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TEAM

MEET OUR TEAM
Dear reader,
The beginning of the new year is, by many, perceived as the additional
motivation factor needed in order to accomplish that desired goal carried
on from the past. For us, it is also a way to reinforce the responsibilities to
keep on bringing you the best material we can to stimulate, even if marginally, proactive debates about the ways to improve society, of course, from
an economic perspective.
More than an obligation, it is our pleasure to bring you our new edition
of this magazine with its traditional structure and topics ranging from the
Portuguese pension system to the debt of African sovereigns.
This semester, apart from our magazine, you can also expect to attend the
5th edition of our main event, Economia Viva, that will, as always, bring
amazing personalities to discuss the most relevant themes in economics.
Six more months of hard work are coming, and our team is ready to face
them!
For now, I can only wish you a wonderful 2020 and challenge you to follow
us throughout it!
Pedro Paiva Pereira
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Dear Reader,
The year of 2019 has come to an end and the beginning of the new year brings another edition
of the Nova Economics Club Magazine.
This edition follows our seasonal system, being this one the Winter Edition of 2020. In this issue
you will find articles written by both Bachelor and Master students, that connect the most interesting and pertinent matters in modern society to Economics.
Firstly, in the Regional Coverage, you will travel around the world, in search for insightful analysis of fresh economic issues and, in the NEC Article, you shall discover more about the Digital
Economy and its challenges to taxation.
In the NEC Talks, you can find an interview with Rossana Merola, an Economist from the
International Labour Organization, regarding the European Productivity Paradox.
Lastly, you can find an article about the club’s future events, as well as a small biography of the
three Noble Prize winners, in The Economist in the Spotlight section.
We hope that you enjoy reading this edition and we wish you a great 2020!
Your NEC Magazine Team

JOANA LEITÃO
Chief-Editor

HENRIQUE SILVA
SANTOS
Deputy-Editor
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DOES PORTUGAL NEED A BABY-BOOM OR A GOOD
MIGRATION POLICY?

Covered by Hugo Marques de Sousa

It is known that Portugal is one of the most aged countries. According to Ageing Europe - a research
recently published by Eurostat - Portugal will be the most aged country in the EU in 2050, as shown in
the graph below (Figure 1). Consequently, this could be very dangerous for the sustainability of our
Economy. Thus, how many babies do we need to stop this tendency? Or are there any other solutions?

In Portugal, the press and politicians are always
talking about our weak birth rate, which is confirmed by demographic data – our birth rate has
decreased from 24,1%, in 1960, to 8,5% in 2018.
There are not enough births per year to renew
the current active population. The whole EU is
facing this problem because of the development
of our societies. However, some of these countries have taken action to fight against this structural problem.
France has the most successful birth incentive policy. In 2017, the French synthetic fertility index was 1,90 people per woman of childbearing age - the biggest in Europe – due to the
implementation of some measures. For example,
it is the right of any French mother or father to
reduce her/his work hours until the baby is three
years old. Additionally, the French state pays a
subsidy to the family depending on how much
they reduced their schedule – a measure that
Portugal could take as an example.
We are all aware of this problem, but the
Portuguese government seems to ignore it.
Prime-Minister António Costa has promised new
policies on this area, but since 2016 there have
been no relevant measures taken.
However, why don’t we see countries like
Germany concerned about its birth rate?
Germany has a birth rate below the EU average,
but it has other solution for its birth crisis – immigration. In 2014, the OECD announced that
Germany had become the largest immigrant

destination after the USA among OECD members.
Increasing immigration has been linked with the
economic growth of Germany. Moreover, policies
at the local and federal level have been taken in
order for both existing and new immigrant populations to gain the skills and resources they need
to succeed in Germany.
In Portugal, it is crucial to invest in a good migration policy due to our demographic problems. It is
demagogic to say we do not need immigrants in
our country. The Portuguese decreasingly active
population must be compensated with immigration if we do not have a baby-boom. There is
no other way to sustain the pensions of seniors
without a bigger number of people working in
our Economy.
Firstly, we should invest in the integration of our
immigrants in the labour market and schools.
Starting by eliminating Ghettos, since they are the
antonym of integration. In schools, there should
be a bigger integration of immigrant children with
specific courses where they could learn Portuguese
culture and language smoothly. There are some
limitations for a foreign student to enrol in the
existing courses as there is a minimum number of
students needed to open a new class. Moreover,
professional qualification should be given to our
immigrants, in order to guarantee that they have
the necessary skills to integrate successfully in the
Portuguese labour market. Secondly, it is important to persuade our emigrants to return to their
hometown. The efforts made by this Government
were a good beginning, but the financial support

“WE ARE ALL AWARE OF THIS PROBLEM, BUT THE PORTUGUESE
GOVERNMENT SEEMS TO IGNORE IT.”
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Figure 1: People aged ≥55 years, by age class, 2018 and 2050 | Source: Eurostat

“DESPITE HAVING THE SAME DEMOGRAPHIC PROBLEM, FRANCE
AND GERMANY DREW A PLAN TO SOLVE IT. [...] BOTH FRANCE AND
GERMANY HAD A LARGE CONSENSUS ABOUT WHAT AC TION SHOULD
BE TAKEN FOR A LONG PERIOD OF TIME. IN PORTUGAL, EVERY
GOVERNMENT HAS ITS OWN POLICIES AND GOALS.”
available is not enough. The main reason why
they do not return is the existence of better jobs
abroad. Finally, we should have conditions to
welcome new and fresh foreign people that want
to work in Portugal. SEF (the Portuguese state
institution responsible for immigrants) is not well
prepared to answer quickly and this constitutes
a real obstacle in increasing our immigrant population. Furthermore, this will require a bigger
economic growth which is generated by higher
salaries, productivity and labour supply. Portugal
is one of the lower-paying countries in the EU
meaning no one will return or come to Portugal
with the present average wage.
Despite having the same demographic problem,
France and Germany drew a plan to solve it. I
would like to talk about the Portuguese strategy, but the problem is that there are no longrun policies. Both France and Germany had a
large consensus about what action should be
taken for a long period of time. In Portugal, every
Government has its own policies and goals.

Due to our significant problems, Portugal needs
both – good policies to increase births and immigration according with our economic needs. However,
regardless of the policy chosen, Portugal urgently
needs to reach a consensus on what strategy should
be taken.

Sources:
Eurostat
Migration Policy Institute
Expatica
Público
Pordata
Expresso

WINTER EDITION 202

6

REGIONAL COVERAGE

FROM FINITE TO ENDLESS - A
NORWEGIAN LESSON
Covered by Francisco Lhano

Concerns about the future come from an undeniable economic fact - resources are scarce, finite and not
enough to satisfy all our needs. Exploiting finite resources raises ethical questions about the duality of
rights of future and present generations. If we spent all our finite resources today, what will last for the
ones that will come after us? Norway thought about this problematic and implemented a strategy to
bring to the future some benefits from the present.
Norway is the European country with the biggest
oil reserves, located in the North Sea – their most
important natural resource. The United Kingdom
(the European country that has sold the most oil
over the years) has the second biggest ones in
Europe, with estimated reserves to be half than
Norway’s. However, they took very different strategies considering the oil exploration: The United
Kingdom made the production totally private,
and Norway made it half private and half public
(in this case, this strategy won, by generating
more £400 Billion in profits when compared to
the UK). Nevertheless, the main difference concerning the future, is not the value of the revenues, but how they are applied. And, if the two
approaches already seemed different in terms of

equity participation, they are even more opposite in terms of the use of the revenues. The
Norwegians, knowing that someday the oil will
end, realised that the future generations will not
have access to oil as a natural resource. However,
they tried to transform a finite resource such as oil
into an endless source of money, that can be used
by all generations, from now on - they created
The Fund.
“Government Pension Fund Global”, also known
as The Fund, is the place where all the revenues
from oil have gone to over the years. Then, a percentage of The Fund’s money (around 3% per
year) is used in the State’s Budget, while the rest
of it is invested in stock markets outside Norway

A view of an Equinor oil platform | Source: REUTERS/Nerijus Adomaitis/File Photo
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to generate more revenues, as dividends and
interest.
So, on one hand, there are UK’s revenues, collected from taxes, being applied, as a normal
tax is, as a revenue in State’s Budget of each year,
and being used as public expenditure, which just
benefits the current generations and, on the
other hand, there are Norway’s future concerns,
making sure that oil’s money will last forever. The
Fund is strictly managed, and the investments
done are very controlled, just to make sure that
The Fund is sustainable and can keep growing
throughout the years.

“GOVERNMENT PENSION FUND
GLOBAL, ALSO KNOWN AS THE
FUND, IS THE PLACE WHERE ALL THE
REVENUES FROM OIL HAVE GONE TO
OVER THE YEARS.”
The Fund’s value is now big enough to make it the
major investor in the world, and belonging to a
country with just 5 Million people. It has been so
well managed that, if the money was distributed
now, it would give more than 200.000€ per capita.
Just on the first semester of 2019, it had profits of
more than 1 billion euros.
This controlled management is allied with strong
managers, bankers, and politicians with a low level
of corruption, especially when compared to other
countries in Europe and to other countries with oil.
They assure that The Fund is used just to guarantee the welfare of the people and the welfare of the
next generations. A good example is that, although
they have The Fund’s money, tax rates remain the
same. They resist to the temptation of using the
money to reduce taxes and get more votes, as they
decided (and the nation approved) that the money
should not be for present comfort, but for future
possibilities. The Fund is also one of the best examples around the world when it comes to guarantee the financial future of a country. In a crisis situation, a higher percentage of The Fund might be
used, reducing the effects of the crisis in people’s
welfare and way of life.

7

“THE FUND IS STILL THE BEST
EXAMPLE OF HOW IT IS POSSIBLE TO
TRANSFORM A SCARCE AND FINITE
RESOURCE INTO ENDLESS MONEY.”
The Fund has also showed social responsibility over the last years, by making efforts
to invest in companies that respect human
rights and have environmental responsibility.
This shows the Norwegian’s concerns about
future generations transcend the economic
and the financial side.
The strategy that Norway took was unique
at the time and it still is. The Fund is still the
best example of how it is possible to transform a scarce and finite resource into endless
money. You cannot predict the future… but
you can be ready to face it.

Sources:
Norges Bank
NRGI
Jornal de Negócios
Jornal de Negócios : Mercados
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LATIN AMERICA’S POLITICAL TIDES
Covered by Carlos Oliveira

Since the start of 2018 a number of left-wing popular uprisings and electoral triumphs have stormed
Latin America. In less than two years, leftist politicians defeated the right-wing incumbents in Mexico,
Panama and Argentina, while violent popular protests erupted in Chile, Ecuador, Honduras and many
other countries fighting austerity measures, income inequality and corruption.

This has been touted by some as the beginning
of a continental shift to the left, in a Latin America
that, in 2018, was almost entirely dominated by
conservative governments.
A political transformation of that magnitude
would be unprecedented in modern history,
hadn’t it been the third time it happened in
twenty years on that same region. The extraordinary synchrony in political cycles that this group
of countries has shown from the mid-twentieth
century will keep political scientists busy for many
years to come.
This phenomenon has its origins in the Cold War.
In the United States and Soviet Union competition to attain the most power worldwide (by
sponsoring puppet governments and proxy
wars), Latin America was a key battleground. By
financing and arming right-wing rebel groups,
the US ended up winning this contest, prompting
coup d’états that ousted democratically elected
leaders and installed military dictatorships in
most countries in that region. Apart from Costa
Rica, all Latin American countries had at least one
US-backed dictator during the second half of the
twentieth century.
Over that period, US influence remained strong
and most of these countries were being governed
by socially conservative and economically liberal
military dictators, like Chile’s Augusto Pinochet,
Cuba’s Fulgencio Batista or Peru’s Alberto Fujimori.
But the power that the United States exerted
on its neighbours in the south, by supporting
regimes that constantly committed human rights
violations, produced a strong anti-American sentiment in the populations of those countries.
With the end of the USSR, left-wing movements
became less radical, so the US relaxed its interventionist policies in the region, resulting in a wave
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of democratization across the continent. Also,
the economic policies of the incumbent governments had led to high levels of unemployment
and inequality. This created the perfect conditions for the tides to change.
Although it started as back as the 1970s in a few
countries, the end of the 1990s and 2000s saw
a tide of left-wing leaders taking power in Latin
America. Hugo Chávez in Venezuela (elected in
1999), Lula da Silva in Brazil (2003), Evo Morales
in Bolivia (2006), Michelle Bachelet in Chile (2006)
and Cristina Kirchner in Argentina (2007) were
some of the most emblematic presidents of this
continent-wide leftist shift. During the 2000s
practically every Latin American country had
moved from a right-wing to a left-wing government. This is what came to be known as the Pink
Tide.
If before this region was characterized by neoliberal economics (like austerity measures and
privatizations) and ultra-conservative social policies, the Pink Tide governments radically reversed
that agenda with wide-ranging social programs:
from low-income housing to free healthcare,
straight out cash transfers to the poor or the
defence of indigenous, women and LGBT rights.
At the exact same time the 2000s Commodities
Boom happened. Sparked by China’s soaring
demand for resources (who was in its process
of industrialization), the price of commodity
goods like oil, food and metals surged and Latin
American economies greatly benefited from it.
These factors combined resulted in strong economic growth for more than a decade, with
extraordinary improvements in aspects like
unemployment, hunger, literacy, inequality or
poverty (for example, between 1981 and 1999
the share of the population living with less than

AMERICAS
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Protest against Chile’s state economic model in Concepcion, Chile | Source: REUTERS/Juan Gonzalez

“ THE BURST OF THE COMMODIT Y PRICES BUBBLE CREATED A SERIOUS
ECONOMIC CRISIS THAT AFFEC TED ALL OF LATIN AMERICA, WITH
SOME COUNTRIES GOING INTO RECESSION. THAT, ALLIED WITH
CORRUPTION SCANDALS AND CLAIMS OF OVERSPENDING BY THE
LEFT, WERE THE MAIN CAUSES OF THE CONSERVATIVE WAVE.”
$5.50 a day was continuously around 48%; by
2015 it was 26%). Many of these presidents
enjoyed unmatched approval ratings.

themselves, as The Economist put it, “Will South
America’s “pink tide” return?”

But by mid-2010s the tides had changed again.
In a very short period of time nearly all leftist
leaders in Latin America were either voted out
of office or impeached, being replaced by rightwingers, like Argentina’s Mauricio Macri, Brazil’s
Michel Temer and Chile’s Sebastián Piñera.
The burst of the commodity prices bubble
created a serious economic crisis that affected
all of Latin America, with some countries going
into recession. That, allied with corruption scandals and claims of overspending by the left, were
the main causes of the Conservative Wave. This
new right is predominantly conservative, with an
agenda of economic neo-liberalism that includes
subsidy cuts, pension reforms and privatizations.

Sources:
The Economist : The Americas
The Economist: : Leaders
BBC News
DW
The Guardian
The World Bank
Project Syndicate

However, most economies keep underperforming and corruption did not slow down, and with
this new wave not enjoying the popularity that
the Pink Tide had, discontent has been growing
even faster. That’s why some analysts are asking
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AT THE EDGES OF CHINA
Covered David Gravanita

The theme is Economics, and the candidate is Tsai-Ing Wen of the Democratic Progressive Party. The
incumbent President of the Republic of China smiles, with red letters reading “Tax Cuts Feel Good”. In
her arms, she holds a cat looking up, which asks for treats. It is a remarkable ad, even for western observers used to competitive election; but presumably much more surprising when compared to the lack of
political messaging across the strait.
Since her party’s defeat last year, Tsai-Ing Wen
has mostly succeeded in rebuilding her image,
appealing to a younger audience not only by
posing with cats but also by appearing in interviews with new media personalities and bloggers,
even inviting some to spend a night at the presidential residence. She is now expected, but not
guaranteed, to win the presidency in the upcoming elections on January 11th. While some may
credit her recovery in voting intentions with
this media offensive, or with the fall in favour of
her opponent Han Kuo-yu of the Kuomintang
(National Party), many believe the upturn is due
to the outburst in violence in nearby Hong Kong.

Tsai Ing-Wen
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The Republic of China, which now controls
sparsely more territory than Taiwan, was the
losing party in China’s Civil War, in which the
Chinese Communist Party came to power, and
proclaimed the People’s Republic of China. Taiwan
is to this day still claimed by China as a province,
and repeated calls by Beijing that it will have
to come back into the fold have grown more
violent and resolute. However, there has always
been hope that this process would be a peaceful
one, and to that end Beijing developed a solution it entitled “One Country, Two Systems”, where
Taiwan would maintain its own rule and way of
life, but recognise its subservience to the mainland, and eventually integrate. This solution was
later used by Beijing when it took over Hong Kong

ASIA

and Macao at the end of the last millennium, and
the two colonies maintained the full set of civil
liberties, as well as limited democracy. However,
its failure is apparent.
Hong Kong has since the summer been in permanent turmoil. Protests started over a bill that
would allow extradition to Mainland China,
where the Communist Party explicitly controls
the court system. After a succession of peaceful
marches in July and August, the largest of which
reportedly saw over 2.3 million on the streets,
confrontations turned violent. The tale of the
confrontations in Hong Kong is bitter and intricate, but the role of police in escalating the violence is hard to overstate.

“PROTESTS STARTED OVER A BILL
THAT WOULD ALLOW EXTRADITION
TO MAINLAND CHINA, WHERE THE
COMMUNIST PARTY EXPLICITLY
CONTROLS THE COURT SYSTEM.”
Police have used over 16 thousand canisters
of tear gas since June, almost 90 per day. For
comparison, it used 87 during the whole of the
Umbrella Movement protests in 2014, which
lasted around 3 months. Police morale is said to
be low, with officers once portrayed as exemplary
now regularly engaging in acts of violence. A
survey conducted at the end of November rated
police 3.5 marks in 10, with over 40% of respondents giving 0 marks. The public at large seems to
support the protests with recent district council
elections giving an overwhelming victory to the
pro-Democracy camp, though these local bodies
have little to no power in practice.
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One Country Two Systems has failed neighbouring Macao for the opposite reason – it has by
now fully accepted the Central Governments’
prerogatives. The city continues to enjoy civil liberties, though these seem to be withering away
– freedom of assembly, for instance, can be put
into question when peaceful demonstrations of
support for Hong Kong are deemed illegal. Its
GDP, while one of the highest in the world, is very
unequally distributed, and derives from what is,
in essence, an economic rent – it is the only place
in China where gambling is legal.
The predicament of Taiwan is therefore apparent.
It is extremely dependent on China in matters of
trade, as well as having most of its foreign wealth
invested in China (for example, the iPhone supplier Foxconn is a Taiwanese company which manufactures on the mainland). However, its diplomatic relations are becoming ever more strained,
as the issue of its status cannot be resolved – as
it would not accept either a province status, or
a One Country Two Systems-type arrangement.

Sources:
Ming Pao News (translated)
Quartz
Hong Kong Free Press
Wikipedia

At the heart of the conflict is the issue of governance. The protestors have issued a list of 5
demands, which are politically unacceptable to
Beijing. The Chief Executive, as well as the proBeijing legislature, are between a rock and a hard
place. Political inaction and a police crackdown
are the only options acceptable to the Central
Government, but appear to cause only more violence and drive away wary investors.
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DISTRESSED SOVEREIGN DEBT
INVESTING IN AFRICA
Covered by Daniel Soares
Distressed debt is an asset class that seeks to salvage as much value as possible from troubled debt issuances in which the issuers have failed to maintain certain covenants and may be engaged in bankruptcy
proceedings to absolve their obligations. The investment firms that partake in these activities are oftlabelled “vulture funds” due to the perception that they prey on weakness to realize disproportionate
profits. The matter becomes even more entangled when states invoke sovereign impunity to excuse their
debts and morally gray in the face of heavily indebted poor countries (HIPC) who have been hit with $1
billion of judgments over 26 cases.

Secondary Markets

Vulture’s modus operandi

Despite some advancements in African HIPCs such
as Ghana opening their bond markets to the world
around the turn of the decade and recently offering
their first 30-year issuance, a sign of improved creditworthiness, their debt financing has continued to
primarily consist of loans from the IMF and World
Bank. Such loans are then largely written off by the
institutions as they sell the distressed debt with a
low probability of full repayment in the secondary
market where risk-hungry investment firms ready
to take their chances versus restructuring or default
may search for a bargain.

After purchasing into the distressed situation, the
funds proactively seek to turn the negative tides
in their favour. One way in which they do so is by
pursuing a variant strategy of greenmail where
the mere threat of the firm potentially recuperating the debt’s face value drives the indebted
country to offer a pay-out with premium over
the secondary price resulting in an instantaneous
modest win for the firm while cutting some losses
for the country.

Luanda, Angola | Source: Dinheiro Vivo
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The more publicized method of recuperation involves
refusing to partake in any debt restructuring offerings
and subsequently litigating with the goal of recuperating all owed debt along with penalties and litigation
fees for the process. These cases are often made in international financial centres such as New York and London
where a judge may take a median of 6 years to grant
a court judgment in favour of the firm’s claim as well
as an injunction prioritizing their repayment over all
other debt holders. If the firm is successful in obtaining
a favourable judgment, they may see average recovery
rates of 3 to 20 times their initial investment net legal
fees.

Consequences
The long-term results of this investment practice are
yet to be seen but it seems evident that it hampers the
debt relief efforts to poor countries across the globe
and particularly in Africa where certain legal concepts
such as champerty defences are not yet well defined
leaving them exposed to the will of foreign armies of
attorneys. These countries may claim sovereign impunity and simply refuse to pay the awarded amounts, but
this would strain their already fragile integration into
the international banking system and make creditors
think twice about loaning money to them in the future.

Sources:
African Development Bank
Group
IMF
World Bank
Paris Club

On the flip side of this moral crisis comes an opportunity
to redeem accountability. The foreign held assets of the
ruling class can be subject to seizure by firms collecting
their dues if the payments are not otherwise met. This
may bring to light the presence of corrupt governance
and the consequent failure of international debt relief
to trickle down to those in need.
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THE PRODUC TIVIT Y PARADOX
An interview by Duarte Gonçalves, during the Economia Viva

INTERVIEWEE: Rossana Merola is an Economist at the Research Department of the International Labor
Organization. She also worked at the Economics Department of the OECD and at the European Central
Bank. Rossana holds a PhD in Economics from the Université Catholique de Louvain-la neuve and another
from the University of Rome Tor Vergata. Her research interests cover fiscal and monetary policy, DSGE
models and Bayesian estimation.

DUARTE GONÇALVES: The productivity paradox
has been an important topic of discussion.
Although we often talk about the growth in technology and the puzzling slowdown in productivity, we sometimes neglect the link between both
i.e., the ways in which we can translate technological improvements into productivity gains…
ROSSANA MEROLA: I agree. I mean, the technological progress is there, and it is beneficial for
the society and, in any case, we cannot stop it.
The important step is how should we be prepared
for this technological change that can affect the
society and how can we benefit the most and
share those benefits. They should not be restricted
to a share of the population, leaving everybody
else behind.

“THE IMPORTANT STEP IS HOW
SHOULD WE BE PREPARED FOR THIS
TECHNOLOGICAL CHANGE THAT CAN
AFFECT THE SOCIETY AND HOW CAN
WE BENEFIT THE MOST AND SHARE
THOSE BENEFITS.”
DUARTE GONÇALVES: It seems that this progress has increased demand for a higher skill level.
If those at the bottom cannot keep up with that,
they may not reap the benefits, but they surely
may face the costs…
ROSSANA MEROLA: Yes. On one hand, it is probably true that there is a higher demand of high
skills, and this can be linked to the technological
change because a routine job can be done by a
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machine. However, I have some concerns that,
with artificial intelligence, some higher skilled
jobs can be replaced by robots. I mean, apparently even some medical services can be done by
a robot these days, so I am not sure if in the future
technological change will only affect the lowskilled workers. I think that softer skills related to
creativity, emphatic intelligence, etc. will become
more and more important.

“APPARENTLY EVEN SOME MEDICAL
SERVICES CAN BE DONE BY A ROBOT
THESE DAYS, SO I AM NOT SURE IF
IN THE FUTURE TECHNOLOGICAL
CHANGE WILL ONLY AFFECT THE
LOW-SKILLED WORKERS.”
DUARTE GONÇALVES: Does this all mean that
there should be structural changes in the education that people are given?
ROSSANA MEROLA: Surely. Not only should
we focus on the “unreplaceable” skills, but also
on simple skills that allow people to cope with
this change. I mean, not everyone can become
a super engineer, but a minimum level of core
skills regarding technological literacy should be
achieved by anyone.
DUARTE GONÇALVES: We have some firms that
are in the frontier of this technological change,
but also some that do not have access to that
same level of progress. You mention that we
should try to decrease the gap between these

THE FUTURE OF THE EURO
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Rossana Merola in Economia Viva 2019, alongside Mary-Veronica Tovsak-Pleterski during the debate “The European Productivity Paradox”.

firms rather than just focusing on the frontier.
Can it be that by trying to reduce that gap we
are sacrificing the full potential of this progress?
ROSSANA MEROLA: It is possible that by trying
to help the firms that are lagging behind we kind
of disincentivize the “superstars”, but it is a tricky
issue because we need to find an equilibrium that
is not very easy to achieve. Most of the time, these
“superstars” are very productive because they are
protected by the patent system. Obviously patent
protection is important because if you have to
spend a hefty amount of resources on R&D and
then you do not gain from it you will invest less.
But the regulation should also guarantee that the
individual gains firms get from these improvements are not perpetuated over time.
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DIGITAL ECONOMY: A
CHALLENGE TO TAXATION
Written by Ana Catarina Pintassilgo
Taxation is a key instrument for any government to be able to provide essential public services, such as
education and health, as well as to implement redistributive policies that could promote equity in society.
The effectiveness of taxation has been put at
stake in the past years, with governments losing
sources of revenue due to tax avoidance and
tax competition among countries. The greatest
challenge to taxation is the global and digital
economy.
Until now, governments would tax foreign companies’ profits through their physical existence:
if a business was permanently established in the
country, it would be taxed. However, in a digital
economy, the existing rules no longer apply.
Digital companies no longer need a physical presence in every country they create value and can
even access customers in a country where they
hired no employees. Digital companies use algorithms and data collection as their core business,
intangible assets that are hard to put a value on.
The users themselves contribute to the value creation by sharing their preferences, data which is
later used to targeted advertising. Digital companies can only be taxed on the country where they
are legally established and the global user contribution to profits is not accounted for in their
tax bill. This means companies can choose where
they want to be legally established, and this is
where the tax competition, tax avoidance and
tax havens come into play.
“In a digital age, the allocation of taxing rights can
no longer be exclusively circumscribed by reference to physical presence” - OECD
It is estimated that $240 billion are forgone each
year, due to this legal form of tax avoidance by
multinational companies, that earned the name
of base erosion and profit-shifting (BEPS).
Is it fair that multinational digital companies are
allowed to avoid taxes? Most countries disagree
and that’s why they are joining forces to find a
solution.
Some questions need to be answered before
any reform is proposed, such as how we define
digital business and what is the value we put on
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data. Should countries act alone, or do we need
a global solution? Two key questions are “where
to tax” and “how much to tax”.
France took action, implementing a 3% corporate tax this year, aiming to target large tech
companies including Facebook, Amazon and
Google. This type of unilateral taxes has its own
drawbacks. If a country alone decides to implement corporate digital taxes, we are reinforcing
tax competition, where some countries create
tax benefits to attract digital businesses, at the
cost of the countries that implement the tax. The
country that implements the digital tax will lose
the revenues of the companies that change their
legal presence and the country that creates tax
benefits will also face the cost of the forgone
revenue that it could obtain by not lowering tax
rates. The tax should also be designed in such
a way to avoid undesired incidences. Early this
year, in Uganda, a digital tax was imposed, and
companies were able to avoid the tax, passing
it to consumers, that eventually decided to stop
using digital services.
Since cooperation seems to must come at a larger
scale, the European Commission has issued two
legislative proposals in March 2018, to reform
corporate tax rules and to create an interim
tax. Under the first proposal, digital companies
would have to pay taxes in every Member State
where they have a significant digital presence
(even if they have no physical presence), which
is measured by their revenues, number of users
and numbers of online business contracts. This
policy will also change how profits are allocated
to Member States. Ireland, for instance, has competitive low tax rates that attracted digital multinationals such as Apple, Google and Facebook,
meaning these companies are only taxed in
Ireland, besides creating profits all over Europe.
With the EU proposal, there would be a fair allocation of profits.
The Commission’s second proposal of an interim
tax aims to tackle businesses that currently avoid
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to implement, the European Union will try to
move forward alone. Due to the resistance on the
EU Proposal, it would be possible that countries
rather decide to implement their own tax reforms,
which would just worsen the existing “tax war”.
If the OECD proposal goes forward, this would
be a real game changer. Could we be witnessing
the beginning of a revolution in the tax system?

taxation. These proposals were highly unpopular
between some Member States, that also raised
the concern of double taxation. Other member
states decided to move forward and implement
the proposal alone, which was the case of France.
As previously discussed, a country alone implementing the tax is hardly the best approach.
At the same time, the OECD is joining forces to
reform the tax system, receiving far better support
than the European Commission’s Proposal.
Amazon, one of the largest digital multinationals in question, has already welcomed the OECD’s
proposal, as being “an important step forward”.
The OECD proposal is divided into two pillars.
The first one aims to introduce a stable international corporate tax system, where countries are
able to tax digital companies that currently avoid
taxes (similarly to the EU Proposal). The second
pillar seeks to implement a global minimum corporate tax rate. This would mitigate the existing
tax competition among countries, where everyone seeks to be the one offering the lowest rates.
In fact, these proposals would not only apply to
tech giants such as Facebook, Apple, Amazon,
Netflix and Google, but also to other multinationals that make significant profits from intangible
assets such as brands.

Sources:
European Commission Proposal (March 2018)
World Economic Forum: Digital Tax
World Economic Forum: Tax Fairness
World Economic Forum: Global Taxation
Financial Times: Corporate Tax Rate
Financial Times: Global Tax
Bloomberg
OECD: : Secretariat Proposal for
a “Unified Approach”
under Pillar One
OECD: Global Anti-Base Erosion
Proposal (“GloBE”) Pillar Two
The Guardian

This would benefit both large countries like the
US, China, Germany or France, as well as developing economies. As stated by the OECD, “a
minimum tax rate on all income reduces the
incentive for taxpayers to engage in profit-shifting and establishes a floor for tax competition
among jurisdictions”.
At what level should the minimum corporate tax
rate be set is highly debatable and brings the concerns that consensus will never be reached. If a
minimum corporate tax rate is proved impossible
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CLUB’S INICIATIVES: OUR PAST,
PRESENT AND FUTURE
Written by Diogo Conceição

Nova Economics Club (NEC) was once created to
help Portugal surpass the economic and financial
challenges that led to the Economic Adjustment
Programme (EAP) in 2012. It started with only a
small group of master’s students fully dedicated
to finding a solution to the most pressing problems at the time. However, when the EAP was
almost complete, the club deemed necessary for
it to reorganize itself. It has become an ever-growing structure ever since.
Now, NEC counts with 32 active members, both
from master’s and bachelor’s degrees, and has
expanded its operations to other areas other
than research projects. It has become one of the
greatest and most recognizable clubs in Nova SBE
and works with numerous external institutions in
pursuit of the promotion of economic discussion.
Part of the recognition NEC has achieved over the
years comes due to the events it has organized
from 4 editions of its annual conference cycle
“Economia Viva”, which has become the greatest
of its kind fully organized by students in Portugal,
to several NEC Talks, book sales, and other initiatives. This year will be no different, and the club
is going to thrive once more to bring economics
to the academic community at Nova SBE and the
people of Carcavelos.
Economia Viva 2020 will be our fifth edition of
the event in partnership with Nova SBE Students’
Union and it will be bigger and better than any
other edition so far! The club has always fought
to bring the most recent topics, the best guest
speakers and generally create the best possible
week for economic discussion.

This particular event has always revolved around
the final goal of dealing with all issues, all opinions, being for all minds: making economics for
all. This is exactly what February 2020 will bring.
The school year, however, does not revolve around
February, and even though Economia Viva is our
greatest yearly event and one of the greatest at
Nova SBE, NEC is constantly thinking of new ways
to bring economics to the public and widen the
economics discussion. As such, the club will continue with several NEC Talks throughout the year.
These are intended as informal spaces for students to discuss what is currently happening in
the world, debate different points of view, and
bring all the concepts they learn in class to reallife situations and see how they can be applied
to the real world.
Our partner institutions also play a big role in our
activities, and as such, NEC will promote sessions
to meet those institutions, understand what they
do, how they do it and why they do so. These sessions will be great opportunities to see how economics is put to practise outside Nova SBE and
other colleges.
This is just a “sneak pic” of what we have prepared
for this year. Every year we try to make things
even better and bring economics closer to the
general public, a small step at a time. We have all
these initiatives for the Nova SBE Community as
a whole, which means that everyone is welcome
to any of the NEC’s events throughout the year.
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ECONOMIST IN THE SPOTLIGHT:
ESTHER DUFLO, ABHIJIT
VINAYAK BANERJEE AND
MICHAEL ROBERT KREMER
Written by Inês Philippart
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ECONOMIST IN THE SPOTLIGHT

Esther Duflo, aged 47 and born in Paris, is a
French–American economist and Professor of
Development Economics at the Massachusetts
Institute of Technology (MIT). She is the cofounder and co-director of the Abdul Latif Jameel Poverty Action Lab.
She studied history and economics on her bachelors and then completed her master’s at the
Paris School of Economics. Subsequently, she
completed a PhD. in Economics at MIT. Later on,
she started working as an assistant professor at
MIT and shortly after this was promoted to associate professor with tenure, at 29, making her
among the youngest faculty members to be
awarded tenure.
Duflo is a National Bureau of Economic Research research associate, a board member of
the Bureau for Research and Economic Analysis
of Development, and director of the Center for
Economic and Policy Research’s development
economics program. She is also the youngest
person to win the Nobel prize and the second
woman to receive it.

Abhijit Vinayak Banerjee, aged 58 and born
in Mumbai India, is an American economist,
and a Professor at MIT. He has also taught at
Harvard University and Princeton University.
He studied economics at the University of
Calcutta (India). Later, he completed his
master’s in economics at JNU, Delhi. At this
time, he was arrested and jailed in Tihar Jail
during a student’s protest. Later on, he did a
PhD. in Economics at Harvard.
Banerjee is a co-founder of Abdul Latif Jameel Poverty Action Lab. He was a president
of the Bureau for the Research in the Economic Analysis of Development, a research
associate of the National Bureau of Economic Research, a research fellow at the Centre
for Economic Policy Research and the American Academy of Arts and Sciences.
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Besides the Nobel prize, he was also honoured
with numerous others, one of them also shared
with Esther Duflo.
Michael Robert Kremer, aged 54 and born in
New York in a Jewish family, is an American development economist and professor at Harvard
University.
He graduated from Harvard University in Social
Studies and did a PhD. in Economics. He was a
postdoc at MIT and was also a professor there.
Since 1999, he has been a professor at Harvard.
Kremer is a Fellow of the American Academy of
Arts and Sciences and was named Young Global
Leader by the World Economic Forum. He is a research affiliate at Innovations for Poverty Action
and a member of Giving What We Can, an international society for the promotion of poverty
relief.
Kremer was described by Duflo as “a visionary”
for his experiments with randomised control trials.

Sources:
The Nobel Prize
CNBC
Wikipedia: Duflo
Wikipedia: Banerjee
Wikipedia: Kremer
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