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The last time we ‘met’, we spoke about the drastic changes the world 
has witnessed over the course of a year. Well, the change has not 
ended yet and is still, an inevitable part of our lives. After successfully 
‘Uploading 2020…’, we now sit in front of a screen with 20 problem sets 
downloaded, multiple internships and spring week folders opened, 
whilst the ‘CORE Econ’ textbook still lies  perched on our web browser’s 
‘favorites’ list. 

While we are engrossed in a diverse platter of work and assignments, 
it is always great to ‘Hit Refresh’! With that, it gives me, along with the 
entire team, a great pleasure to release the 22nd Issue of the Economic 
Tribune. As the name suggests, the theme for this issue makes an 
attempt to refresh your mind and think about the new ways in which 
the evolving economic, political, and even social environment around 
you can be described. 

Without further due, let’s take a look at what you can expect to read 
in the following pages. To start with, issues have been raised about 
‘forgotten’ environmental issues in the light of COVID-19, and  our 
correspondents explore the ‘Economics of Nature’ in a rather unique 
way. Syed kicks off by taking a closer look at Asia’s Climate Crisis and 
explores the Economics and Politics behind the crisis while Sharia 
tackles environmental issues by giving us a new perspective on Dieting. 
Concerns related to the environment have motivated scientists to 
search for life in other planets. Considering this, Rumeysa goes beyond 
‘Earthly matters’ and offers a great insight as to the competitive nature 
of Governments and Private firms regarding space exploration. This 
clearly shows how advanced our technology has become over the 
past decade or so, but letters don’t seem outdated, do they? This time, 
Yushra writes to Professor Kate Raworth, arguably one of the most 
influential environmental economists of the 21st Century. Take a look 
at her research as well as some crucial questions she raises about the 
implication of ‘Doughnut Economics’ at large. 

Extending the theme of Environment, Yash delves away from 
mainstream Economic literature and narrates the history of trade in 
the Indian Ocean , stating it as a ‘fascinating example of the interplay 
between geography, economics and culture’. This brings us to the 
next segment of the Economics section, which revisits the history of 
economic thought as well as the role culture plays while delving into 
economic issues. Shavak begins by enlightening us with a piece on 
the Ancient Greek Economy, while Vaishnavi reinforces the idea of 
culture while talking about Economic Growth. Lastly, Daniel ends the 
Economics section in style by bringing back the ‘IKEA memories’ and 
its role in boosting the retail industry. 

After an engaging discussion on various economic issues, one may 
wonder that every crisis calls for the role of Government, every decision 
impacts public policy, and every issue has a political oversight. This 
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leads to our second section of the magazine: Politics. Jordi starts by 
presenting the happenings around the world in the very new section 
on ‘The World in Pictures’. The notion of scarcity, one of the basic 
fundamentals of Economics, evidently keeps cropping up whenever we 
hear about battles over natural resources. To further open the debate 
about this, Mawdud throws some light on the Nile River dispute and 
points out concerns of conflict only dragging them towards economic 
decline. Along with this, we have also seen some regulatory battles 
lately. Angus takes up the case of the Ant Group IPO suspension and 
argues whether the Chinese government was justified in taking this 
step. While these conflicts continue, Noemie and Mattias explore two 
distinct areas of European Politics, namely the French freedom of speech 
and the collision between the Polish rule of law and the EU respectively. 
After visiting Europe, the politics section would seem incomplete 
without addressing the race to the White House between Biden and 
Trump in the United States. However, questions have been raised for 
the very system which governs the elections in the US. In the special 
section of ‘Democracy in action’, Nim presents a number of arguments 
on the electoral college and provides an argument with a mix of fact 
and opinion. Gaurav ends the politics section by reinforcing the idea of 
Game Theory to argue against excessive political advertising. 

With that, we come to our final section: Research. Our research 
correspondents return to provide you with an insight on how research 
at UCL looks like! Phineas begins by using Game Theory to model the 
mechanics of collusion and setting the stage to further examine the Irish 
Mobile Market. This would be followed by Ansh and I diving into the realms 
of Development Economics, exploring the bargaining power of women 
in the households and the role educational differences play in income 
inequality respectively. After a heavy discussion on Microeconomic 
theory and Development issues, four of our researchers make an attempt 
to ‘Modernise Macroeconomics’. Soumya begins by evaluating the 
savings habit of the millennials using empirical econometric methods 
while Ananya rethinks about the existing Macroeconomic models and 
argues whether lessons from Machine Learning could help reform these 
methodologies. On the other hand, Jasmine lays out her literature review 
on the growing Islamic finance industry and the challenges it has been 
facing. Marc ends the research section by looking at whether Central 
Bank Digital Currencies would help mitigate Hyperinflation.

Before I end, all of us at the Economic Tribune would like to wish you a 
Merry Christmas and a very Happy New Year ahead! I hope you enjoy 
reading this issue and do remember that our blog is always open to 
accept entries on issues and research ranging from wide dynamics of 
Economics, Policy, and Research. 

Kind Regards
Shivam Gujral

Director, 2020-21
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Climate change is quickly having a visible impact on the 
planet, with the number of extreme weather events rising 
dramatically over the last quarter of a century. A recent 
UN report found that between 2000 to 2019, there were 
7,348 major natural disasters across the world, compared 
to 4,212 natural disasters in the previous 20 years, with 
the UN Office on Disaster Risk Reduction attributing much 
of this increase to rises in global average temperatures 
(UNDR, 2020). Similarly, a report by Carbon Brief found 
that in a study of 355 extreme global weather events 
measured, 69% were found to be made “more likely or 
more severe by human-caused climate change” (Carbon 
Brief, 2020). These weather events have resulted in 
significant financial and human costs, with the same UN 
report finding that they impacted over 4 billion people 
were, causing close to  1.23 million deaths, whilst the 
global economy lost nearly $3 trillion as result (UNDR, 
2020). Given that projections suggest current policies 
and targets are not reducing global temperatures rises 
by the necessary amount (Climate Action Tracker, 2020), 
there remains significant progress to be made in order 
to protect 7.8 billion lives across the world from climate 
change, as can be seen in Figure 1.

Figure  1: Emissions and expected warming based on current policies
(Source: Climate Action Tracker, 2020)

However, the consequences of global warming have by 
no means been felt equally across our planet. A report by 
the Intergovernmental Panel on Climate Change (2014) 
found that while countries such as the UK would avoid 
the worst impacts of global warming, it is countries in Asia 
that would suffer most from rises in temperature and sea 

Asia’s Climate Crisis

Syed Ahmed

levels. According to the Global Climate Risk Index 2019, 
countries such as Vietnam, the Philippines, and Thailand 
were among the countries that were most affected by 
global warming in the past 20 years (Eckstein, Hutfils 
& Winges, 2019). Figure 2 reflects how up to one billion 
people live in areas with the potential to have a lethal 
heat wave, out of a possible 1.2 billion globally (McKinsey, 
2020). Therefore, it’s clear Asia must adapt quickly and 
mitigate against the risks of global warming.

Figure 2: People, physical assets and GDP impacted by climate 
change (Source: McKinsey, 2020)

There’s no denying that geography plays a factor in the 
challenges that Asia faces. As put forward by the UN 
Development Programme (2019), the continent has a 
unique set of geographical features that make it more 
vulnerable to climate change. For example, the vast 
number of low-lying territories and small island states 
in South andSouth-East Asia means that these areas are 
highly susceptible to rising sea levels. Predictions suggest 
that sea levels could rise by 65cm by the end of the century 
(UNFCC, 2018), with the threat of further rises having dire 
consequences for countries like Bangladesh, where over 
18 million are under the threat of being displaced from 
their homes if sea levels were to rise by one metre. The 
fact that nearly half of Asia’s population, totalling 2.4 
billion people, lives in low-lying coastal areas means that 
the consequences are far-reaching. Not only are 43,000 
killed each year, but it also results in homes and wider 
infrastructure being destroyed and food sources being 
wiped out, and livelihoods lost due to heavy reliance on 
natural resources for food and income. 

The impact of other factors such as population 
growth and policy decisions, nonetheless, must not 
be understated when considering the causes of Asia’s 
vulnerability to climate change. Home to over 60% of the 
world’s population, Asia emits more carbon dioxide than 

any other region, with  the continent being home to 6 
of the world’s worst 10 polluters (Statista, 2020). China is 
the worst offender, emitting over one-quarter of global 
emissions and as countries such as Vietnam, Thailand and 
Malaysia rapidly develop their economies, emissions of 
carbon dioxide are increasing faster in South-East Asia 
than anywhere else in the world (Prakash, 2018). Many 
of these countries justify their high level emissions by 
arguing that they should be allowed to increase emissions 
as they industrialise, and that global climate change 
agreements should accommodate the development 
needs of developing countries (Saran, 2015). Oluwasola 
Omoju (2014) uses China as an example, asserting that 
it simply would not have achieved significant economic 
growth and development if it had cared about the levels of 
pollution it was creating at earlier stages of development. 

It’s therefore no surprise that reliance on fossil-fuel based 
energy sources is only projected to grow, with coal-power 
capacity in Vietnam, China and India being the three 
biggest in the world (Shearer et. Al, 2018). In Malaysia 
and Indonesia, huge amounts of forestland are being cut 
down to make way for farms in order to feed growing 
populations and boost export revenue by producing pulp, 
paper and palm oil - deforestation accounts for nearly half 
of emissions in these areas. This rapid economic growth 
and the resulting urbanisation, as people seek to move 
up the prosperity ladder, only magnifies the risks. Rising 
populations in cities has resulted in higher emissions 
of heat and increased construction of floodplains that 
leave cities far more vulnerable to flood, on top of further 
destruction of forestland. It’s therefore clear that conflicts 
exist between economic policy and climate change in 
Asia.

Some action has already been taken to address the crisis 
that Asia is facing, with The Paris Climate Agreement of 
2016, signed by 195 countries, committing countries 
across Asia to reducing global emissions. Participating 
ountries have been required to submit climate policies 
running to 2030 to the UNFCCC, with the likes of South 
Korea claiming that it would be the first East Asian to 
achieve net-zero greenhouse gas emissions by 2050. 
Provisions have also been made to allow developing 
nations to fall short of meeting the target of keeping 
global warming below 2 degrees, as long as they can 
clearly indicate emissions reductions from business-as-
usual levels (Asia Development Bank, 2016). Nonetheless, 
questions remain over whether genuine progress has 
been made and whether there are incentives in place 
to . While China aimed to invest over $360 billion in 
renewable energy between 2016 and 2020, it has still 
seen CO2 emissions rise in the years since the agreement. 
Japan still has one of the highest emission rates per capita 
in the world, while Indonesia’s latest energy plans have 
favoured coal-fired power plants over renewables and 
gas (SCMP, 2019). And while countries are legally required 
to report their emission reduction plans, the fact that no 
mechanism legally forces a country to fulfill its emissions 
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goals (Roewe, 2019) points to a glaring lack of incentives 
for countries to action real change. Vague statements by 
the likes of Japan and Singapore to achieve net-zero goals 
“as soon as viable in the second half of the century” (Darby 
& Gerretsen, 2019) clearly indicates how the absence of 
penalties for non-compliance creates doubts over the 
effectiveness of the Paris Agreement in Asia.

Though in many ways, these developing countries are 
also best placed to lead the global response to climate 
changes. Given that infrastructure and urban areas are still 
being built in many parts of Asia, there is an opportunity 
to build infrastructure that are more resilient to extreme 
climate change and can deal with severe weather events. 
For example, the Malaysian government strengthened 
its capacity to deal with flash flooding by increasing river 
channel capacity, while rural provinces in southwest China 
have developed new harvesting methods that are better 
adapted to drought and pests (McKinsey, 2020). 

Nonetheless, it is important to recognise that 
decarbonisation of the economy is where significant 
progress must be made. It is clear that as many Asian 
economies continue to develop, there is a need to 
reduce demand for and consumption of carbon-intensive 
production, with a focus on renewable energy sources 
key to mitigating climate change. To its credit, the Paris 
Agreement does include a provision for developed 
countries to provide up to $100bn of financial support for 
emerging economies to smooth the transition from fossil 
fuels to renewables – the success of this remains to be seen 
of course, but it is clearly a step in the right direction. Key 
economies such as China and Japan also lead the world in 
developing eco-friendly technologies that are necessary 
to minimise humanity’s impact on global temperatures. 
And as Asia continues to enjoy increasing economic 
growth as a result of its rapid industrialisation, policy 
decisions made by governments across the region will be 
critical in how Asia faces its climate-change challenges.

The truth is, what we eat matters. The environmental 
impacts of our food are often overlooked because as we 
delve deeper into the varied and complex process of how 
our food reaches  our table, we can see that a lot more 
is going on, and these individual stages add together, 
contributing to climate change. To break it down, our food 
comes from the farm, it then goes through various stages 
of production, processing, and transportation, all of which 
require vast amounts of energy, water, chemicals, and 
produce wastes.

 

Figure 1. The environmental impacts of food and agriculture

The visualization here tells us that food and agriculture 
have a significant impact on the environment. Food 
is a major factor in tackling climate change, reducing 

water stress, pollution, restoring lands back to forests or 
grasslands, and protecting the world’s wildlife. Therefore, 
the choices we make when it comes to food is extremely 
important.

What kind of food choices should we be making? 
Is eating local the answer?
When it comes to reducing one’s carbon footprint by 
changing food choices, many people decide to eat local 
food. But to what extent will eating local reduce your 
emissions? The unfortunate reality is that simply eating 
local will do little to reduce your emissions. However, what 
you eat can make a much larger difference.

Whether or not your beef or lamb is local, their carbon 
footprint remains the same.. Transportation contributes 
to less than 1% of beef’s greenhouse gas (GHG) emissions 
so eating local beef would have minimal effects on its 
total footprint.

To prove this mathematically, we take an example of beef 
from a beef herd. The average footprint is approximately 
60 kg of CO2eq per kg of beef.

Transporting food by boat emits 23 grams of CO2eq 
per tonne of beef per kilometer. To transport beef 9000 
kilometers from Central America to the UK will emit:

9000km*23g per tonne-kilometer / 1000 / 1000 

= 0.207 kilograms CO2eq per kg (beef )

And since:

0.207/ 60 = 0.00345

A New Perspective on Dieting

Sharia Tan
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This is equivalent to 0.35% of the total footprint of the 60 
kg of CO2eq per kg of beef. Hence, for foods with a large 
footprint, transport only has a small share in the food’s 
total emission of GHG. Although transporting food from a 
longer distance does play a role in climate change, it isn’t 
the most significant, and there are other areas we should 
put more focus on.

What are climate-friendly foods?
Since eating local isn’t the answer, what is? Experts say 
it’s choosing climate-friendly foods. Climate-friendly 
meals are usually categorized as having at least 50% less 
CO2 emissions than the average meal. An average meal 
produces about 1258g CO2, whereas a climate-friendly 
meal produces around 629g CO2, half that of the average 
meal.

In general, meat from ruminant animals, such as cattle 
and goats, are the most emissions-intensive. Livestock 
production is the largest contributor to greenhouse gas in 
food system activities, accounting for an estimated 14.5% 
of global GHG emissions from human activities. An easy 
way to categorize these foods is red meat. 

Processed foods such as hamburgers are the epitome of 
not climate-friendly foods. Its carbon footprint is inclusive 
of all the fossil fuels that went into producing the fertilizer 
and pumping the irrigation that went into growing the 
corn to feed the cow, emissions from converting forest 
land to grazing land, processing the meat, and then 
transporting it. Comparatively, foods on the bottom of 
the food chain such as vegetables, fruits, and grains have 
lower carbon footprints, because they go through less 
processing. 

Another thing to note is that foods that require freezing 
or refrigerating for long periods such as ice-cream, frozen 
vegetables also have a higher carbon footprint because 
the energy needed just to keep them from perishing 
is higher. One study reports that a bag of frozen carrots 
has nearly triple the associated global warming pollution 
relative to purchasing a fresh bunch.

Imagine a typical breakfast from the Mcdonalds drive-
thru, the sausage McMuffin with egg. It is certainly a 
very convenient and tasty choice for filling the stomach 
in the mornings, but how does this decision impact the 
environment. The sausage probably consists of beef which 
as we mentioned above creates a lot of GHG. And because 
it is processed and not just a regular piece of steak, it 
produces even more GHG. Furthermore, the sausages 
probably needed to be refrigerated or frozen and heated 
up again before your consumption. The cheese and egg 
are also animal products with the cheese requiring more 
processing, both of which contribute to GHG. All in all, our 
typical Mcmuffin scores incredibly low on the climate-
friendly food chart and it may be better to think twice 
before purchasing that attractive breakfast.

In contrast, if our breakfast was a bowl of oats with 
almonds, bananas and maybe even a drizzle of maple 
syrup, it would be healthy and climate-friendly. The 
amount of processing oats, bananas and almonds go 

through are minimal hence the GHG it produces is little. 
If oatmeal isn’t for you, you can always opt for something 
else, whilst keeping the ingredients more natural and 
plant-based.

According to Sharon Palmer, a registered dietitian and 
plant-based nutrition and sustainability expert, cutting 
back on animal products from a quarter to half can lessen 
one’s carbon footprint a lot. The IPCC report stated that “If 
we collectively adopt a more plant-based diet we would 
reduce the equivalent of up to 8 gigatons of carbon 
dioxide per year.”

Here is a bar chart that helps decipher what foods require 
more processing and therefore are less climate-friendly 
compared to some others.

 

Figure 2. Greenhouse gas emissions across supply chain

In summary, what we should do when considering our 
food choices are the three following steps:

1. Eat more foods on the lower end of the food 
chain since they go through less processing and therefore 
emit less GHG.

2. Choose locally caught or produced food. Even 
though transport doesn’t account for much of the total 
carbon footprint of the food, global effort still adds up.

3. Look for fresh foods which are seasonal and 
therefore involve less processing such as freezing and 
refrigerating

Making smart decisions on our food choices are crucial in 
the battle against climate change. It doesn’t mean banning 
certain foods, but being aware of the consequences of our 
choices and bettering them. A little goes a long way when 
the world acts together. By choosing less processed foods, 
more natural, and more plant based foods, not only will 
we become healthier, our planet and ecosystem will also 
continue to thrive.

Now you might think, have we not seen coverage on the 
US vs. China so many times already? And the answer to 
that question is yes but also no. This article is going to go 
beyond just Earthly matters. Quite literally, it will roam 
into the matters of space: the space race to be specific. 
How China is catching up to the US when it comes to 
space technology. The aim is to surprise you on how 
competitive governments and private firms are about 
space exploration as well as the bigger picture behind the 
technology and the economics of space. 

So what is the space race? It is the battle of the nations 
in zero gravity. Fighting to make history and create 
revolutionary technology. The US, renowned across 
the world for their National Aeronautics and Space 
Administration (NASA), has already sent many spacecraft 
to Mars. This past summer, other countries like the UAE, 
sent their first on July 19th. The $200 million Mars mission, 
labelled “Hope”, is set to enter Mars’ orbit in 2021. It aims 
to better understand the Martian atmosphere with its 
distinct approach of orbiting around the Red Planet’s 
equator. China is not far behind, with its first Mars mission 
launching on July 23rd 2020. The “Tianwen-1”, armed 
with a lander, rover and an orbiter, was the first of its 
kind coming from China. This is as much equipment sent 
to Mars then the US did over several missions (National 
Geographic, 2020 and Forbes, 2020).

It is not difficult to see why the US feels its hegemony is 
threatened by China. Since 2018, China has sent more 
rockets to space than any other country. To be exact that’s 
15 more than the US (Aerospace, 2020). Despite there 
being a sizable difference, China is in 2nd place for the 
most money spent on space programmes, just behind the 
US (Statista, 2019).

 

Figure 1: Government expenditure on space programs from 2014 to 
2018, by country (in billion U.S. dollars) (Source: Statista 2019)

To better understand what makes a nation unsuccessful 
and successful when it comes to the space race, we need 
to first take a look back in history. 51 years ago, the Soviets 
lost the race to the moon to the US and from the 1990s 
onwards, reduced the number of launches they have 
per year by more than 50%..(Aerospace, 2020). Partially 
due to the fall of the Soviet Union in 1991 which led to a 
transition to a market economy from the previous system 
of communism, leading to complications from inflation to 
technological inaptness. 

A Race In Space

Rumeysa Yilmaz



THE ECONOMIC TRIBUNE ISSUE 22, DECEMBER 2020

1514

 

Figure 2: Total launches by country (Source: Space-Track.org) 

Nevertheless, before American astronaut Neil Armstrong 
set foot on the moon, the Soviets were the leaders in 
space. They had built and launched the first satellite, had 
the first person to successfully orbit the Earth, had the first 
woman in space and boasted of many more milestones. 
Then what was it that caused the Soviets to fall behind 
in the first space race? There is one name you need to be 
aware of: Sergei Korolev. Practically the sole leader for 
the USSR’s space exploration initiative from the 1930s to 
the 1960s, he followed in the footsteps of his counterpart 
Konstantin Tsiolkovsky. (Tsiolkovsky was a Soviet rocket 
scientist and was considered one of the founding fathers 
of modern rocketry). In 1933, he helped launch the first 
Soviet liquid-fueled rocket and first hybrid-fueled rocket. 
Unfortunately,  after a great milestone for the USSR, 
Korolev fell victim to Stalin’s Great Purge in 1938 and 
was imprisoned until 1944. In the post World War II era, 
the USSR and the US benefited by the capture of German 
scientists. While the Americans got most of the German 
scientists, it was the Soviets who gained access to most 
of the scientific records.  It was Korolev’s ingeniousness 
coupled with the German records and Tsiolkovksy’s 
past research  that led to the Soviet success in space 
exploration. By 1957, the Soviets had the first successful 
test flight of the world’s first intercontinental ballistic 
missile. Catching the wave of such profound success, 
Korolev launched the first satellite, named Sputnik, into 
space. However, not all good things last and after many 
years of landmark achievements, in 1966 Korolev passed 
away due to colon cancer. Vasily Mishin, an engineer, was 
chosen as the successor. The Soviet goals of orbiting the 
moon in 1967 and landing on the moon in 1968 were left 
dwindled. Many launches ended with disastrous failures 
that killed the astronauts on board.  Thus,  the fall of one 
scientist led to the failure of the USSR in the space race. 

On the other hand, China is a success story. The global 
superpower has advanced quite quickly in the space race. 
Surprisingly, the answer to that also lies with another 
man: President Xi Jinping. Him and the Communist Party’s 
political continuity. Whilst a tiring game of techno-politics 
sways NASA from left to right in the US and did so in the 
90s with the fall of the Soviet Union, China’s commitment 
to a clear plan has allowed  them to carry out numerous 
space programmes over the  years. China has already made 
some progress in research ahead of plans to set up the 
first-ever permanent lunar base by 2036. Its purpose is to 
be a station that can refuel spacecraft to allow for further 
exploration (South China Morning Post, 2020). The nation 

has been building an extensive network of overseas space 
ground stations to advance its goals in space. Its rising 
space programme has been advertising launch services, 
satellites and the BeiDou global navigation system as a 
new “Space Silk Road”. This has further been attracting 
foreign nations to China for space-related services (USCC, 
2019). With the help of state-backed financing, China 
has been able to establish a position in the commercial 
satellite and launch sectors which, frankly, competes 
strongly with  market-driven companies. It has already 
seen some success, by sweeping away some US launch 
and satellite providers. This could potentially be early 
signs of China’s ability to rival the US’s space industrial 
bases and effectively gain monopoly power in the cis-
lunar space industry. 

Now all of this does not mean that China will for certain 
overtake the US in the space race. The US has some 
advantage with the likes of billionaire-genius-celebrity 
Elon Musk. Musk’s SpaceX company, like many of his 
current and past endeavours (whether that be Tesla or 
Paypal), is a billion-dollar company pushing the limits 
of today’s technology. With such commercial success 
NASA can learn a thing or two from SpaceX’s short time 
in existence. For example, NASA cannot prioritise the 
technology it needs to develop for the future because 
they do not have a clear Mars plan unlike SpaceX. It seems 
like after the successful launch of SpaceX’s first manned 
mission and the recent “Dragon” mission reaching the 
International Space Station, maybe the future of the 
US’s space missions lies in collaborative or commercial 
programmes (New York Times, 2020).

But why is space exploration important for non-astronauts 
like you and I? Because this is all a bigger reflection of the 
technological advancement in China and possibly lack 
thereof in the US. China does have the advantage of scale. 
If China has more scientists and engineers than the US, 
then they will eventually be a strong contender to the US 
in the race to space and technology. Space technology is 
more than just sending rovers to Mars to look for the past 
or present life. It’s about the ability to send satellites into 
space and bring  technological improvement to Earth.

More advanced satellites allow for a greater perspective 
on helping humanity overcome its greatest challenges. 
One example of this is the growing world population, food 
sourcing is in the back of most people’s minds. What will 
we eat and how will it change compared to now? Satellites 
can provide us with more information and help us monitor 
and improve our agricultural yields. Such technology can 
break down yields by pixel. This is invaluable information 
for farmers. It can help increase harvests and essentially 
take us a step forward in ending hunger (World Economic 
Forum, 2017). Some other countless uses of space 
technology include the monitoring of water quality 
(NASA, 2015). An example of a company that implements 
this is AquaWatch. This Australian company uses ground-
based sensors and Earth observation-derived data to 

provide real-time updates on water quality (World Bank). 

However, for humanity to gain all of these benefits we need 
to take into consideration the economics of space. Until 
recent decades, almost all space programmes were funded 
by the government. This is because there was no profit in 
space exploration and thus no incentive for a private firm. 
However, the promises of new business ventures have 
led to an influx of private space programmes like SpaceX, 
which have proven to be of use to society. By using their 
space technology they have been able to start developing 
Starlink. Said to “deliver high-speed broadband internet 
to locations where access has been unreliable, expensive, 
or completely unavailable” (Starlink, 2020). A significant 
motive of the race in space is to solve the world’s energy 
problem. Despite being somewhat speculative and still, 
in the early ages, helium-3, which is in abundance on the 
moon, could be a possible fuel for nuclear fusion. It could 
produce enough energy for the world for the next 10,000 
years (BBC, 2013). It is the potential for these  streams of 
profit that has made space exploration and the technology 
that accompanies it very attractive. 

We have now covered what the space race is, a history 
of nations’ failures and successes, the benefits of the 
technology and finally the economics of space. The 
question is who will be leading these advancements and 
acquiring the benefits? The US, China or private firms? 



Dear Professor Raworth,

As one of the first women who inspired me to study economics I cannot 
begin to explain the impact you’ve had on my life and so, it is an honour to 
be writing to you. I first picked up your book, “Doughnut Economics”, during 
the summer after my A Levels and it completely changed the way I thought 
about my subject. Doughnut Economics taught me to question the models 
I was taught in my classes, and as I continue to study Economics I find this 
lesson becoming more and more relevant to my journey as a student. 

During your TED talk in Athens you opened with the question “What 
language would you learn if you wanted to change the world?”, and that this 
question was what prompted you to study economics, the “mother tongue 
of public policy” as you described it. My eyes widened as I watched you 
say those words, since I had chosen to study economics for the exact same 
reason. This shared motivation, led me to mirror your disappointment in 
what we were taught in class. The image of the doughnut itself considered 
many of the issues that got me interested in economics in the first place; 
issues like gender equality, social equity and health were all there, built into 
the model, rather than being treated as an afterthought. At the time, this is 
exactly what  a young economist such as myself  had been looking to read 
as I prepared to enter university.

I also particularly enjoyed reading about your views on how the environment 
fits into the study of economics. In the Doughnut model, you describe the 
economy as being embedded within the environment, rather than existing 
separately to it. Therefore, to improve welfare, an economist must not only 
consider the social conditions which all humans must achieve to live well, 
but also the planetary boundaries to which we are restricted. In the age 
of the Anthropocene it felt slightly uncomfortable to describe pollution 
and climate change as “externalities” as we do in conventional economic 
thought, so reading about your thoughts on the “embedded economy” 
spoke volumes to me. 

However, as I continue to take my economics modules at university, I often 
think about how realistic or feasible the doughnut model is. In a world 
of war, political strife, and major inequalities, the image of the balanced 
doughnut, where everyone’s needs are so eloquently met, often feels like a 
fantasy. My main concern is whether people have the correct information 
and incentives to be able to think about economics in the way you describe 
it. One of the seven ways of changing economic thinking that you introduce 
is to design the economy to be distributive. However, in the current political 
climate, even the word “redistribution” can cause dispute. Not only this but 
in order for us to produce and distribute resources in a way which would 
allow us to live within the doughnut we would require much more research 
about sustainable production methods and the cooperation of firms and 
governments globally to change their behaviour to achieve this. All of 
these actions have costs associated with them, so it becomes difficult to 
understand how we might even begin to change our ways to thrive in the 
safe space of the doughnut. 

Despite these concerns, I continue to recommend your book to my friends 
and family. What I’ve learnt from your work is not a rigorous model which I 
can apply algebra to, but a new way of thinking about economics, which is  
just as important. I think it can be easy to forget that economics is a social 
science, and I appreciate the fact that the model you’ve created includes 
this social element which we all too often discard. So again, thank you for 
consolidating my interest in my subject, and I hope more people will be 
able to use your work to think differently about economics and what it 
means for the world we live in. 

Respectfully,
Yushra Rashid

Letter 
to an 

Economist
Yushra Rashid writes to Kate Raworth

The oceans that wrap our planet have, for generations, facilitated trade and commerce between the corners of the world. 
This article explores trade across The Indian Ocean to elucidate the role these vast waters, and the climate systems that 
support them, have played in shaping our history.

From the 14th to the 15th century, maritime trade across The Indian Ocean was at its peak. Like the Silk Road, it consisted of 
multiple trade routes that connected merchants across Asia, Africa and the Middle East. The goods traded were as diverse as 
the people who traded them. Raw products such as hide and ivory were exported from the Swahili Coast of Africa, silk and 
porcelain were bought from the Song and Yuan dynasties of China while spices, cotton and black pepper were sold by the 
kingdoms of South India. The Islamic World was also a big player in the marketplace, primarily selling books and textiles to 
the other nations.

From gales to pirates, trade in the high seas was laden with risks that resulted in cargo arriving late, spoiling during the 
journey or being lost in the deep blue sea. Unsurprisingly, this led to tremendous losses for all parties involved in the 
exchange. The Indian Ocean, however, is home to a very special set of strong winds known as the ‘Monsoons’. What is unique 
about them is that they are seasonal, blowing over the Arabian Sea and Bay of Bengal from the southwest during the months 
of April to September and reversing their direction from November to February. The cyclical nature of these winds brought 
predictability to trade and therefore, lowered economic risks. For example, consumer expectations and consequently prices 
were both less volatile as buyers and sellers could reliably anticipate future supply. Lower risk therefore translated to lower 
prices which resulted in a lot more trade.

Coupling this reliability with the fact that most oceanic trade was in bulk goods; we begin to see how The Indian Ocean 
played a pivotal role in the economic development of the trading nations. The supply of goods transported over land was 
limited and inelastic, primarily due to limitations on technology and capacity. The camels and caravans that walked the Silk 
Road could carry very little and only allowed trade in luxury items like carpets, china dishes and silks. These wares were exotic, 
expensive and only purchased by the rich. Ships are, quite obviously, a lot bigger than camels, empowering merchants to 
cater to a much wider marketplace. Therefore, nations could trade in bulk goods such as cotton, spices and animal hide 
which was extremely beneficial for the common person. For instance, trees were not plentiful on the Arabian Peninsula 
due to climatic conditions. However, timber imported cheaply from Africa allowed a large number of people to have better 
housing and catalyzed economic development in the Middle East. (Pearson, 2015)

Apart from economic development, the monsoon marketplace also led to the emergence of syncretic cultures around The 
Indian Ocean. Syncretism refers to the amalgamation of different traditions, beliefs and religions into a unified culture and it 
is vividly seen in the Swahili people of Africa. Living along the coastal region of Kenya and Tanzania, they had longstanding 
trade connections with India and the Persian Gulf. Many of them strengthened ties with their commercial partners by adopting 
Islam, a clear example of economics affecting culture. Historically speaking, religious conversion for economic advantage 
was not uncommon as it was a way to build trust and credibility with one’s trade partners by joining their community. 

The Monsoon Marketplace 

(Anderson) It provided multiple benefits to the Swahili people such as access to wider trade 
contacts as well as favorable deals. The extent of this cultural influence has been unearthed by 
historical linguists in the Swahili language. It is fascinating to learn that the etymological roots 
of the term Swahili lie in the word Sawahil meaning ‘coasts’ in Arabic. Further, their Bantu based 
language incorporated a great portion of Arabic’s vocabulary as well as its script. This begs the 
question, what made such cultural intermixing possible? Once again, our answers are carried 
by the Monsoon winds.

The periodicity of the Monsoons meant that Muslim merchants arriving in Africa had to wait 
several months for the winds to reverse direction and take them back to their homeland. A 
trader would come and stay with a family during his visit and return every season to conduct 
trade with them. These economic alliances were often cemented through temporary marriages 
and a common culture emerged, with the flow of ideas and practices accompanying the traded 
goods. (Anderson) It was through the routes of the Indian Ocean that Islam found its way to 
Indonesia, which now has the largest Muslim population in the world.

As we can see, The Monsoon Marketplace is a fascinating example of the interplay between 
geography, economics and culture. Commerce was reliant on the direction of the winds and 
syncretic cultures grew out of commerce. Today, rotors have replaced sails and we often perceive 
our supply chains to be insulated from these climatic systems. Well, we couldn’t be further from 
the truth. Understanding humankind’s past reliance on a singular wind system allows us to 
perceive the massive impact climate change can have on our economic infrastructure. Rising 
global temperatures can change the direction of the Monsoons, reducing rainfall on the Indian 
subcontinent while increasing the occurrence and strength of cyclones. It is our responsibility 
to preserve the invisible currents that have shaped our history to ensure they do not destroy 
our future.

Yushra Rashid

Yash Dewan
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History

History 

The disagreements can be separated into two camps: 
“modernist” and “primitivist”. The modernist camp holds 
that, in many ways, the ancient Greek economy resembles 
that of a modern Western one – one that is conceptualised 
as a capitalistic economic system. This refers to 
interconnected and interdependent markets forming the 
paramount institution in the exchange of products via the 
price mechanism. Here, the impersonal forces of supply 

Time to extend the olive branch

   Shavak Matalia

Greece of classical antiquity is aptly revered as the 
foundation of Western civilisation, the seed – preserved 
and dispersed through the Roman empire – from which 
grew the modern West and its various branches of politics, 
philosophy, law, science, historiography, sport, and the 
arts. Even the word ‘economics’ is rooted in the Greco-
Roman world, deriving from the Latin ‘oeconomia’ and the 
ancient Greek     (transliterated to ‘oikonomia’).

“An impasse appears set 
to continue over the most 
accurate representation 
of the Ancient Greek 
economy   “

With the toils in ancient Greece having 
left us with a repertoire of highly 
esteemed work on intellectual matters, 
it elicits surprise to find that little was 
done to pursue any economic analysis 
of similar sophistication. To illustrate,  
the ancient Greeks lacked equivalent 
words for basic concepts including 
demand, investment, production, 
capital, labour, entrepreneur, income and utility. However, 
as in all civilisations, the Greeks did engage in economic 
acts.  After all, the study of economics merely makes 
explicit what has always been implicit in economic activity.

As such, in modern times, sustained scholarly debate has 
formed on the nature of the ancient Greeks’ economy. 
This dispute surrounds whether the economy of this 
ancient civilisation should be accorded a status of 
“primitive” or of “modern”. Its interlocutors have included 
the ranks of classicists, sociologists, anthropologists, and 
archaeologists, in addition to economic historians and 
economists.

and demand act to allocate 
factors of production 
amongst competing uses. 
Coming close to the level of 
the early modern Europeans, 
the aforementioned feats 
of the ancient Greeks are 
said to have distinguished 
them from all peoples of 

their time. Some modernists subsume these ancient 
accomplishments into their thesis, stating they were a 
plain consequence of the economic freedoms created 
in a system possessing such significant voluntary market 
exchange. They further proclaim that suppression of 
these economic freedoms, occurring amidst the growth 
of the Roman Empire’s bureaucratic control, instigated the 
largest known regression in social development upon the 
eventual fall of Rome (the Dark Ages).

With markets playing such a central role in modern 
society, it is important to remember that goods can be 
produced, valued and exchanged by means other than 

A Dive into the Debate over an Ancient Economy
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price-setting markets. These means can be embedded 
within social and political institutions. History provides a 
panoply of examples of economies based on non-market 
means, with the most commonly cited being that of 
feudal societies and socialist states.

The case against the modernists was thus born with the 
work of 19th century German economist Karl Bücher, who 
affirmed that ancient Greece was simply another example 
of a non-market economy. Bücher argued that the Greek 
economy rested on a foundation of primitive socio-
economic unity, resembling a kind of closed-household 
economy. He envisioned this to have been defined by 
its autarkic self-subsistence by households, and archaic 
institutions such as slave labour (including debt-bondage, 
serfdom and chattel-slavery). This school of thought 
became embodied in the primitivist camp, which made the 
case that the functioning of the ancient Greek economy 
differed wildly from the economies of the modern West 
(referred to by Bücher as the ‘Volkswirtschaften’).

Despite their word “oikonomia” forming the etymological 
root of the modern English “economy”, the ancient 
Greeks indeed lacked anything even approximating 
a contemporary understanding of ‘economy’. This 
difference manifests clearest on a closer examination into 
semantics.  In modern times, the economy is understood 
as the distinct sphere of human interactions involving 
the production, distribution, and consumption of goods 
and services. However, the ancient Greek word oikonomia 
is constructed from two terms: “oikos”, meaning 
‘household’; and “nemein”, meaning ‘management’.  As 
a whole, oikonomia thus referred to the familial activity 
of ‘household management’. Therefore the household, 
today considered merely an economic agent within the 
broader economy, appears to have been recognised by 
the ancient Greeks as the very economy itself.

In the Ancient Economy (1973), classicist Moses 
Finley sought to be more precise on the factors which 
undergird the primitivist thesis – on how the economy 
of ancient Greece was so “desperately foreign” from the 
“Volkswirtschaften”.

Finley concurred that the oikos, household, was the most 
salient unit within the ancient Greek economic system. 
According to his model, this oikos-dominated economy 
was the result of subordination of economic pursuits 
to social and political ones, which stemmed from the 
ancient value system that put emphasis on the wellbeing 
of the community over that of the individual. In this light, 
economic activity was only seen as necessary insofar as 
the husband (the ‘oikonomos’) of each oikos was doing so 
to provide sustenance for his family (in his role as ‘kyrios’); 
or to assist his fellow peers in doing so; or to benefit the 
community (the ‘polis’) as a whole. Beyond this, the male 
citizen was expected to devote his life to advancing the 
communal well-being via active participation in the 
religious, political and military affairs of the polis. As such, 
the ancient Greeks held in low esteem any production 
and exchange that went beyond these strictly delineated 
categories. Consumption beyond subsistence was held 
in low regard too, with moderation widely held to be 
an admirable virtue that increased one’s stature and 

respectability amongst the community.

Finley found that each oikonomos was expected to 
maintain relationships with other households in the polis 
so that he would be able to seek help from a neighbouring 
oikos in the event of an emergency. This reciprocal system 
amongst peers further exemplifies the significance given 
in ancient Greece to supporting community well-being. 
It also effectively established a proto credit-system for 
the pre-bank society. However, in doing so, it thereby 
disincentivised the emergence of credit instruments, 
which would have helped champion large-scale 
technological growth. Considering this, it makes sense 
then that we see limited contributions to technological 
advancement from the ancient Greek civilisation.

Finley also argued that, though most ancient wealth was 
in land, it was seldom commoditised – in stark contrast 
to modern times, where land commoditization is even 
thought to have been a source of our largest downturns 
(including the Great Depression of 1929 and the 2008 Great 
Recession). He attributes this once again to a different 
lens through which the ancients valued the world around 
them. For the ancient Greeks, the ownership of a plot of 
land was seen not as capital investment through which 
profits could be obtained from the growing and selling of 
crops, but rather as a showpiece to exhibit one’s status.

Finley further held that, since ancient Greek society had 
no mass of market phenomena embodying economic 
law, there came little occasion for city-states to engage 
in modernistic economic policy. As a consequence, 
the demos did not in the least consider the economy 
as an institutionally distinct sphere from their social 
and political concerns. Official policies concerning the 
economy were hence very different in nature to those 
from Volkswirtschaften. Modern western states undertake 
policies with specific economic goals, primarily geared to 
making their national economy more productive in order 
to increase the per capita income of their citizenry. Ancient 
Greek city-states indeed had an interest and involvement 
in economic activities, such as trade and coin minting. 
However, like oikonomia occurring at the householding 
level of economic organisation, these activities were 
simply intended to fulfil the community’s traditionalistic 
social and political needs; not strictly economic ones.

The core tenant of Finley’s thesis was thus that the 
overriding system of political and social values in which 
the ancient Greek economy was embedded within meant 
its economic activities were not undertaken for the pursuit 
of profit or capital accumulation, nor were its state policies 
directed to boosting investment or economic growth. 
This, in Finley’s eyes, was the chief difference between the 
functioning of the Greek economy of antiquity and the 
economies of the modern West.

However it is imperative to note that Finley, and the 
primitivist camp, do not deny the existence of markets 
in the ancient world. This would be an especially 
idiosyncratic position, considering the term market was 
actually conceived by the ancients – derived from the 
Latin ‘mercatus’. Finley appreciated that many individual 
poleis had marketplaces (‘agorae’) situated at their 

centre, such as the widely-known example of the Agora 
of Athens. Primitivists like Finley rather argue that these 
agorae were incapable of setting prices, attributing this 
to their independence from one another and their lack of 
operation through impersonal market mechanisms. The 
absence of market interdependence is believed to be the 
consequence of the agorae’s geographic isolation from 
each other, something which Finley in particular attested 
to the socio-political emphasis on self-sufficiency and the 
conduciveness of the eastern Mediterranean landscape 
to this end. With markets thereby being of diminutive 
significance, Finley asserted that marketplace prices 
were set according to local conditions and personal 
relationships; rather than in accordance with the 
modernist claim of market forces of supply and demand. ||

The Great Transformation, written by Karl Polanyi, was 
one of the most profound and contentious books of 
the 20th century. In it, Polanyi provided his take on the 
cause behind the change from the “primitive” economy 
of classical antiquity to the “modern” Western market 
economy (i.e. the Volkswirtschaft).

As an economic historian, Polanyi employed 
anthropological and historical evidence in a bid to 
undermine Adam Smith’s assertion that the market 
was just a natural institution of society stemming from 
the inherent human “propensity to truck, barter, and 
exchange”. 

According to Polanyi, the modern market economy did 
not simply arise spontaneously. Rather, Polanyi attributed 
its emergence to the development of the powerful 
modern state. He asserted that this “great transformation” 
introduced a pervasive market structure that replaced the 
ancient mechanisms embedded within the social fabric, 
which formerly governed resource allocation. Essential 
to this change was the altering of human economic 
mentalities away from their grounding in a social context, 
to clinical transactions idealized as “rational”. Polanyi 
argued that the powerful modern state encouraged and 
amplified these changes in the basic social order, allowing 
for the modern capitalistic economies to emerge.

Polanyi wrote that these changes were embodied in the 
commodification of labour, land and money (together 
referred to as the “Polanyi matrix”). Formerly, such 
things were not primarily regarded as commodities 
to be bought and sold. Instead, they were embedded 
in social relationships, subject to moral consideration 
and community management. Polanyi hence regarded 
these as “fictitious commodities”, in the sense that they 
were not really produced for sale on the market and 
that they each had their own unique dynamics before 
their marketisation.  Polanyi stressed the impacts of this 
“fictitious commodification” to have been monumental. 
He claimed the effects included the replacement of 
a symbiotic relationship with Mother Earth into a 
commercial exploitative one, and the transformation 
of relationships based on trust, intimacy and lifetime 
commitment into short term and impersonal commercial 
transactions.

Polanyi’s thesis was thus that the emergence of the 
modern state induced the change in the nature of the 
market, from a mere auxiliary tool embedded within 
the fabric of ancient society, to an institutional structure 
forming the dominating ordering-principle of modern 
society. In his own words, he expressed this could be 
most intuitively seen in the fact that nowadays “instead of 
[the] economy being embedded in social relations, social 
relations are embedded in the economic system”.

Finley’s case on the stark disparity between the Greek 
economy of classical antiquity and the economies of the 
modern West, together with Polanyi’s view on the cause 
of such differences, became known as the “Finley/Polanyi 
orthodoxy” – the lifeblood of the primitivist school of 
thought. Nevertheless, this orthodoxy remains highly 
controversial and the debate ensues between modernists 
and primitivists on the nature of the ancient Greek 
economy.

After all, with the terms “primitive” and “modern” 
possessing a normative character, it should not come as 
a surprise if the dispute remains indefinitely unsettled. 
Perhaps, in the spirit of Greek Goddess Athena, now is the 
time to extend an olive branch and reconcile.
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shows varying levels of emphasis placed on trust by 
religious disciplines - therefore leading to particular 
countries having higher concentrations of trusting 
citizens (Guiso, L, Sapienza, P & Zingales, L, 2006).

(Guiso, L, Sapienza, P & Zingales, L, 2006).

One clear explanation for the trust and economic growth 
connection is that which involves incomplete contracts 
– deals are made by shaking hands and without writing, 
purely relying on a relationship of trust between the 
individuals going into the agreement. Those who tend 
to be trustworthy and are able to trust others are more 

Culture: The Forgotten Influencer of 
Economic Growth

Vaishnavi Manivannan

“The religious world is but the reflex of the real word”. 
Although I agree that there is truth to the words of Karl 
Marx, history and research have proven that religion 
is more than a mere product of social systems and 
economic structure (Cline, A, 2019). It is an important part 
of ‘culture’, which can be defined as the characteristics and 
knowledge of a particular group of people, commonly 
based upon where you or generations before you were 
born (Zimmerman, K.A., 2017). The impact of religion 
and therefore culture on a nation’s economy have 
gradually become recognised more widely, and allow us 
to understand why development in some countries’ are 
slower than others. Consequently, it becomes clear that 
these factors are not dependent upon economics, but 
rather form the base which economics depends upon. 
Culture influences economic activity by affecting the 
utility functions of individuals. It changes the way people 
dream about their future and the way they think about 
the importance of education, success or the environment 
for example (Vollrath, D, 2014). 

Characteristics
All parents prioritise particular sets of traits in the 
upbringing of their children. Through affecting the 
decisions made as the individuals grow up, the qualities 
instilled in young people ultimately impact the economy. 
A society of trust, for example, contributes positively to 
economic growth (Maridal, J.H., 2013). The below graph 

likely to become entrepreneurs and succeed, due to the 
healthier relationships they have with the workers around 
them. There is also a positive correlation between trusting 
others and being self-employed, and so through raising 
your children with emphasis on particular characteristics, 
you and other parents with the same priorities shape the 
youth into helping the nation’s economy (Maridal, J.H., 
2013)

Research has shown that in areas where more of the 
population have endured religious education, there is 
a stronger emotional attachment to jobs and a view of 
one’s craft as one’s calling. The quality and efficiency of 
work are improved through this attitude and are most 
apparent in the example of the ‘Protestant work ethic’. 
Interestingly, a survey showed whilst the majority of 
respondents globally believed that an efficient secretary 
should be paid more than an inefficient one, more than 
8% fewer Europeans voted in favour of this (Tella, R.D. & 
MacCulloch, R, 2014). This suggests a more understanding 
approach to lower commitment in the workplace, with a 
less cutthroat environment that allows slacking.

Thrift and independence are qualities linked to high 
achievement by Max Weber, with the latter listed 
by Schumpeter as a motivation that also drives 
entrepreneurship. More individualistic cultures are said 
to encourage independence, and in turn emphasise the 
importance of both innovation and invention. To counter 
this, too much independence teaches disrespect for 
authority and a lack of obedience. A recent example of 
the downsides of parental emphasis on independence is 
a disregard for lockdown measures. It was reported that 
many citizens decided the rules weren’t important, and 
consequently increased the spread of the virus, hitting 
not only the health of the nation but also its economy 
(BBC News, 2020). Similarly, a study has shown that these 
citizens also have lower levels of trust in the government, 
which is proved by data showing a positive correlation 
with lack of trust and therefore compliance to public 
policy, and mobility in Europe during the first lockdown 
(Bargain, A & Aminjonov, U, 2020). This case highlights the 
importance of teaching the right balance of all attributes 
to children. Lessons to be thrifty, more obviously, lead to 
higher savings rates which in turn increase the investment 
capabilities of an economy, as well as are linked to 
tendencies to be efficient (Maridal, J.H., 2012).

An interesting question, which is raised through research, 
is that about migrants or expats – and whether they 
bring their culture with them or adapt to what is around 
them. It has been deduced that citizens adapt their utility 
functions to their new environments, but continue to 
recognise original elements of the lifestyle they were 
brought up with. Immigrants tend to keep the same saving 
habits from their birthplace, and their children are seen to 
mirror the labour and fertility choices made by children 
of citizens in the immigrants’ original countries. A clearly 
economically relevant example is that involving United 
Nations diplomats: the economist Ray Fisman noticed 
that diplomats from highly corrupt countries tended to 
have higher levels of parking tickets than those from less 
corrupt countries, wherever their jobs took them. Due to 

diplomatic immunity, none of these citizens need to pay 
their fines but those who avoided parking illegally would 
have done so due to the internalised cultural norm of 
following the law. These examples show that culture is 
often independent of economics but instead, shapes the 
economies themselves (Sapienza, P, 2014).  

 

The Caste System
India’s caste system, which is now over 3000 years old, 
has always deprived the less privileged of rising up the 
economic ladder and maximising their contribution to 
the economy (BBC News, 2019). An experiment endorsed 
by the World Bank highlights the country’s age-old 
inequality patterns centred around caste, and involved 
school children from different villages solving mazes. The 
only skill required to solve the puzzles was to detect dead 
ends before drawing an exit route on an A4 piece of paper. 
Each subject received 15 such mazes to solve. In the control 
groups, the caste of each child was not revealed, and all 
individuals performed comparably, regardless of caste. 
However, in groups in which the experimenter required 
the children to announce their caste before completing the 
mazes, the higher caste children’s performances remained 
unchanged, whilst the lower castes’ performances were 
worse. These findings emphasise that even amongst 
young people, the publicising of caste stunts success due 
to inbuilt ideas of being judged prejudicially (Hoff, K & 
Pandey, P, 2004). It can be concluded that in reality, with 
your caste being relatively public throughout society, it is 
naturally difficult to educationally flourish, with children 
growing up to remain stuck in their own stigma.

 

Differences in Beliefs
In Western cultures, it is interesting to comprehend the 
differences in the economic organisations of countries 
such as America and Europe, and why they grow at 
different rates. America’s economic system is one which 
is based on low taxes and a larger private sector, whilst 
countries within Europe have a larger government sector 
alongside higher tax rates. These are two components 
which ultimately influence the economic growth of a 
nation and are decided by the cultural values of its citizens.

Are the poor lazy?

Yes: 60% of Americans vs 26% of Europeans

A lot can be inferred about the attitudes of a population 
and therefore the differences in what they wish their 
governing body would prioritise through the above 
answer. 60% of Americans also support the idea that 
the poor are receiving the correct amount or too much 
help (Tella, R.D. & MacCulloch, R, 2014). The same study 
proved that in countries where the general public believe 
more should be done to help the poor, there is a higher 
level of government intervention (Alesina, A, Glaeser, E & 
Sacerdote, B, 2001).

This boils down to a distinction in culture between 
Europeans and Americans, recognised by Professor 
Vollrath from the University of Houston, which states that 
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the latter are more individualistic and will therefore vote 
more selfishly than the former. On an economic level, 
this translates to lower taxes and social safety nets in the 
US, and the reverse across Europe (Vollrath, D, 2014). In 
general, such leftist economic beliefs correlate to lower 
rates of economic growth, with more resources put 
towards ensuring the suffering of the poorest is reduced.  

Is tradition or technology more important?

Technology is more important: 71.3% of Asians vs 
38.5% of Americans

The above question which expresses the belief in 
tradition being more important than technology in 
America has a significantly negative effect on economic 
performance, directly through GDP growth. It suggests 
a lower drive towards a digital world relative to Asia, 
implying lower interest in technological innovations 
that can be detrimental for the future development 
of the country (Tella, R.D. & MacCulloch, R, 2014). An 
‘economic Iron Curtain’ between the East and West has 
become more frequently mentioned, especially in China 
with programmes such as China 2025, which is an effort 
to ensure government support to key technologies 
and prevent Western companies in the country from 
offering competitive technology (Steinberg, J, 2019). 
Additionally, the US has taken extraordinary measures 
to stunt the increasing market share in the global mobile 
infrastructure of Huawei, the current leader, and its 
provision of superfast cellular networks with 5G (Fitch, 
A & Woo, S, 2020). In the financial system, China’s mobile 
payments have seen incredible growth and have been 
estimated at more than 50 times the value of similar 
payments in the US. Despite most people owning mobile 
payment-enabled smartphones, the uptake is still limited 
for Americans due to old habits of using payment cards. 
China therefore has the general advantage of, with its 
introduction of new technologies, not worrying about its 
citizens unlearning old habits with practices such as using 
payment cards having never been particularly popular 
(Creehan, S, 2018).

 

Culture is a concept which explains far more about 
how an economy is faring than we give it credit for. It is 
ingrained in all of us as individuals, and the attitudes we 
will teach our children can often be traced back to the way 
our grandparents were raised and are heavily dependent 
on where we live. This also results in shaping the society of 
what has become our home – many of us in the UK would 
argue that British culture is an amalgamation of that of 
its citizens, which in turn affects its economic decisions 
respectively. Ultimately, as put by Mahatma Gandhi, “a 
nation’s culture resides in the hearts and in the soul of 
its people” (Caswell, C, 2017), and these elements in turn 
drive an economy.

for his studies. Surprisingly, despite being IKEA’s most 
popular product line, furniture was only introduced into 
the product line in 1948. 

From here, IKEA’s growth skyrocketed. Since the start, 
IKEA aimed to offer affordable products with a business 
model that differentiates itself from the norm. 1953 
was a defining year in the success of IKEA, with the first 
showroom opening in Älmhult. This was born out of a 
fierce price war amongst their competitors, prompting 
IKEA to capitalize on the declining quality of rival goods 
by displaying the functionality and quality of its products 
using showrooms. With low prices and proven quality, IKEA 
began to grow their cult following. However, the pressure 
continued to rise with competitors pushing for suppliers 
to boycott IKEA. This gave rise to a shift in strategy, leading 
IKEA to design its own furniture. In an attempt to protect 
one of their products during transit, one of the IKEA co-
workers removed the legs of the LÖVET table to fit it into a 
car. All these factors combined changed the future of the 
company, creating the universally recognized flat-packed 
and self-assembled IKEA furniture we adore today. At 
the time, this only presented itself as a unique business 
model and an immediately recognizable characteristic. 
However, what they didn’t know was that this gave rise 
to the borderline emotional manipulation that we identify 
today with the help of behavioral economics. 

The IKEA effect is defined as the increase in valuation of 
self-made products (Norton, et al., 2011). Upon further 
analysis, we realize that this seems completely irrational. A 

Why we LÖVET: The IKEA Effect

Daniel Chen

No university experience is complete without countless 
hours spent in IKEA. How this cult-like tradition became 
the status quo can very easily be pinned on customer 
retention. Although most brands attempt to achieve this 
through the promise of unrivaled quality or competitive 
prices, IKEA physically retains their customers by trapping 
them in disorientating warehouses until they commit to 
a purchase. However, this is common knowledge and 
lacks interesting economics. The real reason behind 
IKEA’s success is actually much darker. Instead of actually 
selling furniture, they sell slabs of wood and non-existent 
screws in a twisted scam to make customers construct it 
themselves. This ruse massively cuts down production 
and transport costs, giving rise to IKEA’s characteristically 
low prices. Although prices are arguably one of the 
largest factors behind their popularity, I aim to expose 
how IKEA has psychologically exploited our generations’ 
commitment issues in order to cultivate a loyal customer 
base. 

The story begins in the 1920s, where a 5-year old Ingvar 
Kamprad began selling matches. However, it became 
clear that he was discontent with the returns on his child 
labor. A keen eye for opportunity at the mere age of 7 
enabled him to capitalize on economies of scale by bulk-
buying matches for cheap from Stockholm. This allowed 
him to impoverish his neighbors by reselling the matches 
at a markup. In 1943, Kamprad moved on from hustling 
those unfortunate enough to live in Småland, establishing 
IKEA using the money rewarded to him by his father 
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sane consumer, or homo economicus, would recognize 
that they should be less willing to pay considering they 
assume a sizable portion of production costs. This means 
that they would subtract the perceived cost of their labor 
from the total utility gained from their purchase. However, 
with IKEA’s customers, we see that this is clearly not the 
case. 

An experiment at a southeastern university in the United 
States was conducted to illustrate this phenomenon, 
adopting an adapted version of the Becker-Degroot-
Marschak methodology (Keller, et al., 2011). This is an 
incentive-compatible procedure where subjects are to 
formulate a bid for an object with a randomly generated 
price in order to measure willingness to pay. A study 
group of 52 was paid $5 each and was divided into two 
groups – one received a fully assembled IKEA KASSET 
storage box, whereas the other was tasked to construct 
it. Once both groups had finished either observing or 
building the box, they were told that the box would be 
randomly priced based on an unknown distribution. 
Both groups would then propose an offer for the box, 
with participants purchasing the box if their bids exceed 
its price. Unsurprisingly, we saw that participants 
that were involved in the construction of their boxes 
offered a significantly higher price (p1=$0.78, σ1=0.63) 
in comparison to the other group (p2=$0.48, σ2=0.40). 
This provides empirical evidence which demonstrates 
that those involved in the assembly process assigned 
the KASSET storage boxes a higher valuation than those 
who didn’t (Norton, et al., 2011). This effectively illustrates 
either the presence of the IKEA effect or the mental 
capacity (or lack thereof ) of university students. 

attempts to show this off should be kindly reminded that 
they shouldn’t. Ultimately, the experiment conducted 
by Norton, Mochon and Ariely was cleverly crafted to 
isolate the impact of labor on the valuation of products 
by omitting factors which add external utility. 

Although the IKEA effect may be the mastermind 
behind the Swedish giant’s swift domination of the 
world, it definitely isn’t the only reason. IKEA effectively 
tapped into a new market space allowing it to make its 
competitors irrelevant. Upon realizing this, we realize 
that IKEA presents itself as a textbook example of the 
‘Blue Ocean Strategy’ (Kim & Mauborgne, 2004), perhaps 
fundamentally changing the way we view the furniture 
business. It goes without question that IKEA furniture 
may not be the highest quality, but this enables their 
manipulative marketing geniuses to capitalize on our 
commitment issues. Furniture is typically seen as a 
long-term investment, with many customers anxious 
and indecisive about purchasing something that may 
potentially end up in the British Museum. However, the 
low price point brought about by the lack of durability 
and quality effectively eliminates the sunk-cost fallacy, 
where we refrain from replacing our outdated furniture 
simply due to its cost. This means that IKEA furniture 
was designed to be replaceable, allowing customers to 
heartlessly cut off all ties with their plywood coffee tables 
once they are bored and have decided to elevate their 
tastes. 

All things considered, Ingvar Kamprad is a Casanova 
of the furniture world with IKEA effortlessly exploiting 
emotional vulnerabilities to grow from a high school 
hustle to a full-blown religion. A deeper look into IKEA’s 
strategies and the factors behind its success is more than 
recommended for any individual interested in becoming 
a cult leader. With more character development than 
a 2000s’ coming-of-age movie, IKEA is a perfect case 
study to apply your knowledge of behavioral economics, 
competition strategy and basic economics. Aside from 
a cunning business model and fascinating competition 
strategy, the IKEA effect is a key driver in allowing the 
retail giant to take the world by storm. On the other hand, 
it could just be their freakishly good meatballs. 

Some may argue that the IKEA effect is simply an 
amalgamation of the satisfaction achieved from 
customization and the opportunity to show off the poorly 
constructed fruits of one’s labor. However, I urge those 
who suggest such an idea to search up images of the 
KASSET storage box. Not only is it completely and utterly 
plain in design, but also indisputably mundane and 
solely intended for private consumption only. This strips 
any enjoyment gained from customization, essentially 
creating a fully utilitarian product with a clear absence of 
any other additional source of value. Any consumer that 

Fig 1. A plain and boring KASSET storage box with no redeemable 
qualities
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The world in pictures

In China, spacecraft Chang’e 5 has 
been launched. The craft, which 
has already successfully touched 
down on the Moon at the time 
of writing, will collect samples of 
Moonrock, and will return to Earth 
in December. 

The 
World 

in 
One of Iran’s top 
nuclear scientists
-Mohsen 
Fakhrizadeh – has 
been assassinated in 
a road ambush. With 
US President-elect 
Joe Biden signalling 
that he wished 
to rejoin the Iran 
nuclear deal, many 
will be anxious that 
this assassination 
precipitates a 
souring of relations 
between the US and 
Iran. 

Legendary Argentine 
footballer Diego 
Maradona has died at 
the age of 60. Breaking 
the world record 
transfer fee twice when 
moving to Barcelona 
and Naploi, Maradona’s 
accomplishments in 
international football – 
including winning the 
1986 World Cup – should 
also not go unnoted. 
Pictured is a mural of 
Maradona in Naples.

P
ic

tu
re

s

Formula 1 driver Romain Grosjean has survived a horrific crash in the Bahrain Grand 
Prix. On the first lap, Grosjean’s car crashed into the barrier at 137mph, splitting his 
car in half and immediately igniting it. Amazingly, Grosjean only suffered second 
degree burns to his hands, and his survival has been at least partially attributed to 
the so-called ‘halo’ safety device – a bar which protects a driver’s head. 

Jordi Brown
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As the COVID-19 
pandemic spreads across 
the globe, several vaccine 
trials reach maturity. 
At the time of writing, 
the Pfizer vaccine has 
been approved for use 
in the United Kingdom. 
This photograph shows 
a Chinese vaccine from 
Sinovac being used in 
a stage 3 clinical trial in 
Indonesia.

In Ethiopia, citizens living in the 
Tigray region in the north of the 
country have been forced to flee 
to Sudan (pictured) after battles 
between federal and regional 
troops. The conflict had been 
preceded by the Tigray People’s 
Liberation Front takin control of 
federal military bases in the area. 
Ethiopian premier Abiy Ahmed 
has now declared victory. 

2020). Ethiopia’s GDP 
has grown substantially 
in the last decade. 
Increasing at about 9.5% 
between 2010 and 2019, 
it is the fastest-growing 
economy in the world, 
according to the IMF 
(Kisika, 2020). The World 
Economic Forum has 
attributed Ethiopia’s 
rise to an increase 
in industrial activity, 
including investments 
in infrastructure and 
manufacturing. They 
have built a new railway 
to Djibouti, opened 
East Africa’s first light 

The Nile River Dispute

Mawdud Ahmed

Power, in simplistic terms, is the ability to make others 
do what you would have them do (Liu, 2014). In practice, 
what makes a nation ‘powerful’ is far more nuanced and 
complex. However, in North-Eastern Africa, control of one 
key resource has been the defining weight in the balance 
of power: the river Nile. As one of the longest rivers in 
the world, the Nile has provided a source of irrigation for 
countries like Egypt and Sudan by transforming the area 
around it into fertile agricultural land. The government 
that rules the reins of its flow effectively dictates economic 
prosperity in the region. In historical terms, Egypt has 
dominated the Nile and everything from its culture to 
national identity is derived from this river (Hassan, 2017). 
However, as a downstream nation, her control is being 
challenged by upstream Ethiopia and in recent times, this 
standoff has escalated and threatens to spark conflict. 

To understand this issue, we need to take a look at how 
the Nile river is formed. The Nile river is broken into two 
tributaries: the White Nile and the Blue Nile. The White 
Nile originates in Uganda and snakes upward to Sudan’s 
capital, Khartoum where it connects with the Blue Nile 
that starts in Ethiopia. Together they form the Nile proper 
which flows downstream to Egypt. While the Blue Nile is 
the shorter of the two, it is far larger than the White Nile 
as it carries 85% of the water that makes up the main river 
(Nile Basin Initiative, 2011). 

Enter the Grand Ethiopian Renaissance Dam (GERD). A 
multi-billion dollar megaproject that once finished, will be 
the most powerful hydroelectric dam in Africa (Al Jazeera, 

rail system and are planning the construction of Africa’s 
largest airport (World Economic Forum, 2019). However, 
the project that stands shoulders above the rest and 
represents the culmination of Ethiopia’s infrastructure 
ambitions is the GERD. Able to hold more water than the 
entire Blue Nile itself, the reservoir will be bigger than 
greater London. Such massive proportions come with 
extraordinary benefits. Currently, 65% of the country does 
not have access to electricity. This dam will be able to 
produce 16,000 GWh/y of electricity which is enough to 
fulfil the power needs of 234 million Ethiopians. What is 
even more impressive is that Ethiopia’s population is only 

Figure 1: Ethiopia’s New Nile Dam
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there is need to go to war, we could get millions readied” 
(Al Jazeera, 2019). The language used by Abiy is worrying 
and flares relations within an already fragile region.  

The dispute between Egypt and Ethiopia is not distinct. A 
quite similar situation exists in Western Africa. The Senegal 
river originates in Guinea, passing through Mali and into 
the drier countries of Senegal and Mauritania. Realising 
that they all rely on the river, they came together and 
formed the Senegal River Basin Development Authority. 
Together they ensure the drier countries get enough water 
to maintain food production while allowing the upstream 
states of Guinea and Mali to benefit from low energy 
production. The World Bank described the organisation 
as “Setting the Example for Cooperative Management 
of Transboundary Water Resources” (Komara, 2014). 
Benefiting from the river is not a zero-sum game, and the 
collaboration between all of them results in mutual gain. 

Egypt has long been the political master of the Nile, 
mainly because it has historically been the dominant 
economy along the river (Wendover Productions, 2020). 
Maybe Egypt cannot accept another nation controlling 
what they see as rightfully theirs. However, Ethiopia has 
always had geographical superiority and is only recently 
starting to realise it. The Nile river can be a source of 
economic prosperity, not only for Ethiopia and Egypt but 
for the entire region. Both countries need to realise that 
working together is mutually beneficial, and that conflict 
will only drag them into economic decline. 

109 million, meaning that this project alone will provide 
the country with a huge energy surplus (Wendover 
Productions, 2020). Ethiopia hopes that they can export 
excess electricity to other African countries and even to 
Europe. Estimations show that this could earn Ethiopia 
over $1 billion every year, making them Africa’s largest 
energy exporter (Kumagai, 2016). As the name suggests, 
Ethiopia believes this dam will propel them into a golden 
age.

So what is the problem? How does this dam have anything 
to do with Egypt? The issue lies in where the dam is 
located and the way Ethiopia intends to use it. Building 
the GERD will give Ethiopia tremendous control over the 
Nile, allowing it to challenge Egypt’s historic hegemony 
over the river. Potential authority over 85% of the water 
in the Nile is viewed as an existential crisis in Egypt. 95% 
of its 100 million strong population lives on about 4% of 
the land, a green belt roughly half the size of Ireland that 
follows the Nile (Walsh, 2020). Their entire way of life is 
dependent on the continuous supply of water from this 
river. Egypt’s biggest worry is how quickly Ethiopia will 
fill up the reservoir. The quicker Ethiopia decides to fill 
the dam, the greater the cut in water supply going to 
Egypt. Research conducted by Aljazeera has revealed 
devastating potential scenarios. In the best-case scenario 
for Egypt, if Ethiopia fills the dam over 21 years, losses 
to the agricultural area will be less than 2.5%. But losses 
quickly start to rise the sooner the dam is filled. If this 
time is reduced to 7 years, it could result in almost 30% 
or 3 million acres of lost farmland. Worse still, if the dam 
is filled in 3 years, then Egypt could see up to 67% of its 
agricultural area wiped out (Al Jazeera, 2020). In the long 
term, the flow of water will unlikely change as water has to 
be run through turbines to generate electricity. However, 
it still provides Ethiopia with powerful leverage over Egypt 
in future diplomatic spats as they could technically stop 
the supply of water – strangling Egypt’s food production. 

A dilemma arises. Ethiopia wants to fill the reservoir as 
soon as possible to start generating electricity whereas 
Egypt wants the dam to be filled as slow as possible to 
limit the damage to their agricultural land. Ethiopia insists 
that the project will have a positive effect by assisting 
Egypt and neighbouring countries with electricity 
generation. What should they do? Negotiations between 
the two countries have yielded few results. The US 
stepped in to mediate discussions in November 2019, 
but in March 2020 Ethiopia pulled out of any future talks. 
After the US ordered Ethiopia to stop construction until a 
deal had been reached, the latter accused the US of being 
undiplomatic and overstepping their role as a neutral 
observer (BBC News, 2020). Both sides have been reluctant 
to compromise, and tensions between the two nations 
have simmered to an all-time high. In 2017, Ethiopia 
accused Egypt of sending rebels to Eritrea to sabotage 
the dam but Eritrean President, Isaias Afeworki, dismissed 
the claims as “unfounded” (Middle East Monitor, 2017). In 
2018, the project manager of the dam, Simegnew Bekele, 
was found shot dead in his Toyota Land Cruiser (Al Jazeera, 
2018). Abiy Ahmed, Ethiopian Prime Minister, warned that 
“no force could stop Ethiopia from building a dam” and “if 

Ant Group IPO Suspension: Preventing 
the Next Economic and Political Crisis

Angus Conway

On the 3rd of November, the Chinese government shook 
global capital markets when they suspended what was to 
be the biggest initial public offering in history. An IPO is an 
event where a company sells pieces of ownership in the 
firm to the public in the form of shares. Jack Ma’s Alibaba 
spinoff company, known as Ant Group, was set to raise $37 
billion in the event until regulators forcefully suspended 
the company’s public listing 48 hours before the event. 
Given the unprecedented circumstances, many believe 
that Jack Ma’s anti-China rhetoric that entailed describing 
Chinese banks as ‘pawnshops’ motivated retaliation from 
the government. In actuality, the reasons for government 
intervention go far deeper than a trivial comment from 
the entrepreneur. However, the late intervention by 
the government may have dire repercussions on their 
economy. Given the potential consequences of this 
suspension in damaging the reputation of Chinese 
financial markets, was the government justified in 
intervening?

Ant Group started in 2004 when Alibaba created Alipay, 
the largest mobile payment platform in the world. The 
Alipay arm of Alibaba was eventually spun-off as Ant 
Group in 2014, a company that has expanded its services 
to include wealth management and the provision of credit. 
The point of contention is with Ant Group’s loan service 
division which makes up 40% of it’s business (Sender et 
al, 2020). Within this division at Ant, the company helps 
banks extend loans by acting as an intermediary between 
them and their clients.

Chinese financial regulators assert that Ant Group poses 
a systemic risk to their economy from their lending 
operations in financial markets. A Chinese politician 
declared after the IPO suspension that it was done to 
“better maintain the stability of the capital markets and 
to protect investors’ interests” (Wenbin 2020). Concern 
within the government stems from the element of 
moral hazard present in Ant Group’s activities in the 
credit market. This is because Ant Group receives 2.5% 
in commission from extending loans yet only 2% of the 
risk ends up on their balance sheet. The majority of the 
loan risk goes to partner banks or is packaged into debt 
securities and sold off (Sender et al, 2020). As a result, 
Ant Group has no incentive to act prudently in extending 
loans they originate because of the little risk they retain. 
Consequently, many believe that the firm is providing 
loans to consumers who can’t afford it, similar to the 
subprime loans extended before the 2008 financial crisis. 
Guo Wuping, an official at the Chinese banking regulator, 
stated:

“some people in low-income groups and young people 
fall deep into debt traps” (because of fintech firms like 
Ant) (Wuping, 2020).

The firm poses a significant systemic risk to their financial 
system when considering that Ant issues one-tenth of 
China’s non-mortgage consumer loans (Sender et al, 2020) 
and has 500 million customers with their lending business 
(Ant posed threat to China’s centralised control, 2020). 
Furthermore, Ant Group’s loans are unsecured, meaning 
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was justified in postponing the IPO. Although this could’ve 
been done earlier to minimise reputational damage to 
China’s capital markets, it was necessary to protect their 
economy from systemic risk and political instability. Now 
that the suspension has occurred, regulators will look to 
increase regulations on Ant Group’s lending activities. 
For example, regulators will require that 30% of loans 
be sourced by Ant Group rather than the current 2%, to 
increase their own risk in extending loans. Any further 
regulations would involve treating Ant more as a financial 
market firm rather than a technology company (Culpan, 
2020), with the hope of reducing default risk from the 
company’s lending activities. With these new regulations, 
the hope is that Ant Group continues to innovate the 
financial sector in a way which changes how consumers 
pay, borrow, and invest, but at a lower level of risk to the 
government and the economy.

partner banks don’t have any assets backing their loans 
against default risk. If Chinese banks are crippled into 
insolvency due to a wave of loan defaults from those in 
‘debt traps’, significant government intervention could 
be required to prevent the collapse of their financial 
sector. A bailout could occur in the event of an economic 
downturn when incomes’ fall and unemployment rises, 
reducing the likelihood of consumers and businesses in 
meeting debt obligations. Even if the government were 
to bail out the banks, a major contraction of credit and a 
consequent economic downturn would follow, similar to 
the ramifications of the 2008 crisis. A major credit market 
crash would certainly spark political instability and anti-
government sentiment from regular Chinese people 
who have experienced prosperous economic growth 
for decades. In a democratic society like the US, the 
dissatisfied public can vote political leaders out of office, 
whereas in China’s one-party state this isn’t possible. As a 
result, the only way to voice dissatisfaction in the country 
is in the form of protests, and potentially violence. 

Another domino effect of a potential wave of loan 
defaults is the direct effect from the collapse of Ant 
Group on regular consumers. If loan defaults were to 
rise significantly, Ant Group’s likelihood of insolvency 
would increase because they would stand to lose up to 
40% of their sales in their lending division. As a result, 
many Chinese consumers would be at risk because of 
Ant Group’s wealth management business which has 600 
million clients (Canales, 2020), or 40% of their population. 
In other words, this means that Ant Group’s risk extends 
not only to the banks but to over 1 in 3 Chinese civilians. 
Considering the danger that Ant Group poses to all of 
China by giving out risky loans, regulators may have been 
justified in suspending the IPO and increasing regulations 
on the company to prevent an economic and political 
crisis.

However, suspending the IPO at such a late stage will 
inevitably have repercussions on China’s economy. The 
lateness of the decision will inevitably lead to uncertainty 
in financial markets (Lasfer, 2020) because the listing had 
already received $2.8 trillion worth of retail bids (Sander 
et al, 2020). Gu Qiankun, a trader who bought 500 Ant 
shares, stated that “it’s a big blow to investors’ confidence” 
(Qiankun, 2020) because markets will never know when 
the government will intervene to postpone a major 
financial market event. At a time of significant hostility 
in US-China relations, this suspension will make foreign 
investors even warier in dealing with the country. As a 
result, this would likely reduce the flow of future capital 
into China, which would cause further damage to their 
economy in addition to the consequences of the trade 
war. This damage could have been avoided if regulators 
had decided to postpone the IPO at an earlier stage.

Although China will suffer from the ramifications of 
this postponement, Rebeca Chua from Premia Partners 
suggests that it’s “better for the regulators to put 
constraints” on Ant now rather than expose traders to 
significant losses in the future (Chua, 2020). Through the 
evaluation of the systemic risks posed by Ant Group’s 
activity in financial markets, it seems that the government 

Is it getting dark in the land of the 
Enlightenment? 

Noémie Da Costa

It’s getting dark in the land of the Enlightenment. On 
October 16, French history teacher Samuel Paty was 
peacefully preparing to get back home to his family to 
enjoy the beginning of his holidays. Unfortunately, he 
never reached the front door. At 5pm, he was attacked 
in the street by an 18 year old extremist Muslim Russian 
refugee. He stabbed him with a 30cm blade, just before 
beheading him and posting a picture of his severed head 
on social media. A few days before, Paty had given the 
traditional moral and civic education course on freedom 
of speech. He had shown Charlie Hebdo’s caricatures 
of Muhammad to his class, which is one of the most 
powerful and widespread examples of freedom of speech 
and secularism.  Indeed, on January, 7th 2015, 12 
journalists from this satirical newspapers had been shot 
by two Islamist gunmen, after the publication of those 
particular illustrations, attracting international support 
under the phrase “Je suis Charlie”. Those illustrations 
raised indignation among Muslims, as the visual depiction 
of Muhammad is prohibited. Following the class given 
by Paty, parents complained on social media giving the 
name of the professor and of the school, and rallying 
other parents to come and protest against what they 
considered an attack against Islam. A week and a half later, 
Paty was assassinated,  and people across the nation were 
asking: Is freedom of speech crumbling in France?

Blasphemy is considered a right, not a hate crime
From primary school, all French pupils are taught the 
infallible principle of free speech, presented as one of the 
most developed in the world. One can say whatever one 
wants, as long as you respect the adage: “One person’s 
freedom stops where another’s begins”. Of course, hate 
speech is prohibited, and negationism is punished by the 
Gayssot Act which states that it is forbidden to question 
the occurrence and size of what have been recognized 
as crimes against humanity.  However, one measure 
is causing great unrest today: “the blasphemy right”. 
Blasphemy is indeed not considered an offence, but a 
fundamental pillar of freedom of speech, and is paired  with 
secularism, another core  principle of the French Republic. 
This particular word has been the center of many debates 
since the 2015 attacks in Paris. Samuel Paty’s case is, after 
all, another element in the continuity of events that have 
been happening since the assassination of the members 
of the caricature magazine Charlie Hebdo. Charlie Hebdo 
is, today, the very symbol of freedom of speech in France. 
Their caricatures hold critical views against every religion, 
every leader, without distinction. And they are backed 
up by both the government, and a large  portion  of the 
French population. If some find the magazine offensive, 
it seems important to underline that it is not blasphemy 
in itself which is defended there, but the freedom to state 
one’s opinion on any religion. 

A short analysis of freedom of speech in France
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as to assert about unaccompanied minors that they were 
“thieves, murderers and rapists” and that they had to be 
“sent back to where they came from”. Another problematic 
idea that is causing indignation in the country, is a law 
that, if enacted, will prevent any citizen or journalist from 
filming a policeman and posting his face on social media. 
This law, if passed, would not only violate the freedom of 
speech, including the right to inform, but also affect other 
fundamental rights, potentially leading to severe abuses 
of power. 

All those elements highlight an ever-evolving freedom 
of speech in France, which seems to both affect, and be 
affected by various social and political debates. To this 
day, it is still a burning issue- and one can only wonder if it 
will ever be resolved. 

Social media: how it affects freedom of speech 
as we know it
While some might potentially consider social media as a 
tool for unlimited and uncensored expression, the users 
themselves tend to do more harm than good to freedom 
of speech. The increasing and looming reign of political 
correctness now limits and affects the respect one ought 
to have for others’ opinions. These past few years, an 
increasingly worrying trend has emerged: “cancelling”. 
One word, one sentence misinterpreted or misunderstood 
can go viral and ruin anyone’s career, on Instagram, 
Twitter, Facebook. This is especially true with respect to 
religion. This particular point was also highlighted during 
what was called in France, “l’affaire Mila”: in January 2020, 
a 16 year old teenager who vehemently criticized Islam 
on an Instagram received tens of thousands of death and 
rape threats, preventing her from going to school for 
more than 4 months. 

Religion and freedom of speech in France
 One interesting limit to freedom of speech, which 
seems incredibly peculiar to many outside of France, is 
the interdiction to talk about religion in classrooms, or 
to display any religious appartenance in public spaces. 
This is the result of a very strict application of secularism, 
“la laïcité”, by the French government. This particular 
principle raises important questions. The state, to be 
completely neutral to any religious influence, additionally 
forbids any displays of faith and ostentatious signs in 
public spaces, such as schools or governmental buildings. 
One can practise their faith, but only behind closed doors. 
This idea is so deeply rooted in French minds that religion 
is widely considered as a taboo subject. For some, this 
strict definition and application of secularism may be one 
of the factors which may potentially cause some social 
divides and conflicts among French citizens, including 
the fast rise of both political and religious extremism in 
the French society. When talking to a future Catholic 
priest about this issue, he simply stated that he felt as if 
his identity was being repressed by this ‘taboo’ and fear of 
the people attached to religion. The feeling of rejection is 
indiscriminately present among followers of any religion, 
be they Muslims, Christians, Jews often share this common 
feeling of rejection due to the ‘suppression’ of religious 
expression. In not acknowledging those religions at all, 
especially at school and in workplaces, they feel like it is 
actually the government that is actually preventing them 
from using their right of free speech. 

Contradictions from the government
Furthermore, some contradictions in government 
attitudes are to be noted. If it tries to defend freedom and 
speech and the right to blasphemy, it sometimes ‘omits’ to 
punish personalities spreading hate speeches, especially 
on some famous news channels. As such, polemicists 
such as the infamous Eric Zemmour can freely expose and 
defend some explicitly racist and strongly islamophobic 
ideas. He regularly appears on CNews, and can go as far 

Poland: Law and justice, but no human 
rights?

Matias Mäkiranta

Poland and Copenhagen Dilemma: How to 
reinforce the rule of law?
In 2015 the Law and Justice Party won the parliamentary 
election in Poland. After that it has held an outright 
majority while the office of president has been held by 
Andrzej Duda, who is strongly linked to the ruling party. 
During these years the decisions made by the Polish 
government regarding judicial independence, freedom 
of speech and in general the rule of law have led to a 
situation in which Poland is on a collision course with 
the European Union. Most recently, the abortion laws in 
Poland have caught the attention of EU decision makers.

The Copenhagen criteria (EUR-Lex, n.d.) is a yardstick for 
judging whether a new member state is fit to join the 
European Union. It is carefully picked and  includes three 
main components: the stability of democracy and rule of 
law, a functioning market economy and the ability to take 
on the obligations of membership, which in other words 
means obeying EU law. However, there seems to be a clear 
loophole in the Copenhagen criteria: the European Union 
has no way of ensuring that the member states follow 
these criteria after they have joined the Union. This issue 
has been named as the Copenhagen dilemma (Reding, 
2013) and lies  at the centre of the clash between Warsaw 
and Brussels.

The Abortion Ruling
Around 87% of the population in Poland are Roman 
Catholic (Eurydice, 2019) and the role of religion echoes 
in politics as well. One example of this is the abortion law.

In October, the constitutional court ruled that a clause 
in 1993 law allowing abortion in cases of severe foetal 
abnormalities was unconstitutional. (Shotter and Majos, 
2020) Before this decision, Poland already had one of 
the strictest abortion laws in Europe. Women’s rights 
groups estimate that even under the existing legislation, 
only about 10 per cent of Polish hospitals perform legal 
abortions. (Shotter and Majos, 2020) If the ruling comes 
into force, abortions will only be allowed in cases of rape, 
incest or when the mother’s health or life is under threat.

The ruling sparked a big reaction. Even with the COVID-19 
restrictions in place, protesters took to the streets in most 
cities including Krakow, Wroclaw, Katowice and Poznan. In 
response to the protest and falling numbers in party polls, 
the ruling party Law and Justice decided to delay the 
planned abortion restrictions. (Shotter, 2020a) After these 
episodes, the European Parliament has also adopted a 
resolution which condemns Poland’s abortion law. (De La 
Baume, 2020)
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Earlier, the Polish government issued laws which created 
the disciplinary chamber of the Supreme Court. The 
members of the chamber are elected by the parliament, 
where the Law and Justice Party holds the majority. 
Therefore the chamber could undermine judicial 
independence and give politicians power over the 
judges.. The disciplinary chamber can, for example, cut 
judges’ salaries or even suspend them from work. The 
European Court of Justice issued an order to suspend 
the disciplinary chamber this April, saying it was not 
independent and breaches EU law, but at least for now 
the chamber is still active. (Plucinska et. al, 2020) Recently 
the chamber also revoked the immunity of a judge – Igor 
Tuleya – who has been a prominent critic against judicial 
reform. (Shotter, 2020b)

Another episode was the so-called “Supreme Court purge” 
back in 2018, when Poland tried to lower the mandatory 
retirement age of the Supreme Court members, which 
would have forced 27 out of 72 Supreme Court judges to 
retire unless they were given a special permission from 
president Duda. Yet again, the European Court of Justice 
stepped in to reverse the ruling. (Santora and Berendt, 
2018)

The government has not only affected the judiciary, 
but it has also taken control of the state-owned public 
broadcaster and installed new management teams in the 
lead of the broadcasting company. (Easton, 2016) This 
move happened back in 2016 and after that the state of 
freedom of speech has not improved. According to the 
latest World Press Freedom Index, Poland is now the 62nd 
out of 180 countries compared in the index (Reporters 
Without Borders, 2020), while back in 2015 Poland’s 
position was 18th (Reporters Without Borders, 2015) 
The Index raises issues such as article 212 of the criminal 
code which can be used to sentence journalists for as 
much as a year in prison for defamation. Other issues 
noted in the World Press Freedom Index are hate speech 
and the transformation of the state-owned media into 
a government propaganda mouthpiece. Especially the 
harsh rhetoric of the ruling party has been seen as almost 
encouraging hate speech. 

Solving the Copenhagen dilemma
The clash between Brussels and Warsaw seems almost 
unsolvable and as long as the Law and Justice party stays 
in power in Poland, it is more than possible that the rule of 
law is not safe. After Duda’s re-election this July, some have 
feared that the ruling party and Duda will use the situation 
to pursue greater political control of the judiciary, local 
government and private media. (Easton, 2020) As noted 
before in the case of Igor Tuleya, the disciplinary chamber 
of the Supreme Court has also started to make decisions.

In order to solve the Copenhagen dilemma, Brussels came 
up with a solution to tie the EU funding into the rule of 
law. At least so far, the solution has not been successful 
as we can see from the current budget negotiations. The 

Experts say that the law is mostly going to affect the 
underpriviliged who can’t afford to go to another 
country for a safe abortion. (Shotter and Majos, 2020) The 
widespread protests may indicate that there are groups 
strongly against the motion. However, anti-abortion 
campaigners welcomed the government’s stance. The 
strong conservative stance will probably resonate with 
the more conservative Catholics in the country and even 
though the Law and Justice has lost support in the polls 
after the decision, it still remains the largest party in 
Poland. (Shotter, 2020a)

Quotes from Polish politicians about Europe
“We have reached worse level in Europe than the Soviet 
Union and communist because in the Soviet Union office 
workers did not believe in Marxism, even though they were 
doing everything under pressure from Marxists (…) Those 
people truly believe in Marxism. They are neo-Marxists, 
postmodernists and do not tolerate the truth”

– Minister of Education and Science prof. Przemysław 
Czarnek (Poland Daily, 2020)

“EU is an imaginary community from which we don’t gain 
much. (…)We need a community here in Poland. Our own. 
When we will have dealt with our issues, we will take care of 
European issues. For now, let [the EU] leave us alone and let 
us fix Poland because this is the most important thing”

– President Andrzej Duda (Intellinews, 2018)

Rule of law in Poland
The abortion ruling is definitely not the only clash 
between Brussels and Warsaw. More recently, Poland 
teamed up with its ally Hungary in order to oppose the 
new EU budget, which would tie EU funding to the rule 
of law. (Hopkins et al., 2020) The duo is threatening to 
veto the whole EU’s upcoming seven-year Multiannual 
Financial Framework and the 750€ billion recovery fund 
if the sections about rule of law are not edited or deleted 
completely. The prime ministers of Poland and Hungary 
also set out a joint declaration in which they state that 
“the proposed mechanism would not strengthen but 
undermine the Rule of Law within the Union by degrading 
it to a political instrument.” (Permanent Representation of 
Poland to the EU, 2020)

To understand Poland’s position, we need to go back to this 
July, when the Civil Liberties Committee of the European 
Parliament expressed concern about the rule of law and 
fundamental rights in Poland. (European Parliament press 
release, 2020) The Committee expressed concern for 
example regarding judicial independence, the freedom 
of expression, media freedom, the criminalization of 
sexual education, hate speech and banning abortion. 
The Committee also pointed to “overwhelming evidence” 
of these breaches and there indeed seems to have been 
some alarming developments. 

budget negotiations are - as the Financial Times noted - 
a high-risk game of chicken, where both participants are 
trying to see if the opposite player has bluffed. The EU will 
want to ensure that their proposed budget is accepted 
and that the rule of law is respected. At the same time, 
Poland and Hungary are fighting against the motion of 
rule of law, but they would suffer economically if they 
actually vetoed the EU budget, because they are one of 
the largest net-gainers from the EU. (Fleming, 2020)

It is hard to say whether the EU will be able to impact the 
rule of law in Poland. One more important thing to notice 
is that even though the Law and Justice party has received 
a majority in the previous elections, there is a significant 
amount of Polish people who oppose the party and most 
of the party decisions are welcomed by protests. Law and 
Justice is also declining in the polls and the country seems 
to be deeply divided. Assuming that the next elections 
are still fair, there is hope that Polish people will vote for 
change.
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Should Americans Drop Out Of The 
Electoral College?

Nim Etzioni

Last month, Joe Biden won the US presidential election. 
Although he beat Donald Trump in the popular vote, 
garnering about 5 million more votes, the election was 
much closer than it seemed. Indeed, the election was 
won through small but cumulative victories by 10,000 
votes in Arizona and Georgia respectively, by 20,000 votes 
in Wisconsin, and by 80,000 in Pennsylvania (New York 
Times, 2020). 

Why was it so close? Because of the electoral system used 
by the US. A system which provides disproportionate 
influence to smaller states, the ‘electoral college’ has been a 
major point of political contention for decades, with ever-
growing calls to abolish it. In fact, surveys show that there 
is consistent majority support for replacing the current 
system (Daniler, 2020). This article will explore whether 
Americans are right to think this way by examining the 
most popular arguments against the electoral college. 

How the electoral college works
The electoral college is a group of state delegates that 
select the President and the Vice-President. They meet 
every 4 years, and pledge their votes to the candidate that 
received the most votes in the state which they represent 
(with the exceptions of Maine and Nebraska). 

The size of each state delegation is based on the number 
of its congressional delegates. For example, when Hillary 
Clinton won the state of California by winning the most 

votes in 2016, she was allotted 55 electoral delegates 
(representing the 55 members of congress from the 
state). As there are 538 delegates in total, 270 (minimum 
majority) is required to win. 

There are two defining characteristics of the electoral 
college which, as we will see, give rise to scathing 
criticisms. The first characteristic is that votes in smaller 
states have much more influence than those in large 
states. For example, a vote in Wyoming is 3.6 times more 
powerful than one in California (Guelzo, 2018).

Figure 1:  (Lu, 2016)

The second is that there is no reward for the size of the 
majority. This means that if a candidate wins the most 
votes, regardless of by how much, they are awarded all the 
electoral votes. This is known as ‘winner takes all’. Maine 
and Nebraska, the only exceptions to this characteristic, 
allocate their votes to congressional districts, allowing 
candidates to pick up electoral votes without the 
requirement of ‘winning the state’.

Argument 2: It was born out of racism, and it 
remains a racist instrument to this day
This argument follows on from the previous one. Those 
that wish to abolish the electoral college argue that by 
giving smaller states – whiter and less diverse in ethnic 
make-up – more voting power, it is another in a long line 
of racist policies imposed to disenfranchise minorities 
and people of colour (Russell-Kraft, 2020). Given the 
imperative of removing the legacy of racism highlighted 
in recent ‘flashpoints’ such as the death of George Floyd, 
the electoral college is no exception. 

It is important to note that the electoral college does have 
racism intertwined within its origins. When president 
selection was discussed by the founders in the 1780s, a 
compromise was brokered between the northern (and 
anti-slavery) states and the southern (pro-slavery) states. 
Known as the ‘three-fifths’ clause, this allowed southern 
states to include three fifths of their slaves (who of course 
had no right to vote) in their population, artificially raising 
their population and providing them with more electoral 
votes (Keyssar, 2020). This would enable southern states 
to have more influence, allowing them to preserve slavery. 
Subsequent to the emancipation of slaves, white Southern 
politicians attempted and succeeded to continue the 
voter suppression of the African-American community, 
whilst preserving their states’ disproportionate voting 
influence (Keyssar, 2020). 

However, the electoral college’s relation with racism does 
not mean that it is a racist selection system, but rather 
when it is compounded by racist policies (slavery and 
‘Jim Crow’) it produces results advantageous to racists. 
In the absence of these racist policies, the electoral 
college gives about as much if not more voting influence 
to people of colour as to whites. Indeed, in many of the 
states that decided the election (Florida, Arizona and 
Georgia) have diverse populations, where non-whites 
are overrepresented. The real discriminating factor is 
location, not race. Thus, although racism of course exists, 
its application to the electoral college is highly limited, 
and it is not a good repudiation of the system. 

Argument 3: ‘Winner takes all’ is divisive
Opponents of the electoral college also argue that not 
only is it undemocratic and racist but also that the winner 
takes all characteristics – by which the candidate with 
the highest number of votes in each state reaps all the 
electoral votes – drives division and instability (Wegman, 
2020). They point to the fact that as there is no difference 
between a majority of 10,0000,000 and a majority of 1 
vote, candidates have a reduced incentive to appeal to a 
wide range of voters, but rather aim to maximise turnout 
of their base, with Donald Trump a case in point (Wegman, 
2020). Thus, it exacerbates polarisation and instability. 

More persuasive than the undemocratic argument, it 
exposes a weakness of the system that directly challenges 
the founders’ intention of stability, though it does not 
warrant an abolition of the system, but rather a reform of 
the ‘winner takes all’ property. Removal of this aspect of 

Argument 1: it is not democratic
This is the most common argument against the electoral 
college. Its advocates advance it by demonstrating 
that the electoral college is not compatible with the 
fundamental principle of democracy, namely that each 
vote is equally as important. With the electoral college 
providing more voting power to those living in states with 
smaller populations, the concept known as ‘one man, one 
vote’ is violated (Soltero, 2019). 

Deeply compelling, the argument is somewhat technically 
irrelevant. This is because it was the intention of the 
founding fathers to create a union of states such that small 
states would have a voice that was not negligible enough 
to incite resentment and disillusionment (Beeman, 
2019). The founders were interested in a representative 
democracy, but they were also interested in one that 
could last. 

Therefore, in their view, if states like Wyoming had an 
influence proportional to their population, their voice 
would be drowned out (‘tyranny of the majority’), leading 
to anger and potentially a dissolution of the union. 
Equalising the voter influence would mean candidates 
campaigning on platforms built for the interests of those 
in large urban areas (New York City, Chicago, Los Angeles), 
with those in rural areas and small towns left behind. 

Essentially, the founders made a trade-off between the 
‘one man one vote’ principle and the health of the union.  
For them, that the candidates compete for the votes of 
middle America was good, and more importantly, healthy 
and conducive to stability. 

Proponents of abolishing the electoral college would 
object however, that in substitution of the ‘tyranny of the 
majority’, another phenomenon occurs by which those 
living in large states are at the behest of the smaller ones: 
‘tyranny of the minority’ (Levitsky and Ziblatt, 2020). 
Therefore, the electoral college generates  disillusionment 
for larger states, just as a direct popular vote generates 
resentment for smaller states. 

This is a perfectly reasonable counterpoint. However, for 
this to truly be felt there would have to be a misalignment 
such that the electoral college vote winner (in which small 
states have disproportionate voting power) does not win 
the direct popular vote (in which there is equal voting 
power), an event that has happened only 5 times out of 
58 elections (Waller, 2020). In 91% of American elections, 
the ‘tyranny of the minority’ was avoided. 

As shown, this argument is effective in exposing the 
weaknesses of the electoral college. This is because the 
system is indeed flawed. However, as election history has 
shown, the   electoral college’s purpose as a system  which 
balances stability and liberty has been largely fulfilled. 

It may not be as ‘democratic’ as a direct national vote, but 
that doesn’t mean it should be abolished. 
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the electoral college in favour of a proportional allocation 
of the electoral vote would maintain the disproportionate 
power of the small states, whilst also incentivising 
candidates to appeal to larger groups of voters given 
that all states are ‘in play’. However, applying this method 
to presidential elections since 1976, G.E. Morris (data 
journalist for the Economist) has shown would lead to 
closer and less conclusive races, given that third parties 
pick up electoral votes, depressing the likelihood of a 
candidate obtaining the 270 required to win (Morris, 
2019), and it thus fails to present a viable alternative to 
the current model.

Conclusion
Every election cycle, calls for the abolition of the college 
intensify with a seeming crusade of journalists fighting for 
this cause. Indeed, the electoral college is a complicated 
and problematic system. 

However, it has proven to be (for the most part), an 
accurate representation of the national will satisfying 
the intentions of the founders in preserving the union. 
Additionally, in relation to alternatives such as direct 
popular voting or proportional allocation, it offers more 
stability and representation.

Therefore, although Americans may be reasonably 
frustrated with the electoral college, they should resist the 
temptation to replace it. In a time of increasing detachment 
and polarisation, preserving shared institutions should be 
paramount. If Americans cannot agree on this, then the 
electoral college is the least of their problems. 

Elections: Advertising, Cigarettes and 
the Prisoner’s Dilemma

Gaurav Khatri

The little-known Libertarian Party’s primary elections for 
the 2020 United States Presidential Race witnessed what I 
daresay is the strangest election-time promise in history: 
candidate Vermin Supreme’s vow to gift each American 
citizen a pony if elected. Yes, that’s really his name and 
yes, that really happened. This however, is not the only 
eccentricity of modern-day elections. Colossal campaign 
budgets and extravagant spending are also increasingly 
apparent. Even Barack Obama’s high of 775 million USD 
spent on his 2012 campaign has been overtaken by the 
record-billions of the Joe Biden vs Donald Trump battle. In 
this article, I will use a simple game theoretical model to 
argue against excessive political advertising.

Advertising and the Value of Victory
Let Fred and George be two candidates standing for 
office in the fictitious nation of Zonkos. They are both 
well known by voters, and neither seems more likely to 
win than the other: the playing field is level. Naturally, 
both candidates are eager to win the election: winning 
holds value to each of them. This value includes the 
improved reputation, power to effect positive change and 
monetary compensation that winning the election will 
confer. After some deliberation, Fred and George decide 
independently that they value winning at 200 million 
Galleons and 300 million Galleons respectively. While 
factors like reputation and power are rather difficult to 
quantify, let us assume for simplicity that Fred and George 

are able to determine a rough monetary estimate of their 
value. Their thought process may be: ‘the reputation and 
power accompanying this office are so valuable that if at 
all they were purchasable goods, I’d be willing to pay x 
amount of money for them.’

They both realise that advertising has the potential to 
increase the value of victory: if they advertise themselves 
effectively, the increased support they receive may make 
for greater power to introduce changes if elected (in 
the form of less resistance to their policies). Both parties 
conclude that if they choose to invest 50 million in political 
advertising, their value of winning increases by 100 
million. An investment by any one of them also reduces 
the value of winning for the other party! If George invests, 
for instance, he is spurring Fred’s supporters to instead 
vote for him. This reduced support for Fred will make it 
more difficult for him to introduce changes even if elected 
(greater resistance to his policies) thereby reducing the 
value of his victory. 

While advertising will increase the value of 
victory for the advertising candidate, it also has a 
corresponding opposing effect. As Fred and George 
are relying on sponsors to fund their campaigns, the 
cost of advertising is not borne by them. The sponsors’ 
contributions however, are not charitable donations: 
there are strings attached. They expect the candidates 
they support to introduce policies favourable to them if 
elected. This reduces a candidate’s freedom to impose 
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Notice how this leaves both Fred and George worse 
off than if they had each chosen not to advertise!  
This renders the situation an example of the prisoner’s 
dilemma, a situation wherein parties’ independent desires 
to maximise their own payoffs yields a situation inferior 
to what could have occurred had they cooperated. You 
may be thinking that this situation is a complete fantasy, 
with no relevance to real life. I shall now present a real-
world example to support this model.

Evidence from the Tobacco Industry: Smoking 
the Pipe of Peace
In 1971, the United States government placed a ban on 
broadcast advertising of cigarettes owing to its proven 
detrimental impacts on health. One would assume that 
the inability to advertise would reduce sales of tobacco 
corporations, which in turn would taint their profitability. 
What actually happened however, is very different! 
Consider the following data of the company Philip Morris’ 
brand Marlboro:

Table 2: Marlboro Advertising Cost and Sales (1969 - 1974)

Despite the inability to advertise on the most popular 
media, sales rose! In fact, all four major US cigarette 
manufacturing companies- Philip Morris, British American 
Tobacco, Altria and RAI- recorded an increase in profits 
following the ban. Why may this have been the case? 
Most believe that if known entities stop advertising, 
sales will not fall: those who used the product earlier 
will continue to do so. This combined with the fall in 
marketing costs will bring greater profits.

In the absence of the legislation, each company would 
know that others could choose to advertise. They 
would realise that this will diminish their own sales as 
competitors would capture a larger market share. This 
threat would drive each enterprise to advertise. This is 
perfectly analogous to our model of political advertising! 
Fred and George both chose to advertise because they 
could not be certain that the other would not do so. The 
mutually beneficial outcome was not reached. Had there 
been a way to ensure that neither party advertised, the 
value of winning would have been higher for them both. 
The purpose of this example was to illustrate that a lack of 
advertising by all parties is in fact beneficial.

Conclusion
We have observed that established political players 
have increased values of winning when they all do 
not advertise, and have used evidence of the tobacco 
industry to prove that collective non-advertising benefits 
well-known players. Our analysis has however, omitted a 

their desired policies upon winning, thereby reducing 
their value of victory. Fred and George believe that 
commitments to sponsors will reduce the value of victory 
by an amount equivalent to the advertising cost (50 
million) as the sponsor will only be satiated when they 
have received their money’s worth in favourable policies.
All players understand all of the above information and 
are faced with the decision of whether or not to advertise. 
Let us examine the four situations that may arise:

First, neither may choose to advertise. In this case Fred 
and George’s values of victory will be unchanged from the 
original estimate of 200 and 300 million respectively. 

Second, Fred may choose to advertise while George 
chooses not to. Here, Fred’s value of victory increases 
by 100 million owing to the benefits of advertising and 
reduces by 50 million due to the cost of advertising. 
George’s value of winning reduces by 100 million because 
of the effectiveness of his opponent’s advertising. The 
result is 250 million and 200 million as the values of 
winning for Fred and George respectively. 

Similar reasoning tells us that if George advertises 
while Fred does not, his payoff will be 350 million 
compared to Fred’s 100 million. 

The last possibility is both parties choosing to 
advertise. In this case, both their values of winning 
increase by 100 million (benefit of own advertising), 
decrease by 50 million (cost of own advertising) and 
further reduce by 100 million (effect of opponent’s 
advertising). This yields values of victory of 150 million 
and 250 million for Fred and George respectively.

We can represent this situation in a table called a payoff 
matrix, wherein the first number in each cell denotes 
Fred’s value of victory, and the second number George’s. 
All values are in millions.

Table 1: Payoff Matrix for Values of Victory

If George decides to advertise, Fred can attain a value of 
150 million by advertising or 100 million by not doing so. 
Clearly, he would choose to advertise. If George chooses 
not to advertise, Fred can attain a value of 250 million 
by advertising or 200 million by not advertising. He will, 
once more, choose to advertise. Regardless of George’s 
decision therefore, Fred is better off advertising: deciding 
to advertise is his dominant strategy. Similar reasoning 
from George’s point of view will show that advertising is in 
his best interest regardless of Fred’s decision: to advertise 
is his dominant strategy too. Both candidates will thus 
choose to advertise. 

crucial factor: we have considered candidates trying to 
maximise their value of victory without considering the 
likelihood thereof. While the well-known candidates Fred 
and George who already had a supporter-base made this 
an acceptable assumption, it may not always be so. New, 
smaller candidates may not have the luxury of eschewing 
advertising without sacrificing all chance of winning. 
Thus, the challenge before policy-makers is to introduce 
limits on election-time spending that are simultaneously 
low enough to prevent profligate spending by richer, 
established candidates and high enough to give newer 
candidates enough room to increase the probability of 
their victory through advertising. A model that captures 
value and probability of victory is thus needed.
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The Mobile Network Operator’s 
Dilemma: Using Game Theory to Model 
the Mechanics of Collusion

Phin Godfrey 

In the 1970s Organisation of Petroleum Exporting 
Countries, a cartel of oil producing countries, was able 
to triple the price of oil globally. To prevent similar 
problems from collusion, competition authorities must 
be able to identify what characteristics make a market 
susceptible to collusion. Academics have researched 
this topic extensively, but research that creates the most 
intuitive sense of how collusion works is that which builds 
models that synthesise the effects of different market 
characteristics into a few simple mechanics. In the rest of 
this article I will show how game theory can be used as 
the basis of such a model. 

Bishop and Walker (2010) begin constructing a game-
theoretic model by starting from a one-shot simultaneous 
interaction between two firms, described by the payoff 
matrix in Figure 1. Firm A’s best response is playing a low-

price strategy when B plays either a high price or a low-
price strategy, and vice versa, so this game’s dominant 
strategy equilibrium is the competitive one – with both 
players setting low prices. Neither A nor B would change 
from charging a low price since this will lead to a lower 
payoff regardless of the other firms’ strategy; collusion is 
impossible in the one-shot game.

Grout and Sonderegger (2005) continue this process by 
modelling interactions between interdependent firms as 
an infinitely repeated game. Collusion becomes possible 
here since firms could earn a higher payoff from earning 
collusive profits ad infinitum than earning short-term 
gains (30 in Fig. 1) for one interaction but only competitive 
profits thereafter. To decide whether to collude or not, 
firms must weigh up the respective payoffs from two 
options.    

This weighing up is one of the simple mechanics of 
collusion described in the introduction. Ivaldi et al.’s 
(2003) analysis effectively shows how firms make this 
calculation. It is more complicated than simply adding 
up total payoffs over time as profit forecasts introduce 
uncertainty and other factors such as inflation mean that 
a given monetary payoff is worth less in future periods 
than it is in the present. Future profits must be discounted 
relative to how far in the future they are expected to be 
earned using a “discount factor”. Mathematically, this 
process is represented as

Fig. 1 – Payoff Matrix of a One-Shot Duopoly Game
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firm earns a smaller share of collusive profits. 

The payoffs from deviating are largely shaped by the 
strength of the “punishment mechanism” – the tool by 
which firms identify and punish deviating firms using 
devices such as starting a price war that reduces profits 
in order to disincentive deviation. Ivaldi et. al (2003) 
highlight price transparency as an important determinant 
of the strength of the punishment mechanism. If firms 
cannot tell who and when another firm has deviated, this 
asymmetric information creates a moral hazard problem 
as firms are less likely to face punishment for deviating. 
Once a deviation has been identified, firms must be able 
to carry out a strong punishment. Bishop and Walker 
(2010) find that to do this firms must have enough spare 
capacity to increase their quantity supplied and thereby 
lower price, alongside being able to quickly change prices 
following a deviation and reduce the time the deviator 
earns higher profits for.

Firm’s weighting of future profits is mostly determined 
by factors which affect uncertainty. For example, as Grant 
and Sonderegger (2005) outline, high entry barriers which 
are likely to stay high are important since this increases 
firms’ certainty that the advantages of colluding in a 
highly concentrated market will still exist in the future. 
Many factors which increase uncertainty are ones which 
increase the perceived likelihood of other firms deviating, 
such as the presence of “maverick” firms or frequent 
innovation in the market.

Finally, factors which decrease the likelihood of overlapping 
acceptable price-quantity combinations hinder firms’ 
ability to agree. According to Ivaldi et al. (2003), if firms 
have cost asymmetries or have differentiated products 
(and therefore face different demand curves), then this 
means that they will face different profit-maximising 
prices and will therefore need to compromise in order 
to collude – but with large asymmetries the range of 
feasible compromises is reduced. Grout and Sonderegger 
(2005) argue that this process becomes harder as more 
firms enter the market by increasing the probability that 
one firm will have a large asymmetry and increasing the 
number of parties that must agree to a compromise. Some 
factors hinder the ability to agree by preventing firms 
from identifying overlaps even when they do exist. Strong 
antitrust law makes it riskier for firms to collude explicitly, 
and identifying acceptable overlaps is harder to do tacitly. 
Asymmetric information also makes it harder for firms 
to work out what strategies will successfully incentivise 
other firms to collude.  

Just as there is no exhaustive list of possible market 
characteristics, there is no exhaustive list of the ways 
different market characteristics can affect possibilities 
for collusion. What this discussion does show, however, 
is that by viewing collusion from a game theoretic lens it 
is possible to analyse the effects of market characteristics 
using a more intuitive framework. In future articles, I 
will discover these benefits by using this framework to 
examine the possibilities for collusion in the Irish Mobile 
Market.

where r, the discount factor, is some number between 0 
and 1, πC is the collusive profit per period, and π(t) is the 
function that describes the weighted value of the firm’s 
profits between the current time and t periods in the 
future. As t approaches infinity, (1) becomes a converging 
infinite geometric series and as such,

letting δ=1/(1-r). This allows us to use a simple expression, 
δπC, to describe the total payoff over infinitely many 
periods, giving us equation (2).

Ivaldi et al. (2003) analyse a hypothetical duopoly to 
show how firms might decide whether to collude. If they 
collude, the firms earn an equal share of collusive profits, 
πC, for all periods - present and future. If one firm deviates, 
then they earn all of πC for one period but earn 0 for all 
subsequent periods as competition pushes price to cost 
levels. Firms will collude when:

for all firms. (3) shows us that a larger δ, representing a 
greater weighting of future profits, makes collusion more 
sustainable. This practice compares firms’ payoffs from 
colluding and deviating using a mathematical inequality 
that reflects the conditions brought about by the market’s 
characteristics. This gives us a powerful framework for 
analysing the effect of different market characteristics on 
the sustainability of collusion by seeing how they affect 
each side of the inequality. 

Bishop and Walker (2010) categorise all potential effects 
on the sustainability of collusion into four broad groups: 
effects that change the payoffs of colluding, effects that 
change the payoffs of deviating, effects that change firms’ 
weighting of future profits, and effects that change firms’ 
ability to agree on a collective strategy. While the first three 
groups follow fairly logically from the inequality analysis, 
the latter is more subtle. Essentially, this group’s effects 
stem from the fact that firms may have different payoff 
functions for reasons such as product differentiation 
or differences in cost structures, so collusion may be 
advantageous at different intervals of prices for each firm. 
It is only where these intervals overlap that a sustainable 
collusive equilibrium exists and can be agreed upon – and 
it is the factors which affect the size of the overlap and the 
ability of firms to actually identify this overlap such as the 
strength of antitrust regulation and extent of information 
asymmetries that make up this fourth category of effects. 
Exploring these categories will help identify which market 
characteristics have what effects.

One determinant of the payoffs of collusion is how 
effectively firms can raise demand without losing 
customers. To this end, Bishop and Walker (2010) identify 
inelastic market demand as a facilitator of collusion. 
For example, low consumer switching rates in the Irish 
Mobile Market found in a survey by the national regulator 
could indicate inelastic demand and therefore a greater 
probability for collusion. Grout and Sonderegger (2005) 
also identify that collusion is profitable with a low number 
of firms in the market – since in a crowded market each 

Intra-Household Bargains

Ansh Raj

Understanding the bargaining power of women within 
households, and how they change with payments

Abstract
This research is an attempt to look at women 
empowerment from the ground level, which is inside the 
household unit. To bridge the discipline gap between 
economics and gender studies, we have assigned 
empowerment as equivalent to an individual’s bargaining 
power, and reviewed literature built on this topic1. 
Building onto that, this research piece has tried to outline 
an academically-rigorous definition of this bargaining 
power, inspecting circumstances which cause them to 
be weaker for women inside the household. We finally 
introduce the possibility and extent of external payments 
playing a positive influence for women’s ability to bargain, 
and the author’s novel conception of what qualifies as 
women empowerment when analysing such changes.

Introduction
The inquiry into the position of women has been 
remarkably absent in economic choice and decision-
making models. Largely responsible for this is the 
predominance of the household as a consumption 
decision-making unit in neoclassical economics. The 
rationale itself behind equating the household’s utility with 
that of its individuals’ does not appear often in literature 

1. The literature may appear outdated for a relatively fresh field of gender in development 
economics, but this is only so because much of the theoretical framework was laid in 
the latter half of the 20th century. Following since, mostly data-based studies have been 
conducted (relying on the same theoretical framework). These data-based studies will 
bear more relevance for us in the next edition of this research piece, which focuses on the 
methodology. 

- Becker’s “benevolent dictatorship” formulation of an 
altruistic household head is perhaps the most prominent 
model (Seiz, 1995). However, there exists a growing 
literature, supported by studies conducted over recent 
years, that help point the inefficacy of the household unit 
in our modelling. Differences in preferences, incentives 
and bargaining power between man and woman within 
the household do exist and greatly shape consumption 
patterns (Yoong et al, 2012).

That individual bargaining powers exist within the 
household framework points to an interesting area for 
research - how the bargaining power of the individuals 
help them interact with each other to determine their 
respective contributions to productive activities both 
within the household (performing household chores, 
childcare and such) and outside of it (participating in the 
labour market). It also helps in determining the division 
of the household pie, including but not limited to leisure. 

Will analysing the interactions among individuals shed 
lights on the position of women in a household? Despite 
looking at what people might say about the household 
as a fairly limited scope of the economy, research in this 
field has helped draw some important insights. Seize 
(1995) pointed out that this claim is exactly the kind of 
rationale which served to perpetuate gender inequality. 
For instance, Agarwal (1997) cautioned models and 
policies could go amiss if intra-household dynamics are 
assumed (as they often are) to exist in isolation, without 
examining the extra-household socioeconomic and legal 
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Let us now look at the welfare gains of the two players. We 
will use a simplified formula given by McElroy and Horney 
(1980) for this.

Welfare Gains = f (Private Good, Family Public Good, Leisure)

where private good refers to the individual’s allocated 
consumption of food, clothing and such, while family 
public goods refers to those whose consumption does 
not reduce the quantity available to others (like housing 
and childcare). It is worth noting that while family public 
goods are also available in non-marriage settings, their 
public good nature makes them a cheaper option 
for households (the idea of marriage as an economic 
institution stems from this). Leisure will be understood 
as the time where an individual is committed to neither 
household nor market labour. 

This welfare gain, or utility, has been represented 
mathematically, which implies its objectivity. It is this 
objective utility maximisation that we must strive for, 
notwithstanding how utilities are viewed subjectively for 
each player. This may sound contradictory to the definition 
of utility, but resigned acceptance for women (in general) 
causes them to rate their utilities at a higher percentage 
than men for the same welfare gain (Sen, 1987). This, 
however, should serve as no basis for a quest for equality. 
We will come to a deeper analysis of this statement later, 
when the utility function is a variable in our breakdown 
solution function,

The utilities can be represented as the welfare gains 
through cardinal numbers. Applying the solution given 
by Nash (1950) to this context, the point at which the 
two individuals are likely to cooperate  will be where 
the product of their payoff is maximum. Is this Nash 
equilibrium Pareto efficient3? Having clarified our stance 
on objective individual utilities and the inability of 
women to equate them with their subjective utilities, it is 
safe to argue that the equilibrium is not necessarily Pareto 
efficient. The household can be at equilibrium where the 
husband is better while the wife is worse off, but the wife 
fails to acknowledge her position because of societal 
restrictions. 

The classic criticism of cardinal utilities is directed towards 
the assumption that a person is unambiguous with 
his/her measure of well-being. This criticism becomes 
potent when we analyse intra-household bargaining 
powers - this also relates to our discussion with subjective 
measures of welfare gains. This is when the introduction 
of the variables “perceived interests” and “perceived 
contributions” gives our analysis a clearer outline. 

Understanding Perceptions
A simplified bargaining solution function would look like 
the following:

Bargaining Solution = f (Breakdown Position, Welfare 
Combination, Perceived Interest Combination, Perceived 
Contribution Combination)

3.  Pareto efficient is that outcome from which one player cannot be better off without the 
other player becoming worse off. 

institutions within which households are embedded. This 
argument must also imply that intra-household dynamics 
bear an influence on extra-household forces - we will see 
a concrete example of this in the example of female lace-
makers in India. Coupling this with the general malaise 
of women’s lives limited to the walls of their households, 
studying intra-household models become widely relevant. 

Is there a possibility to model this interaction of the 
bargaining powers and the respective payoffs of the 
individuals through game theory? Using the nuclear 
household model, we have our two players: husband 
and wife. Contributions from Manser (1980) and McElroy 
(1981) have adapted this interaction into a bargaining 
problem, but it is Amartya Sen (1987) whose authority 
on this topic is most recognised. His seminal paper on co-
operative conflicts between the two genders also serves 
as the source of inspiration for this attempt at research, 
and will be used frequently in evaluating the data in the 
methodology section.

To put our model to use, we will use case studies of cash 
transfer programs for women, specifically government 
initiatives like Zambia’s Child Grant Programme, which 
have made attempts to improve the condition of 
households and women in general by increasing their 
bargaining power through financial independence. 
Where this research differs from other studies is the 
exclusive focus on women’s bargaining power through the 
inferences drawn from the analysis of our literature2. That 
the household’s position improves vis-a-vis the woman’s 
- or not - and whether this is something to welcome is a 
topic that falls within this research’s scope and interest.

The Building Blocks of Bargaining
Seiz (1995) gives the most clear description of how the 
bargaining problem is set within households:

“Two individuals are contemplating “marrying” (or remaining 
“married”) and cooperating in production. How each partner’s 
labor time is allocated, and how the goods and services 
they produce are distributed, are matters for bargaining. It is 
known by both how well off each partner would be with each 
of the many possible divisions of tasks and consumption 
between them, and how well off each would be outside the 
relationship. By cooperating, they can increase the total 
availability of goods and services for consumption, and both 
can benefit. But there are many possible allocations of tasks 
and consumption that would leave both better off than they 
would be on their own, and conflict exists with respect to the 
choice among these.”

Both Seiz and Sen specify the breakdown or threat 
position inside the household as the point where the 
gains from marriage are less than gains without it. In 
many poor countries, we can imagine the threat position 
of women to be much lower than men’s.

2.  Government cash transfer programs are generally evaluated with their impacts on 
the overall pattern of the household consumption. The goodness of this consumption 
pattern is a matter for debate, and this research will attempt to question the more 
generally (and politically) practised measures. 

We are familiar with the breakdown position and the 
welfare combination (the combination of the gains for both 
individuals). The perceived interest combination refers to 
how the individuals measure their well-being, while the 
perceived contribution combination covers the perceived 
extent of each individual’s contribution to the general 
household opulence. The use of the word perceived 
is telling of women’s bargaining powers. If household 
chores (which women are most likely to perform) do not 
contribute much to the household’s financial quotient, 
they are likely to have less say in the household too. The 
same sentiment is present for perceived interests. Sen 
(1987) captures this with his analysis:

“Even the perception of individual interests of women, 
which - it has been observed - tends to be merged with the 
notion of family well-being in some traditional cultures, may 
be sharpened by greater involvement of women with the 
outside world, and this may have important implications for 
household divisions.”

What happens to their bargaining power when their 
ability to contribute economically changes? Does the 
perception change at the same rate? What about cases 
where the woman’s ability to contribute stems from 
sources which don’t fit the standard market system - for 
instance, when their earnings are part of government 
cash transfers? These concerns are not unfounded. 
Mies (1982) documented how women employed in the 
production of laces themselves did not attach any value 
to their work, seeing it more as a supplement to their 
husband’s breadwinning role. This affected their ability 
to bargain for just wages, and not surprisingly, did not 
improve their bargaining power at home either. There’s a 
possibility for the same forces to operate in cash transfer 
schemes, which is what the methodology section in the 
next edition of this research piece will attempt to evaluate 
as well.  

Concluding Remarks
Both perceived interest and perceived contribution are 
intuitive concepts, easy to digest. They can, however, be 
put in a specific theoretical framework, which also has 
the potential of re-evaluating the measures of success of 
government policies and other concerted programmes 
and efforts towards gender equality. If there can be an 
improvement in the perceived interests and perceived 
combinations of women through payments, irrespective 
of the change of household conditions, it still results in a 
rise of the female bargaining power, and is still therefore 
a progress in the path to gender equality4. Government 
programs are generally guided by the principle of 
improving the conditions of poor households, and even 
in the specific cases of cash transfers to women, the 
measures used to evaluate the program’s success remain 
the same. But we inferred from our analysis that co-
operative solutions to household bargaining problems 
are not necessarily Pareto efficient - and there is no reason 

4.  Echoing the sentiment of women upliftment from the realm of existential philoshophy, 
the feminist-scholar Simone de Beavouir (2010) wrote that institutions and practices 
are to be judged ‘from the point of view of the concrete opportunities they offer the 
individual’

to think that it will be when women’s position improves 
because of payments. So what are the changes that 
strongly reflect woman empowerment? Precise instances 
of such kind will be discussed in the next section of this 
research piece, but we can start looking at events of 
domestic abuse, education and upbringing of the female 
child and other measures which look at woman as a 
singular individual, when we look at gender equality.
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Income Inequality: An Exploration 
through the lens of Educational 
Differences

Shivam Gujral 

Lessons from Developing Countries like India

I. Introduction 
 

Figure 1: Visualising the question 

Indian Society suffers from substantial inequalities in 
education, employment, and income based on a  variety 
of factors: caste, ethnicity, and lack of opportunities (Desai 
and Kulkarni, 2008). Theorists like  Bourdieu (1973), Bowles 
(1976), and Collins (1979) have argued that educational 
certificates exclude  marginalized groups from educational 
systems. Evidence from economic literature shows that 
returns  to education has been rising, as skill-biased 
technical change and international trade are increasing  
demand for skilled labor (Goldberg and Pavcnik, 2007). 
To infer, one can see that rise in returns  generally occurs 
from a high level of education, which might play an 
integral role in increasing the  income inequality between 
the well-educated and uneducated population. 

Let us briefly look at the 2 broad pieces of our research 
puzzle and understand the main areas and  questions this 
paper attempts to explore: 

(a) Income Inequality: This refers to the simple fact of 
different people earning different amounts  of money and 
the wider these earnings are dispersed, the more unequal 
a country’s income is  said to be (Yglesias, 2015). 

(b) Educational Differences: This refers to the 
unequal distribution of academic sources in terms  of 
school enrollment, technology used at school, percent of 
teachers with advanced degrees,  availability of sources 
like textbooks, and also includes differences in educational 
outcomes  between Public and Private schools as well 
as variations across different communities (Eide  and 
Showalter, 2005). 

Philosophical ideologies tell us that the sequence of 
observation, intuition, and logic are the  fundamentals of 
problem solving. To understand broad problems, the way 
forward would be to break  the bigger issue into different 
pieces and deal with these pieces as a separate bunch of 
problems(Ellard,  2018). This paper makes an attempt to 
look at Income Inequality through the lens of Educational  
Differences as depicted in Figure 1 and finally provide a 
way forward to think about solutions, helping curb these 
variations in education and in-turn assist in reducing 
income inequality at large.  

II. Unfolding the two-fold problem 
In this section, we will take a closer look at the existence 
of the two distinct problems and explore the  intersection 
between them. Let us first talk about the bigger picture, 

As we can see from Table 1 and Figure 3, income inequality 
in India has been on a rise over the last  30 years. Having 
a Gini Coefficient in the range of 0.4-0.5 further depicts 
this high level of income  inequality in India (Luebker, 
2010). As we observe the Lorenz Curve across the 4 years 
plotted in  Figure 3, we notice that the bottom 50% of 
the population receive an average of only 20% of the  
country’s total income while the top 10% hold the nearly 
18% of the total income. This claim becomes  clearer when 
we zoom in to the kink which appears between the 90% 
and 100% cumulative share of  population. To summarize, 
we observe that the income inequality within the country 
has been  increasing and Figure 3 coupled with Figure 
2 provide a good preview as to how the richest in the  
population are capturing a greater share of income in the 
country.  

Now let us bring in the second problem posed in our 
research question: Educational Differences. First,  we 
may want to understand why we are looking at income 
inequality through this lens. Education is  able to expand 
a person’s capabilities and has the ability to empower 
citizens to be productive members  of their own country 
by increasing civic participation (Petcu, 2014). Existing 
economic literature  including Gregorio and Lee (2002), 
Frankema and Bolt (2006), and Dao (2013) have found 
robust and  positive relationships between educational 
inequality and income inequality. For example, Frankema  
and Bolt (2006) defined educational inequality in terms 
of grade enrolment ratio and found robust  results when 
studying the regions of Latin America and sub-Saharan 
Africa.  

Speaking in the Indian context, educational differences 
occur due to a vast variety of reasons. One of  them is 
the presence of distinguished communities in India: 
Scheduled Castes(SC), Scheduled Tribes  (ST), and 
Other Backward Classes (OBC)4  and the inequalities 
present among them. For example, in  2014-15, these 
communities combined contributed to around 46% of 
the total enrolment in Indian  schools in Secondary School 
levels (Azam, 2015). 

4.  Further specification on the divisions of the Indian classes: 
SC’s are the sub-communities within the framework of the Hindu caste system who 
have historically faced deprivation  and extreme social isolation in India on account 
of their perceived low status; ST’s are classified as marginalised  communities on the 
basis of geographical isolation; and OBC’s are communities that have been historically 
marginalised  in India but do not fall in the list of SC and ST. (Sekhri, 2011) 

which is income inequality. Based  on the data available 
up until 2015, the overwhelming consensus comes out to 
be that the levels of inequality in India seem to be very 
high and has shown a consistent rising trend over a period 
of time,  particularly since the 1990s. Figure 2 shows the 
continuous rise of the top 1% of the Indian population  
and overtaking the bottom 50% in 2005.  

 

Figure 2: Top 1% takes over Bottom 50% . Source: Data retrieved from 
World Inequality Database, 2015 

One argument posed by Economists to explain this rise in 
income inequality in India is the discussion  of the impacts 
of the 1991 Liberalization, Privatization, and Globalization 
reforms. Some of the  debated reasons for these are said to 
be the stagnation of employment generation in Rural and 
Urban  areas in the post-reform period (Pal and Ghosh, 
2007). At the national level, inequality is broadly  found to 
have risen in India between 1983 and late 2000’s. However, 
this has happened at different  degrees depending on 
the dimension being considered and time frame we are 
looking at. To get a clearer idea on the extent of inequality 
in India, we plot the Lorenz Curves1 for 1980, 1990, 2000, 
and  2014 (Shown in Figure 3) to get an overview of Indian 
inequality over the last 30 years.2 

Along with the Lorenz Curves, we also look at the data 
of the respective years about their Gini  Coefficients3 as 
depicted in Table 1. 

1.  Lorenz Curve is a graphical representation of distribution of income within a population 
by plotting the percentiles against cumulative income of people at or below that percentile.
2.  The data we look at in this research is limited to 2014/15 as the upcoming National 
Survey Statistics of India are due to release in 2021. Since the broad agenda of this 
research is to understand the extent to which education difference explains inequality, 
we rely on the given datasets. To further simplify our analysis, we assume that the current 
trends have continued up until 2020 and to reiterate this fact, Das (2020) points out the 
pandemic may have led to intensifying the impact of inequalities within rural and semi-
urban areas, with school closures, narrowing income streams, and continuing job loss.
3.  Gini Coefficient is a measure of inequality, which is calculated as the deviation of 
the income levels from the perfect equality levels. Higher the coefficient, greater the 
economic inequality in a country. As Gini data from different sources may lead to an issue 
while comparing, the benchmark taken by the GCIP is in terms of 2005 PPP Dollars and 
refers to the disposable income of individuals.

Table 1: Gini Coefficient Data  Source: Data Retrieved from Global 
Consumption and Income Project, 2015 

Figure 3: Lorenz Curves (1980, 1990, 2000, 2014)   Source: Data 
Retrieved from Global Consumption and Income Project, 2015 
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Educational inequality can be quantified through 
inequality in educational attainment. However, there  are 
other aspects of education that can play a role in affecting 
income inequality (Petcu, 2014). There  could also be a 
factor in which students are enrolled in private schools 
and such students may have  better resources, which 
may lead to better educational outputs. For example, an 
average of 25%  educational differences were shown in 
an experiment conducted by Pratham Institute in India 
between  2010 and 2014 (ASER, 2014). To further explore 
educational differences, we used education levels in  
India across a 5 year interval between 1980 and 2010 and 
calculated the Education Gini using the  dataset created 
by Barro-Lee (2010) and the methodology proposed by 
Castello and Domenech  (2002)5. The estimated Education 
Gini measures imply how much the distribution of 
educational  achievement deviates from an equal 
distribution. In Figure 4, we plot the Education Gini across 
the  aforementioned years and see India’s performance 
during these years. 

As we can see from Figure 4, the Education Gini has 
almost doubled between 1980 and 2010. Looking  closely, 
the twenty years between 1980 and 2000 have seen a 
stark difference in terms of the unequal  distribution of 
education. Along with the Gini increase, we also plot the 
trend of this data over the  period of time in logarithmic 
terms6, which gives us a downward concave curve 
implying that the Gini  initially increased at an increasing 
rate and then the rate of increase fell.  

To summarise, we now have understood that there has 
been a trend of increasing inequality within the  Indian 
education framework as well.  

The above explanations and Figures have established the 
existence of our two broad issues and the  task now is to 
understand how does educational inequality contribute 

5.   Educational Gini examines the inequality of educational achievement in people aged 
15 and above. It compares the  distribution of grades completed with a perfectly equal 
distribution. It is calculated as: 

 
Where: n indicates the percentage of people with the highest level of education 
completed, for no schooling (n

0
), primary  (n

1
), secondary (n

2
), and tertiary (n

2
). The x 

refers to the average years of education completed in primary (x
1
), secondary  (x

2
), and 

tertiary (x
3
).  One potential limitation of this method is that it depends on the average 

years of school completed, which could be higher  in countries with a bigger share of 
population with no schooling. 

6.  Logarithmic change is useful to quantify the relative change of a value rather than 
looking at it as a linear function as the  function grows slowly for a large x and log scales 
can be used to compress the large-scale economic data.

towards income inequality. To  think about this question, 
we first have to understand that being educated assists 
in the formulation of  human capital, which further has 
a spiral affect: better the skill, higher chances of being 
employed and  being productive, and ultimately higher 
income levels (Burgess, 2016). 

So, here we will compare the differences among literacy 
rates7: differences between rural and urban  areas, Male 
and Female populations, and the different classes of 
the Indian population we mentioned  earlier. We then 
compare this with the Income Gini and see if this gives 
us some explanation of the  interaction between the two 
problems at hand.  

As we look at the data in Figure 5, we see that the literacy 
differences remained above the 30% mark  up until 1991, 
following which we saw a decline and we see that these 
differences have come down to  half over the past 50 years. 
But, at the same time we notice that the Gini is increasing 
constantly, which  is obvious because of the existence 
of other monetary and non-monetary factors affecting 
income  inequality like infrastructure facilities, health, and 
stability of income. One key take away from this  set of data 
is that these educational differences are a contributing 
factor towards the growing income  inequality and if we 
try curbing these gaps and bring them down to nearly 
zero over the next 15-20  years, we would see significant 
reductions in income inequality.  

III. Conclusion and Way Forward 
After a detailed analysis, depicting the presence of 
income and educational inequality in India along  
with their interaction, we understand that there is a 
continuous creation of serious obstacles stopping  us from 
overcoming poverty and exclusion. Revisiting the key 
points in our research, we saw the rising  trend in the Gini 

7.  Measuring literacy is the closest proxy we can obtain to understand the basics of 
education levels in India. As per  UNESCO, being literate means the ability to read and 
write in at least one language and perform simple arithmetic  calculations in daily life. The 
only foreseeable limitation of using literacy rates is that we may get an overestimate of 
Indian  education levels. People who are literate are not necessarily educated (The Hindu, 
2019). Literacy is a step towards  education; however, education is the well-roundedness 
and complete development of a person in terms of knowledge,  sensibility, and behavior.

Figure 4: Education Gini over the last 30 years 
Source: Data retrieved from Barro-Lee (2010) 

Figure 5: Literacy Rate Differences and Gini Measure 
Source: Data retrieved from MOSPI, 2011 

coefficient coupled with the fact that the top 10% hold 
the majority of the income  share in the country. Linking 
this to the gaps in education, we observed the presence 
of high literacy  differences between Rural and Urban 
areas as well as Private and Public schooling. Evidence 
from  wealth inequalities in developing countries shows 
that as education levels and proportion of people  with 
secondary or higher education increases, the levels of 
inequality falls (Shimeles, 2016).  

To improve the Indian educational framework and 
minimize the persisting gaps, the notion of Direct  Benefit 
Transfers is something which I have discussed in the 
21st Issue of this Magazine and as a  blogpost8 on the 
Economic Tribune’s website (Link attached in footnote). A 
brief summary of the  impacts which these schemes have 
shown at an international platform is shown as part of the 
following  table: 

In addition to this, the Indian pilot project in Andhra 
Pradesh also showed a gradual increase in test  scores on 
language subjects like English Literature. Thus, we gather 
that equality in education can  provide a level playing field 
to help close the growing divides between the low-income 
and rich  families. Further scope of this study would include 
using the previously conducted Indian experiments  as 
well as pilot projects and build an empirical econometric 
model to ascertain whether a causal  relationship could be 
established between educational differences and income 
inequality. It would also 

be interesting to compare educational difference with 
other factors like Health and Infrastructure which  lead to 
income inequalities and try to rank where does this factor 
lie in the list of all factors.  

To finally conclude, we would reiterate some historical 
evidence, right from works of the popularly  known ‘father 
of economics’, Sir Adam Smith. He said “education can 
increase an individual’s  abilities and grow their capabilities. 
This would assist in benefitting both: the individual (by 
increased  skills, employment opportunities, and income) 
as well as the growth of the country in terms of reducing  
education and income inequality gaps.” (Smith, 1776)

8.  Read ‘Loopholes in the Indian Education Framework: a context behind the need for 
a DBT policy reform’ at  EconTribune website. Link: https://www.econtribune.com/post/
loopholes-in-the-indian-education-framework 

Table 2: Global Voucher Experiment Results
Source: Information retrieved from CCS, 2017 
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Evaluating the saving habits of millennials

A number of studies focusing on wealth accumulation 
have referred to Millennials, the generation that has faced 
the major backlash of significant economic cataclysms 
such as the Financial Crash of 2008, as a mollycoddled 
group. In a 2017 Interview, Mr Tim Gurner coined the 
term ‘Avocado Toast Fallacy’, referring to the millennials’ 
lack of ability to save due to conspicuous expenditure 
on items like a smashed avocado toast (Bellet and Sihra, 
2017). Gale et al (2020) find that, as of 2016, millennials/
young adults have accumulated less wealth than most 
previous generations at the same age. On the other hand, 
Johnson et al (2017) project that future retirement income 
(calculated at age 70) for millennials and generation X’ers 
at median level would be much larger than that of prior 
generations, although a smaller share of individuals would 
have enough to maintain their pre-retirement standard of 
living. A handsome amount of research has attributed to 
millennials lack of wealth accumulation responsible for 
the lack of home ownership too (Fuller et al, 2020; Clark, 
W.A., 2019). 

In this paper, we aim to assess whether millennials, 
as opposed to other generations participating in the 
workforce, have excess sensitivity to income shocks by 
studying a pseudo panel we construct from household 
survey data in the United Kingdom. This is the first of a 
two-article publication. In this edition, we evaluate the 
data, and the next edition focuses on the policy evaluation 
based on the findings here. 

Literature Review 

The life‐cycle theory assumes that people adopt an 
intertemporal approach to allocating their income 
(Modigliani and Brumberg, 1954). Over their lifetimes, they 
experience three periods during which their earnings, 
their savings, and consumption behaviours differ. At the 
beginning of their career their income tends to be low 
and they spend more than they earn (dissaving). Then, 
throughout their career, their income increases, they save 
and accumulate wealth as they prepare for their income 
to drop when they retire. Wealth accumulation, therefore, 
follows a bell curve pattern with age. 

Savings is an important element of household welfare. 
Tran et al (2020) showed through their research in Vietnam 
that household savings have a significant negative impact 
on income inequality. Furthermore, Canbary and Grant 
(2019) find that only the households belonging to the 
socio-economic group of professionals, i.e a quarter of all 
households in the United Kingdom follow the Permanent 
Income Hypothesis. This is because of their already 
accumulated wealth and savings that protects them from 
Income shocks. Meanwhile, Campbell and Mankiw (1989) 
show that periods where consumption as a proportion of 
income is high, is followed by a period of higher growth 
of income. 

The Standard Life Cycle Model suggests a pronounced 
hump-shape savings–age profile: people’s earnings are at 
their highest in their middle age; at that stage in their life 
cycle, they will have a high saving rate which will allow 
them to pay off any borrowing they made when younger 
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Following the two cases we discussed ensuing the literature 
review, we delve into the sensitivity of consumption. 
While previous literature has mainly focused on wealth 
accumulation, we believe that this methodology sheds 
light on the spending habits of each generation after 
discounting for previous income. With this approach, we 
hope to focus on whether a particular income shock - one 
that was applicable for the entire population - affected 
the consumption pattern of millennials more than others. 

It is well established that income is one of the most 
important determinants of household consumption 
and we therefore use instrumental variables here. More 
specifically, we use the IV-GMM approach as followed 
by Deaton and Blinder (1985) and Flavin (1981) whereby 
we use four lags of income changes as instrumental 
variables for the endogenous element – the change in 
log income – in our model. Another variable we have 
used as an instrument is the Consumer Confidence Index 
for the United Kingdom, as reported by OECD (2020). 
This has been done to account for general confidence 
of consumers, which helps us account for the political 
sentiment and future economic outlook. 

According to the Permanent Income Hypothesis, the ß in 
our equation ought to be zero. We focus on comparing 
this value for different generations. The results have been 
reported for all households, millennials specifically, and 
Generation X, allowing us to note any differences. 

Results 

Following are the summarised and relevant results 
obtained from our regressions. Interestingly, the 
hypothesis of excess sensitivity of consumption by 
millennials can be rejected. The coefficient of interest, ß, is 
statistically lower for millennials as opposed to Generation 
X. 

Putting everything together, this goes to show that 
Millennials do not show excess sensitivity to consumption 
as opposed to Generation X, and therefore the puzzle for 
the accumulation in wealth lies within the structure of the 
economy. There are factors at play such as a decade of low 
interest rates shooting up the property prices in the United 
Kingdom. It is helpful to note that properties are included 
as assets while accounting for asset accumulation in the 
United Kingdom. For a generation with lower wealth 
accumulation, the availability of credit matters even more 
for consumption smoothing. The following figure takes a 
closer look at the changes of total sterling (millions) gross 
credit lending to individuals excluding student loans 
(prices adjusted).

and to build up assets for their retirement (Jappelli and 
Modigliani, 1998). However, in a study conducted with the 
UK Household data, Demery and Duck (2006) find that the 
savings rate is positive and increasing in old age. 

We consider what other factors may affect the savings 
rate of millennials. Similar to Mr Gurner’s claims, we find 
evidence as alluded by Corneo and Jeanne (1997) as well 
as Edgell (1992) show that individuals try to display social 
status through conspicuous consumption, for example, 
collecting rare artworks, and other positional items 
instead of utilising it on other productive spending. 

Stone, Berrington, and Falkingham (2011) find that an 
increasing number of  young adults are either still at home 
or living outside of the paternal home but not in a family. 
McKee et al (2020) refer to the phenomenon ‘Generation 
Rent’ whereby a rising number of young people are living 
in the private rented sector. Kemp (2015) hypothesise 
that the barriers leading to this are, firstly, the inability 
to save for a deposit, and secondly, difficulty in gaining a 
mortgage. 

Collectively, we narrow our consideration down to two 
cases. The first is where, as claimed by many authors 
discussed above, Millennials have a tendency for higher 
conspicuous consumption and therefore have less 
savings and wealth accumulation as opposed to what 
Gen - X had when they were in this age group. The second 
is where there are political facets or economic factors that 
are hindering Millennials from saving as much as their 
counterparts in Gen – X.  

Methodology 
In this paper, we utilise the Living Cost and Food (LCF) 
Survey (2002- Present) as well as some years’ data from 
Expenditure and Food Survey (Prior to 2002). The LCF, 
conducted by the Office of National Statistics, collects 
information on spending patterns and the cost of living 
that reflects household budgets across the country. We 
use the data on the consumption and savings of a given 
household based on the age group of the house reference 
person to define cohorts - millennials and generation X - 
here. 

We utilise the data to construct a Pseudo Panel from 2004-
2020, which allows us to account for attrition going from 
one years’ survey to the next as well as help with cohort 
formation. Among previous studies, pseudo panels have 
been widely used for topics like consumption (Gardes 
et al., 2005; Marical & Calvet, 2011). The augmented 
version of the Euler Equation has been used with some 
modification to focus on the elements in focus as follows: 

On the right-hand side, we have the measure of income 
changes ∆lnYct.c, the subscript denotes cohorts, wherein 
we consider All households, Millennials, and Generation 
X. We note that there is a narrow proportion of Baby 
Boomers as well in the workforce, here included in other 
generations. We have also included factors like the Bank 
of England Interest Rate, r and control variables like family 
size Z. 

 

Figure: UK Consumer Credit; Source: Bank of England. Changes of total 
sterling (millions) gross credit lending to individuals excluding student 

loans (prices adjusted)

When brainstorming about other factors at play for 
wealth inequality, we think of the Bewley Model (1977), 
which features an incomplete market environment in 
which people save to self-insure against idiosyncratic 
earnings shocks. Since the ability to self-insure improves 
when wealth is large relative to earnings, the nature 
of precautionary savings implies that the savings rate 
decreases and then turns negative when one’s net worth is 
large enough relative to one’s earnings. This would imply 
that the savings rate is lowest for the richest segment, 
which is contradicted by data (Canbary and Grant, 2019). 

This leaves us with inflation, asset pricing, and debt 
accumulation (West and Friedline, 2016) that according to 
our analysis could be the key factors hindering asset and 
wealth accumulation for Millennials. Millennials have had 
two major economic shocks during the crucial earnings 
years which for other generations have been smoother. 
This presents a concern for the future generations, but 
also an opportunity for correction as the majority of 
savings discrepancy, as we saw from UK data, is not due to 
saving habits or patterns of millennials. In the next version 
of this two-article publication, we discuss what policies 
in the past have effectively worked or may work in the 
United Kingdom for savings and wealth boost. 
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Rethinking Macroeconomic Models 

Ananya Ashta

A Foray into Machine Learning

Introduction
There have been many attempts to understand the 
2008 financial crisis, mainly because it was felt that it 
completely blindsided most of the Western world. There 
were indicators that something might go wrong, that 
the banks that were too big to fail might  fail after all and 
that housing bubbles could eventually pop. What has 
emerged afterwards is a cautious restructuring of fiscal 
policy, a ‘deep learning’ from past failures and a pertinent 
question: why couldn’t economic models predict this 
crisis? DSGE models did not predict this crisis as they 
assumed price stickiness and ignored certain financial 
systems - leading to the assumption that such a crisis was 
a once in a hundred years event and was unlikely to ever 
materialise. Efforts have been made to augment and try 
to complete DSGE models in what they lack. The question 
arises then, why throw in good money after bad? Rather 
than trying to improve DSGE models, we could instead 
employ computational methods and use a new approach 
to modelling. This could be an opportunity to move 
Economics as a discipline forward and tie it irrevocably 
with machine learning. This is a chance to remove ourselves 
from the painstaking task of creating parameters around 
which we build models and create simulations from the 
ground up so that we can freely see how agents and 
objects interact with each other. This paper is an exercise 
in advocating for a shift forward in macroeconomics and 
in truth, outsourcing much of the brainpower that goes 
into current modelling to computational methods.

What are DSGE models? 
DSGE stands for Dynamic Stochastic General Equilibrium 
(implying that the economy is in a constant state of 
change, that the model integrates external “shocks”, that 
the model is applied to all parts of the economy and that 
the model is based on general equilibrium theory). They 
are grounded in Neoclassical Keynesian Macroeconomic 
theory and are the product of the union of Real 
Business Cycle models and New Keynesian Paradigm 
theory.  According to Robert Lucas and Thomas Sargent, 
Keynesian models are: “(systems) of equations involving 
a number of endogenous variables (variables determined 
by the model), exogenous variables (variables which affect 
the system but are not affected by it), and stochastic or 
random shocks” (Lucas and Sargent, 1979). Endogenous 
variables are usually attributed to households or private 
firms within the economy while exogenous variables are 
the attempts of government policies to balance out the 
actions of endogenous variables. These find applications 
in policy analysis through the process of historically 
estimating masses of data and then further using the 
estimated data to formulate policies as well as predict 
their consequences. Lucas and Sargent (1979) outline 
the emergence and evolution of DSGE models from Real 
Business Cycle models, with special emphasis on their 
dependence on equilibrium theory and how the meaning 
of equilibrium has changed so much since its inception 
in the 1930s. They also draw attention to certain causes 
for concern such as the assumption that markets clear, 
inability of models to account for persistent business 

is the family of Agent Based Models. Schinckus (2019) 
provides an overview of the various types of Agent Based 
Models and their applications in the field of economics. 
He breaks them into four approaches: deductive, 
abductive, metaphorical and phenomenological of 
which the abductive approach is of interest. Defined in 
opposition to the rational representative agents (such 
as those used in DSGE models) this method is far more 
diversified. Agents in this case differ genetically, socially, 
culturally and according to preferences. This is analogous 
to a computer simulation within which agents are placed. 
Consider a simple example. We are studying a number 
of ants within a tray. Each ant has its own purpose and 
characteristics. Once we have decided how each ant will 
behave and adapt in accordance to the situation it faces, 
we simply have to sit back and watch as the simulation 
unfolds. Interactions between agents are studied as well 
as how they change their behaviour in response to these 
interactions. Learning behaviour is present here and the 
rational constraints are no longer in place, implying that 
the model is a far more accurate representative of the 
actual economy than those with “representative agents”. 
This, in tandem with models following the perfectly 
rational deductive approach, offer economists a chance 
to study macro impacts of micro agents. 

Dawid and Gatti (2018) provide a framework for the 
process of creating Agent Based Models. A key feature, 
they say, is the autonomy of the agents characterised by 
an absence of a top down regulatory body. This implies 
that agent-based modelling could possibly be a better 
representation of the free market than that in DSGE models 
which lean towards a far more utopian view of economies. 
An important feature of MABMs is their tendency towards 
heterogeneity and that they can capture the dynamic 
changes that occur in economies, giving ample insight into 
the policy changes needed to tackle potential crises. The 
applications of MABMs are clear, but they have not been 
calibrated according to traditional methods therefore a 
narrative is difficult to build even though this family of 
models has a high standard of academic rigour. MABMs 
are expected to find use in the analysis of economic crises 
through the study of the interplay between the real and 
financial sectors and the mechanisms generating risk. 
Agent Based models have already found use in creating 
simulations of stock markets such as in (LeBaron, 2002) 
where they were used to build an artificial model of the 
Santa Fe stock market. 

Looking Forward
Athey (2017) predicted a substantial number of changes 
in the statistical and empirical processes in Economics, 
and forecasted that many of these are to step from the 
influence of Artificial Intelligence and Machine Learning 
in this field. Many of these related to the consolidating 
of methods stemming from machine learning, regular 
usage of empiricists in the field, changes in methods of 
economic research, and the study of how the evolution 
of AI and ML would impact Economics. Not only does ML 
simplify processes and save time, they may often arrive 

cycles, their linear nature and the fact that they do not 
account for learning behaviour. To summarise, they point 
out that equilibrium models are not a suitable basis for 
fiscal or monetary policy formulation and that attempts 
to modify them will not lead to much change in their 
effectiveness. 

Deficiencies of DSGE Models
The deficiency of the DSGE models to predict the 2008 
financial crisis finds its origins within the very assumptions 
it is based on, seeing as they come from an attempt to 
place the entire economy within the general equilibrium 
theory. This led to an exclusion of some important agents 
of change within the model. A number of economists 
(including Nobel Prize winners Joseph Stiglitz and Paul 
Romer) have expressed criticism of these models and 
raised concerns that DSGE models are based on faulty 
assumptions, and are too mathematically heavy in their 
approach. Considering these models were an attempt 
at reconciling macroeconomic theories with those 
stemming from microeconomics, they have been blamed 
as portraying the economy as a singular, inflexible unit 
where every individual was simply an extension of the 
other. According to Stiglitz (2018), the fault lies not in 
the oversimplification of the models but rather in the 
fact that certain aspects which should be simplified 
are too complex and those which require detail are left 
barebones. Similar to Lucas and Sargent, he expresses 
scepticism on their application in the long term and with 
regards to shocks of larger magnitude. The DSGE model 
focuses far too much on a representative agent, failing to 
recognise the heterogeneity in credit constraints. The crux 
of the matter is that the predictive capabilities of the DSGE 
models are less than stellar and while it has remained 
central to macroeconomic modelling for many years, there 
is scope for improvement with the usage of Agent Based 
Modelling as explained below. Paul Romer also adds in 
a broader perspective with regards to the regression of 
Macroeconomics. Romer (2016) suggests an analogy 
between the insularity of the string theory community 
and that of many macroeconomists. According to the 
paper, macroeconomists feign ignorance and dismiss 
simple criticisms of their models. This provides another 
reason for why macroeconomic models of late have been 
unable to be little more than hypothetical models rather 
than predictive tools for policy.

Agent Based Models: A Possible Solution
In simple terms, Agent Based Modelling creates a mini 
simulation of the economy where firms, individuals, 
and the government etc are seen as agents with certain 
characteristics and motivations that interact with each 
other.

Attempts to add other agents and terms of functioning 
to DSGE models are insufficient to truly improve them. 
What, then is the solution to this issue? Revamping 
current models would do little good and Economists 
must look to other models. One promising contender 
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at new findings provided that the objective given to the 
algorithms have been suitably defined. Researchers can 
hope to see an increase in interdisciplinary overlap 

To conclude, Agent based models provide an opportunity 
to tie Economics to principles of Machine Learning and 
this may allow Economists to simply observe interactions 
in scaled down simulations of economies rather than 
having to depend on models which do not reveal the 
entire picture. The author believes that Macroeconomic 
modelling is on the cusp of a transformation, and that 
Economists should capitalise on this opportunity to shift 
away from DSGE models towards Agent Based Models. In 
further issues, this research will touch upon why Agent 
Based Models are the way forward to accurately predict 
policy changes by way of deeper comparisons to DSGE 
models and a weighted trade study.    

Introduction to Islamic banking vs 
conventional banking:

Jasmine Karimzada

Introduction
Islamic banking is the fastest growing area in banking 
(World Economic Forum), growing by 11.4% to a USD 
2.44 trillion industry between 2019 and 2020 (IFSB, 2020). 
According to the Islamic Financial Services Industry 
Stability Report (2020), Islamic banking has become 
systemically important in 13 Islamic Finance Services 
Board (IFSB) jurisdictions; the IFSB is an international 
organisation regulating the stability of Islamic finance 
in 57 jurisdictions     (IFSB, 2020). In this industry, banks 
comply with Sharia law, Islam’s legal system, derived 
from the Quran and fatwas (rulings by Islamic scholars). 
According to these rules, interest payments and receipts 
are forbidden, as well as speculation (including gambling) 
and the finance of illicit activities, specifically the 
production and sale of pork and alcohol. It is necessary 
for all transactions to have real economic value. Due to 
this, Islamic banks do not invest in derivatives (a type of 
security), e.g. futures or options.  In the first edition of 
this research I explore the fundamental similarities and 
differences between Islamic banking and conventional 
banking. Firstly, I take a closer look at the credit quality 
and stability between the two banking forms. Then, I 
explore efficiency and profitability in each type of bank. 
Lastly, I investigate the criteria for adoption of Islamic 
banking by consumers based on a study of Islamic banks 
in Pakistan, following this with a conclusion and further 
research ideas.

 

(Source: S&P Global, 2020)

Credit quality and stability
Credit quality is a measure of the ability of a company 
to repay its debts. It is one of the key criteria considered 
for the quality and risk of investments and, in this case, it 
can be considered an important measure to indicate the 
potential that Islamic banks have for sustainable growth in 
the short and long-term. A study conducted by Nosheen 
and Rashid (2019), sampling 280 banks in 20 countries 
over a nineteen-year period (1995-2014) to investigate 
the differences between the two categories of banking in 
areas of business dynamics, cost structure, credit quality 
and stability found that Islamic banks had better credit 
quality and stability indicators during the trough phase 
of the economic cycle than conventional banks. This is 
largely due to the non-aggressive lending profile and 
investment in real assets prioritised by Islamic banks in 
contrast to conventional banks. Empirical analysis by 

 A literature review of the growing Islamic finance industry and 
the challenges it faces
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between pricing of financial products in Islamic and 
conventional banks, in response to studies claiming 
that Islamic banks use interest rates in the same way as 
conventional banks. The study found that the pricing 
strategies of both types of banks were highly related, with 
a correlation coefficient of more than 0.90 for investment 
and lending although variance was detected for pricing 
fixed and savings deposits. The study concludes that the 
Granger Causality test1 is insufficient to confirm whether 
the pricing of financial products by Islamic banks has a 
causal relationship with the price set by conventional 
banks, especially given that the data analysed spanned 
a short period of 5 years between 2009-2013. According 
to the author, it is not desirable for Islamic banks to be 
dominated by the pricing strategies of conventional banks 
when pricing investments in Islamic banks are based on 
profit-and-loss sharing rather than interest rates, which is 
against Sharia law and thus, would exclude Islamic banks 
from being ‘Islamic’. Given that the business models of the 
two types of banks are based on different fundamentals 
(mentioned above), it may also undermine the increased 
stability of a country’s financial stability if Islamic banks 
are affected in the same way as conventional banks.

Profitability
Profitability of Islamic banking can be a significant 
factor in attracting investment for further growth of the 
industry. Alshammari (2017) analysed the differences 
in performance of the two banking forms in the Gulf 
Cooperation Council (GCC) countries (e.g. Saudi Arabia, 
the United Arab Emirates (UAE) and Bahrain), which 
operate a dual-banking system. By analysing data over 
the 2003-2015 period, he found that conventional banks 
are more profitable than Islamic banks in GCC countries 
regardless of the period, country or performance measure 
used. Additionally, the paper found that the factors which 
directly affect the performance of conventional and Islamic 
banks differ. For example, while liquidity is an important 
factor affecting the performance of a conventional bank, 
the performance of Islamic banks is less dependent on it. 
Other determinants are the efficiency, size, and growth 
rate of the banks. The author was also able to analyse 
that the 2008 financial crisis seemed to have a more 
significant effect on the performance of conventional 
banks than Islamic banks in GCC countries. Perhaps some 
implications of this might include a greater capacity for 
Islamic banks to lend to consumers. In addition, this may 
also be a reason for the higher relative stability of Islamic 
banks (mentioned under ‘Credit quality and stability’).

Criteria for adoption of Islamic banking by 
consumers
The growth of the Islamic banking industry depends on the 
growth of its customer base, which faces key challenges 
due to lack of awareness and negative perceptions 

1.   Granger Causality: using linear regression modelling based on extrapolating values 
contained in information to test causality between two variables. Since its development 
in the 1960s, it has been widely used in economics. More recent applications that have 
grown popular include neuroscience. 

Rashid, Yousaf and Khaleequzzaman (2017) concluded 
that Islamic banks in Pakistan have contributed more 
positively to financial stability than conventional banks 
since they have more diverse income streams and a 
higher investment to asset ratio than conventional banks. 
This indicates that the introduction of Islamic banks in 
markets where conventional banks operate solely in, can 
contribute significantly to the general improvement of 
financial stability.

Efficiency
The efficiency of a bank in providing a broad range of 
financial services efficiently determines the profitability, 
and thus, the potential for investment for future growth 
of the bank. It was found that Islamic banks were less 
cost-efficient than their conventional counterparts due to 
a lower potential output to inputs ratio than conventional 
banks; (Mariani Abdul-Majid, Saal and Guiliana Battisti, 
2010) found that the average potential output for Islamic 
banks was estimated to be 41.8 percent higher than 
actual output, compared to a 16.2 percent excess for 
conventional banks. For reference, the estimated average 
potential output for all banks exceeds actual output by 
20.7 per cent. However, the authors attribute the lower 
average performance of Islamic banks to inter-country 
inefficiencies: the high inefficiency of Sudanese and 
Yemeni banks have skewed the performance data for 
Bangladesh and Bahrain, which were found to be highly 
efficient.  They note that, depending on one’s beliefs, 
this inefficiency may be normatively interpreted as a 
‘systematic inefficiency attributable to Sharia compliance’ 
or a legitimate difference in the banking product itself. 
Abdul-Majid, Saal and Battisti (2010) suggest that solving 
the relatively low potential output for given input levels 
should be a key focus for the growth of Islamic banks in 
the next few decades. This is important as the estimated 
returns from scale is 1.042 for Islamic banks, a moderate 
improvement compared to conventional banks whose 
returns to scale have declined from 1.038 in 1996 to 1.011 
in 2002. Thus, although there are greater potential gains 
from scale for Islamic banks than conventional banks, 
the authors consider the gains from improving output to 
input ratio to be more significant for the future growth of 
the Islamic banking industry.

Relationship between pricing of products in 
Islamic and conventional banks
One of the key differentiating factors between Islamic 
banking and conventional banking is the pricing strategy 
for financial products and services, as mentioned in the 
introduction. This is because while conventional banks 
base their prices from interest rates, the Islamic banking 
business model is based on the concept of Profit-and-Loss 
Sharing (PLS), which depends on the performance of the 
underlying assets. Banks provide financing in exchange 
for profit sharing. Ahmed et al. ( 2014) studied Islamic 
banking in Bangladesh (the second largest Islamic banking 
market in the world) to understand the relationship 

regarding the legitimacy of Islamic banking (including 
claims that Islamic banking uses a very similar pricing 
strategy to conventional banks, under ‘Relationship 
between pricing of products in Islamic and conventional 
banks’). 

Butt et al. (2020) investigated the low adoption of Islamic 
banking in Pakistan by structuring a questionnaire for 
walk-in customers of banks based on qualitative research. 
The study found that, despite having a population that 
is 95% Muslim, the main reasons for adopting Islamic 
banking in Pakistan are not religious ones. The primary 
reason was customer satisfaction regarding the banks’ 
services and operations; in particular, customers sought a 
variety of financial products at favourable rates of return, 
which were available at many branches. Therefore, the 
study concluded that Islamic banks should invest in the 
expansion of their branch network and diversify the range 
of services they provide to expand and secure a larger 
customer base. Moreover, customers generally thought 
that the returns offered on investments by Islamic banks 
were lower than conventional banks, although the authors 
believe that there      may be reluctance to switch from 
conventional banking by customers. This is largely due to 
major reservations by non-users of Islamic banks about 
the legitimacy of this category of banks. The authors of 
the study suggest increased investment in marketing 
and appointing Sharia advisors to raise awareness about 
Islamic banks, their credibility and authenticity. 

Nevertheless, Butt et al. (2020) concluded that the 
introduction of Islamic banking in Pakistan has increased 
financial inclusion as it has contributed to channelling 
savings into the banking system, which was not previously 
done by Muslims due to the prevalence of interest-based 
financial products and services that are forbidden by 
Sharia. The author reasoned that this explains why deposit 
amounts in Islamic banks have not been affected despite 
paying lower returns on investments.

Conclusion and Next Steps     

Through this first edition, we can see that economic and 
financial literature gives reason to believe that Islamic 
banking is rapidly growing in importance to countries 
outside the GCC (e.g. Iran and Turkey) and is also 
becoming more systematically important. They tend to 
be more creditworthy and stable (especially in times of 
crisis) although they are less profitable than conventional 
banks due to lower efficiency. As a result of my research 
for this literature review, in particular considering the 
IFSI 2019 report (Islamic Financial Services Board, 2019),  
I plan to explore whether application of blockchain and 
other financial technologies can improve the profitability 
and scale of Islamic banks. Within the literature, there is 
also an increasing focus on developing new regulations 

to standardise the Sharia law that all Islamic banks must 
comply with and how this might affect the growth of the 
industry. 
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Welcoming a Cashless Society: 
Can CBDCs Help to Mitigate 
Hyperinflation? 

Marc Clotet Garrancho

The Caterpillar was the first to speak. 

“What size do you want to be?” it asked. 

“Oh, I’m not particular as to size”, Alice hastily replied; 

“only one doesn’t like changing so often, you know.” 

-----Alice’s Adventures in Wonderland 

Understanding Inflation and Hyperinflation
“If more butter is spread over the same slices of bread, it must 
be spread thicker”

When money pays for the same goods, price-level 
rises. As Irving Fisher argues in his book entitled Money 
Illusion (1928), “if more butter is spread over the same 
slices of bread, it must be spread thicker” [1], in order to 
understand this utterance in economic terms, we may 
refer the butter as money, the bread as quantity of goods 
and the thickness as price-level. Once understood the 
relationship between these concepts and the important 
meaning of the ‘butter’, one could recall this quote to be a 
mere simplification of the explanation of inflation. 

Although Fisher dealt with the development of a Quantity 
Theory of Money, he was not the first economist in 
formulating the equation of exchange, which is based 
on the quantity theory. The prize went to the American 
mathematician and Economist Schumpeter Newcomb 

(1885). As a result, the equation is often called the 
Newcomb-Fisher equation. 

The Newcomb-Fisher equation proves another1 link to 
hyperinflation2, caused by the issuance of an excess 
quantity of money. According to Schumpeter, the function 
P = f(M,V,T) pinpointed an important relationship 
between Price Level (P) with the quantity of money in 
circulation (M); its velocity (V), and the physical volume 
of commercial transactions (T). 

The equation can be written as 

MV = PT

and represents an identity, where the left-hand side 
represents the flow of goods, services and securities 
(transactions) during a year. According to this expression, 
an increase in P (price inflation) is caused by an increase in 
M and V, or decreases in the volume of transactions (T). 

Another interesting point of this equation is its close 
connection with the equation of exchange, which Fisher 
wrote as MV = Σpi Qi where pi and Qi are individual prices 
and quantities. Given this formula, we can state that the 
quantity of money in circulation M of a certain good or 
service and its velocity V will be the sum of the quantities 
sold of this good or service times its price. Therefore, every 
transfer of goods, services and securities is the product of 

1.  Remember the metaphor of the “butter and bread” introduced in the beginning. 
2.  The reader may recall the difference between inflation and hyperinflation. In 
economics, hyperinflation is referred to as a “rapid, excessive, and out-of-control general 
price increase in an economy”, thus, it is an ‘out-of-control inflation’. See: https://www.
investopedia.com/terms/h/hyperinflation.asp

Monetary Stabilisation & The Implementation of 
CBDCs
Monetary stabilisation is an international problem. We 
live in a world where our daily financial decisions are 
indirectly determined by the different monetary systems 
which are in place. Money stream is under the control of 
Central Banks, the issuers of money. They are supposed 
to bring monetary stability enabling the use of ‘elastic 
currencies’ which expand or shrink according to global 
financial cycles.

Credit currency has grown to be a very large part of our 
‘paper money’. The unstable unit of money is humankind’s 
biggest threat. Monetary systems are devised to maintain 
constancy of the index-number of prices. The main 
objective in the design of any monetary system should be 
the minimisation of fluctuations in the general price level. 
But, how can central banks help to ensure this mandate in 
a market economy?

As Gilbert. N. Lewis argues in his paper, “by voluntarily 
increasing or diminishing the amount of currency in 
circulation, or by producing an expansion or contraction 
of credit, the Government, by careful supervision, could 
completely determine the value of its money” [3]. A 
regulation of currency would lead to a stationary (price) 
index-number4. In other words, if the changes in the 
general level of prices or in the value of money over a 
period of time is minimised, the result will be constant 
prices for goods, services and securities. 

Supporting Public Welfare Through Central 
Banks’ Policies 
Central banks’ main purpose is to provide trusted money 
to the public. Trusted money is considered a public good, 
because it offers a common unit of account, store of value 
and medium of exchange for any transaction implying the 
selling and buying of goods, services and securities. 

Maintaining price stability and ensuring resilient payments 
infrastructures should be on every central bank’s agenda. 

Notwithstanding, the world is characterised by constant 
changes and, thus, monetary systems. COVID-19 has 
speeded the use of digital payments, due to an increase 
in digitalisation and a shrinkage in cash use. The increase 
of digital payments has led central banks to consider 
the implementation of digital currencies —the so-called 
CBDCs (central bank digital currencies). 

CBDC Issuance: Main Characteristics and Design 
A detailed and recent publication from the Bank of 
International Settlements (BIS) highlights the basic 
principles of a CBDC and presents the current foray 

4.  The use of index-numbers are often used by Economists. In our case, the importance 
lies in the value of money (purchasing power) not remaining constant over time. It rises 
or falls and is related to the changes in the price level. A rise in the price level means a fall 
in the value of money and vice versa. These changes in the general level of prices can 
be measured using the so-called ‘index-numbers’. Note that our statement referred to a 
specific index-number: the price index number. 

p and Q. The beauty of this equation is that it includes all 
transactions, deeming money, any products and services 
(old and new!), financial assets and goods (GDP). 

The far-reaching significance of both equations will be 
noticed in the following sections of this work while tackling 
with hyperinflation in the most hit harsh underdeveloped 
economies, such as Venezuela and Zimbabwe, where, 
according to the IMF, inflation rate rose to 6.5 thousand 
and 622.8 percent respectively in 2020 [2]. 

“Money, however abundant, always seems 
scarce “ 3

Money changes its buying power because of relative 
inflation and deflation. To understand the powerful 
correlation between the circulation of money and 
circulation of goods (following with the metaphor of 
butter and bread), we consider a country which produces 
30 billion tons of goods valued at $900 billion US dollars. 
The Price-Level for a ton of that good would be $30. Now, 
imagine the same country has the same level of output in 
year two but the quantity of money rises to $1,200 billion 
US dollars. The Price-Level for each ton is now $40. Now, 
there is only one thing left to say: “Welcome Inflation!”.

Fisher, in Money Illusion, explains how the constant 
change of purchasing power of money tricks society’s 
belief considering an increase of level of prices (high cost 
of living) related to a scarcity of goods and vice versa. He 
refers to this as the ‘Money Illusion’, which is at the same 
time the title of his book. Fisher put it right: “Money, 
however abundant, always seems scarce “. 

3.  Fisher, Irving. (1928). Chapter IV. The Direct Harm from Inflation and Deflation. Money 
Illusion. Martino Publishing. 66

Inflation rate, average consumer prices (annual 
percentage change), Venezuela. 1980 - 2025. Source: IMF 

Inflation rate, average consumer prices (annual 
percentage change), Zimbabwe. 1980 - 2025.
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into Central Banks contributing to this new project5 
are conducting into the feasibility of this new means of 
payment [4]. 

A CBDC could maintain access to central bank money 
(even expanding the utility of it). A way to understand why 
CBDCs could increase the utility of central banks’ money 
is by reducing the number of unbanked, enabling them 
to have access to electronic accounts in their electronic 
devices (i.e. smartphones) and use this new money as 
a medium exchange for goods, services or securities. 
Therefore, in a society where cash is of less relevance day 
by day, Central Banks are meant to continue providing 
trusted money. 

As it is remarked in the publication, central banks’ main 
purpose is to make “a safe central bank money available to 
the public”. A CBDC issuance has cross-border implications, 
having interconnected economies depending on the flow 
of goods. For this reason, “all the contributing central 
banks commit to continue providing cash as long as there 
is public demand6”. 

CBDCs’ Foundational Principles 
Having Central Banks “a mandate for monetary and 
financial stability in their jurisdiction” and to “promote 
broad access to safe and efficient payments”, every money 
should act as a means of payment, unit of account and 
store of value for a jurisdiction7. 

For the curious who may now be wondering the 
significance of this new money, a CBDC can be 
understood as “a digital form of central bank money 
that is different from balances in traditional reserve or 
settlement accounts”. It is a digital payment instrument 
which is denominated in the national unit of account and, 
therefore, is a liability8  of the central bank. 

The following points constitute the three foundation 
principles of a CBDC and which emphasise that: 

(i) By issuing a CBDC, central banks should not compromise 
monetary or financial stability;

(ii )CBDCs must coexist with9 and complement existing 
forms of money10; and 

(iii) A CBDC should foster innovation and efficiency. 

These could be summarised by the following objectives: 
(i) “Do no harm”, (ii) Coexistence, (iii) Innovation and 
efficiency. Other core features may include: “ease of use, 

5.  There are currently eight central banks collaborating with the BIS: Bank of Canada, 
European Central Bank, Bank of Japan, Sveriges Riksbank, Swiss National Bank, Bank of 
England and the Board of Governors Federal Reserve System. 
6.   Can you imagine a world where there isn’t demand for cash money anymore? 
Hopefully, the current banknotes which we use in our daily transactions will remain 
displayed in a museum to remember those old times.
7.  I will develop these three characteristics in the case of hyperinflation countries in the 
following sections.
8.  The reader may recall the trick in this sentence. A liability issued by a central bank 
which is NOT in its own currency (i.e. central banks don’t have monetary authority over 
it) is not a CBDC. 
9.  I would like the reader to go over these principles another time for a better 
understanding of the following sections which will be crucial to understand the purpose 
of this paper. Note that it reads “coexist with” [existing forms of money], meaning 
that a CBDC would not imply a radical change of our current monetary systems, an 
abandonment of the continuity use of cash money. 
10.  Today, central banks issue three types of money: physical cash (a.k.a. ‘paper money’), 
electronic central bank deposits and private money. The last one refers to commercial 
bank deposits. 

low cost, convertibility, instant settlement, continuous 
availability and a high degree of security, resilience, 
flexibility and safety”. 

Among the various motivations for the introduction of 
CBDCs, we can pinpoint the continued access to central 
bank money (CBDCs acting as “digital banknotes”), 
resilience (having cash as a backup payment method to 
digital payments, in case these cease to function), rapid 
and efficient distribution of funds in geographically 
remote locations or during exceptional occasions that 
may deprive the public from using cash (e.g. natural 
disaster) and the encouragement of financial inclusion 
(bringing the global unbanked number down, specially in 
poor economies, where people often don’t have access to 
capital). 

Making CBDCs Work
Further developments are required to ensure the feasibility 
of this new type of digital money. Although CBDCs would 
be entirely issued under the responsibility of Central 
Banks, one of the main concerns is the existence of larger 
and faster bank runs in times of financial crisis. In this case, 
one may wonder the actual sense of the question which 
this paper tends to answer. 

In the next part of this paper, I will be dealing with the 
core study of this work deeming the case for developing 
countries which experience astronomically high levels of 
hyperinflation. The reader will understand the implications 
of CBDCs in a real world scenario and will also be able to 
know how Central Banks can restore trust and confidence 
of a hyper-inflated currency through the issuance of a 
CBDC.  
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