.208 in comparison with the euro ,one of the biggest falls ever,
and against the dollar the pound reached its second lowest value of all time. Although it made easier
for British companies to export, its citizens lost a lot importing power, the impact was also felt across
Europe with the Paris index falling 8% and the Frankfurt index falling 7%.
One month later Teresa May replaced David
Cameron as prime minister and took command
of the Brexit operation but only on 29 March of
2017 the article 50 of the Lisbon treaty was activated starting a two-year timer for the UK to leave
the EU, but after two long years of internal turbulence Brexit was postponed to 31 October 2019
On 20 December 2019, the British parliament
approves the final deal and the European
Parliament approved it on January 29th. After
years of back and forth negotiations, several proposals and 3 prime ministers, Brexit was achieved.
The separation terms in the Withdrawal
Agreement cover important subjects like UK’s

The UK leaving the EU. | Source: Noticias ao Minuto
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financial settlement, frontier agreements for
Northern Ireland, and safeguards for the rights
of EU citizens living in the UK and British citizens
living in the EU, but the deal is not final until 31
December 2020, as new arrangements can take
place up to that date.
The immigration policy was one of the main
reasons for the UK departure, but in this transition period EU citizens still have the freedom to
live and work in the UK, with the new immigration policy starting in January 2021. EU nationals will no longer have preferential treatment,
under government plans which intend to create
a points-based system to attract skilled workers.
Migrants that come into the UK classified as

EUROPE

“low-skilled” will no longer receive preferential
treatment in 2021, people looking to work in the
UK will also need a job offer with a minimum designated salary, and to be able to speak English
at a decent level.

“THE IMMIGRATION POLICY WAS ONE
OF THE MAIN REASONS FOR THE UK
DEPARTURE, BUT IN THIS TRANSITION
PERIOD EU CITIZENS STILL HAVE THE
FREEDOM TO LIVE AND WORK IN THE
UK [...]”

7

“WITH THE NEW SYSTEM, FOREIGN
WORKERS WILL NEED 70 POINTS TO
BE ABLE TO ENTER THE UK [...]”
In the financial settlement, the UK and EU
have set out how they will pay their outstanding financial obligations to each other but
there is no definitive cost in it. The final cost
to the UK will depend on future events such
as future exchange rates and EU Budgets.
Until the end of 2020 the UK will pay into
the EU budget and receive funding from EU
programmes almost as if it were a Member
State and is estimated to have a net cost of
£33 billion.

They will also need a job offer from an approved
company, earning more than the minimum wage,
which the government has agreed to reduce this
to £25,600 (30,843€). In occupations identified as
having staff shortages, lower minimum earnings of
£20,480 (€24,682) are accepted. The same applies
to applicants with a suitable PhD.
With the new system, foreign workers will need 70
points to be able to enter the UK, a decent level of
English brings 10 points, an approved job offer 20
points, and another 20 points awarded for jobs with
a required skill level. More points can be gained by
salary, working in sectors with shortages, and for
educational qualifications.
One of the more difficult obstacles that was standing between the EU and the UK was the problem
with Northern Ireland because Brexit means that
the border between Northern Ireland and the
Republic of Ireland now becomes the European
Union’s only land border with the United Kingdom.
All sides agree it must remain open, but it is more
complex than a formal agreement. Under the final
deal, Northern Ireland will leave the EU’s customs
union with the rest of the UK, which wants to
pursue an independent trade policy, but after the
transition period, it will follow EU customs rules
and be subject to EU supervision and also keep
some aspects of the EU’s single market and apply
EU law on VAT.

Graph 1: Estimated path of settlement payments, £ billion
Source: House of Commons Library

Sources:
Euronews
The Week
BBC
Finder
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THE FUTURE COMMANDER OF A
GLOBAL SUPERPOWER

Covered by Diogo Conceição
First- year Master student in Economics

We are currently living in an extremely abnormal period that has disrupted most aspects of our lives.
However, as so many politicians have stated during the past weeks, democracy cannot and will not stop
in the face of adversity. It will overcome all setbacks and keep countries active during these strange times.

On November 8th, 2016, the United States of
America (USA) held the 58th quadrennial presidential election. In this day, the Republican candidate Donald J. Trump was elected the 45th
President of the USA, defeating his Democratic
opponent, former Secretary of State Hillary
Clinton. Even if there is some delay to it, the
United States (US) are going through an election
period and it remains important to understand
what are the policies that drive the possible future
president of this global super-power.
On behalf of the Republican Party, the candidate
for the presidential elections seems to be evident.
Polls seem to indicate that Trump will be the Great
Old Party’s (GOP’s) candidate, in an attempt to
secure his second mandate. In the past four years
we have seen a President that withdrew the
United States from the Paris climate accord, cut
taxes (financing them with an increase in federal
budget deficit even though he had promised to
eliminate national debt altogether), fought to
build a wall in the Mexican border and took a
disruptively aggressive stance on global trade.
Trump has seemed adamant about eliminating a
set of Obama-era policies, especially those related
to healthcare and those related to racial equality, as well as the rights of the LGBTQ+ community. During his presidency, he has also vowed
to fix the student loan debt accumulation and
promote the availability of more information on
the matter to help students make more informed
borrowing decisions.
The Democratic Party, however, shares a more
liberal view on the future of the United States
of America. Even if their worries lie on the same
fields, they have different views on state intervention and on the priorities for the upcoming
years. On the run for the place as the Democrat’s
candidate for the 2020 Presidential Elections,
there are two main figures: Joe Biden and Bernie
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Sanders. Joe Biden was the 47th Vice President of
the United States to Barack Obama. He wants to
eliminate net greenhouse gas emissions by 2050,
embracing the Green New Deal and re-entering the Paris climate accord. For the economy,
Biden wants to retake some of the main goals
of the Obama executive, repealing Trump’s tax
cuts and pushing for a federal minimum wage
of 15$ per hour, having in view a boost for the
middle class and a higher income equality for the
American population. This would also include
raising the top individual income tax rate to
39.5% and the corporate tax rate from 21% to
28%, as well as increasing the funding for schools
in low-income areas and cutting student loan
debt obligations. In social terms, Biden wants to
create a new healthcare “public option” similar
to Medicare that people could buy into and not
simply “dump 300 million people on Medicare
all of a sudden” and he believes that immigrants
“should have to get in line (to come into the USA),
but if people are coming because they’re actually seeking asylum, they should have a chance
to make their case”.
Bernie Sanders, United States Senator from
Vermont, advocates for more social democratic
and progressive policies, standing side by side
with Joe Biden in terms of supporting the Green
New Deal and wanting to re-enter the Paris
climate accord, but also wanting to meet the
Intergovernmental Panel on Climate Change’s
goal of 100% renewable energy for electricity
and transportation by 2030. He also supports a
“smart” electric grid and a “just transition” that
should support workers negatively impacted by
the energetic transition. Senator Sanders wants
to implement an XXI Century Economic Bill of
Rights that would re-assert the rights to a decent
job that pays a living wage, quality health care,
complete education, among others. This plan
would involve promoting workers’ owning of the

AMERICAS
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USA election voting stations| Source: CBC

“ THE NEXT US PRESIDENTIAL ELEC TIONS PROMISE TO BE AS
CHALLENGING AS EVER FOR THE CURRENT CANDIDATES AND WILL
CERTAINLY DEPIC T THE VARIET Y OF OPTIMAL POLICY CHOICES
CHARAC TERISTIC OF BOTH REPUBLICANS AND DEMOCRATS.”
company’s stock and “substantially increase the
number of union jobs in this country”. Sanders,
like Biden and Trump, wishes to fight student
debt accumulation, but takes it a step further by
promoting the elimination of tuition and fees at
“four-year public colleges and universities, tribal
colleges, community colleges, trade schools,
and apprenticeship programs”. To promote his
“Medicare for All” plan, the Vermont Senator
thinks the best way forwards involves creating a national government-run program providing comprehensive coverage with no premiums, deductibles or co-pays, without any private
insurance option except for items not covered
by his Medicare for All act. This democratic candidate follows in line with the democratic view
on immigration and defends a path toward citizenship for undocumented immigrants and a
restructuration of Immigration and Customs
Enforcement.

return to Obama-like social policies in the face of
Joe Biden, or even more social policies that what
the US are used to on behalf of Bernie Sanders.
For a more in-depth view on the specific policies of either of the top candidates check their
campaign webpages that will for sure shed light
on any possible doubt. Nonetheless, one thing
is for sure: The World will have their eyes on this
US elections that promise to be as daring as ever.

Sources:
Joe Biden website
Bernie Sanders website
CNN

The next US Presidential Elections promise to be
as challenging as ever for the current candidates
and will certainly depict the variety of optimal
policy choices characteristic of both republicans
and democrats. We have the harsh “America First”
set of policies to which Trump has gotten us used
to for the past four years, facing either a certain
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THE CHINESE RESPONSE
TO THE CORONAVIRUS: AN
ABBREVIATED TIMELINE

Covered by David Gravanita
Third- year Bachelor student in Economics

Sometime in early to mid-November, a novel coronavirus emerged in Wuhan, Hebei province in China.
Originally present in bats, the origin of most coronaviruses, it may have passed down to pangolins first,
and from then on to Humans, likely in a wet market on the outskirts of Wuhan. The virus grew exponentially, as viruses do: the first reported case occurred on December 8th; by December 17th there were
already around 30 cases; and 600 by December 20th. Chinese authorities did not initially realise this was
a new pathogen, but must have quickly learnt the fact.
Local officials reported strange cases of pneumonia to the local Centres for Disease Control by the
26th, and doctors would start to spread rumours
amongst themselves of a new SARS-like virus. By
the end of the month, some doctors would be officially reprimanded and later arrested for spreading unofficial rumours– some, like the now martyrized Li Wenliang, eventually died of the disease
themselves. On the 31st, the national news media
would report on this new virus, indicating that
Zhongnanhai was aware of events, contradicting
the current official narrative, which emphasises
the mismanagement of local and provincial, not
national, authorities.

Citizans of Wuhan | Source: Expresso
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The novel coronavirus was officially sequenced
on January 7th. In fact, it had been sequenced
two weeks earlier. We know this as in an effort
to find reports of incompetence on the part of
local officials, newspaper reporting was given
free rein. Caixin, a business magazine, uncovered that the novel coronavirus was first isolated on December 24th, and fully sequenced on
December 27th. However, the lab responsible was
ordered to shutdown. The samples and sequencing destroyed. Caixin would be further allowed to
publish editorials calling for “total transparency
and truth”, and a greater role for NGOs; when the
local Wuhan government organised a session for
thanking the communist party for its role in the

ASIA
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fight, the magazine published an opinion piece
saying “to the [local Wuhan] government: You
need to rein in your arrogance and humbly offer
thanks to your masters”. Attempts to scapegoat
Wuhan authorities are transparent; but some
of the blame must lie with the central government in Beijing — whose experts, such as Wang
Guangfa, would report that the virus was under
control, only to themselves fall to the virus days
later.

one another in imposing further restrictions. On
February 1st Wuhan took a further step and quarantined at central locations, such as makeshift
hospitals or hotels, all confirmed and suspicious
cases, regardless of severity. According to studies
it was this measure that allowed the basic contagion number R0 to drop below 1, a sufficient condition for the eventual eradication of the disease;
most cases in Wuhan, from before this measure,
have origin in infected family members.

“YOU NEED TO REIN IN YOUR
ARROGANCE AND HUMBLY OFFER
THANKS TO YOUR MASTERS”

At the time these measures were implemented
they seemed extreme. They were not. While
numbers of confirmed cases from China are not
to be trusted, the trend is clear. The initial cover
up condemned many in Wuhan and Hubei to pain
and suffering, but provinces such as Guangdong,
Sichuan, or Tibet likely had at most a couple of
hundred cases when lockdown measures were
imposed. While the damage to the Chinese
Economy was great and deep, it would have been
worse still had decisive measures not been taken
country-wide on the 23rd. What is also unavoidable, is that the initial cover up, likely for the temporary benefit of now expelled local cadres, has
cost China and the world dearly.

During the first 3 weeks of January, the Chinese
response to the virus can largely be described
as a cover-up, with largely false information
being transmitted to the media. Officials initially claimed that there was no evidence of
human transmission of the virus, and hence that
the closing of the wet market, on January 1st,
would put an end to new cases. The World Health
Organisation repeated these baseless claims. The
cover-up had political reasons, as the Wuhan and
later Hubei-wide communist party plenaries were
in session, a time when politicians avoid any and
all negative coverage. Between January 12th and
17th, the Health Commission of Wuhan did not
report a single new case, pretending the crisis to
be over. And on the 19th, the government held a
banquet with more than 10 thousand families, in
celebration of Chinese New Year. The Lunar calendar would significantly complicate events as
more than 4.3 million people would travel out
of Wuhan from January 11th until the lockdown
was imposed.
The abrupt change in policy was decreed January
23rd in Wuhan, and was soon extended to the
rest of the country. It was, without question, a
decision from the very top, even if implemented
by regional officials. The measures implemented
during this lockdown involved a mix of business
and industry closures, severe travel restrictions
(both local and especially between provinces),
quarantining of recent travellers, and, in the
case of Wuhan, a complete traffic ban. As usual
in the Chinese system, once the direction had
been set by the top, local cadres rushed to out-do

Sources:
Wuhan Government
Caixinglobal
Axios
Scmp
Scmp: First case
WHO
Harvard University

SPRING EDITION 2020

12

REGIONAL COVERAGE

AFRICAN COUNTRIES SHOULD
COOPERATE MORE
Covered by Carlos Oliveira
Third- year Bachelor student in Economics
We all know Africa is the undeveloped continent, it is a law of nature. News about a “new African boom”
or “how (fill in the blank) is transforming Africa” are not uncommon, but we are all conscious that Africa
will not be close to catching up with any other continent in the foreseeable future. Economist Leandro de
la Escosura even found that “compared to the developed world, human development in Africa stopped
catching up in 1980 and began to fall behind”.
That is not to say that it will not happen – it most
certainly will – but, together with a bunch of other
factors, for Africa to start catching up with the rest of
the world there is something that will have to happen:
it will have to become more integrated and gain
autonomy from the rest of the world. African countries will have to rely more on their continental counterparts in order to end the subservience they have
to developed countries and start truly converging.
Of course, there are factors that explain the slow
pace of this process. One example is the autocratic
character of most African governments, that do
not want to spoil the status quo that keeps them in
power. For instance, Nobel prize-winning economist
Angus Deaton has argued that aid from developed
countries may be hurting instead of helping poor

An African Landscape | Source: Sapo Viagens
NEC MAGAZINE

countries, as a substantial part of those funds end
up in the pockets of the ruling elites, that then
resist changes that could threaten this status of
dependency.
But for the development of their countries, African
governments should strive for integration in a
variety of areas, from human rights and peacekeeping to battling diseases and promoting education, potentially through the expansion of the
African Union and looking at examples like the
European Union for ways of how (and how not)
to do it. With this being said, if there is one area
which is particularly correlated with human development it is economic development, so that will
be the focus of this text.

AFRICA
Probably the main factor stalling economic progress in these countries is their economic structure.
Most African economies are entirely dependent on
the exportation of a small set of commodities to
developed countries just to stay afloat. Practically
all African countries have their main trading partners in more developed countries outside of the
continent and their main exports are all commodities like petroleum, minerals or agricultural goods.

“MOST AFRICAN ECONOMIES ARE
ENTIRELY DEPENDENT ON THE
EXPORTATION OF A SMALL SET
OF COMMODITIES TO DEVELOPED
COUNTRIES JUST TO STAY AFLOAT.”
As they do not have the industrial capacity or diversity to manufacture the goods they consume, the
revenues from exporting commodities to developed and developing countries are used to import
the final goods they need to subsist from those
same developed countries, leaving no profit margin
to invest and therefore develop autonomously.
Economic integration between African countries
can change that, making it crucial for their longterm development.
First, the creation of an African common market
would drastically reduce trade barriers and the
costs associated with it (not just tariffs, but very
importantly, non-tariff barriers like bureaucratic
procedures and transit fees, that amount to remarkably large trading costs in this continent), also facilitating the construction of much-needed trade
infrastructure that has been blocked by differing
interests and these same barriers.
This in turn would allow countries to shift a big
share of their trade flows to countries inside Africa,
mitigating the losses from differences in trading
power that they have when trading with richer
countries and, therefore, create a demand for new
types of goods and services within the continent,
that generates incentives for countries to diversify
their production structure.
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Ultimately, African countries would be much
more cooperative with each other and much less
dependent on developed countries.
The creation of the African Continental Free Trade
Area in 2018 was a step in that direction. Currently
comprising 28 countries, it requires members to
remove tariffs from 90% of goods and other kinds
of trade barriers (and wants to go even further in
the future by, for example, establishing a customs
union). Nevertheless, it is still far from what the
region needs in this regard.
Finally, there is something that cannot be stressed
enough. Any way of economically integrating Africa will have to be extremely prudent, as
big problems will arise if it is not done properly.
Notably, focusing only on trade liberalization will
most likely do more harm than good, by deepening inequalities within and between countries, so
it is imperative that there are policies and regulations to prevent that (the EU, for example, has
structural funds and mechanisms to ensure equitable growth that can be replicated).

Sources:
VoxEU
We Forum
United Nations
Brookings
The Washington Post

Industries would also be able to cross borders and
enjoy significant gains from economies of scale,
while the free movement of capital would boost
investment diversification, dispersing risk throughout the continent and making these economies less
vulnerable to country-specific economic shocks.
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INTERVIEW WITH CARLOS COSTA
PART I

Interview Team: Daniel Oliveira, Hugo Sousa,
João Cortes and Pedro Pereira
Translation by Ana Catarina Pintassilgo
Date of the interview: 27 January 2020.

INTERVIEWEE: Carlos Costa is a Portuguese economist and the current Governor of the Banco de Portugal,
a position he has held for almost 10 years. Prior to his occupation as Governor, Carlos Costa was VicePresident of the European Investment Bank (2006-2010) and Board member of Caixa Geral de Depósitos
Group (2004-2006).

INTERVIEWER : What are the main challenges that the
new President of the European Central Bank, Christine
Lagarde, faces in her term?

“ MONETARY POLICY SEEMS FAR REMOVED
FROM CITIZENS’ DAILY LIFE; THEY
UNDERSTAND WHAT INFLATION IS BUT
DO NOT UNDERSTAND THE INTERECTION
BETWEEN MONETARY POLICY AND
INFLATION ”

CARLOS COSTA : The mandate of the European Central
Bank is to ensure the effectiveness of monetary policy
in delivering price stability, defined as an inflation rate
below, but close to, 2% over the medium term. Given
that we have been recording inflation rates well below
2%, the main challenge is certainly to allow monetary
policy to be transmitted to the real economy and con- Monetary policy seems far removed from citizens’
daily life; they understand what inflation is but do not
sequently to the formation of prices and wages.
understand the interaction between monetary policy
President Christine Lagarde is naturally entrusted with and inflation. Citizens expect nominal stability, in the
the responsibility of designing and implementing the sense of an inflation rate below, but close to, 2%, while
policies that will deliver the European Central Bank’s complaining about negative interest rates. The fact
mandate. We lived through a period of exceptional pol- that those negative interest rates are a condition to
icies and we must know how long we can continue to achieve nominal stability is not readily understood by
follow this policy pattern. We must know which mon- the public. Indeed, negative interest rates and monetary policy strategy to follow in this new framework, etary policy have allowed the European economy to
this “new normality”. Accordingly, another challenge will recover, promoted the creation of employment, and
be to revise the (currently ongoing) monetary policy made it possible to avoid a situation of deflation that
strategy.
would have been much costlier. Sometimes, the relationship between the monetary policy instruments and
An additional challenge will be to continue building their results is not understood.
consensus among the Eurosystem governors, since
the President of the European Central Bank is also the INTERVIEWER : In the long run, will this “negative interPresident of the Governing Council, which is the deci- est rate” policy be sustainable?
sion-making body. An adequate communication is also
key to making monetary policy understood by economic CARLOS COSTA : We expect the inflation rate to conagents and the population in general.
verge to what we consider to be “nominal stability”.
Once the inflation rate is normalized, monetary policy
will also be normalized.
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Carlos Costa | Souce : Jornal Económico ( Mário Proença/Bloomberg )

INTERVIEWER : Which do you consider to be the structural problems in the Portuguese economy and what
are their causal factors? In addition, what can the Bank
of Portugal and economic agents do to face these
problems?
CARLOS COSTA : The first thing we need are properly
capitalized firms, but equity in itself is not enough to
ensure a company’s profitability. For that, it is necessary to have a product, a technology and a market.
These three conditions are not static; they are part of
a dynamic reality.
We must have firms with equity, capacity for innovation and capacity to monitor markets, in order to
ensure that firms will be able to survive technological changes, changes in market preferences and pressures from the entry of new lower-cost competitors
in the market.
Therefore, the big question is “what is the ability of
firms to remain competitive or reinforce their competitiveness”. This depends on three factors: first, having
a business model, which means having a product, a
technology and a market; second, having production
conditions, which means having qualified employees, as well as managers with a strategy and ability
to put the business model into practice; and lastly,
having the ability to absorb knowledge and produce
innovation, as this connection between management,
capital and human resources is only virtuous if it is
permanently fed with new production possibilities,
new products or new markets.

And how do we get qualified employees or workers?
Education and professional training.
How can we achieve a strategic vision and management capacity? It will involve both the organization
and scale of firms and the relationship between ownership and management. If firms are not able to scale
up, they will not be able to absorb knowledge, nor
can they have an adequate organization to feed this
dynamic. In turn, for companies to scale up they must
be able to separate ownership from management. If
management is excessively subordinated to ownership, the firm’s outreach will be that of the owner’s
arm… and both will necessarily be limited. If, on
top of that, the owner has additional constraints on
raising capital, then the firm will already have two
limitations.
What usually happens to an expanding firm is that it
can raise more capital (meaning that it goes public)
and more management capacity. The latter means
that it is able to delegate management, professionalize management and distinguish between the control
function (which is the responsibility of the capital
holder) and the planning function of the current
management strategy (which is the responsibility
of management). We need to be able to assimilate
the human capital that comes from universities and
effectively transform it into a management model.
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When we talk about management in Portugal, we
have to distinguish between the quality of managers
and the quality of the management model. Schools
provide quality managers, but firms are not using
robust management models, because they lack an
adequate organization, which often prevents them
from, for instance, separating the marketing function
from the innovation function or the production function. In order to be able to separate these functions,
scale is necessary. By not being able to scale up, firms
are limited to the conditions they have. Scale determines an organization’s model and, in turn, scale is
determined by the ability to raise capital.
Then, we have an additional set of constraints, of a
socio-political nature. Any given society may constrain or enhance business activity, depending on
how it views the relationship between production
and well-being. A society that prioritizes well-being
over the effectiveness of the productive fabric and
thinks that one can have the former without the
latter, is a society that tends to penalize the productive system, because it tends to demand wealth, dividends and compensations before producing them.
A society that realizes in turn that attaining a certain
level of well-being requires production will enhance
production and reap the corresponding dividend.
We must not forget that, within any given society,
there are opposing interests. These interests converge
and fight each other in any institution, since all of us
try to get the best out of the organization in which
we participate, in terms of wages, profits or goals. It is
necessary to find a consensus in which everyone realizes that there is something more important uniting
us, despite the differences. From the organization’s
perspective, there is the responsibility to find social
consensus around the distribution of income, corporate social responsibility, human resources development and even the organization’s self-regeneration.
Another relevant aspect is public policy, which is
related to incentives and their alignment, and will
reflect social consensus. It is necessary that incentives set by the society in general, and policymakers
in particular, reinforce the principle that you cannot
distribute what is not produced, in order to avoid
strangling the productive system.
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“IT IS NECESSARY THAT INCENTIVES SET BY
THE SOCIETY IN GENERAL (...) REINFORCE
THE PRINCIPLE THAT YOU CANNOT
DISTRIBUTE WHAT IS NOT PRODUCED,
IN ORDER TO AVOID STRANGLING THE
PRODUCTIVE SYSTEM.”
All in all, we must understand that everyone must
uphold their own interests without putting economic
growth at risk. In some countries, this was made possible by creating competition committees or national
forums for competitiveness, within which unions and
employers discuss and public entities participate, all
of them seeking to understand how they can contribute to economic growth without giving away the right
to extract part of the results from this same economic
growth. The way this essential logic is put into practice depends on the culture of each society.
Lastly, the collective effort needed to understand the
determinants of well-being requires a good perception of external threats. If we lack this perception and
tend to think that tomorrow will be just like today, we
will always be behind the curve, losing competitiveness, or, at least, not reinforcing it.
In brief, the essential issues are: (i) education, (ii) management, (iii) quality of policies and incentives, and (iv)
mechanisms for building social consensus on income
distribution, production and competitiveness.
INTERVIEWER :And what measures can be used to
approach these essential questions?
CARLOS COSTA : First, we need to raise capital for productive investment. We need the financial system to
efficiently select the projects it finances, favouring
those with the highest return. The banking system
in particular must generate trust, so that savings are
provided and can be allocated to productive investments. The capital market must also convey trust and
be capable of channelling risk capital into productive
investment. For all this, we need firms to be transparent when reporting accounts, treat fairly the different participants in capital formation and have a clear
purpose in terms of growth and sustainability of their
business model.

17

Second, we need an education system that bears in
mind future needs, in terms of human capital quality
and skills, and the fact that all active workers must continue developing their human capital throughout their
lives, given that skills become obsolete. Thus, there must
be a permanent bridge between schools and firms, in
order to promote continuous learning. This way, firms
will be able to identify opportunities and universities
will be able to value the knowledge they produce.
The business elite must not be afraid of scaling up and
must know how to preserve the power to lead in a
larger-scale setting, in which full control doesn’t exist.
Here lies the distinction between a personal/private
kind of firm and a public (quoted) kind of firm. In the
latter, control is legitimized by the management model
and vision, rather than by capital ownership. Typically,
large international firms have a vision that is enhanced
by the capital they bring to projects. We must have the
ability to raise capital for firms that have a proper business model and potential to grow; we must promote
transparency, minimize uncertainty and maximize trust
for everyone that can invest, so that the only risk they
face is the intrinsic risk of the business model. Business
risks are controlled and regulated by law, so it is possible to build a climate of trust in investment. The higher
the uncertainty, the higher the risk aversion, and therefore the higher the risk premium investors will demand.

TO BE CONTINUED IN THE NEXT EDITION...
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THE IMPAC T OF COVID-19 ON
THE LABOR MARKET
Written by Inês Philippart
First- year Master student in Economics

This global outbreak has seriously impacted the
economy and job security and it will most likely have
long-lasting effects.

As witnessed in previous crises, the shock to labor
demand is likely to translate into significant downward
adjustments to wages and working hours.

The coronavirus has led to an interruption in a lot of
economic sectors, which in turn leads to a chain of
interruptions in client payments to the firms and payments from the firms to their suppliers and employees. Undoubtedly, the coronavirus crisis has changed
the worldwide job market.

The more vulnerable groups are the young workers,
who were already facing high unemployment rates
and underemployment, the old workers, due to their
economic vulnerabilities, and female workers, who are
over-represented in more affected sectors.

Several industries will be severely harmed and experience a lot of job destruction which will make people
within these industries face extreme difficulties in
finding a new job. Companies that are in the travel,
hotel, airlines, sporting events, concerts and restaurant sectors will be crushed. Department stores,
malls and retailers will lose business and shed jobs,
as people are not leaving their homes.

“THE MORE VULNERABLE GROUPS
ARE THE YOUNG WORKERS, WHO ARE
ALREADY FACING HIGH UNEMPLOYMENT
RATES AND UNDEREMPLOYMENT (...)”

Besides these, small and medium-sized companies
and startups may face extinction. Others will most
likely be forced to downsize their employees and
reduce working hours and wages.
Giant global corporations, like Amazon, Google,
Apple, Microsoft and Netflix, will have higher chances
of surviving the economic recession caused by the
outbreak.
However, there will be sectors, companies and
workers that may benefit from this tragedy, namely
online companies, healthcare providers, pharmaceutical companies working on cures for diseases, technology companies and services, such as Zoom, and
businesses on the online entertainment industry and
gaming.
The tendency of digitalization of businesses will
increase during these times and companies will have
to rethink their business model and operations structure in order to adapt to the crises.
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The International Labor Organization (ILO) has built
three scenarios based on the strength of the effects of
the virus (low, mid and high). The “low” scenario where
GDP growth drops by around 2 per cent, estimates
global unemployment would increase by 5.3 million.
The “Mid” scenario where GDP growth drops by 4 per
cent, estimates global unemployment would increase
by 13 million (7.4 million in high-income countries);
the “High” scenario where COVID-19 has serious disruptive effects, reducing GDP growth by around 8 per
cent, estimates global unemployment would increase
by 24.7 million.
By comparison, the 2008-09 global financial crisis
increased global unemployment by 22 million. This
means that if the high scenario on the effects of COVID19 materializes, the impact on the labor market will
be stronger than the impact caused by the financial
crisis of 2008.
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Source: Politico/ John Minchillo/AP Photo

Lately, several measures to deal with this shock in
labor demand have been discussed across the globe,
regarding employee protection and firm recovery.
The recovery will depend on how persistent the coronavirus effects are in the economy. If the effects are
transitory, then the recovery curve will be V-shaped. If
they are more persistent, the recovery will be slower
and present a U-shape.
The simplified lay-off, one of the measures discussed
and applied in Portugal, allows the recuperation
process of firms to be quicker. While employees still
get 70% of their base income salary, firms only pay
for 30% of this income, which relieves the financial
burden and ensures the firm’s sustainability.
Financial support and tax relief have also been introduced in a number of countries. In the UK the government is providing additional £2.2 billion funding for
local authorities to support small businesses.

Unemployment benefits have been expanded in
several countries. In the Philippines, the Social Security Scheme is prepared to pay unemployment benefits to some 30,000 to 60,000 workers projected to
lose their jobs following possible layoffs or business
closures.
While these measures can help to contain the economic effects of the pandemic in the labor market,
to respond to the emergency needs it has generated and to pave the way to a gradual recovery, it is
clear that more needs to be done. It is crucial to impose preventative measures for a longer time span
and not just reactional short-term measures.
Sources:
ILO
CNBC
EuroNews
Forbes
Antena 1

In France, tax relief measures allow all companies to
defer “without justification, formalities or penalties”
the payment of contributions and taxes that were due
in March 2020. Italy has introduced tax breaks and
waivers for social security contributions.
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