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Dear reader,
As we are slowly recovering from the impacts of COVID-19, we are as well
understanding the importance of evidence-based actions and the role that
public policy plays in crucial moments.
That is why it is of paramount importance that citizens are involved and clarified about the issues that affect their daily lives, in societies where misinformation and indifference continue to be dominant.
NEC is playing its role: we are launching now the 25th edition of NEC Magazine,
where educational performance and tax justice are the two hot topics. As
every edition before, it was developed by an amazing team, committed to
delivering a source of reliable information, accessible to everyone, where the
contents are exposed in a clear and independent manner.
Moreover, you will be able to get up to date with our recently published
research projects.
I wish you all pleasant and clarifying readings,
Tomás Rebelo de Andrade
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LETTER FROM THE EDITORS

EDITORIAL
Dear Reader,
The beginning of this very unusual semester brings another edition of the Nova Economics Club
Magazine. We hope you are safe and willing to expand your knowledge!
This past summer, we took the opportunity to rethink the structure of the magazine, taking into
account our goals for the future as well as our past. Therefore, some of our previous columns
have returned, although with some alterations. The system, however, will remain seasonal.
In this edition, you will be able to read articles written by our members covering education, the
flat tax rate system and tax evasion. Additionally, the second part of the interview with the nowformer Governor of Banco de Portugal, Carlos Costa, can also be found in this edition.
Finally, you get some insights on the research projects developed by the club, review some of
the most important events of the past few months and get some new ideas of podcasts to ear
in your commuting time!
We hope that you enjoy reading this edition and that you have an amazing semester!
Your NEC Magazine Team.
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4 NEC ARTICLE

HOW MUCH SHOULD A
GOVERNMENT SPEND ON
EDUCATION TO IMPROVE PISA

Covered by Hugo Sousa
Second- year Bachelor student in Economics

The future development of our societies and economies depends on an extremely important sector,
which is sometimes forgotten – education. On that area, one of the curious questions is the possible
existence of an impact of public spending on the students’ performance .
The most commonly used way to measure
the students’ performance is PISA – the
OECD’s Programme for International Student
Assessment. According to the OECD, “PISA measures 15-year-olds’ ability to use their reading,
mathematics and science knowledge and skills
to meet real-life challenges”. Thus, despite some
doubts about the true significance of its results
on the quality of education, this programme
seems to be an important tool to understand
if the educational system and the public policies implemented in each country are being efficient or not.
In 2018, the students of the provinces of China
that decided to participate in these tests were the
best in the world. However, it is also important to
underline that these provinces are not representative of the whole country, which is a handicap
to a better comparison of the countries. China’s
provinces were followed by Singapore, Estonia,
Japan, South Korea, and Canada on the average
of the three tests – mathematics, science and
reading. Portugal was in the 27th position. The
students from the Dominican Republic obtained
the worst results.

As it is possible to observe, Norway is the country
with the highest level of public spending on education as a percentage of GDP – 7.98% – and the
Norwegian students had a good performance,
but missed their place on the top 20 countries/
regions. On the other hand, Chinese students
were the best ones on the tests, and the relative
public spending was the lowest one. Does this
mean that there is no correlation? No, because
the most recent value of Chinese public spending available on the World Bank was from 1999
and China is clearly an outlier. China Education
Centre recently indicated that investment in education to be about 4% of total GDP in China, but
there is no official data available. Furthermore, as
mentioned before, only some metropolitan areas
of China participated in PISA tests, which might
be an explanation for the better results.
The positive slope of the trendline seems to
suggest that the more a country spends on
education, the better the results on PISA are.
Nevertheless, by a statistical point of view, the
coefficient of determination is 15.3%, meaning
there is low evidence of a linear relationship
between the variables

The implementation of educational public
policies depends on the money spent by the
Government of each country on Education.
Therefore, the correlation between the last value
available for public spending on education in
percentage of GDP and the average of the results
of the three PISA tests (reading, mathematics,
and science) in 2018 was analysed. Only 70 of the
77 countries analysed in PISA 2018 were considered since they were the only ones which had the
public spending value available. The relationship
obtained is given by the scatter plot in figure 1.
Figure 1- Scatter Plot | Databases: OECD and World
Bank
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Figure 2 | Source: Factsmap

Using the slope of the regression line of this
model, it is possible to conclude that if the
Government of one of these 70 countries spends
an additional 1% of GDP on education, its PISA
results could increase, on average, 14 points.
Moreover, according with the interception of
the trendline, in a hypothetical scenario where a
Government does not have any public spending
on education, the expected PISA result of that
country would be, on average, 389.31 points,
which is a higher score than the Dominican
Republic’s one. Despite the weak correlation,
the Dominican Republic, excluding China, was
the country that spent the less on education
as a percentage of GDP, which might explain
the worst results.
It is curious to observe that the top countries
initially mentioned in PISA 2018 tests are not
the ones where the public spending is higher.
Estonia, Japan, South Korea, and Canada’s
Governments spent 5.17%, 3.19%, 4.59% and
5.27% of GDP on education, respectively. Thus,
the success of these countries depends on other
factors that are not related with the public
spending. For example, 93% of Japanese students, whose country has a low percentage
of their Domestic Product spent on this area,
reported that their teacher never, or only in
some lessons, has to wait a long time before
students settle down, since Japanese society
has a huge respect for teachers.

However, the OECD average is 72%. Thus,
despite having big classes with more than 40
students, the learning in Japanese classrooms
is very efficient for all.
Therefore, it is possible to conclude that the
culture of the country is an important factor in
the success of the students of a certain country.
Does this mean that all countries should change
their culture to be more similar to the Japanese
one? No. This means that the educational policies should be adapted to the culture of the
students.
There are no magic potions to educational
success. Despite the public spending being an
important tool that should not be ignored, it
seems not to be the most important factor in
student’s results on PISA. Therefore, the money
spent by Governments on education cannot be
efficient if the educational system and policies
are not adapted to the culture of the country
where they are implemented.
Sources:
World Bank
OECD
PaperSeed Foundation
China Education Center
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A FLAT INCOME TAX RATE SYSTEM
AND HOW IT CAN BE PROGRESSIVE
Covered by Henrique Santos
Third- year Bachelor student in Economics
The discussion around a flat income tax rate system often gets more political than economic or scientific.
Especially in the Portuguese case, where this measure was proposed by the liberals in the 2019 electoral
campaign for parliament. In fact, many misleading ideas were said (and not contradicted), which hurts
public opinion without a scientific background. One of the greatest was that this system would not be
progressive.
Without going into much detail, it is first important to understand what currently happens in
the Portuguese case. There are 7 different marginal tax rates, like the ones in figure 1. Moreover,
an additional solidarity tax of 2.5% is applied to
income on the last tax bracket until 250,000€
and of 5% above that income. The Marginal Tax
Rate refers to the rate that is applied to any extra
euro of income on that tax level. The Average Tax
Rate refers to the median tax rate that is actually

This is one thing that some criticists of our system
point to be a sign of regressivity in the tax system,
rather than progressivity. Nonetheless, it is important to point out that there are ceilings to these
deductibles and that they usually refer to basic
needs such as housing or education.

Figure 1 | Source: Economias

Another critic frequently pointed out has to do
with the amount of resources that need to be
spent to gather this much information for the
fiscal authorities. Some also argue that these complicated systems offer low transparency and that
a flat tax rate could increase compliance in countries with high records of tax avoidance. The data
and the literature suggest that a flat tax does not
necessarily increase simplicity, as in many countries who adopted this scheme (Estonia, Lithuania,
Latvia, Russia, Serbia, Ukraine, Slovakia, Georgia,
Romania, FYR Macedonia, Montenegro and
Albania, just to name some EU member states and
neighbouring countries examples), many exemptions and loopholes still prevail.

Furthermore, in the Portuguese IRS (Imposto
sobre o Rendimento dos Singulares) system,
there are also many deductibles. For instance, no
income below a minimum threshold of 9,215€ is
taxed and, if we are talking about labour income,
there is another 4,104€ deduction to the taxable
income. Based on people’s consumption, there
are also other tax deductibles. That means that as
I consume more, I can get a higher “discount” on
my personal income tax.
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A progressive tax system is characterized by a
system where the higher the income, the higher
the tax rate. It is an important public policy instrument to correct inequality and allow redistribution. On the other hand, a regressive tax system
is a uniform tax rate applied to all individuals. An
example can be the value-added tax, where the
tax is the same for any individual who buys that
good, meaning it takes a larger percentage of
income from low-income households than highincome ones. That is the reason for the regressivity critic – higher-income households consume
more, meaning they can deduct more tax and
smooth the progressivity of the IRS. That progressivity is thus distorted by many special taxes,
exemptions and deductibles.

Figure 2 – Average tax rates with a flat income tax of 50% vs the Portuguese system

There also lack evidence in favour that such reform
could boost economic growth, given that it is hard
to isolate the effect of a particular tax reform.
Nonetheless, there can be some gains from
introducing such system. A recent study from
Corina Boar and Virgiliu Midrigan on Efficient
Redistribution found that a flat tax on capital
and labour income would be nearly optimal. In
fact, it points out this to be an efficient way of
assuring redistribution in an unequal society. The
system would also most surely reduce the costs
with the fiscal authorities, making the tax collection process simpler and more transparent.
At last, it is important to go back to the first question put out – can a flat income tax rate be progressive? The answer is that, if we look to the average
tax rates and introduce a 0% tax bracket for income
below the minimum wage, it will be progressive.
We can make a simulation of what the average
tax rates would look like in the Portuguese case
where our annual minimum wage (14 months) is
8,890€ (2020 values) and consider that we would
apply a marginal tax rate of 50%.

What the graph shows is that adopting such
policy of a flat tax of 50% would leave low and
middle-income families more or less the same,
with a small tax relief. The higher-income families would then start paying higher average tax
rates at lower income levels, despite a certain tax
relief for very high levels of income.
This simulation is, of course, an approximation, as
we ignore further deductions and particularities
of the current Portuguese system. Nonetheless, it
is elucidative of the progressiveness of the policy
suggestion that would be mainly characterized
by its simplicity and transparency, in opposition
to our current system.
In conclusion, it is false that a flat tax rate system
is necessarily non-progressive. It is an alternative
tax system that can even assure a higher progressivity than the one in place in Portugal. As
for transparency and simplicity, there seem to
be some gains, although exemptions and loopholes like seen in other countries could harm
this feature. Also, according to the literature,
the policy could have efficiency gains, but the
data cannot show gains in economic growth.
Nonetheless, it seems much clearer now that this
policy is far from being non-sense, as portrayed
in Portugal’s public opinion in the last year.

The maximum marginal tax rate currently in place
is 48%, nonetheless, with the additional solidarity taxes, that rate goes until 53%. That means
Sources:
that, eventually, for really high-income levels, the
Boar,
Corina;
Midrigan,
Virgiliu.
“Efficient
Redistriaverage tax rate with the flat tax policy will be
tubtion”.
smaller than the current IRS system. The results
Fiscal Authorities (Autoridade Tributária e Aduaneiare showed in figure 2 and compared with the
ra)
current Portuguese system.
ECB
Investopedia
Dinheiro Vivo
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HIGHER EDUCATION AND ITS
ACCESSIBILIT Y

Covered by Daniel Silva
Second-year Bachelor student in Economics

In the past 50 years, most developed countries have been giving substantially more importance
to higher education. Admittedly, the accessibility to higher education has improved within the
developed countries, however, there is still a need to assist the less fortunate, those who come
from a lower socioeconomic status.
Throughout the years, economists have
studied what influences education. This
topic is in constant discussion, so, there are
plenty of studies trying to find correlations
between education and other factors and,
although many projects are from multiple
regions, most researchers got similar conclusions. Undoubtedly, one of the correlations
that gets more attention is the one between
the overall background environment of a
student and its academic achievements.
Meaning that the background environment, which includes factors such as household income, parental education, the neighbourhood that the student lives in, what type
of school it attends and even the number
of books at home, influence the students’
grades and outcomes. But how can this be
explained? Let’s start by defining socioeconomic status as a combination of household
income, parental occupations, working hours
and accessibility to all basic needs. With this,
it’s easier to understand how most factors are
related. For example, if both parents went to
university, they most likely got a well-paying job and other benefits. With these conditions, the couple can live in a decent place
and raise a child in a good environment, providing all necessary materials and possibly
becoming second teachers to the child and
even guide and counsel it on how to perform
well in school. Consequently, the privileged
children, by having a good and supportive
environment, will see their grades rise and
often end up having higher results than less
fortunate students.
This chain of events is often discussed and
the existence of a correlation between
social factors and academic success gives us
clues on the possible approach to this topic.

NEC MAGAZINE

One of the most relevant studies was conducted in 2017 by professors Marilou
Ioakimidis and George Papakonstantinou,
from University of Peloponnese, Greece. They
were able to have a sample of 2370 Greek
university students, making their results one
of the most reliable out there. The most interesting conclusions of their paper were based
around the affordability of higher education,
showing that 79% of Greek students come
from ‘management class’ families, whereas
only 21% are from ‘working class’ families. Another important statement of their
paper was the fact that, much like Greece,
most developed countries behave similarly
since higher education is substantially more
affordable for the upper socioeconomic
classes. This shows that, not only it’s harder
for these families to afford higher education,
it also creates a kind of ‘bubble’ environment
within those universities, where most students have similar privileged backgrounds.
Another relevant study was organized by
professor Sue Thomson in partnership with
the University of Queensland. This paper
used information from previous studies and
complemented it by stating that, the schools
themselves have little to no effect in a students’ outcomes, rather, it is the school environment and the social background of fellow
students that have a positive relationship
with academic achievement. This means that
schools which have a large percentage of
students coming from a high socioeconomic
background may also see their students with
better outcomes than other schools, which
will indirectly impact their access to higher
education.

Figure 1- Student | Source: Uniarea

So far, it was explained that the socioeconomic
status of a students’ family is a deciding factor
in its academic future, but how different are the
outcomes of these students?
The Federal Government of the U.S.A released
data about the socioeconomic status of students and how it impacts enrolment on higher
education, back in 2019. The article consisted of
many facts, however the most relevant were the
many comparisons of academic achievements
of students from the highest and the lowest of
socioeconomic status. For example, those from
the highest quintile (78%) were 50 percentage
points more likely to be enrolled in college in
2016 than were their peers from the lowest quintile (28%). Not only that, but also wealthier students were much more likely to enrol at a fouryear college than at a community college or forprofit institution.
The most common measures taken to decrease
these inequalities consist of cutting down tuition
fees (such as Portugal’s policy of a gradual
decrease of 20% each year) or a general increase
in scholarships. Though it helps, there is always
room for improvement, possible measures could
be consistent support to the student in graduation and career development (instead of just
improving entry rates), a wider range of financial
instruments to improve affordability and incentives to higher education institutes to tackle this
problem.

Lastly, although it is correct to say that the accessibility to higher education has been improving
throughout the years, there are still inequalities
present. It would be wrong to say that everyone
has the same opportunities when it comes to education, therefore, developed countries should keep
investing in today’s students, either by improving
their grades or by redistributing income and cutting

Sources:
Thomson, S. Achievement at school and socioeconomic background—an educational perspective.
npj Science Learn 3, 5 (2018).
Ioakimidis, M. and Papakonstantinou, G. (2017) Socioeconomic Status and Its Effects on Higher Education Opportunity: The Case of Greece. Theoreti- cal
Economics Letters, 7, 1761-1769.
Veugelers, Reinhilde. A Policy Agenda for Improving
Access to Higher Education in the EU. Mar. 2011.
FED
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TAX EVASION AND THE IMPAC TS
IT HAS ON SOCIET Y
Covered by Ana Pintassilgo
Carlos Oliveira and
Inês Philippart

W HAT IS TA X E VA NS IO N (AN D TAX
AVO IDANC E ) ?
“ Tax evasion is the illegal non-payment or under-payment of taxes, usually by deliberately
making a false declaration or no declaration to tax authorities – such as by declaring less
income, profits or gains than the amounts actually earned, or by overstating deductions. It
entails criminal or civil legal penalties. Tax avoidance is the legal practice of seeking to minimise a tax bill by taking advantage of a loophole or exception to the rules, or adopting an unintended interpretation of the tax code. It usually refers to the practice of seeking to avoid paying
tax by adhering to the letter of the law but opposed to the spirit of the law. Proving intention is difficult; therefore the dividing line between avoidance and evasion is often unclear. ”
- TRANSPARENCY INTERNATIONAL
Tax evasion and tax avoidance (they are not the same) have been a hot topic over the past
years. Not that they are a new phenomenon – people have been evading taxes since the
very invention of taxes – but there has certainly been a growing interest by the general
public on this somewhat “boring” issue. And what is driving this much public attention, on
an issue that some decades ago would hardly catch any eyeballs, is the extent to which large
multinationals have been finding ways to evade taxes and the ease with which they do it.
The degree to which the world’s largest companies have been able to escape taxes has reached
very consequential levels, but the openness of it is what is different this time. Incidentally,
85% of people believe it is too easy for large companies to avoid paying tax in Britain. And
from all the large multinationals, it has mainly been the big tech companies that have put
the spotlight on this issue. Due to their completely new business models and the kind of
products they sell, it is easy for them to exploit the tax systems of their countries and others
(legally and illegally), shifting their profits around the world as a way of not paying taxes.
Amazon and Google are great examples.
The first has consistently avoided paying
any federal taxes in the US: “thanks to a
variety of tax credits and a significant tax
break available on pay handed out in the
form of company stock, Amazon actually received a federal tax rebate of $129
million last year, giving it an effective
federal tax rate of roughly -1 percent”. This
is a case of tax avoidance, as what Amazon
has been doing has not been proven to
be illegal. On the other hand, Google has
been sued multiple times for tax evasion
in the EU and has already paid fines due
to illegal activities. It was ordered to pay
nearly €1 billion to the French government
over allegations of tax fraud, for example
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Figure 1- Amazon’s profits and its tax

THE IM PAC T O F TA X E VA S ION IN THE ECON OMY
Tax evasion and tax avoidance (they are
not the same) have been a hot topic over
the past years. Not that they are a new phenomenon – people have been evading
taxes since the very invention of taxes – but
there has certainly been a growing interest by the general public on this somewhat “boring” issue. And what is driving
this much public attention, on an issue that
some decades ago would hardly catch any
eyeballs, is the extent to which large multinationals have been finding ways to evade
taxes and the ease with which they do it.
The degree to which the world’s largest companies have been able to escape taxes has
reached very consequential levels, but the
openness of it is what is different this time.
Incidentally, 85% of people believe it is too
easy for large companies to avoid paying
tax in Britain. And from all the large multinationals, it has mainly been the big tech
companies that have put the spotlight on
this issue. Due to their completely new business models and the kind of products they
sell, it is easy for them to exploit the tax
systems of their countries and others (legally
and illegally), shifting their profits around
the world as a way of not paying taxes.

Figure 3 - Tax Evasion Levels by Country

Individuals or corporations using an offshore
bank to hide a certain type of income from
the government are incurring in tax evasion.
The estimated global offshore wealth is US$
7.8 trillion in 2016 (EUR 7.5 trillion), or 10.4%
of global GDP – a considerable amount.
It is also found that the EU largest economies
are those who present the largest offshore
wealth in monetary value. However, in GDP
terms, the countries presenting the largest
offshore wealth are Cyprus, Malta, Portugal
and Greece. On the contrary, countries such
as Denmark, Finland, Sweden and Slovakia
are amongst the countries with the smallest
offshore wealth.

Figure 2 - EU28: Total Revenue Lost to International Tax Evansion (Billions of Euros)

Globally speaking, the United States is at the
top of the list of tax revenue lost. Although
the percentage of GDP effect is only 8.9%,
the billions of dollars lost due to evasion,
$345, is staggering.

Figure 4 - Total Offshore Wealth per Country
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THE EF F E C T O F TA X H AV E N S
The most common strategy people use when evading taxation is shifting income to a country
whose tax policies provide for lower rates or even no income tax at all, which are called tax
heavens. This is a matter of avoidance, since it is a legal measure that can be taken by individuals and corporations. Individuals make investments and put their earnings in foreign
accounts without having to report to their own country.
Tax havens adversely affect the budgetary revenue of countries with higher taxation and
thereby give rise to increased tax avoidance, causing financial instability and revenue inequality between countries.

F IG HTING TA X E VA S IO N
In past years, efforts have been made to combat tax evasion.
The OECD called for global co-operation, as no country acting on its own will be able to win
the fight against tax evasion, having advised countries to make available reports and financial
information on tax matters. In 2019, nearly 100 countries undertook automatic exchange of
information, which allowed their tax authorities to access data of 84 million financial accounts
held offshore by their residents, representing assets worth 10 trillion euros.
In Europe, in 2018, 74% of EU citizens wanted increased intervention from the EU to fight
tax evasion. The combat against tax evasion and the assurance of a fair taxation is one of the
priorities of the new von der Leyen Commission. At the beginning of 2020, the European
Commission launched an “Action Plan to Fight Tax Evasion”, where it proposes measures
against tax evasion such as the introduction of new digital tools, where information can be
exchanged in real-time between tax authorities; the strength of existing tools such as the
EUROFISC1 and the availability of tax data from digital platforms, aiming to fight tax evasion
of large digital companies.

Sources:
The Guardian
Transparency International
The Washington Post
DW
Effects of Tax Evasion in the US
Tax Havens Impact on the World Economy
European Commission - Taxation
OECD
European Commission - Law

1EUROFISC is a mechanism provided for Member States which allows for quick and targeted sharing
of information between all Member States on fraudulent activities.
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INTERVIEW WITH CARLOS
COSTA PART II
Interview Team: Daniel Oliveira, Hugo Sousa,
João Cortes and Pedro Pereira
Translation by Ana Catarina Pintassilgo

CLICK HERE TO READ PART I
INTERVIEWER : Non-performing loans (NPLs)
reduce the trust Portuguese people have in
financial institutions. However, recent data
have been positive; in Portugal, the percentage of NPLs has been decreasing since its peak
in 2015. Which measures of enhanced supervision has the Banco de Portugal been taking?
CARLOS COSTA : The NPLs that banks have
in their balance sheets, as shown in a study
published by the Banco de Portugal, were
created 10-15 years ago through a certain exuberant granting of credit. Measures taken by
the supervisor contribute to securing future
financial stability. The effects we see today
are a result of the past. NPLs are a consequence of past decisions, specifically of three
circumstances.
First, the granting of credit for the acquisition of shares in companies whose value has
depreciated in the meantime, which means
that those borrowers did not have the ability
to repay the financial entity.
Second, a large share of the credit was granted
to the non-tradable sector. The non-tradable
sector was very much dependent on public
sector-related demand, which decreased due
to a significant financial adjustment and a
contraction of public investment. In addition,
there was an overall contraction of domestic demand, which of course also affected the
construction sector.
Finally, there were NPLs that resulted from
the international crisis itself, since there was a
decrease in exports at a certain moment, and
then the subsequent recovery only benefited
NEC MAGAZINE

“ (...) THE LOW LEVEL OF EQUITY IN
OUR FIRMS DOESN’T ALLOW THEM
TO ABSORB THEIR LOSSES, WHICH
END UP BEING PASSED ON TO
BANKS THROUGH CREDIT DEFAULT ”
These three effects were boosted by a structural factor that is idiosyncratic to Portugal:
the high leverage of firms. In other words,
the low level of equity in our firms doesn’t
allow them to absorb their losses, which end
up being passed on to banks through credit
default.
Additionally, our financial system was also
highly leveraged, given that it was extensively
financed through foreign credit. Therefore,
both our production and financial systems
were highly leveraged, which means that both
were greatly exposed to cyclical fluctuations.
The Portuguese financial system didn’t have
the robustness to face disruptions such as the
Lehman crisis, and the Portuguese production system could not absorb its losses. This
explains the combination of circumstances
that occurred in the Portuguese economy: on
the one hand, there was an increase in NPLs by
companies, due to the domestic and international crisis; on the other, banks found it very
difficult to fund the economy, since they were
dependent on international financing. This
second effect wasn’t felt in practice, since the
contraction in demand for credit was greater
than the reduction of the financing capacity
of banks. In other words, financial institutions
couldn’t keep financing the economy as they
used to, but companies didn’t ask for financing to the same extent either.

INTERVIEWER : Do you think the future will INTERVIEWER: Regarding transparency,
imply a vaster revitalization of the firms with which measures and structures are missing
the problems you mentioned?
in Portugal?
CARLOS COSTA : Well, three things must surely
happen. First, banks must absorb losses from
NPLs. Second, non-financial firms must also
absorb their own losses when they have
enough capital to do so. Third, both banks and
non-financial firms must strengthen their
equity. Both must have the capacity to go
through an economic recession without aggravating its effects on other economic agents and
this can only happen if both increase their
equity levels and absorb their own losses. Banks
are already increasing their equity levels and
non-financial firms must do the same.

CARLOS COSTA : The governance model of
firms must be continuously improved.

CARLOS COSTA : We need to promote transparency in firms’ accounts by enforcing account
certification, and we also need to separate the
role of management from the role of ownership.
The manager must envision the firm’s optimal
path and encourage the owner to increase
scale and production capacity. Then, through
transparent accounts, he needs to build a great
project and a sound business model, attractive
enough to be financed by the bank or, better
still, by capital markets. A good manager knows
that he naturally incurs in risks inherent to any
investment, but there is one risk he doesn’t
want to incur, and that is the risk associated
with opacity. Transparency and account certification are in the interest of both the bank and
the borrower, because they ensure there is no
undue advantage to any participant.

•The firm must be able to present credible
and transparent accounts. The manager
must be transparent regarding past and
future projects of the firm. If every main risk is
explained at the beginning, investors cannot
consider themselves disappointed with the
final result. If every participant is aware of
their responsibility, everyone understands
that this is a collective venture and that
responsibilities – and outcomes – will not
be unfairly distributed.

•There must be a clear ability to involve every
participant in the organization, taking into
account their role and following a reasoning
of delegation and accountability;
•There must be clarity in what is demanded
of everyone, in order to hold people accountable for their results;

•Stakeholders (creditors, clients, financiers,
investors, banks…) must clearly know the
INTERVIEWER: How can we stimulate the capital results they may expect from the organizamarket in a country that has such a long tradi- tion, but must be prevented from interfering
tion of leverage based on bank credit?
in its operation;
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INTERVIEWER: Governor, you are a very experienced economist. What advice do you have
for future economists or managers to pursue
a successful career, without looking back with
regret?
CARLOS COSTA : The first advice is to keep
an open mind, incorporate new knowledge
and accept new interrogations. It is also very
important to have the ability to reflect on your
contribution to the organization you work for,
and to know how to materialize that contribution, regardless of what is expected from
you. One thing is what is expected from you,
and another is what you can give, and those
do not always match. I always advise recent
graduates to know how to explore the competitive advantage of having fresher knowledge. It allows them to contribute to modernizing organizations. This must be done without
being arrogant or entering into conflict with
the chains of power that naturally exist in institutions. So, your first challenge is to be persuasive enough to get others thinking better,
without them feeling diminished or affected.
You must value those who work with you,
while making them understand your potential contribution. Otherwise, you will spend
years complaining about being disregarded,
with no real impact. Knowing how to use emotional intelligence in parallel with intellectual
intelligence is the key.
Also, you must not settle. Be ready to let go
of what you have already achieved, or the
status you have already attained, in order to
seek new challenges. When people get too
attached to what they are doing or to their
status, they typically get diminishing returns.
You must be prepared to understand when
you have already done what you should do,
and it is time to seek new challenges. This
ability to project yourself beyond what you
are doing, and onto new challenges is very
important. If it happens within a major organization, internal mobility may be the solution. If it happens in a small one instead, you
must have the ability to say: “I have done what
I had to do, I no longer have further expectations within the organization, and I want to
keep growing”. Probably, there are other organizations looking to benefit from your contribution. Labour will face major transformations in the future and tasks will be completely
different.
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“ I ALWAYS ADVISE RECENT
GRADUATES TO KNOW HOW
TO EXPLORE THE COMPETITIVE
ADVANTAGE OF HAVING FRESHER
KNOWLEDGE ”
Imagine you had entered the banking
system in the 1980s. If you had kept the
same status and tasks until today, you would
already be out of job, because both tasks
and status would have disappeared.
A good professional understands how
things are changing and adapts their role
in the organization accordingly. This way,
they help both the organization and themselves. If in the meantime the organization
is not able to respond, a good professional
also anticipates it, moving instead of being
pushed.
The most important advice is to have mobility and agility, fed by a clear notion of (i)
the surrounding environment, (ii) critical
knowledge and (iii) the level of performance
required. All this requires a crucial precondition: being able to know yourself and realistically assess your own profile. Otherwise,
you may hold yourself to a very high standard that is then not recognized by your
organization.
The ultimate goal of all recent graduates
should be to conciliate happiness with professional achievement. In order to achieve
this, you must not stagnate, but you must
also not run marathons you are not prepared to or that are not in your best interest, otherwise you will feel frustrated. Do
not forget that professional achievement
is meant to make you happy and keep you
moving.
Invest hard on pursuing your values, maximizing your happiness, getting relevant
professional achievements, and leave aside
the idea that you will do it through a given
status. Status is very precarious and, if it isn’t,
then it is irrelevant. Relevant status is always
subject to competition.

16 PROJECTS

NEC RESEARCH PROJEC TS 2020
Economic Research Projects are at the core of our club’s activity and last year was no exception.
Even throughout these unprecedented times, our members collaborated with each other and
with multiple institutions in order to produce relevant and high-quality output. In total, the club
produced 5 research papers, 4 of which were in English.
As usual, the final projects were presented to a jury of experts that gave feedback and chose
the best project. This year, “ Productivity of portuguese firms: are exporter firms more productive?” was the selected one.
You can watch the recording of the final presentation HERE.

PRO D UC TI VI T Y O F PO R TUG UE SE
F IR M S : AR E E XPO R TE R F I R M S
M O R E P RO D UC TIVE ?
“WE FOUND THAT THE EXPORTER STATUS
CONTRIBUTES SIGNIFICANTLY TO HIGHER
LEVELS OF LABOUR PRODUCTIVITY, BUT THE
VOLUME OF EXPORTS PER SE DOES NOT.”
Partner Institution: GPEARI

A N ANALYSI S O F IN E Q UAL IT Y
A N D POV ERT Y I N P O R TUG AL

“THERE SHOULD BE A DEFINITION AND
IMPLEMENTATION OF A NATIONAL STRATEGY
TO TACKLE INEQUALITY AND POVERTY. THIS
STRATEGY GAINS ADDITIONAL IMPORTANCE
AND URGENCY IN THESE DAYS, WHEN AN
ECONOMIC CRISIS IS ARISING, AND THE
INCREASE OF SOCIAL INEQUALITIES IS
ALREADY VISIBLE.”
Independent project
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Authors: Carlos Oliveira
Diogo Roberto
Francisco Vale
Henrique Santos
Joana Leitão

Authors: Carolina Nunes
João Cordeiro
João Oliveira

ANÁL IS E AO C O M PO R TAM E NTO
DA D Í VI DA NÃO F INANC E I R A
“IDENTIFICAMOS COMO PRINCIPAIS CAUSAS DA
ACUMULAÇÃO DE DÍVIDA A SUBORÇAMENTAÇÃO
E
SUBFINANCIAMENTO
CRÓNICOS
DO
PROGRAMA SAÚDE, ASSIM COMO A FALTA DE
INCENTIVOS A UMA EFICIENTE GESTÃO
HOSPITALAR”
Partner Institution: IPP

Authors: Antonio Lilaia
Catarina Pintassilgo
Pedro Salvador
Tomás Andrade

A SECTO RI AL ANALYS IS O F TH E
EC ONO MIC IMPACT O F C OVID -1 9
ON PO RTUGUESE FIR M S
“ONE OF THE MOST IMPACTFUL CONSEQUENCES
OF THIS CRISIS ARE THE LIMITATIONS TO
CIRCULATION, WHICH LEAD, IN SOME CASES, TO
A LACK OF CLIENTS. THIS REMAINS AS ONE OF
THE MOST IMPORTANT REASONS ON WHY SOME
FIRMS CLOSED OR STARTED STRUGGLING TO
SUSTAIN THEMSELVES”
Independent project

Authors: Bruna Travassos
Daniel Silva
Diogo Conceição
Inês Coelho
Tiago Paúl

PATTE R NS O F S E C TO R IAL AN D
R E G I O NAL PRO D UC TI VI T Y I N
PO R TUG AL
“(...) TAKING INTO ACCOUNT THE RESULTS FOR
THE AVERAGE SUM OF THE STRUCTURAL AND
COMPETITIVE EFFECTS, THERE ARE FIVE NUTS III
REGIONS
WHOSE
PRODUCTIVITY
IS
UNDOUBTEDLY HIGHER IN PORTUGAL”
Partner Institution: Santander

Authors: Caio Lomardo
Hugo Sousa
Inês Philippart
Luís Ribeiro
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18 MONTH IN REVIEW

JULY IN REVIEW
2

UKRAINE’S CENTRAL BANK
CHIEF QUIT S OV E R SYS T E M ATIC PO L I T I CA L PR E S SURE
Yakiv Smolii, former Governor of Ukraine’s
Central Bank, submitted his resignation
appeal to the President due to a systematic political pressure, which undermined
the Central Bank’s institutional independence. The private sector fears this could
jeopardize the IMF’s bailout programme.

7

EUROPEAN COMISSION
PREDICT S T H E E U E C O NO MY
W IL L CONT R AC T BY 8.3%, IN
2020

The European Commission released the
Summer 2020 Economic Forecast, which
predicts an 8.3% contraction of the EU
economy and a growth of 5.8%, in 2021.
This represents a worse scenario than the
one predicted in the Spring Forecast, which
anticipated a contraction of 7.4% this year.
The difference can be explained by the fact
that the lifting of the lockdown measures
is occurring at a slower pace than the one
assumed in the Spring Forecast.

21

EU LEADERS STRIKE
DEAL ON €750BN RECOVE RY PLA N
The second-longest summit in the EU history had two main purposes: the regular
EU budget- worth €1.074tn over 7 yearsand the Next Generation EU package
(NGEU)- a fund of €750bn created to help
EU countries recover from the recession
caused by the pandemic. This fund will
be invested across 3 pillars and it aims at
building a more just, digital and greener
Europe.
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The agreement was difficult, in part due
to the “frugal four” – Austria, Denmark, the
Netherlands and Sweden- that were opposed to the issuance of common debt. They
eventually lowered the previously planned
€500bn of grants to €390bn and obtained
other benefits. The Dutch prime minister
also secured an “emergency brake”, which
allows any member-state to raise questions,
within 3 months, if it considers that another
is not honouring its promises to reform the
economy. It is also possible for a weighted
majority of the EU countries to block payments to a government that violates the
Rule of Law.

30

US ECONOMY SHRINKS
BY 32.9% IN THE SECOND
QUAR TER

The US has recorded a 32.9% annual drop in
GDP in the second quarter ( April to June) of
2020. This is the sharpest contraction since
1947 and it is important to notice that the US
economy shrank 8.4% in the worst quarter of
2008 – which illustrates the magnitude of the
current crisis.

AUGUST IN REVIEW
9

2 0 GER MAN Y

Due to the current crisis, the EU restrictions on national budgets are suspended until 2022, at the earliest. This
exceptional measure was taken in
March of this year and, since there is
still a climate of uncertainty, Brussels
decided to extend it. This situation is to
be reviewed in Spring 2021, meaning
governments will prepare the national
budgets of the next year without the
usual restraints and, if the situation

Germany has started a three-year study
to understand how the Universal Basic
Income can affect the well-being of the
population and the economy. The study
is being conducted with 120 volunteers,
that will receive a monthly payment of
€ 1200 and complete a full questionnaire regarding their experience. The
outcomes will then be confronted with
the results of 1380 people that did not
receive the payments. The idea is to
demystify the positive and negative
preconceived ideas about the Universal
Basic Income and replace them with
empirical proven knowledge.

N ATI O NA L B UD G E T
RU L ES WIL L R E M A IN
S U SPEND E D UNT I L NE X T

14

EU L A B O UR M A R K E T
S U F F E R S LO S S O F 5 .5
MIL L ION J O B S
According to Eurostat, employment in
Europe recorded its sharpest decline
since 1995. The number of employed
citizens decreased by 2.8% in the euro
area and 2.6% in the EU in the second
quarter of the year when compared to
the previous quarter. In total, employment fell by 5.5 million in the EU and
4.5 million in the eurozone.

TO TR IAL
UN IV ER SAL B ASIC
IN COME SCHEME

27 FED R EL AX ES
IN F L ATION TARGET
The FED has adopted a new strategy
regarding monetary policy in order to
stimulate the economy. The central bank
will now target an “average” inflation rate
of 2 %, instead of having the 2% rate as a
fixed goal. This increases flexibility, since
it allows inflation to rise “moderately”
above the target after being below it for
a certain period of time.

19 A PPL E R E AC H E S $ 2
TR ILL ION M IL E S T O NE
Apple became the first US company to
have a $ 2 trillion valuation when its
shares surpassed $ 468.65- even though
they later declined. This milestone came
just 2 years after Apple reached 1 $ trillion, and in a time when technology is
more important than ever.
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NEC RECOMMENDS

NEC RECOMMENDS
Covered by Francisco Vale and Diogo Roberto

F UM A Ç A
A podcast by Fumaça, a project of independent journalism. The guest is Carlos Farinha Rodrigues, professor at ISEG
and a prominent expert in poverty and
inequality in Portugal. A general view
of the problems regarding poverty and
inequality is given and other related
subjects are reviewed such as the effectiveness of public policies and social
transfers and the precariousness of the

L S E QI
A podcast by the London School of Economics and Political Science. The growing inequality, its negative consequences
to society and democracy and policies
to tackle it, such as wealth taxes, are explored. Paul Krugman, Andy Summers
and Luna Glucksber give their point of
view on this subject.

PO L IT ICA L S T UD I E S
A S SO C I AT I O N
It is a small article but with a lot of interest
for the ones interested in the relation between politics and economics. It addresses the problem of turnout inequality since
electoral participation is lower among the
young and the least affluent. This creates
problems for democracy and economic
inequality. The author gives an important
idea of how to tackle this issue.
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ASPIRATIONS, POVERT Y
AND
ECONOMIC
CHAN GE
An article about aspirations by Debraj Ray.
It relates failure of aspirations to poverty.
It gains an extra interest because it challenges some concepts of basic economics such as the fact that consumer preferences do exist in social isolation but are a
result of experience and observation.

SIMPLY ECON OMICS
A weekly podcast by Jeremy Hawkins and
Mark Pender, where they talk about the
state of the markets (mainly in the USA,
but often talk about Asia and Europe), it’s
around 25/30 min and gives a very good
insight on what happened and what will
happen in the US economy.
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GAIN ECONOMIC INSIGHTS
FROM PREVIOUS EDITIONS
OF THE NEC MAGAZINE
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