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Dear readers, 
 
This is the first time I address you as President and I should tell you that I am 
extremely pleased to see one more edition of our NEC Magazine released. 

This is the 30th edition in 10 years, which reflects the aim of Nova Economics 
Club to connect all issues, all opinions and all minds to economics. This specific 
Magazine continues to connect the students to our world of difficult challenges.  
NEC is and will continue to be the bridge between Nova SBE and the 
real world, the bridge between Academia and the students. Thanks 
to our insightful writers and researchers, we can discuss and try to 
reach unbiased policy solutions to the current crises we are living in. 

I would like to thank all the writers and contributors for this edition 
with bright articles, that will be an excellent tool for reflection.  

I hope you enjoy the articles. And I wish you all an excelent restart on 
September.

Best regards 
Hugo Marques de Sousa
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Dear reader,

With the end of school vacations and right before the beginning of a new academic year, we 
bring another edition of NEC’s Magazine. 

In this Summer edition, we focus on two main topics: Monetary Policy and Trade. 

Therefore, regarding Monetary Policy, on one hand, you will be able to learn more about the pol-
icies adopted by the ECB to tackle inflation and what consequences can they bring especially 
to the southern European countries. On the other hand, the second article regarding this topic 
allows you to reflect on the evolution of monetary policy throughout the years. 

Regarding Trade, we bring you an article about how a scenario in which Europe would be without 
Russian Gas and we finalize with the idea of China’s Belt and Road Initiative. 

We hope you enjoy reading this edition and that you learn something new!

The Content Department

BEATRIZ AMORIM
Head of Content

BEATRIZ AMORIM
Head of Content

 8 Trade : Europe without Russian gas?

10 Trade: The Belt and Road Initiative

4 Monetary Policy: Can the ECB be blamed for a future southern 
European debt crisis?

6 Monetary Policy: Targeting Wage Inflation: A New Horizon for 
Monetary Policy?
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CAN THE ECB BE BLAMED FOR A 
FUTURE SOUTHERN EUROPEAN 
DEBT CRISIS? 

Since the sovereign debt crisis, a sizable 
dilemma felt upon the ECB. The response 
mechanisms of increasing interest rates 
were highly constrained with the existing 
liquidity trap. Interest rates converged to 
the zero lower bound and in some cases 
moved towards negative ground. After the 
crisis, there was an ample debate regarding 
the increase of the interest rates and its con-
sequences. If on one side they were pow-
erful instruments in achieving the mandate 
of the ECB regarding the price stability, on 
the other they could lead economies with 
high indebtedness levels to significant eco-
nomic distress and affect the economic per-
formance of some states in the eurozone. 

The period following the crisis was charac-
terized by a smooth movement of prices 
that did not trigger the aforementioned 
dilemma. However, recent events related 
with supply-chain constraints from covid-19 
and the Ukrainian-Russian conflict, among 
other factors, led to an inflationary trend 
that threatened the steady price stability. 
A general debate regarding the effects of 
increasing inflation started. On one hand, an 
inflationary trend could lead to a significant 
decrease in the purchasing power of middle 
and low classes being reflected in the stan-
dards of living, on the other it could result 
in an improvement of the fiscal situation of 
leveraged economies. Several Central Banks 
were more immediate in translating their 
concerns regarding inflation to increases 
in interest rates, like the Bank of Japan and 
the Federal Reserve. The ECB took longer to 
act, especially due to its concerns outside 
the field of price stability, related with the 
excessive leveraging of southern European 
economies.  

The ECB ultimately raised interest rates to 
curb inflation down and announced a new 
bond-buying program. Questions were raised 
regarding who is accountable in the case it 
fails. Several economists, like Ricardo Reis, 
pointed that by passively allowing the rise of 
inflation in the period of 2021-22 and by a late 
increase in interest rates, the ECB improved 
the fiscal situation of southern European 
countries like Italy. The ECB stated that, with 
the objective of making sure inflation returns 
to the 2% target over the medium term, the 
Governing Council plans to raise the key ECB 
interest rates by 50 basis points, represent-
ing a stronger reaction than what economic 
agents were expecting. This increase was the 
first in more than eleven years, being a clear 
attempt to control the eurozone inflation.  

The increase in interest rates will alter the 
leveraging capacity of both economic agents 
and states, altering the consumption and 
investment trajectories of the several euro-
zone economies. Being translated into an 
increase in the cost of credit throughout the 
economy and influencing the indebtedness 
condition that affects differently the several 
member states. Expectations will also play a 
crucial role on how economic agents perceive 
and respond to these measures. It can be  also 
predictable that this increase goes along with 
a negative effect on the stock market. This 
can be described by the decrease in earn-
ings that leads to the drop in stock prices.

Covered by  Miguel Oliveira
Master  student  in Economics
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When performing this analysis on the response of the ECB is also important to consider one 
aspect, the integration of the economy in question. In the theoretical framework of Optimal 
Currency areas, Robert Mundell pointed out the prime role of integration for the success of 
the project. Even though, there is a observably increasing integration process in the Eurozone 
there is still a long way to go to achieve the level of other competing nation-states, like the US 
or China. It is not new that well integrated economies can react more quickly to unexpected 
shocks. When conducting this conditional analysis, it becomes clearer the reluctance of the 
ECB in acting more promptly.  

The ECB cannot compromise its mandate in detriment of other urgent matters. Credibility once 
destroyed is very hard to be established back. But still, imbalances in southern European coun-
tries can compromise significantly the eurozone as a collective entity. In this line of thought, 
deviations from the mandate can surely lead to bigger imbalances, also compromising the 
authority of the ECB. Hence, a more hawkish approach to this European dilemma may be a 
necessary evil to ensure stable and concise growth.  

Sources: CEPS

Sources:
European Central Bank (2022). Monetary policy decisions. www.ecb.europa.eu. https://www.ecb.europa.eu/

press/pr/date/2022/html/ecb.mp220721~53e5bdd317.en.html
RTP. BCE anuncia subida das suas taxas de juro em 50 pontos base. https://www.rtp.pt/noticias/lusa/bce-anun-

cia-subida-das-suas-taxas-de-juro-em-50-pontos-base_n1421331
Trading Economics (2022). Euro Area Interest Rates. https://tradingeconomics.com/euro-area/interest-rate 

CNBC. European Central Bank surprises markets with larger-than-expected rate hike, its first in 11 years. https://
www.cnbc.com/2022/07/21/european-central-bank-raises-rates-by-50-basis-points-its-first-hike-in-11-years.

html 
European Central Bank (2020). Interest Rate Setting and Communication at the ECB. SSRN Electronic Journal. 

https://doi.org/10.2139/ssrn.3654147 
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Ever since central banks were established as 
an independent body, their main purpose 
has been to achieve price stability, in order 
to spur economic growth. The intuition 
behind such goal is that harsh price fluc-
tuations create welfare losses for society. 
Therefore, by assuring price stability the 
central bank can improve people´s well-
being. To achieve it, central banks usually 
resort to a nominal anchor: a variable under 
their control to pin down the price level of 
the economy. However, deciding on the 
nominal anchor to adopt has been a matter 
of debate for economists for several decades.  

Initially, central banks adopted a currency 
peg, i.e., link the value of a country´s cur-
rency to one with low inflation. The caveat 
was that it forced the country to repli-
cate the monetary policy of that country, 
hence precluding the economy from 
responding to other shocks it faced. 

Then followed targeting the growth of 
money supply, a technique advocated by 
the monetarists, including Milton Friedman. 
However, given money demand volatil-
ity, such rule rendered the interest rates 
and, consequently, the economy, unsta-
ble. Hence, it was eventually exchanged.

In the 1990s, surged a wave of countries 
adopting the inflation targeting technique. 
Under this rule, central banks commit to an 
inflation target, which is typically set over 
the medium-term (two-to-three-year span) 
and achieve it chiefly via the interest rates 
channel. By raising interest rates, policy-
makers create a higher return on savings 
and raise financing costs for firms, which 
decreases both private consumption and 
investment. The resulting fall in demand 
will ultimately cause a drop in inflation. 
The analogous applies if interest rates fall.

TARGETING WAGE INFLATION: A 
NEW HORIZON FOR MONETARY 
POLICY? Covered by Filipe Ferreira

Master student  in Economics

Generally, such mechanism was carried 
through acquisition of short-term secu-
rities from commercial banks. However, 
during the ´08 financial crisis, the inter-
est rate hit the zero lower bound, forcing 
central banks to resort to a new way of 
bringing the long-term interest rate down: 
Quantitative easing (QE), where policy-
makers buy directly long-term assets. 

Indeed, inflation targeting has allowed central 
banks to stabilize economies to a greater 
extent, but to be effective it does require 
that some conditions are satisfied, namely:              

 i) Credible central bank, so that people 
believe it will meet the target. On this issue it is 
imperative that it is an independent body, i.e., 
not subject to financing government debt;     

ii) Well-functioning financial market so 
that the interest rate channel works. 

However, recent literature (see Woodford 
(2003), Galí (2008) and Mankiw and Reis 
(2002)) has argued for a slight modification of 
the rule. The central bank should not target 
uniquely price inflation, but a weighted 
average of price and wage inflation, with a 
higher weight being attributed to the latter. 

The intuition behind such result is that, in 
general, wages are stickier than prices (see 
Heckel, Bihan and Montornés (2008)) chiefly 
because lowering the former produces neg-
ative effects on workers´ morale and produc-
tivity . Instead, firms often resort to dismiss-
als. Among other reasons are trade unions, 
annual contracts and minimum wages.

Hence, for the same level of volatility, 
nominal wage growth typically generates 
higher welfare losses than that of prices. 
This renders optimal for central banks not 
only to target wage inflation, but to assign 
it a higher relative weight than price infla-
tion. However, this finding is at odds with 
central banks´ monetary policy since they 
are mostly concerned with price inflation.
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In order to demonstrate a particular application of this rule, Mankiw and Reis (2002) produce an inter-
esting exercise by comparing US inflation rate, measured by the composite price index (CPI) with hourly 
labour compensation (see Figure 1). Following the negative trend of the former a variable, a policymaker 
concerned solely with price inflation might not have reacted at all, particularly since it was below 2% 
as of 1998. Wages, on the other hand, demonstrate a considerable growth from 1995 onwards. Aware 
of the impact of such developments on social welfare, a central bank targeting composite inflation 
would have reacted by raising interest rates so as to stabilize the price level of the economy. 

Whether reacting to wage inflation would have prevented the recession that followed, and smooth-
ened the boom, will remain unknown. What is true is that by the time the FED reacted (two years later), 
it was too late to avoid the recession. 

Though appealing, it is difficult to predict when, and if, the rule will be applied. The literature is growing 
but the arguments supporting it are mainly theoretical. Economists still lack some empirical evidence 
to back it, partly because it has never been implemented by central banks. On the other hand, price 
inflation targeting has been, to some extent, effective in stabilizing economies, thus deterring central 
banks from modifying it. Who knows, perhaps the recent surge in inflation will prove to be beginning 
of the breaking point. 

Figure 1: Consumer Price Index and labour earnings per hour worked in the 1990s
Source: FRED database

Sources: 
Galí, J., 2008. Monetary policy, Inflation and the Business Cycle: An Introduction to The New Keynesian Frame-

work. United States of America: Princeton University Press.
Heckel, T., Le Bihan, H. and Montornès, J., 2008. Sticky Wages: Evidence from Quarterly Microeconomic Data. 

Working Paper Series, 893.
Jahan, S., n.d. Inflation targeting: Holding the line. [online] Available at: <https://www.imf.org/external/pubs/

ft/fandd/basics/target.htm>.
Mankiw, N. and Reis, R., 2002. What Measure of Inflation Should a Central Bank Target?. European Central Bank: 

Working paper series,.
Woodford, M., 2003. Interest and Prices: Foundations of a Theory of Monetary Policy. New Jersey: Princeton 

University Press.
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Five months after the beginning of the 
Russian invasion of Ukrainian territory, the 
war strongly impacted the countries of 
the old continent. The consequences that 
the conflict in Eastern Europe has created 
have been quite visible: not only it is asso-
ciated with a great loss of lives (according 
to the United Nations High Commissioner, 
the number of civilians killed reached 5074 
at the end of July, including 343 minors), 
but it has also led to an intense flow of 
emigration and created a climate of great 
political, social, and economic instability. 

Before the beginning of the war, as reported 
by the newspaper Observador, inflation 
was already being felt in the European 
economy. However, after the start of the con-
flict, European countries have been facing 
rising and uncontrolled inflation, which 
is expected to worsen before stabilizing. 
According to the European Central Bank, 
inflation in Eurozone countries could exceed 
7% in 2022 due to the impact of the war on 
energy and food prices. The ECB, to control 
this inflationary period, decided to raise 
interest rates (for the first time in 11 years), 
a measure that will have repercussions in 
terms of consumption and investment 
made by families and companies. The war 
also reduced the European Union’s economic 
growth forecasts from 4 to 2.7% for this year, 
as indicated by the European Commission. 

EUROPE WITHOUT RUSSIAN GAS? 
Covered by Afonso Arsénio

Third-year Bachelor’s student  in Economics

When we look at the heart of the problem, 
it is understandable why inflation is at such 
high levels. The instability caused by the 
conflict and the successive cuts in gas sup-
plies by Russia has raised energy prices, 
the basis of the entire economy. With the 
increase in the price of energy, the produc-
tion chains see their costs increase, conse-
quently increasing the final prices charged 
to the consumer. Russia is a major supplier 
of fossil fuels to the entire European conti-
nent, namely natural gas (according to the 
European Commission, the EU imports 90% 
of the gas it consumes, of which 40% comes 
from Russia), one of the main sources of 
energy and heat production and essential 
during the winter. Several countries, such as 
Italy and Germany, are highly dependent on 
Russian gas for their energy needs, which 
makes them especially susceptible to deci-
sions made by the Kremlin. 

The most recent data from the European 
consumer confidence index, which reached 
the most negative record value ever since 
recorded, reflects what is happening in 
Europe: an increasingly uncertain future. 
The possibility of winter with gas supply fail-
ures has been worrying European markets 
and leaders. The European Union has been 
adopting a set of measures that can over-
come the problem in the short term, but a 
complicated winter is expected for many EU 
countries. Alternatives to Russian gas are 
being explored and, more recently, member 
states signed an agreement with the aim of 
reducing gas consumption by 15% in the 
coming months to rationalize for the next 
winter, with several clauses appropriate for 
the different contexts of each country. 

Sources: REUTERS
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However, Europe is now faced with what could be a unique opportunity: to get rid of 
Russia’s dependence on gas. The European Union is studying and analyzing possible alter-
natives that could ensure the supply of this energy resource. The increase in supply from 
gas pipelines coming from Norway, Algeria, or Azerbaijan could be part of the solution, 
but it will not fill (not even close) the lack of gas if Russia cuts off supply entirely. The use of 
other alternative energy sources such as coal or nuclear could also be discussed, but they 
should only be used as a last resort. The alternative of using liquefied natural gas (LNG), 
which can be imported from anywhere in the world, is the one that has been most used, 
but according to some experts “it will never be possible to replace all Russian gas by LNG.” 

Can we then have a Europe without Russian gas?    

Europe may face difficulties in the short term, but it is preparing for a range of new alternatives in 
the future. Several projects spread across Europe are on the table but will take years to complete. 
Liquid natural gas terminal projects are being planned in ports in northern Germany, Finland, or 
France, with connections to all of Europe. In southern Europe, Portugal and Spain could also be 
an alternative, and there are already plans to double the production capacity at the port of Sines 
within 2 years (which could mean new opportunities for the Portuguese economy), while at the 
same time exploring the Spanish option of connecting to the Mediterranean via Algeria - this option 
would have to involve a series of important works to improve connections with the rest of Europe. 

Huge investments will be needed for Europe to finally end its dependence on Russia for gas sup-
plies, something that could take years according to experts. However, it is undeniable that the 
recent conflict in Eastern Europe has intensified the need to reduce Russian gas dependence. It 
is also necessary to emphasize that these alternative options in the supply of gas must be dis-
posed of with a strong commitment to innovation regarding the creation of energy through 
renewable energies so that we can move towards a more sustainable and greener Europe. 

Sources:
Caetano, E., 2022. Inflação acelerou para 3,3% em janeiro. Alimentação mais cara e energia sobe a ritmo de 12%. 

Observador. https://observador.pt/2022/01/31/inflacao-acelerou-para-33-em-janeiro-diz-o-ine/ 
TSF Rádio Notícias. 2022. ONU confirma mais de 4200 civis mortos na guerra na Ucrânia. https://www.tsf.pt/mun-

do/onu-confirma-mais-de-4200-civis-mortos-na-guerra-na-ucrania-14922903.html 
Fernandes, D., 2022. Corte total de gás russo pode levar a queda até 1,5% no PIB europeu. Jornaldenegocios.pt. 
https://www.jornaldenegocios.pt/economia/detalhe/corte-total-de-gas-russo-pode-levar-a-queda-ate-15-no-

pib-europeu 
PÚBLICO. 2022. “Dependência da Europa do gás natural russo é extremamente complicada”. https://www.publico.
pt/2022/02/15/economia/noticia/dependencia-europa-gas-natural-russo-extremamente-complicada-1995511 

Noticias.uol.com.br. 2022. Europa busca alternativas ao gás russo, mas projetos podem levar anos. https://noti-
cias.uol.com.br/ultimas-noticias/rfi/2022/04/11/europa-busca-alternativas-ao-gas-russo-mas-projetos-podem-

levar-anos.htm 
FundsPeople. 2022. AS SEIS ALTERNATIVAS DA EUROPA SE SE SUSPENDER O FORNECIMENTO DE GÁS RUSSO. 

https://fundspeople.com/pt/as-seis-alternativas-da-europa-se-se-suspender-o-fornecimento-de-gas-russo/ 
Ec.europa.eu. 2022. Archive:Produção e importação de energia - Statistics Explained ec.europa.eu/eurostat/
statisticsexplained/index.php?title=Archive:Produ%C3%A7%C3%A3o_e_importa%C3%A7%C3%A3o_de_

energia&oldid=365097 
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Covered by  Isabel Caldeira
Master student  in Economics

THE BELT AND ROAD INITIATIVE

Such development corridors are associated 
with job creation, improved food access and 
contact with remote areas (Patel and Thorn, 
2022). Moreover, global trade can expe-
rience a major shift if the BRI is successful, 
namely by reducing trade costs and travel 
times. According to De Soyres et al. (2018), 
the BRI has the potential to reduce ship-
ment times within member countries by 
4% and by 3.2% with the rest of the world, 
on average. Similarly, aggregate trade costs 
would decrease, on average, by 3.5% among 
member countries and by 2.8% with the rest 
of the world. Finally, non-BRI economies can 
expect to be positively impacted through 
the improved infrastructures and networks 
of BRI economies. Such effects can be mag-
nified with the implementation of comple-
mentary policies such as reducing waiting 
times at the borders and red tape barriers.  

However, the ambitious Chinese project 
has not been able to avoid criticism, namely 
when it comes to the sources of investment. 
Between 2013 and 2021, construction con-
tracts for the BRI amounted to $890 billion, 
with funds coming mostly from Chinese 
state-owned enterprises and banks (GFDC, 
2022; He, 2020).This has been raising con-
cerns about lack of transparency and over 
indebtedness. The latter is particularly wor-
rying when borrowers are countries with 
frailer financial conditions: across the main 
fifty recipients who classify as developing 
countries, the average stock of debt owed 
to Chinese entities increased from about 1% 
of the debtor’s GDP in 2005, to over 15% in 
2017 (Horn, Reinhart and Trebesch, 2020).    

In 2013, Chinese President Xi Jinping 
announced what came to be known as the 
Belt and Road Initiative (BRI). Through infra-
structure investment, regional and transcon-
tinental cooperation, the BRI is reminiscent 
of the Silk Road, a network of routes that 
fostered trade between the East and West 
for more than 1500 years: the Belt referring 
to the overland infrastructure linking China 
to Europe, Central and South Asia; the Road 
referring to maritime routes linking China 
to South-East Asia, East and North Africa, 
the Persian Gulf and Europe (De Soyres et 
al., 2018; National Geographic Society, n.d.). 
Aiming to address an infrastructure funding 
gap in Asia, and with a target of comple-
tion by 2049, where does the “project of 
the century” stand almost 10 years since 
it was first announced (Anwer, 2022)?  

The Belt and Road Initiative encompasses 
“policy, infrastructure, trade, financial, and 
people-to-people connectivity” (Xi, 2017, 
page 61). Thus, it extends from railways and 
ports to energy pipelines, Special Economic 
Zones, and even educational and scientific 
exchanges between countries. By March 
2022, 147 nations had officially signed agree-
ments for the BRI, thus covering around 63% 
of the world’s population and 40% of global 
GDP (Akhtar, 2022; GFDC, 2022). With the 
ability to promote economic growth across 
countries, among which several have high 
poverty ratios, the BRI can have significant 
positive spillover effects on welfare (Ruta, 
2018). As an example, Kenya’s Standard Gauge 
Railway was built to link Nairobi and the port 
of Mombasa, promoting the transport of 
passengers and cargo, as well as expanding 
the mining, energy, and agriculture sectors. 
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Moreover, the environmental impact of such developments is increasingly worrying, namely when it 
comes to biodiversity loss and environmental degradation. The problem is exacerbated if one consid-
ers that the majority of BRI economies are middle to low-income countries which, in turn, are more 
vulnerable to global warming threats (Diffenbaugh and Burke, 2019; Woetzel et al., 2020). Such pres-
sures motivated Xi Jinping to set sustainable development at the forefront of BRI’s vision (He, 2020). 
Nonetheless, it is still hard to determine the true economic and environmental impact of all BRI’s 
projects since several loans from China to developing countries are unreported (Horn, Reinhart and 
Trebesch, 2020). These issues suggest there is still room for greater cooperation between China and 
intergovernmental organizations such as the World Bank and the International Monetary Fund, in 
order to increase economic, social, and environmental requirements across BRI’s initiatives (Ruta, 2018).

Finally, the BRI is also seen as a political instrument that is shifting greater power towards the East, 
as the West has not been able to introduce an analogous investment project. Regardless, efforts 
are high and in June 2022, the Group of 7 announced its intent to invest $600 billion in low and 
middle-income countries until 2027 in what is called the Partnership for Global Infrastructure 
and Investment (PGII) (Akhtar, 2022). The main areas of focus include energy, health, gender 
equality and information and communications technology, some of which coincide with BRI’s 
own objectives. However, the PGII intends to reinforce the role of private investment in supple-
menting public funds, in an attempt to step away from the critiques made to BRI’s lending prac-
tices (Keith, 2022). In fact, the degree to which the BRI is willing to change its debt sustainabil-
ity and cooperation policies are likely important factors in dictating the future of what is at the 
centre of China’s foreign policy (Anwer, 2022; He, 2020). Nevertheless, between the aftermath 
of Covid-19, recent food shortages and rising inflation, the future of both projects is uncertain.   

Sources: 
Akhtar, M. (2022, July 28). China and the US should collaborate on global infrastructure, not compete. Vox. Retrieved 
August 30, 2022, from https://www.vox.com/future-perfect/23279714/biden-global-infrastructure-development-g7-

china-belt-road-explained  
Anwer, R. (2022, February 11). China-US rivalry over the Belt and Road Initiative peaks. Daily Sabah. Retrieved August 

30, 2022, from https://www.dailysabah.com/opinion/op-ed/china-us-rivalry-over-the-belt-and-road-initiative-peaks  
Chatzky, A., & McBride, J. (2020, January 28). China’s Massive Belt and Road Initiative. Council on Foreign Relations. 
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