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The world around us is witnessing a tremendous change: ‘desktop 
folders’ replace bags, Microsoft teams switched places with sports 
teams, and students are entering the era of the ‘Zoomversity’. 
However, these changes are not all bad. My grandmother finally 
learnt how to operate her iPhone and my little brother’s wish to 
skip school was fulfilled. 

Nevertheless, I, on behalf of the entire Editorial Board, extend a 
warm welcome to the Summer edition of the Economic Tribune. 
This year’s theme ‘Uploading 2020…’ intends to bring out the 
‘digital’ armor of rescue during the pandemic. Even through these 
times of uncertainty, we are able to minimize our collective misery 
with the help of digital platforms. With that said, I would like to 
turn the spotlight on the incoming freshers and reveal the exciting 
section we have prepared for you guys! This issue kicks off with the 
‘First Year Section’ which consists of a bucket list prepared by Daniel 
alongside some advice given by your seniors! To further ease your 
transition into university, there is a ‘freshers survival guide’ written 
by the Economist’s Society president, Aditya. 

Moving on, no magazine in 2020 would be complete without a 
coverage of the COVID-19 pandemic. So, Yash, Rumeysa, and Jordi 
would take you through its different aspects. From unwrapping 
the story of stockpiling to arguing if the media has misplaced 
their priorities, they bring out the key element of changes we 
have witnessed during the pandemic while also appreciating the 
strength and creativity of our species to adapt to the current times.

Although the coronavirus may have taken discourse over the 
mainstream media, Yushra offers a great insight into the existence 
and economic theory behind the Gender-Pay gap while Ishaan 
raises issues with regards to the Indian economy. Going digital may 
have its cons as explained by Oscar’s article on how contactless 
payments have had a negative impact on donations to the homeless 
people. However, it has some great pros too! In the economics 
special section of this issue, Vaishnavi and Daniel present to you 
an infographic on the top 10 innovations of 2020 along with an 
insight on Fast Fashion while Niharika dives into talking about the 
most valuable commodity of our generation: attention. This debate 
of ‘Going digital: right or wrong?’ may continue ceaselessly. Written 
letters: are they too old fashioned during these modern times? 
Vaishnavi doesn’t think so and I agree! Take a look at her letter to 
the 1998 Economics Nobel Laureate, Amartya Sen in which she 
brings about her learnings from Sen’s education theories and even 
raises questions on his capital-intensive strategies for growth.  

Dear 
Reader



All this sounds interesting, but one can only get into the roots 
of the problems by understanding what is happening in our 
surroundings. With that said, Syed starts the Politics section by 
taking the readers Around the World in 800 words in an attempt to 
get you back on track in case you missed the news notifications on 
your smartphone. While taking a round trip, Johann takes over to 
delve into the duplicity of the Saudi prince and I analyse the trade-
offs within the Sustainable Development Goals. Speaking of goals, 
Jordi lays emphasis on the Financial Fair Play system in European 
football whereas Angus argues whether sporting boycotts work or 
not. Both explore an interesting intersection of Politics and Sports. 
All these topics sound familiar to you? Exactly, take a look at your 
poll responses at the end of these articles!

After an interesting roster of diverse articles, we have our Research 
team giving you a great idea of what research at UCL looks like. To 
start, take a look at the collection of photos submitted by students 
during the first ever Economics photo competition ‘Econframe’ 
launched by Dr. Nassehi. Our research team takes the topic of 
digitalization a step ahead as Daniel explores the application 
of machine learning within economics. Using microeconomic 
modelling, Tiansui takes us through market shocks affecting 
product quality. To end with research, we provide you a highlight 
of the 2020 Explore Econ conference. This year, over thirty students 
showcased a mix of academic posters, papers and presentations to 
a diverse audience and a panel of judges. Take a look at the entries 
of the winners and runners up of the conference!

Before ending, I’d like to remind everyone of the great legacy UCL 
alumni have left behind: Ricardo, Gandhi, and, not-to-forget the 
highlight of our student center, Jeremy Bentham. These are just a 
handful of names, but the common denominator between these 
brilliant minds was the ‘thirst for knowledge’ and the passion to bring 
change. We may be engrossed with assignments, applications, and 
whatnot. However, if you wish to present our ideas and question 
the prevailing economic and political narratives, we are there for 
you! Our applications for correspondents will open up soon. But, 
don’t wait! We accept entries from everyone for our official blog!

With that, we wish you the best and hope that you enjoy reading 
the issue. Do try and solve the crossword which would be available 
right at the end of the magazine!

Shivam Gujral
Director|Economic Tribune 2020-21
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A warm welcome to UCL! My name is Aditya Mori and I am the President of the Economist’s 
Society  - the official society of the UCL Economics Department. You are embarking on an 
exciting, new and important phase in your life. Given the difficulties that you may face, it 
is my pleasure to share my first year experiences and give you some tips on navigating the 
current circumstances. 

I arrived at UCL from Bahrain, a small island in the Middle East, having never lived in a city 
before and experienced little of the ‘real world’ outside the island. I had grand expectations 
from attending university in London and it suffices to say they were amply met. My first term 
at UCL was a whirlwind of experiences - making new friends, studying hard and engaging in 
societies. I would suggest, despite whatever the situation may be, that you get involved in 
societies that interest you. This will be especially important given that conventional methods 
of meeting people may not be possible during the first term. I was heavily involved in the 
Economist’s Society and the UCL Debating Society and it taught me two valuable lessons 
that would benefit any incoming student: time management is key to success at university 
and effectively prioritising tasks is key to time management. During my first year, I found 
myself getting overwhelmed by the sheer number of opportunities available and following 
the two aforementioned points helped me organise myself. 

For many, it will be their first time away from home as it was for me and 
it is worth noting that difficulty is part of the process. It is normal to feel 
overwhelmed, indecisive and apprehensive. However, find comfort in 
knowing that all your peers are in the very same boat. Everyone is looking 
to manage what university throws at them and make their time at UCL 
memorable. The best way to deal with that are your friends because 
one of the greatest resources you have at your disposal are your fellow 
students. UCL is dynamic, interesting and supportive.The students here, 
regardless of their degree, reflect that. It is important to remember that 
everyone, from your friends to your professors, want you to do your best 
and they will be there to guide you along the way. 

Going to university will be a drastic change and, I imagine, even trickier 
with the pandemic, but it will be worth it. Enjoy your time here and be 
rest assured in knowing that as a student of the Economics Department, 
you will always have a family at The Economist’s Society. 

Wishing you all the best and hope to meet you soon, 

Aditya Mori
President 

The Economist’s Society 

To the incoming economists, 



Only three things are certain in life: Death, taxes, and second-year students preaching 
to freshers to not waste their first year at UCL. So here we are!
As a great philosopher once said, ‘You can always retake a class, but you can never relive 
a party’. Whilst I don’t fully condone failing your modules for an extra wild night at Loop, 
keeping a healthy work-life balance is the not-so-secret ingredient for a cherishable 
university experience
Keep organized, don’t take over 800mg of caffeine the night before a 9am lecture, 
and try your best to stay on top of your readings. Your first year should be more than 
olympic sprints to Drayton House and rushed submissions of improvised assignments. 
Seize opportunities and set the foundations for success, but savour your time here at 
UCL. 3 years fly by fast!
We want to make sure that, by the time your graduation caps are in the air and 
champagne bottle corks go flying, you look back at your first year with nostalgia and 
joy. As a result, we have compiled this bucket list as something of a map to guide you 
through the full UCL economics experience. 

Fresher’s 
Bucket 
List

Apply for society positions
Let’s get the most obvious one out of the way first. Think of all that juicy CV 
material… and the fact that you have a genuine passion for your society 
of course. Also show that you have a personality outside of Investment 
Banking by joining Dance Soc or UCL Taekwondo!

Cry after seeing your first Leibniz
Lectures can reach breakneck speeds and the mathematics can be pretty 
daunting, especially after an entire summer of binge-watching Netflix. But 
don’t worry, just be sure to hammer it out at Phineas with your friends 
straight after.

Research your modules before you submit your 
choices
Module selection opens up way before you have any idea of what you’re 
getting yourself into. There will be introductory talks during Freshers’ Week 
to get you up to date, don’t worry !

Accidentally leave your microphone on during an 
online lecture … 
… and pray to every god you know that no one heard you munching those 
nachos as you lay sprawled on your bed.

By Daniel Chen

Take Skills Labs and Library Courses
Capitalize on your relatively chill first year and upskill! The Main Library 
also runs classes on everything from MS Office to Python. Your assignment 
grades will thank you later.



Realize that you forgot your Student ID card after you reach 
the Christopher Ingold gates
It’s UCL’s version of forgetting your Oyster card at the tube.

Feed your caffeine addiction at the Student Centre Aspretto
(Re)start your day right by grabbing a coffee after your mid-lecture nap 
and catching up on notes with your friends. Don’t forget to grab your 
reusable UCL mug for cheaper drinks!

Indulge in the Tottenham Court Road food stalls
The only acceptable order is the Korean barbeque chicken or the Thai 
Curry. All other opinions are invalid. 

Flex your UCL-exclusive student discounts at Tottenham 
Court Road’s Cafe Nero
Yet another reason to be proud of going to UCL (and not another particular 
university who stole Bentham’s head. If you know, you know). Restaurants 
all around campus offer student discounts, so be sure to ask before 
ordering!                 Credit to Shivam Gujral, 2nd Year

Lip-sync to classic bops at Glittoris
Reenact Tom Holland and Zendaya’s Comedy Central performance with 
Glittoris’ unrivaled music taste, all the while vibing with your LGBTQ+ 
friends!           Credit to Theo Huang, 3rd Year

Lose your voice from Mully’s karaoke night
Liquid confidence and karaoke might just be a match made in heaven. 
Speaking of all things religious...          Credit to Arshiya Sawhney, 2nd Year

...Sin Bin at Loop every Wednesday. Up until exam season 
anyways.
We keep complaining about Loop but we keep coming back - It’s UCL’s 
very own toxic relationship.           Credit to Sai Muvalla, 3rd Year

Go Park-Hopping
Sunny days are scarce… use them wisely. Spend them doing treasure 
hunts at Hyde Park, meeting the spiritual sun at Primrose Hill or maybe 
just sitting at one Bloomsbury’s pretty parks.          

And finally, keep updated with the Economic Tribune
We’re your one-stop shop for commercial awareness, all the news that 
mainstream media doesn’t cover and, as you can see above, a lot more! All 
the best, Class of 2023!

Escape the hustle and bustle of the UCL bubble
University can get… well… you’ll see. If you need a change of setting, take 
a day-trip to some of the beautiful towns around London such as Windsor, 
Stratford Upon Avon or Brighton!



&Q A The Wise 
Senior

By your distinguished seniors

If you could time travel back 

to your first year, what is 

some advice you would give 

yourself? 

Here are some words of wisdom we collected from those who 
finished their first years and (somewhat) mastered the art of leading 
the student life. 

Please don’t feel overwhelmed by the amount of spring week 
applications your friends are sending out in the first weeks of 
university. First let yourself adjust to the new environment and 
give yourself time to figure out what you would like to do before 
applying to get work experience. Don’t neglect your studies and 
try to keep up with the lecture materials weekly. 
        Kitti Perger (Third Year)

Build stronger relationships with members of the department 
and take an interest in research beyond the syllabus.

Tushar Roy (Third Year)

Start with maths early and stay on top of it because the module 
can be pretty difficult. Take your time to figure out what you like, 
not everyone is built for investment banking.

Aditya Mori (Second year)

Join a sports society, they’re a great way to meet like minded 
people aside from your course and halls! In fact, get involved in 
more society stuff in general. There’s so much UCL has to offer!

Sai Muvvala (Third Year)

What are some things one 

must experience in London?

Christmas Lights in London are an absolute must-see! And not 
only on Regent Street, but also in Covent Garden and Carnaby 
Street! Winter Wonderland in Hyde Park is an experience. Walking 
in Camden Market, trying Ben’s Cookies, taking pictures on 
Notting Hill, seeing a ballet at the Royal Opera House, going out 
for Halloween (particularly in Leicester Square) are also amazing 
things to enjoy.

Vandarika Kolton (Second Year)

A rainy day.
Kangxin Chen (Second Year)

Go around tasting food at Borough Market!
Mihir Gupta (Third Year)

Have the best espresso in the world at Kaffeine Coffee Shop.
Olaf Lozowski (Second Year)

Check out the many free art exhibitions around london!
Hanqing Huang (Second Year)



Ice skating at Somerset House or the Natural History Museum - 
it really brings the London christmas glow in you.

Vaishanvi Mannivanan (Second Year)

Some hidden gems around London are God’s Own Junkyard 
and the Sky Garden!

Kunal Saraf (Second Year)

Sunset at Primrose Hill, a walk through Carnaby Street, and a 
sunday brunch at SOHO
                   Kashish Gupta (Second Year)

What are your favourite 

places to study in London? 

I spent my first year being rather disloyal to a single library and 
enjoyed visiting different UCL libraries every day for a change 
of scenery. The top floor of the Senate House is great if you like 
being away from the university bustle and want some quiet. 
The Student Centre is great, but so packed that it’s usually not 
worth it. An empty Drayton room is always a good option as 
long as you don’t get kicked out for a class! Everyone has a 
different favourite UCL library and since there are so many to 
choose from, go and find yours.           Katy Brown (Third Year)

Cruciform (bonus points for the lady who makes the hazelnut 
mocha there)    Shivam Gujral (Second Year)

Steps at Trafalgar Square!          Yashi Chowdhary (Second Year)

Ramsay Hall (hard to believe), Student Centre or Science Library.
                        Kunal Saraf (Second Year)

What pet peeves would you 

want first-year’s to know?

What is your go-to place to 

grab food?

Japanese Canteen all day every day! You can go after 2PM for 
the student discount!

Arshiya Sawhney and Aditya Mori (Second Years)

Wasabi on TCR - the sushi and sweet chilli chicken is heavenly.
Nishika Jain and Vaishnavi Mannivanan (Second Years)

Chinatown - eat at as many places as possible.
Edward Collins (Second Year)

Please just don’t rant too much about IB.
Mihir Gupta (Third Year)

Don’t leave your belongings on the Student Centre’s desk and 
vanish for long periods of time. Please.

Ishaan Gupta (Second Year)
 
One thing that annoys me is people not even attempting to 
move out of your way when you are walking down a street.

Katy Brown (Third Year)

Don’t come into the library to ‘whisper’ with your friends. 
Everyone can hear it.

Sai Muvvala (Second Year)
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Change. We have been experiencing a lot of it this 
year. The media has relentlessly emphasized  the stark 
transformations that have occurred in our economies, 
institutions and lifestyles due to the COVID-19 pandemic. 
While we may know what changes are happening around 
us, it is crucial to understand how people, nations and 
markets are adapting and, more importantly, countering 
the pandemic. This article is an attempt to understand the 
mechanisms through which our world underwent rapid 
changes as well as appreciate the strength and creativity 
of our species.

The market in general has taken a massive blow due to 
the coronavirus. However, the most pressing challenges 
were faced by the industry for medical supplies. Masks, 
face shields and sanitizers jumped from normal goods 
to necessities almost overnight, with their demand curve 
hurtling rightwards. Simultaneously, ‘The Great Lockdown’ 
ensued. Reduced trust, rapid changes in foreign policy 
and travel restrictions started eating away on the world’s 
supply chains. With domestic health crises, countries like 
India and China were unable to provide these medical 
goods. Our dear supply curves creeped leftwards and the 
world was left with a major deficit in the markets for its 
most crucial goods.

 But then, the market decided to fight back.

 For reasons ranging from limited production capacities 
to lack of basic infrastructure, local governments and 

producers struggled to bridge the supply gap. As our 
economic models dictate, these acted as strong market 
signals - the invisible hand beckoning new firms to 
enter the market. What was most fascinating was which 
firms chose to. We saw companies ranging from sound 
insulators  to automobile manufacturers adapting their 
production lines to join the fight against COVID-19.

The primary reasons why firms would choose to switch 
production are firstly, to keep operations running for as 
long as possible and secondly, to protect their workforce. 
While costume houses began producing face masks and 
Ferrari started manufacturing ventilators, the alcohol 
industry moved from the business of inebriation to 
sanitization at a staggering pace. Picking up on the 
aforementioned market signals, distilleries worldwide 
began producing hand sanitizers. If we take a closer look 
at this industry, we can better understand how firms 
repurposed production to tackle this unprecedented 
crisis.

A Story of Change: Moving from the 
Free Market to the Collaborative 
Commons

Yash Dewan

Over 1 billion creative-common
licensed works exist across

websites already!

Amazing Fact:
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The recipe for repurposing:
Basic expertise: WHO guidelines highlight that 
commercial sanitizer should contain 80% ethanol 
(extremely flammable). Distilleries, unlike many of us, are 
uniquely equipped to handle large amounts of alcohol. 
Therefore, they have a comparative advantage and 
require less investment in human capital, infrastructure, 
etc. to repurpose.

Subletting part of the production process: A firm’s entire 
production process may not be relevant for repurposing. 
Therefore, dividing it into segments, identifying the ones 
that are adaptable and focusing on them is key. In the 
case of the distilleries, this would be the production of 
concentrated alcohol.

State Support and reregulation: Reregulation by various 
governments has played a key role in supporting 
repurposing. There are strict laws that determine what 
can and can’t happen in distilleries and usually, these 
businesses are subject to heavy taxes. The industry 
demanded change and the policymakers responded 
swiftly. For example, back in March itself, U.S.A’s Alcohol 
and Tobacco Tax and Trade Bureau lifted requirements 
for distilleries to obtain bonds and permits to produce 
sanitizer. While there is still oversight, this essentially 
reduced entry barriers and allowed firms to begin 
production.

The narrative above, one that illustrates the strength of the 
free market, is being forwarded by economists all around 
the world. However, it omits some crucial mechanisms 
that became prominent during the pandemic and may be 
pivotal for the world’s economic future. The truth is that 
the market has blind spots. In the words of Doughnut 
Economist Kate Raworth, ‘regrettably, it (the market) 
values what is priced and delivers to those who can 
pay.’ We have seen that under the pandemic, both these 
requirements collapse.

 

How? Well firstly, we must be able to deliver medical 
supplies to all regardless of their ability to pay. The virus 
is highly transmittable and therefore, compromising 
the health of one puts everyone in jeopardy. While the 
narrative above does show us how the market can meet 
the demand of wealthy individuals in developed nations, 
what has helped countries cater to those who couldn’t 
pay? Secondly, we can no longer only ‘value what is priced’. 
The rapid global response we witnessed could not have 
been possible if countries and companies gave in to the 
profit-motive and monopolised medical research, testing 
technologies and the like for their own gain. Turning back 
to the alcohol industry, we see competing distilleries 
across the U.S.A collaborating to produce a plethora of 
resources, ranging from online guides to webinars, on 
making hand sanitizer.

As seen above, the market narrative cannot account for 
the sheer volume of change we have seen around us. 

This is primarily because it draws on an all-too-familiar 
dichotomy between private and public, market and state. 
By fixing the spotlight on them, it assumes that they are 
the only relevant actors in our story and solely focuses 
on their actions and needs. However, we must realise 
that this dichotomy is a false one. During the pandemic, 
a third actor has gained prominence, albeit largely in 
a supporting role, and it is known as the collaborative 
commons.

The collaborative commons are defined as a shareable 
resource which people use and govern through self-
organisation rather than reliance on the market or state. 
Individuals now openly share and manage resources 
such as intellectual property and digital data, unlocking 
immense potential for collaboration and innovation. 
Simple examples of digital commons include the Creative 
Commons project and Wikipedia.

In the context of COVID-19, collaborative commons 
have played a pivotal role in catalysing the global 
dissemination of information and research. They 
overcome the limitations of the market by, firstly, sharing 
valuable resources at no price. Arizona State University 
along with the World Economic Forum created the 
COVID-19 Testing Commons, a comprehensive database 
of COVID-19 tests worldwide. It allows users to search 
by multiple parameters including test type, technology, 
regulatory status, etc. acting as an indispensable resource 
for medical professionals across the globe. Further, under 
the Open COVID Pledge, reputed organisations made their 
product research and patents freely available to everyone. 
The information shared by medical companies like Sandia 
on safer testing technologies have allowed countries to 
adopt better methods to detect the virus. Similarly, NASA 
shared blueprints for 3D printing respirators while Uber 
shared algorithms that help navigational systems avoid 
congested areas.

While medical supplies are essential to tackle a health 
emergency, countries need data to develop effective 
policy responses to the ongoing socio-economic crisis. 
By generating resourceful data sets and making scientific 
findings freely available, the collaborative commons 
have allowed nations to research and respond to the 
needs of their populations at a pace never seen before. 
Secondly, they have overcome another limitation of the 
market by ensuring that we not only cater to those who 
can pay, but also to those who can’t. Developing nations 
that do not have adequate research facilities and medical 
infrastructure have benefitted the most from the open 
sourcing of crucial information.

“Regrettably, the market 
only values what is priced 

and delivers to those who can 
pay. We have seen that under 

the pandemic, both these 
requirements collapse.”
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India is a nation with a population of 1.3 billion, yet it only 
has 48,000 ventilators. To tackle this rather large problem, 
a group of young engineers in the city of Pune were able 
to develop low-cost ventilators with the help of open-
sourced information from the Massachusetts Institute of 
Technology. The machine they designed costs a mere $662 
compared to the market price of $1,987! This is just one of 
the many examples of how the collaborative commons 
have accelerated innovation while simultaneously 
helping the relatively less well-off combat the pandemic.

COVID-19 has catapulted humanity forward by several 
years on various fronts, be it digital communications, 
telehealth or online learning. While the collaborative 
commons have been around for a while, the pandemic has 
allowed nations to better understand and harness their 
potential. They could be the secret to better-designed 
economies. Over the past few months, the commons 
have facilitated novel economic processes such as large-
scale horizontal production. For example, people can now 
download freely available schematics for face shields and 
3D print them in their garage. They can design and test 
products on their own allowing innovation to take place 
on a wider, more equal field. If we combine free product 
research (acquired from the commons) with renewable 
energy and 3D printing (a technology that mainly has 
fixed costs), we see that households can produce goods 
at almost no additional price. This is the peer economy 
facing what Jeremy Rifkin called the zero-marginal-cost 
revolution. Exciting, isn’t it? This is our possible economic 
future and it’s closer than we think.

2020 has thrown some tough challenges at us. Systems 
have crumbled, industries have collapsed and institutions 
have weakened. But amidst it all, we have once again 
witnessed the superhuman adaptability of the human 
race. Now is the time to appreciate and empower the 
latent creativity of our people and build a better, smarter, 
greener future.
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Like toilet paper, this article will consist of multiple layers. It 
will cover the behavioural economics behind stockpiling, 
why suppliers can’t make the switch and the difference 
between domestic and global supply chains. So, prepare 
to fold, not scrunch, this information. 

Layer 1: What was the whole fiasco about? 
From March to April, there was an 845% increase in 
demand for toilet paper in the US. The product went from 
being the 20th-30th highest-selling grocery store item to 
the top of the chart on March 11th (NCSolutions, 2020). 
This led to its absence from grocery shelves across the 
country. It was also dearly missed in Norway, Hong Kong, 
Singapore and Australia (Business Insider, 2020). 

According to David Garfield, the global leader of consumer 
products at the consulting firm called AlixPartners, toilet 
paper, along with other goods, was hoarded by consumers 
due to a collective crisis reaction. The first question is: why 
do people stockpile during a crisis? 

1. Panic: 

Consumers panic and speculate that there will be a 
shortage of supply. Therefore, they stockpile to prevent a 
shortage. 

2. Zero-risk bias: 

Daniel Kahneman (Nobel Prize winner) and Amos Tversky 
found that people prefer a risk reduction from 5% to 
0% over 55% to 50%. Logically speaking, we should be 
indifferent because the decrease in both cases is 5%, but 
this is not the case for most. This can then be applied to 
consumption. By stocking up, consumers were able to 
avoid the risk of completely running out of toilet paper. 

Why toilet paper in particular? 

1. Inexpensive:  It is cheap. An average unit costs $6.78 in 
the USA (Statista, 2019). 

2. Necessary:  We all know why. 

3. Imperishable: It can last years. Even if you don’t go 
through those 100 rolls you hoarded, there is no risk of 
them going bad. 

Toilet Paper and Supply Chains: A 
Domestic and Global Outlook

Rumeysa Yilmaz 

“As a business owner, it 
would probably not be in your 

interest to fill up your sacred 
floor space with mountains of 

toilet paper.” 
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Layer 2: Issues with the toilet paper supply 
chains 
There are many reasons why the supply could not meet 
elevated demand. Firstly, toilet paper packs take up a lot 
of valuable space in a store and have a low retail price. 
Therefore, the price per cubic meter is low in comparison 
to many of the other things the store is selling. As a 
business owner, it would probably not be in your interest 
to fill up your sacred floor space with mountains of toilet 
paper. 

Secondly, it is essential to note that there are two types 
of toilet paper. The commercial kind that is used in public 
facilities, restaurants and schools alike. The second is the 
consumer kind, which is the type you use at home. When 
lockdown started, we didn’t suddenly start going to the 
toilet more frequently. With the shift to remote work and 
school closures, we just ended up going more often at 
home. Thus, the need for more consumer toilet paper. 

Thirdly, there are a lot of different kinds of consumer toilet 
paper. There are the 3ply deluxe soft ones, the 2ply-why-
did-you-buy-this-thin-paper ones, the ones sold in big 
packs, the ones sold in small packs and the list goes on. On 
top of that, the production of consumer and commercial 
toilet paper differ. Everything from the pulp used to the 
packaging and the configuration of machinery is different. 
So, while people fought one another over a 24-roll pack, 
commercial suppliers’ hands were tied when it came to 
making the switch to consumer toilet paper. 

Touching back on the “low price per cubic meter”, toilet 
paper production is a low-margin industry. In the US, 
the three big players are Georgia-Pacific, Kimberly Clark 
and Procter & Gamble. To maintain a profit, all three ran 
their plants 24 hours a day even before COVID-19. Despite 
benefitting from the fall in prices of pulp, due to the fall in 
demand for packaging, it was not easy to ramp up supply. 
Output was increased by limiting the varieties produced in 
a plant, emptying the stock in warehouses and increasing 
delivery frequencies. 

 

To summarise, the shortage was a domestic supply chain 
problem. With toilet paper being a low-profit margin 
good, it is often produced domestically for use within 
the home country. Therefore, making it illogical to ship 
manufactured toilet paper across borders. This concept of 

domestic supply chains can be applied to other shortages 
experienced due to COVID-19. 

Layer 3: PPE, mask shortages and the 
dependency on China
The other prominent shortages were PPE and face masks. 
Let us discuss why. 

We all know that China is the manufacturing hub of the 
world. It has a staggering 28.4% share in output (United 
Nations Statistics Division, 2018). 

Therefore, when the coronavirus dawned in the country 
and lockdown began, the factories lay empty. With 27% of 
GDP coming from manufacturing, the closing of factories 
was unfortunate for the country’s economy (World Bank, 
2019). 

Why does this matter? Because the rising superpower 
is the leading provider of PPE and masks. And the 
dependency of the West on China surfaced once the 
virus reached the US, UK and Europe a couple of months 
later. Western nations struggled to find much-needed 
resources like PPE and face masks when Chinese factories 
ceased operation. Attempts were made domestically to 
help ease the situation. President Trump activated the 
Defense Production Act in March,  which allowed the 
federal government to decide which equipment goes 
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where. Masks and the like from the Strategic National 
Stockpile were sent out. The UK, on the other hand, sent 
the Royal Air Force to Turkey to bring PPE back. But such 
moves were not enough. Pre-pandemic China exported 
more masks, PPE and respirators than the rest of the world 
combined (Peterson Institute for International Economics, 
2018). Therefore, actions taken by the West did not cut it. 

Some of the reasons as to how China manages to 
supply most of this crucial medical gear is because of 
the government’s involvement in the industry such as 
allowing new and existing businesses to make use of 
subsidies and cheap land. This gives them a competitive 
advantage when it comes to growth and suffering smaller 
losses due to lockdown. I would suspect that in the 
unfortunate event of new waves of the coronavirus hitting 
the West again, the same shortages will be repeated. 

Looking back at these shortages, it makes one question 
very clear: are domestic supply chains too risky? 

Layer 4: Should we put all our eggs in one 
basket? 
Likewise, global supply chains are not without their 
problems. 

To iterate: China is the lead actor in all your favourite 
manufacturing films. And their temporary closure of 
factories was felt across the world. But it is not just masks 
and PPE that are important. The manufacturing hub is 
also heavily involved in global supply chains. This means 
that firms source inputs from various parts of the world to 
make one final product. And China happens to sit at the 

table of a lot of these chains. 

There are risks, however when it comes to global supply 
chains too. When one step is missing the whole thing can 
come crashing down. Therefore, if China is not operating 
at full capacity, then chances are a lot of these global 
supply chains are not running. Korean car manufacturer, 
Hyundai, had to stop all production in February because 
parts could not be manufactured in China. Such news 
has brought a lot of negative attention to global supply 
chains and the dependence on the rising superpower. 

However, the repercussions of global supply chains are 
complex. Look at Thailand, for example. They have an 
almost 80% import intensity of production when it comes 
to computers and electronics and an almost 40% intensity 
when it comes to textiles. The predicted decrease in 
output is about 4% and 6% respectively. Not too stark a 
difference. Thus, the data is not strong enough to suggest 
that global supply chains have had a significant economic 
impact during the turmoil of COVID-19. 

 

In conclusion, when first looking at the cases of toilet 
paper, PPE and masks, it seems like goods produced 
within domestic supply chains are at risk of shortages 
when faced with high demand. The issues being low-
profit margins and limited suppliers. In theory, the 
alternative, global supply chains, is more appealing. It 
spreads the risk over many countries, allows for multiple 
suppliers and offers the best price for consumers, due to 
increased efficiency. However, China is heavily involved 
in many supply chains across industries. Therefore, when 
they shut down, everything follows suit. I would argue 
that if China was not as involved in multiple global supply 
chains, this risk would significantly decrease. The problem 
is not the country itself; it is the dependence of so many 
supply chains on one nation. The solution would be the 
diversification of global supply chains away from China. 
As for toilet paper, if another lockdown arises, chances 
are people will stockpile again. For the reasons discussed 
previously, there is no logic in shifting production away 
from domestic production. So another shortage would be 
likely but less dramatic. 

If there is one thing to take away from this article, it is that 
risk in supply chains can be avoided through diversification 
but is limited to the type of good produced. 

Which of the following items did you stockpile 
the most?

Toilet Paper

Hand sanitisers and masks

15.3%

53.3%

Canned Food18.4%

Other
13.8%

(Number of people surveyed: 65)
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As we trundle through the COVID-19 pandemic, anyone 
following a British political journalist on Twitter will have 
seen replies to their tweets along the lines of this: 

Have journalists got it wrong on 
COVID-19?

 Jordi Brown Even Lord Alan Sugar joined in (Sugar, 2020):

As of early June 2020, Sugar’s tweet had received over 
44,000 likes – a stunning endorsement of the views 
shared by the crossbench peer. Regardless, there is a 
clear sense that journalism is “getting the mood wrong” 
and covering the pandemic in an excessively negative 
manner. The tweets above suggest that journalism should 
be beholden to the public, and its role is to convey the 
feeling of the public. But just how widespread is this view 
and, perhaps more importantly, is it justified?
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Trust in Journalism?  
So how can we establish the public’s view on journalism? 
Data suggests that 60% of the British public have “low 
or no trust in the media”, and just 7% place “high trust in 
the media” (European Broadcasting Union, 2020). More 
specifically in the context of coronavirus, a recent YouGov 
poll for Sky News found that, in response to the question 
“How much do you trust the following on Coronavirus?”, 
24% of respondents expressed trust in newspapers but 
64% of those answering expressed distrust. The picture is 
even bleaker for TV journalists – only 17% of respondents 
placed trust in newspaper journalists, while 72% do not. 
These figures provide net trust ratings of -40% and -55% 
respectively (Coates, 2020). Of course, distrust is not the 
same as excessive negativity, but the findings of the EBU 
and YouGov provide a useful proxy as to the public’s faith 
in British journalism.

The Cummings effect
But where might this lack of faith manifest itself? Much 
of the criticism centres around the UK daily briefing. For 
those of you who are unfamiliar, in these daily briefings 
a cabinet minister is flanked by scientists and updates 
the public on the pandemic. Questions from the media 
are then taken. As detailed in the above tweets, many 
contend that the questions posed by the media are of the 
wrong “mood”.

The primary purpose of gathering and distributing news 
and opinion is to serve the general welfare by informing 
the people and enabling them to make judgments on 
the issues of the time (American Society of News Editors, 
2020)

There is no mention of “getting the mood right”. Similarly, 
Fourth Estate lists values such as accuracy, independence, 
and impartiality, but does not mention anything relating 
to positivity or avoiding constant criticism of the 
government (Fourth Estate, 2020). Of course, there is no 
issue in wanting journalism to do something other than 
it aspires to do so, as desired by some of those on social 
media. However, it seems unrealistic to fundamentally 
change the values of an industry.

What do journalists of the day think on this topic? Mark 
Austin, a Sky News journalist, provided a strong rebuke 
of those who feel that journalists are too critical of the 
government. He said that:

While I get the emotional appeal of the argument, it 
rather fails to take into account the essential role of 
journalists, which is to ask sometimes awkward questions 
and try to hold government ministers to account. We’re 
not cheerleaders (Austin, 2020)

Similarly, Paul Lewis of the Guardian said “we have had 
40,000 people die in the last three months…on what 

“There is a marked 
difference between 
an impartial report 

on a news story that 
happens to be positive 

in nature and the 
fabrication of positivity 

to rouse the nation.” 

planet would we not want to 
understand how this happened” 
(Jackson, 2020).

Clearly, the notion that the 
press should be promoters of 
government policy is one not 
held favourably by journalists. 
Lewis’s rebuke provides an insight 
into his conception of the role of 
journalism – to understand, not 
to be a “cheerleader”.

The COVID-19 pandemic is a 
major news event – one that will 
be played out over the coming 

months and years. There is a role for positivity in journalistic 
coverage – the actions of Captain Tom Moore, the hope 
provided by vaccine trials, and the “Clap for Carers” are just 
a few examples of this (Jackson, 2020). However, many of 
the UK government’s actions do deserve examination – 
the Cummings incident, the release of COVID-19 positive 
patients into care homes, and a death toll that is beaten 
by only much larger countries are stories that the British 
public deserve answers to (Johns Hopkins University, 
2020). There is a marked difference between an impartial 
report on a news story that happens to be positive in 
nature and the fabrication of positivity to rouse the nation. 
The latter is not the job of journalism. The former – good, 
balanced reporting that scrutinises the government of 
the day – is the only sincere and meaningful way to come 
out of this crisis.

A specific example of this criticism 
can be seen concerning the 
media’s coverage of the Dominic 
Cummings incident. To recap, 
Boris Johnson’s chief adviser 
drove to Durham - a journey of 
260 miles - with his wife and child 
whilst exhibiting the symptoms 
of coronavirus (Guardian News, 
2020). Contrary to the examples 
set by Scotland’s Chief Medical 
Officer Catherine Calderwood 
(BBC News, 2020) and Scientific 
Advisory Group for Emergencies 
(SAGE) member Neil Ferguson (Mikhailova, Hope, Gillard, 
& Wells, 2020), Cummings opted not to resign and was not 
fired by the Prime Minister. The media devoted much of 
its time to this incident, prompting Cummings to hold a 
press conference in the Downing Street rose garden. The 
alleged breach of lockdown rules became almost the sole 
focus of the daily briefings for a period of time, in spite of 
the government’s keenness to “move on” to other issues 
(BBC News, 2020). So, have journalists spent too much 
time criticising Dominic Cummings and, in the words of 
Alan Sugar’s retweet, provided too much “negative and 
political rhetoric”?

The role of journalism
Let us take a step back and ask ourselves - what should 
be the role of journalism in a functioning democracy? To 
report on the matters of the day? Or should it be to impart 
positivity to the public mood? According to the American 
Society of News Editors: 
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Walking around London, I’ve lost count of the number 
of times I came across a homeless person asking for 
some money, only to sheepishly report that “I’m sorry, I 
don’t have any change.”. And yet even 10 years ago, the 
average passer-by would certainly have some change to 
contribute. This change has been caused, to a large extent, 
by the rise of contactless payment via bank cards, online 
payments and smartphones. In this article, I explore how 
and why contactless payment has become so popular, its 
effect on the homeless, and how we can take advantage 
of it for the benefit of the homeless.

First of all, how have we got here?
It’s often taught in basic economics that before we 
used money, there was barter. The forefather of modern 
economics, Adam Smith, said that humans had a natural 
“propensity to truck, barter and exchange”. It was then 
argued that this was a very inefficient way to organise a 
market: high transaction costs, indivisibility – how exactly 
do you split a cow? – and of course the need for a “Double 
coincidence of wants”. This inefficiency naturally leads to 
the adoption of money.

However, this interpretation of how money came 
about is erroneous: in her paper “Barter and Economic 
Disintegration”, anthropologist Caroline Humphrey 
rejects the notion of barter as the origin of money as there 
is no evidence of there ever having been a pure barter 
economy. 

Rather, barter is often used in partnership with a monetary 
system, or if the monetary system fails, barter comes in 
to facilitate exchange. Anthropologists have observed 
quite a wide variety of exchange systems in the absence 
of money rooted in the cultural context in which it occurs, 
such as “gift economies”.

One of the first instances we know of the creation of 
money is from China. In the 13th century BC, sea shells 
called cowry shells were used as “shell money”, because 
they are difficult to counterfeit, durable and light (so it can 
be transported easily), and easily identified. Interestingly, 
the modern written Chinese language reflects this ancient 
use of cowry shells as money: many characters to do with 
trade often contain the symbol for cowry shell “貝”, as a 
radical. 

Even though paper money was used in China as early as 
550 BC, historically, many civilisations have had trouble 
using it. For instance, the American colonies in the 
18th Century where paper money was used to pay for 
expensive military expeditions. Its value wasn’t backed 
by a guarantee of gold on demand, but rather a form 
of credit to the colony, to be paid off out of future tax. 
Therefore, this amount was quite susceptible to inflation, 
as the colonies printed more money to fund war costs. 

In 1966, Barclays introduced the first credit card and since 
then there have been constant advances in how we can 
pay for goods and services: debit cards in 1987, chip and 
pin in 2002 which eventually led to contactless payment, 
as well as online payments and most controversially, the 

“I don’t have any change” - Contactless 
Payment and the Homeless 

Oscar Lyle Pérez



ISSUE NO. 21 

23

rise of virtual currencies such as Bitcoin.

Finally, in 2017, contactless payment overtook cash 
transactions for the first time in history and has maintained 
its upward trajectory since. What makes it so popular? 
Behavioural economics could give us an answer.

In behavioural economics, a cognitive bias is a systematic 
deviation in decision-making from what’s “rational”. 
In reducing the “pain of paying”, contactless payment 
exploits one such cognitive bias; although you are paying 
the same amount, you feel less displeasure in making 
that payment, than, say, if you used cash. This is because 
contactless payment is a relatively “non-transparent” 
means of payment.

When paying with cash, the money is tangible – you see it 
leave your wallet, unlike with contactless payment, which 
is simply a tap of your card on a card machine. When using 
cash, you can also see how much you’ve spent and how 
much you have left, which provides a sobering effect 
on consumption. With contactless, you often don’t even 
look at the amount you’re paying, whereas cash requires 
calculation to work out how much to pay.

The concept of Mental Accounting, created by Richard 
H. Thaler, is also quite useful in comparing cash and 

This preference for contactless payment over cash has 
seen a significant drop in how much cash people bring 
with them. Mastercard conducted a survey in 2019 which 
found 54% of men and 39% of women carry less than 
£5 in cash in their wallet Overall, 63% of people carry 
between £0-£10 of cash on them, and 14% don’t carry any 
cash whatsoever. This is much less than past years and 
indicative of the rise in contactless over cash.

Quantifying the effect of the rise of contactless payment 
on how much homeless people receive is an incredibly 
difficult thing to do because of the informal nature of the 
transaction coupled with confounding variables such as 
the state of the wider economy. However, some illustrative 
data can be found to show how the donations received by 
homeless people have changed.

Since charities are another group asking for donations 
from passers-by, but are in the formal economy, they can 
be a useful substitute to look at how homeless people are 
faring. Charities over the past 3 years have seen a 26% 
decrease in cash donation over the past 3 years alone, and 
54% of the public report that they would donate if only 
they had some cash on them. 

By comparing the value of notes and coins in circulation, 
we can find some interesting conclusions. Assuming 
that people are willing to donate all types of coins but 
not willing to donate notes, we can compare the value 
of notes and coins in circulation in 2019 and look at the 
ratio of donate-able to non-donate-able money. Given 
that we carry some cash (an 86% chance, according to 
the Mastercard survey), for every £1 in coins we carry, we 
carry £5.45 in note form. Comparing this with the data 
in the Mastercard Survey, we can show how very often 
nowadays, many people do not have much, if any, cash 
that they are willing to donate.

How can we use behavioural economics to take 
advantage of the Contactless era?
First of all, based on “Begging questions: Street-level 
economic activity and social policy failure” (edited by 
Hartley Dean), working to use contactless payment for 
charities is likely to be more effective than donating 
to individual homeless people. This is because people 

contactless payment. Mental Accounting is how 
households organise and evaluate their finances, and 
consists of three components: i) cost-benefit analysis 
of expenditure, ii) frequency of account balancing (how 
often we check how much money we have) and iii) 
“Ear Marking” – we assign specific activities to specific 
accounts.

The lack of transparency in contactless payment 
compromises our ability to carry out a cost-benefit 
analysis, through a reduction in “pain of paying” and by 
making it difficult to see how much money we are paying, 
or have already spent. With cash, we carry out account-
balancing every single time we open our wallet to take 
out the cash.

In terms of earmarking, when faced with a situation 
where we have some spare change, we often assign this 
amount of money for small purchases. In order to have 
the lowest overall level of “pain of paying”, we save our use 
of contactless for larger payments. However, Thaler says 
in his 1999 paper “Mental Accounting Matters”, that “[m]

“Moral self-licensing” 
suggests that having given a 
small donation, we feel that 
we have built up good “moral 
credit” and so can balance 
that out guilt-free by refusing 
to donate large amounts of 
money when requested.

AMAZING FACT

any small expenses are not booked”. This could suggest 
it would not be costly to allocate our spare cash away 
from small purchases and towards donations to homeless 
people. If so, the frequency of donations may have 
reduced, but the amount of each donation is greater.

An estimated 320,000 
people are homeless in the 

UK, according to the latest 
research by Shelter. 

This equates to one in every 
201 Brits! (2019 Data)
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often judge whether the homeless person is “genuine” in 
deciding whether to donate, which can be very difficult to 
reliably do. By donating to charities, we take this mistrust 
out of the equation.

Charities can take advantage of contactless payment’s 
lack of transparency by fixing the amount to donate 
at higher amounts, which people are likely to still pay. 
This was used to great effect in “the Rough Sleeping 
Partnership” in Bristol. By setting the donation at £2 in 
two contactless donation stations, they increased their 
income considerably, by £740 a month, compared to what 
a cash collection tin would raise.

Behavioural economics can be used to increase donating 
to homeless charities by exploiting “impulse giving”. 
Impulse giving is when you donate a small amount 
of money to feel good, like impulse buying. This was 
particularly effective for the Red Cross, which raised over 
a million dollars over 24 hours through a text-messaging 
campaign during the Haiti Earthquake crisis.

This impulse giving exploits the fact that small amounts of 
money will not be factored into mental accounting, and so 
a small contribution will not be costly because it doesn’t 
interfere with our earmarking. Behavioural economists 
argue that encouraging small donations would naturally 
lead to making larger donations when requested, because 
of a desire for consistency – so-called “crowding in”.

However, there is an opposing psychological theory which 
suggests that encouraging impulse giving could lower the 
aggregate level of donations – crowding out. “Moral self-
licensing” suggests that having given a small donation, 
we feel that we have built up good “moral credit” and so 
can balance that out guilt-free by refusing to donate large 
amounts of money when requested. This means that we 
could actually have lowered the total amount of donation, 
depending on the size and frequency of impulse giving 
over larger donations.

On the other side of the spectrum, “deliberate giving” 
is when individuals research and decide which charity 
to donate to. This can lead to more efficient donations 
overall, as the most effective charities would receive 
greater donations (because people want to know their 
money makes a difference). 

Since “deliberate giving” is something which takes time 
and effort for individuals to do, self-control is a big 
problem: although we want to donate, we often have 
bounded self-control on consumption, which leads to 
people not having enough money to feel comfortable 
donating. 

To solve this, many charities used deferred payment: 
individuals agree to pay a particular sum of money in 
the future. In behavioural economics terms, this is quite 
effective because it is a “commitment device” – a choice 
which an individual makes to purposefully restrict their 
choices in their future, which leads to greater levels of 
following-through on the donation. 

Also, because the payment is in the future, this method 
could lead to greater sizes of donations, since the present 
value of large donations in the future is small. Moreover, 

making a plan for deferred payment leads to “earmarking” 
a certain amount of money to donate, which we will find 
costly to break, especially if we are held accountable by 
the charity.

In conclusion, though difficult to directly quantify, the 
development of contactless payment has likely had quite 
negative impacts on donations to homeless people. 
However, through the use of behavioural economics, we 
can model biases in contactless payment for the benefit of 
the homeless, especially through the medium of charities, 
which takes out the uncertainty and tension in direct 
transactions with the homeless.
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For every £1 a man earns in the UK, a woman earns 83p. 
But how has this been calculated, and what does it mean? 
As the conversation surrounding the gender wage gap 
becomes increasingly sensationalist, it is important to 
address these kinds of issues, in order to sort the fact from 
fiction. 

What is the gender pay gap?
On a very basic level, the gender pay gap is the difference 
between the wages of working men and women. The 
Office for National Statistics reported in October 2019 
that the gender pay gap among all employees was 
17.3% in the UK (ONS, 2019). This statistic varies by 
source, industry, country and even age, but it is generally 
conveyed that women, on average, are paid less than 
men. The percentage reported describes the difference 
in the average pay of a male employee and a female 
employee in the UK, meaning that it does not necessarily 
indicate that men and women are getting paid different 
amounts for the same job, a common misconception 
when discussing the pay gap.

Equal pay is a legal requirement for all employers in the UK 
since the Equal Pay Act was passed in 1970, which states 
that a man and a woman doing the same work should be 
paid the same amount (Peter, 2019).  The question then 
arises as to why the gender pay gap still exists and why 
it is an issue to begin with, if such legal measures are in 
place.  

Why does the gap still exist?
One of the more obvious explanations for the gap is the 
illegal practice of unequal pay and gender discrimination 
in the workplace. Although this has improved dramatically 
since the passing of the Equal Pay Act, studies have 
shown that employers, both male and female, show 
unintentional bias against female job applicants (ONS, 
2019). For example, a study conducted by the National 
Academy of Sciences in the US found that when sending 
identical resumes to science faculties, resumes that were 
presumed to be from male applicants were reported to be 
more “competent and hireable” than female candidates, 
as well as receiving, on average, higher starting salaries 
than female applicants (Racusin et al, 2012). It therefore 
becomes important to acknowledge that, despite 
considerable improvement in the last few decades in 
combatting sexism, subtle gender bias is still rooted in the 
way society behaves today. 

Apart from this, another issue which contributes to the 
gender pay gap is a phenomenon called the “motherhood 
penalty”. This is when women are viewed as less hireable 
once they have children due to their family commitments, 
impacting their promotion potential (Horizons, 2018). A 
study conducted by the American Journal of Sociology 
showed that for identical applications, applicants that 
were mothers were viewed as 12.1% less committed 
than non-mothers as well as receiving a 7.9% lower 
starting salary than non-mothers and 8.6% lower than 
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the recommended starting salary for fathers (Benard 
et al, 2007). What is particularly interesting is that other 
studies have reported a “parenthood premium” for 
fathers as men are viewed as possessing higher levels of 
commitment and stability when they have children, one 
study reporting a 8.3% pay rise as an effect of becoming a 
father in the US (Budig, 2014). The motherhood penalty is 
not only observed in controlled experiments but can also 
be found in real life data. The ONS has reported that for 
age groups under the age of 40, the gender pay gap for 
full time employees is close to zero while for women over 
40, the gap is still above 10%, possibly due to the effect of 
the parenthood penalty (ONS, 2019).

Societal pressures also contribute to the gender pay gap. 
Factors such as gender bias in schools, the threat of sexual 
harassment in male-dominated occupations and the 
pressure to have and raise children mean that women are 
more likely to work part-time and in lower paid industries 
and are less likely to be promoted to senior roles (Elsesser, 
2019). In addition to this, a disproportionate amount of 
unpaid work associated with running a household is done 
by women, meaning that typically women are not able to 
work as many paid hours as men (Parker, 2019). Although 
it is difficult to quantify such pressures and to study their 
effect on wage inequality, this does not mean that these 
factors do not contribute to the wage gap at all. 

by 2025 (ILO, 2017). By closing the gender pay gap, there 
is an incentive for women to become more economically 
active due to the higher opportunity cost of not working, 
thus improving growth and standard of living as women 
earn more. In 2018 the World Bank estimated that gender 
inequality caused a loss of $160.2 trillion globally (Wodon, 
2018).

Apart from the quantifiable impact on our economies, 
as Klaus Schwab, founder and executive chairman of the 
World Economic Forum puts it, “societies cannot afford 
to lose out on the skills, ideas and perspectives of half 
of humanity” (WEF, 2018). The pay gap and similar issues 
discourage the participation of women in the economy, 
leading to a massive loss in potential intellectual and 
cultural benefits globally.

In addition to this, in 2015 it was reported that nearly 1 in 
3 mothers in Europe in working families with dependent 
children are breadwinners (Cory, 2018). As society adapts 
to the new roles that women undertake in the economy, 
it becomes increasingly important to ensure that such 
women are as able to provide financially for their family 
as men.

The impact
In terms of the global economy, 
regions with large gender gaps 
would benefit from increased 
labour force participation, which 
could further increase economic 
growth above projected levels 
by as much as 9.5% in Northern 
Africa and 9.2% in Southern Asia 
if the wage gap were to be closed 

“The gender pay gap exists 
for a multitude of complex 

reasons,  so to repackage such 
a complicated issue into a 

punchy statistic can often be 
misleading ”

Steps we can take
There are several policies that employers can enact in 
order to close the gender pay gap, one of these policies 
is to support women to progress to higher paid jobs in 
order to tackle unconscious bias. Employers can also 
allow for greater flexibility with working hours to cater 
for both men and women with different lifestyles and 
family commitments. The government can encourage 
such behaviour by introducing tax breaks for businesses 
which adopt such policies, thus providing an economic 
incentive to work towards gender parity. 

The living wage can also help bridge the gap. 60% of those 
earning less than the living wage are women. Therefore, 
by becoming a living wage employer, firms will be able to 
combat the wage gap in low income occupations (Fawcett 
Society, 2017). The government can also implement 
policies such as making it easier for fathers to take parental 
leave through legal provisions and providing better state 
funded childcare for working parents, thus allowing 
women to continue to progress in their career as men 
and women share childcare responsibilities (Government 
Equalities Office, 2019). 

Another important strategy for tackling wage inequality is 
to develop a culture of perfect information regarding pay 

between employers and 
employees (Lutz, 2017). 
Often it is the societal 
norm of not disclosing 
one’s earnings which 
prevents women from 
being able to benefit 
from the Equal Pay act. By 
encouraging employers 
and employees to be 
open about pay, the 
practice of unequal pay 

could be eliminated. This change, however, is difficult 
to achieve but can be supported through campaigns 
and government provision of information. In the UK, 
companies with more than 250 employees are required to 
calculate their internal wage gap every financial year, all of 
which is reported on the gender pay gap service website. 
For instance, UCL’s pay gap can be found online (Benard 
et al, 2007). 

Mind the Gap
The gender pay gap exists for a multitude of complex 
reasons, so to repackage such a complicated issue into a 
punchy statistic can often be misleading. It is incredibly 
important to understand what is meant by the gap, not 
only to be able to wade through the politically charged 
rhetoric we so often see in our daily lives, but also to 
inform ourselves about a real issue that continues to affect 
millions of women globally. The gap does exist, and there 
are numerous measures that employers, workers and the 
government can take in order to reduce it to ensure that 
women are being rightfully valued for their contributions 
to society. 
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India is in recession! Fitch Ratings and IMF both have 
estimated a contraction of 4.5% in the FY21 GDP. Some 
122 million Indians were forced out of jobs in recent 
months with 80% of households reporting a drop in 
income. By some estimates, 68% of the Indian population 
could fall below the poverty line ( Beniwal, V & Trivedi, U 
2020). India’s IIP tumbled to 56.3 ( from 140), the services 
and manufacturing PMI fell to 27.4 and 5.4 respectively ( 
from above 50 ) and the unemployment rate peaked at 
around 27% ( Chaudhury, S 2020). 

The coronavirus pandemic and the resulting lockdown 
were just the triggers causing the economic ‘ earthquake 
’. The fractures were there for long, if only someone had 
cared to take a look. 

    By the end of 2019, unemployment had touched an all-
time high of 6.1%, the GDP growth was down to a post-
1991 low of 5%, consumer expenditure was falling and 
the GFCF( Gross Fixed Capital Formation) ratio had failed 
to breach the 30% mark in the last 7 years.

Investment ratio to GDP  (Rajan, R. 2019)

India had essentially been a one engine economy for 
long, with consumption and government expenditure 
dragging it along. Even the last engine stopped firing last 

year, as consumers tightened their purse strings, sending 
industries like automobile registering a sales decline of 
around 41% in August 2019, marking the tenth successive 
month of declining sales.

Automobile sales (Rajan, R. 2019)

The crisis was so acute, that all the major auto 
manufacturers had to announce plant shutdowns to 
prevent over production, and it was not limited to this. 
The CEO of biscuits manufacturer, Britania, said that 
consumers are thinking twice before buying an INR 5 
biscuit(equivalent to 0.0548GBP).

The overall industrial growth in August 2019, contracted 
by 1.1%, which was the lowest since November 2012. 
Consumer durables and capital goods were the worst 
performing, contracting by 9.1% and 21% respectively.

   What this essentially did was, put the entire onus on 

FRACTURES ON THE SURFACE
The Indian ‘Eco-quake’; how and when 
it unfolded 

 ISHAAN GUPTA



THE ECONOMIC TRIBUNE

28

the state to drive growth, which responded by ignoring 
all hitherto known notions of fiscal prudence. Some 
estimates by Fitch Ratings put the estimated central fiscal 
deficit of 2019-20 at 3.7% of GDP. But the Indian fiscal 
deficit does not capture the entire borrowing. Off budget 
borrowing through public sector entities also amount 
to a huge sum. With such strained finances, no wonder 
then that the government was unable to afford a stimulus 
during the lockdown.

Off balance sheet borrowing (Ministry of Finance, 2019)

How did it all happen? 
Many of these causes are structural, which have developed 
deep cracks in the foundation of the Indian economy. One 
of it is agriculture, or rather the lack of it.   

The agriculture sector employs 60% of India’s labour force 
and is the source of livelihood for 52% of its population. 
It is by far the single greatest factor, determining rural 
demand, and by extension a major factor influencing 
demand for a range of goods, like tractors and fertilisers, 
to the day-to-day consumer durables. Yet it is one of the 
most dilapidated and neglected sectors since the Indian 
independence. Except for the one silver lining in the form 
of the White Revolution ( a change in the technology 
and process in which milk was produced which helped 
increase yields thereby catapulting India to the status of 
the numero uno  milk producer), the agriculture sector 
has constantly under-performed and under impressed. 
The 2017-18 Economic Survey, published by the 
CEA(Chief Economic Advisor) of India, showed that the 
real agricultural GDP and agricultural income have stayed 
constant between 2014-2018.

Many of the Indian farmers operate at near subsistence 
levels. The country has a strong lobby of middlemen, 
which squeeze out the maximum possible surplus out 
of the farmer’s hands, leaving farm income excessively 
low. When farmers do get some respite due to random 
spike in the price of their crops, the government responds 
by restricting exports so as to satisfy voter interests by 
keeping domestic prices in check. The terms of trade have 
constantly been falling in the last few years, which directly 
translates into lower earning opportunities for farmers. 

 

Terms of trade of agriculture (Rajan, R, 2019)

But that is not where the problems end. The Indian 
agricultural space suffers from an acute shortage of 
technological investments, essential to boost crop yields. 
Stubble, a byproduct of rice crops, is burned annually, 
causing a spike in pollution in New Delhi, when a bit of 
investment can see it get sold as goat fodder ( Aiyar, S,A 
2016).

The greatest hurdle to investment is land fragmentation. 
If the government eases leasing, then farmers can have 
more land to farm on, increasing their incentive to invest 
as a larger land area will allow farmers to increase produce 
and thus lower the per unit cost of the technology.

Another structural problem lies in the Indian banking 
space. Credit growth is back to the 1990s level of 4%-5%, 
down from the high of 10% recorded between 2003-08, 
as banks reel with the twin balance sheet problem (when 
banks have to deal with NPAs on one hand and highly 
indebted corporations on the other). Non-Performing 
Assets have constantly increased in the last few years, 
almost quadrupling to $129 billion. 

NPA level in economy (Paul,A, 2018)

This gives an insight into a more deep rooted, structural 
problem in the Indian banking sector. Though the private 
banking sector too has its own huge share of NPAs, it’s the 
public sector units that steal the show with the elephant’s 
share. The graph below will put things into perspective.

Comparison of NPAs in public & Private banks (Rajan, R, 2019)

“ The CEO of biscuits 
manufacturer, Britania, said 

that consumers are thinking 
twice before buying an 

INR 5 biscuit(equivalent to 
0.0548GBP). “
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      This problem is more to do with the governance 
structure of a public sector bank. The chairperson of a 
public sector bank just has a 4 year term, after which he/
she has to compulsorily vacate their post. This incentivizes 
them to hide NPAs and pass it on to the next chairperson. 
With regulatory authorities tightening their noose around 
any chairperson who reports high NPAs, this is the most 
prudent thing for them to do. What this essentially does 
is that it lets bad assets linger on in the balance sheet, 
until that point when the damage is too big to hide. Early 
identification can better help in recovery.

The second problem lies with the loan settlement 
proceedings. The special courts assigned under The 
Insolvency and Bankruptcy Code of India, and its former 
cousins, the Debt Tribunals, are all notorious for keeping 
the case lingering for ages. Such delays in proceedings, 
leads to higher value erosion of the assets of the troubled 
firms, leaving banks with an ever larger haircut on their 
loans. This then reduces the quality of their balance sheet, 
making it difficult for them to advance loans.

This was further exacerbated by the twin shocks of 
demonetization and GST. In 2016, the government 
demonetized 84% of India’s currency in circulation, in a 
bid to curb black money. While that failed to transpire, the 
Indian economy did slow down by 3 and 2.3 percentage 
points in the subsequent two quarters ( Chidambaram, P. 
2018).

Harrowed by the experience of standing in unending 
queues to be denied accessing their own money at the 
end of it, the public lost confidence in the banking system. 
Thus the money held as cash by the public rose to an all-
time high of 2.8% ( Jain, S 2017), reducing deposits in the 
banks and further stymieing lending and investments.

India needed one unified indirect tax to ease trade 
inside the country. While GST( Goods & Services Tax) was 
supposed to do just that, the actual product ended up 
bringing 8 different tax slabs ranging from as low as 0% 
to as high as 28%. Compliance costs for businesses rose 
sharply in the aftermath of this move. A new input tax 
credit severely strained the working capital of businesses, 
causing many to shut down, or work at significantly lower 
capacity. Indian exporters were particularly hit by this 
crunch, resulting in a fall in Indian exports and a worsening 
of its current account deficit to 1.9%. The growth in exports 
came at a negative 4.7% between 2014-17, as opposed to 
growth of 19% and 24.4% between 2009-14 and 2004-09 
respectively[11].

The resulting closure of thousands of MSMEs( Micro Small 
& Medium Enterprises) and other businesses rendered 
many unemployed and penniless. Some of these were 
migrant labourers coming to the cities from the villages. 

AMAZING FACT:

They got permanently displaced and was a severe blow to 
India’s labour force participation rate.

The only way out for India is a renewed focus on reforms. 
Its reliance on short term fixes could only bring it this far. 
The growing hostility towards China in the post-corona 
consensus has brought the spotlight back on India. This 
was driven home by the record $28 billion dollar raised by 
Reliance Industries in the last two months. As the world 
looks to pivot its supply chains away from China, India 
has a rare moment under the sun, where it can leverage 
its young demography and experience in IT to attract 
investments inwards. The government must step up to 
ensure that India actually walks the talk on ease of doing 
business, and that its flagship scheme, ‘Atmanirbhar 
Bharat’, translates into definitive policy. 

 In 1991, India’s foreign exchange reserves 
could barely finance 3 weeks of imports, prompting 

the government to pledge its gold reserves. 
India today has the fifth largest foreign exchange reserve in the world.  



Dear Sir,
 
It is an interesting time to be writing to you – a time when some of your 
theories are more relevant than ever before. I hope this letter finds you well 
in Cambridge, and that you have enjoyed spending the quarantine period 
submerged in books, as I expect. Whilst browsing the aisles of grocery 
stores at the height of the pandemic, I could not help but cast my mind 
back to some of your works. Although currently on a much smaller scale, 
it was with a heavy heart that I recalled your views about food shortages 
not always causing famines – but often the population’s inability to afford 
the food that is available. It is difficult to fathom the hardship India faced 
following the tragic deaths of 3 million citizens in 1943 in Bengal, but it 
is remarkable to think that your interest in Economics was born as a child 
through witnessing such devastation. As I bagged up my 3 cans of tuna 
at Waitrose, costing £6.50, I grew to realise that the speculative hoarding 
caused by lockdown fears was what was rocketing prices – which in turn 
was leading to headlines such as ‘Millions of British people are facing 
hunger’. 
 
On a different note, I must also mention that your insistence on the lack of 
good schools in India being at the heart of the country’s downfall is eye-
opening. Throughout my childhood, I visited both India and my motherland 
Sri Lanka multiple times – and did notice tragic similarities with some of 
their deep-rooted issues, such as corruption. Having understood, through 
the experiences of family members, that getting into university in Sri Lanka 
is near impossible, I often envision how the country could improve if more 
applicants than the 0.105% who currently gain entry are accepted.
 
However, with all due respect, I must also confess some of my doubts 
with regard to your work on capital-intensive strategies of growth. In 
your research on the choice of techniques, you state that originally fewer 
jobs would be generated with a high capital-to-labour ratio investment 
in a country like India. But over time, this would lead to its prosperity as 
large surpluses could be injected back into the country for a higher rate 
of employment growth – more so than that which was enjoyed using a 
labour-intensive strategy. Although this sounds idealistic, using Sri Lanka 
as a case study paints a different picture. In its attempts to become more 
capital intensive, the government had no choice but to acquire loans. 
Based on the past, this led to there being little change in the situation of the 
country’s inhabitants, as China for example has sent over its own workers to 
benefit from the new jobs around the port. This occurred as a consequence 
of Sri Lanka falling into a ‘debt trap’, which prompted China’s acquisition 
of the entire southern harbour – allowing them to set their own terms for 
who benefits from the employment which was created. It also becomes 
clear that negotiations for such loans may not be in the best interests of the 
country due to corruption, with bribery at its very core.  
 
I shall bring this letter to a close by thanking you sincerely for all your 
contributions to Economics, and your graciousness in working on creating 
ideologies to help the poorest in our society. The Nobel Prize in Economics 
Sciences from 1998 which you were awarded is as deserved today as it was 
over two decades ago.
 
Respectfully,
Vaishnavi Manivannan

Letter to an 
Economist

Vaishnavi Manivannan writes to Amartya Sen

AMAZING FACT:
Amartya Sen developed oral cancer as an 
undergraduate student and was 

given a 15% chance of living for 5 years. 
He was treated and is now 86!
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1. Neuralink 

Founded by Silicon Valley legend Elon Musk, Neuralink develops brain-machine 

interfaces that connect humans to computers like never before! Though still in its 

infancy, the company strives to make devices that treat serious brain conditions 

in the short-term and hopes to design implants to help achieve “symbiosis” with 

artificial intelligence in the long-term [1]. 

2. Augmented Reality: HoloLens 2 

Microsoft’s newest innovation allows businesses to 

take advantage of augmented reality to transition 

away from 2D screens to an immersive, hands-free 

future. The HoloLens 2 headset allows users to scroll 

through data with eye movements and collaborate 

with people in virtual work spaces [2].

4. Low-cost ventilator

A team of inspiring young girls from Afghanistan have 

used lockdown more productively than most - creating 

a ventilator which costs approximately 3.5% of the 

traditional machine. It is yet to undergo its final health 

tests, but has been praised for its potential to treat the 

ever growing number of cases in the country. It also 

allows Afghanistan to look towards the possibility of 

exporting it, following the formation of contracts with 

global companies. This will bring in much needed 

revenue to a nation scarred by both the virus and war [5].

6. GoPro for Beetles

A tiny, wireless, steerable camera which requires low 

power has been developed, highlighting the future for 

lightweight and more energy-efficient mobile cameras. 

Weighing approximately 250 milligrams, the invention 

opens up the possibility for the creation of tiny robots 

[8]. The cameras were placed as backpacks on beetles 

with the arm of each system moving as the team sent 

increased levels of voltage to the devices, curving the 

material accordingly to shift views - allowing the capture 

of a panoramic shot [9]. N.B. No beetles were harmed in 

the making of this product. 



5. Ballie

Has quarantine left all you singletons yearning for 

companionship? Fear not, as Samsung has introduced 

a small ball-shaped robot which follows you around the 

house using its built-in camera. It can aid with household 

chores by detecting whether cleaning is required and 

proceeding to activate devices such as hoovers [6]. 

Although it is not available to buy yet, a video released 

by the firm showed its abilities as a fitness assistant and 

camera, paving the way for it to be both a profitable 

innovation as well as a cute addition to your home [7]. 

7. Virtual visor

Bosch’s virtual visor aims to improve the current 

safety issues faced by drivers in bright sunlight - a 

problem acknowledged by our very own Prince 

Philip in 2019 - by using a clear LCD panel with 

a driver-facing camera. Using AI, a dark shaded 

section is projected onto the driver’s eyes after their 

eyeline is determined by the technology, whilst the 

rest of the visor is transparent. This prevents the 

driver’s abilities being hindered by the sun or the 

physical sun visor itself [11]. 

3. Instant drinks chiller

The startup company Matrix Industries has released a 

device which can cool drink bottles to around freezing 

in under 2 minutes. The product, named Juno, allows 

the consumer to programme the target temperature 

for their drink and in a reverse microwave fashion, 

a chilled drink is pulled out of it moments later. The 

retail price is planned at $299 - a fact which frankly 

encourages me to enjoy the wait for my Vodka to chill in 

the freezer - for its release in the third quarter of 2020. 

The firm is even preparing for vending machines and 

trucks to replace their expensive refrigeration units for 

a Juno machine [12]. 

8. Strivr’s VR Employee Training 

In the future, all your situational-based judgement tests for job interviews might be 

completed using VR! Strivr uses their headsets to give employers a way to put their 

employees to the test by creating immersive simulations like dealing with conflict 

in the workplace or managing workplace hazards [3]. So far Strivr has worked most 

closely with Walmart, distributing over 17,000 VR 

headsets to around 1 million employees; this number is 

slated to significantly increase in the years to come. 

2020’s
Top

Inno-
vations
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Economics has always been the study of scarcity and 
every generation has had to contend with scarcity of a 
different kind. First it was a shortage of food and enough 
fertile land to feed the growing world population. With 
the advent of the Industrial Revolution, we faced a lack of 
labor-intensive jobs and a widening divide between the 
rich/poor. As the technologies of the Industrial Revolution 
drastically improved quality of life, the middle-class 
formed and people looked for ways to spend their new-
found wealth. The fields of advertising and marketing were 
born with firms trying to sell lifestyles that would lead to 
happiness (watching a few minutes of Mad Men will be 
enough to show you how artfully this was done). And this 
was when the first seeds of the attention economy were 
sown into society. 

Coined by economist and Nobel Laureate Herbert A. 
Simon, the Attention Economy describes how the scarcest 
resource of our time is focus and attention (Simon, 1992). 
Driven by technology, humanity’s previous struggles are 
being met with relative ease. We now live in a world where 
our attention has become the indirect path to lucrative 
returns for businesses (Forstmann, 2019). A simple glance 
into YouTube, the biggest online video sharing platform, 
and how they make money is enough to confirm this. 
Though completely free for all users, YouTubers get 
paid an average of $9.90 per 1000 views with the most 
successful creators on the platform earning in excess of 
$20 million a year (Hunt, 2019). All thanks to ad revenue, 
viewers don’t pay a cent for the content on the platform. 
Instead, they pay with their attention. 

As Simon rightfully said, “a wealth of information creates a 
poverty of attention.” Whether it is researching a topic for a 
paper or attempting to find a worthwhile use of a Sunday 
afternoon, our life has become a series of decisions for 
which there are too many choices. Back when our parents 
were young, people would be content spending their 
time watching whatever show was programmed into 
their television sets. Today, people spend close to half 
an hour just figuring out which Netflix film best fits their 
mood. The abundance of options in our world confuses, 
overwhelms and frustrates us everyday.  

However, like all resources, our attention is finite (Mintzer, 
2020). With the rise of the digital age, everything we could 
possibly want to know—and quite a bit more—is at our 
fingertips. Unfortunately, this overload of information 
cannot change the nature of our attention or the way it’s 
distributed. Despite this, our brains try to absorb as much 
information as possible and, as a result, are becoming 
increasingly wired for speed instead of comprehension. 

One way I know this is true? We no longer read, we 
skim. Skimming has become second-nature to us all 
because there’s this constant fear that we’re wasting too 
much time reading an article or essay. We think that the 
faster we read, the more efficiently we’re using our time 
because there are a 100 other tasks that need to get done 
afterward. As cited in linguist Naomi S. Baron’s journal 
about the impacts of digital communication media, 
90% of participants she interviewed stated that they 
multitasked when reading material from an online source, 

Big Tech & The Attention Economy: 
The Most Valuable Commodity of Our 
Generation is Attention

Niharika Singh
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falling prey to “easily accessible online temptation.” 51% 
of those participants also reported having better memory 
and understanding of works in hard-copy. 

Alas, our concerns do not just lie in learning to focus 
our attention better, they also lie in fighting against 
technology that is designed to distract. Big Tech is well 
aware of how valuable attention can be for them and 
they aren’t afraid to exploit it. The maximization of ad 
revenue is one of the main ways social media companies 
generate profits, making their addictive nature a necessity 
to remain in business (Mintzer, 2020). A consequence of 
social media addiction? Our analysis of the opportunities 
before us has become greatly flawed. Gone are the times 
when the most logical choice was one with the least 
opportunity cost; instead, we end up choosing the option 
which best captures and preserves our attention. TikTok 
or getting a few extra hours of sleep? Most people (myself 
included) choose the former. 

It’s hard to know what such technological manipulation 
will mean for society in the long-run, but the current 
negatives are clear: the distractions we face everyday 
limit us from focusing on the more meaningful things 
in life. Those things can be relationships, the acquisition 
of knowledge through deep reading or even general 
productivity (Forstmann, 2019). As research has shown, 
the more time we devote to addictive applications like 
Facebook or Twitter, the shorter our attention spans 
become. The attention span of the average human has 
gone from 12 seconds to 8 in the last decade alone, and is 
no doubt poised to fall even more in the years to come. To 
put this number in perspective, this is shorter than that of 
a goldfish. Even trends rise and fall much faster than they 
did just a few years ago. In 2013, a topic would last close 
to 17.5 hours on Twitter’s trending page and this number 
fell to 11.9 hours just three years later in 2016 (McClinton, 
2019).        

But, I’m not here to write an article pointing out the 
dangers of your smartphone addiction, there are enough 
warnings to go around about that. I’m here to tell you 
that the government can’t step in to regulate the time 
we spend on social media in the same way they do for 
addictive drugs or alcohol. It is our responsibility to ensure 
we use the currency of our attention more wisely and 
devote it to the things that have long-term benefits for us. 
This isn’t just concerning the recent emergence of social 
media applications, but any technology poised to become 
ingrained in society at any point in the future. If we build 
our mindsets to ensure that technology complements our 
goals instead of defines them, we can take control of the 
path forward. 

How can we do that? Stick to the core economic principles 

that have shaped the world for centuries. Namely, scarcity 
and opportunity cost.

The Path Forward
We now stand on the verge of a world where artificial 
intelligence can definitively alter the human condition. The 
potential of this technology is limitless and consequently, 
unpredictable. On the back of developments in the field 
of data science, in a few decades, we may have access to 
algorithms that know us better than we know ourselves. 
The beginnings of this can be seen in applications like 
Spotify, which curates playlists for us according to the 
data they have about music we’ve listened to in the past. 

In the face of these developments, we must remember 
how scarce our time and attention really is. There’s no 
harm depending on technology to help us use our time 
efficiently, but some things were never meant to be 
efficiently done! The art of deep reading, for example, 
simply can’t be replicated in a shortened time span 
unless you change the make-up of your brain to process 
information more quickly. Humans may evolve to do so, 
but we certainly cannot evolve in the span of 29 years 
(the time since the Internet became publicly available). 
As quoted by New York Times journalist and Pulitzer Prize 
winner Matt Richtel, “the pace of innovation is practically 
light speed and the pace of evolution is snail speed (Beilis, 
2014).” Therefore, we must instead learn how to adapt to 
the challenges technology throws at us. 

Throughout the fourth, fifth, and perhaps sixth 
technological revolutions, we must remember the 
economic scarcity we face and make the effort to choose 
the option with the least opportunity cost. The basic 
economic principles we know of are what will help us 
navigate the increasingly unpredictable technological 
landscape of the world. These concepts aren’t meant 
to stay in the confines of your high school Economics 
textbook, they’re meant to be applied to the world around 
you and help you live the best life you possibly can with 
the resources at your disposal. 

In the end, you have to perceive your attention as a 
resource to understand how companies are exploiting it. 
Bringing this change to your thinking is what may help 
you navigate the path forward. I hope the next time you 
have to make a choice between a few extra minutes on 
TikTok or sleep, you use a little more of your willpower to 
make the choice with the most benefit to you.

“A wealth of information 
creates a poverty of attention.” 

Amazing Fact
The human attention span 

fell from 12 seconds at the 
beginning of 2000 to only 8 
seconds in 2018. 
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I would rather be violated like Lecturecast in our 9am 
lectures than be caught outside in Crocs and socks. 
However, resorting to fast fashion in order to keep up 
with the latest trends not only poses an ethical question, 
but also an economic one. In order to remain competitive 
by cutting costs and increasing production speed, the 
fashion industry is notorious for cutting environmental 
corners. Unsurprisingly, this has earned the industry its 
thorn crown of the largest source of pollution of water 
after agriculture (Nabeerasool). Fast fashion devours vast 
volumes of non-renewable resources to produce fluffy 
bucket hats and high-rise jeans that are only worn a 
short period of time before joining the 92 million tonnes 
of textile waste thrown away each year (Eder-Hansen, 
Chalmer and Tärenberg 10). Now, instead of preaching for 
conscious consumption by slandering your core values, 
we will, perhaps more painfully, embark on a journey of 
economic analysis.

The foundations of the fast fashion business model are 
built upon speed. Retailers rapidly switch out their stock 
of trendier items in response to frequently changing 
consumer taste. This high price elasticity of supply is 
achieved by keeping the manufacturing base close to 
home, minimizing the time needed between Los Angeles’ 
sweatshops and their closest Forever 21. This would 
potentially be a very compelling argument for all those 
in favour of fast fashion, considering this minimizes 
transportation, thus reducing carbon emissions. Except 
that it doesn’t. Any carbon emissions prevented from 

onshore manufacturing is easily offset by the production 
of wardrobe essentials abroad. The constantly stocked 
essentials do not need to fear the frequent changes in 
taste, allowing companies to offshore production to 
developing economies where they can capitalize on low-
paid workers and dangerous working conditions. Not 
only does this put air miles on the constantly stocked 
essentials, but it also highlights how the 1134 workers 
killed in the collapse of Bangladesh’s Rana Plaza were only 
being paid less than $50 a month (Jacoby). 

As any high-school economist would, I call upon demand 
and supply like a Chinese takeout on hot dial. The 
excessive supply of clothing, as demonstrated by the 
13 million tonnes a year currently burning in the United 
States, stems from excessive demand (United States 

The Devil Wears Zara

Daniel Chen

“Initially releasing 7000 pairs 
of sneakers, each of which 

were produced using around 
11 plastic bottles worth of 

waste, consumers managed 
to buy out the entire stock 

immediately.”
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Environmental Protection Agency). Whilst we cannot 
fix the damage dealt already, we can grab fast fashion 
by its proverbial lifeline by being more conscious of our 
unwanted clothing.

One way we can do this is by recycling. The City University 
of Hong Kong has developed a method of recycling cotton 
and polyester blends through fungal decomposition 
(Gibb). I say this with an impressive one term of A-Level 
chemistry under my belt - the Aspergillus niger fungus, 
which typically grows as mould on grapes, produces 
enzymes that breaks cotton down into glucose, leaving 
behind pure polyester fibres that can be reused in the 
manufacturing of new clothing. Whilst recycling clothing 
has existed for many years, previous technologies have 
failed to upscale to an industrial level due to their complex 
multistage processes which lead to high costs. This is even 
better considering most cheap clothing we see nowadays 
rock the words ‘poly-cotton’ on their labels. However, if we 
truly want to make our wardrobes sustainable, we need to 
call for a change in the fundamental production processes 
of the fashion industry.

Unsurprisingly, this needs a lot of research and 
development, a cost that companies won’t be too pleased 
to pay, especially on clothing that is more expensive to 
produce and thus less profitable to supply. By looking 
into the development of sustainable alternatives to our 
current textiles, companies may be able to facilitate 
recycling or even mitigate its environmental impact in 
general. Companies such as QMilk, who have developed 
innovative biodegradable fibres from spinning glorified 
cottage cheese (QMilk), inspire the use of otherwise useless 
resources to tackle textile waste. Not only this, higher 
price tags often associated with sustainable products may 
also yield a blessing in disguise. Clothing only accounts 
for around 3% of an American consumer’s expenditure, 
yet somehow, this still nets them an excessively large 
wardrobe. This boils down to price elasticity of demand. 
With fast fashion churning out clothes cheaper than 
student night tequila shots, it isn’t surprising that landfills 
are overflowing with apparel that cost a negligible 
percentage of consumer incomes. Perhaps a greater dent 
in our wallets may be the incentive we need to think twice 
about tossing them out of our wardrobes, or better yet, 
purchasing clothes in the first place.

Despite the jabs I have taken at fast fashion companies, I 
do respect their efforts thus far. With younger generations 
putting greater efforts into environmental activism, 
conscious consumption will continue to grow. With this 
in mind, we can suggest with confidence that the market 
for sustainable products exists and is undoubtedly strong. 
Companies have recognized this and are beginning to 
take a step in the right direction. For example, H&M have 
been working with Carol Lin, the chemical engineer 
behind the aforementioned fungal decomposition of 
poly-cotton, in an attempt to explore the impact of such 
recycling processes on the textile waste. Meanwhile, Zara 
has also vowed to fully switch to sustainable materials 
by 2025, perhaps to finally make up for the birth of the 
infamous ‘Zara Method’ we see replicated by so many fast 
fashion companies today.

More interestingly, Adidas partnered with the non-profit 
organization ‘Parley for the Oceans’ which captures plastic 
that would have otherwise ended up in oceans to use to 
manufacture high-performance sportswear using their 
newly developed material - ‘Primeblue’. Initially releasing 
7000 pairs of sneakers, each of which were produced 
using around 11 plastic bottles worth of waste, consumers 
managed to buy out the entire stock immediately. By the 
end of 2020, Adidas aims to source 50% of the materials 
used from recycling, claiming to fully cut fresh polyester 
by 2024. With an expected revenue of over a billion 
dollars, Adidas’ partnership with Parley may be the kick for 
more firms to follow suit and enter the sustainable fashion 
industry (Aziz). As a startup cost for firms looking to break 
in, it is inevitable that we will see a surge in investment 
in research and development of newer alternatives to 
materials. This will further enable the application of such 
materials in other industries through long-term positive 
externalities in the form of technological spillover.

Knowing all of this, it seems reasonable to suggest that 
the fashion industry has been consistently raking in the 
crispy green dollar bills while being everything but ‘green’. 
We, as a generation, have recognized our responsibility in 
promoting conscious consumption, and have successfully 
communicated this to the large fashion corporations 
that would otherwise continue to exploit both human 
and natural resources. We have carved out a path to 
a more sustainable future, but it is imperative that we 
do not become complacent and continue to push for a 
fundamental change in the way clothing is produced. 
All things considered, next time you wear cheap apple 
bottom jeans or boots with the fur, the whole club will be 
looking at you, but not in the way you’d expect. After all, 
the Devil doesn’t wear Prada. It wears fast fashion.

Ethically produced goods often cost more. Should 
people with lower incomes be expected to avoid buying 
cheap clothes? Yes

No
8.6%

91.4%

(Number of people surveyed: 105)
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As the US tries to get a grip of the coronavirus pandemic, it also edges closer towards the presidential elections in 
November. Hoping to extend his tenure by four more years, Donald Trump has seldom failed to make the news, whether 
it be through his buzzing twitter activity or combative press conferences. Having undone many of President Obama’s 
policies during the first few months of his presidency, Donald Trump has implemented significant tax cuts and tougher 
immigration law during his tenure, and at one point oversaw the lowest levels of unemployment in the US since 1969 
(BBC News, 2019). However, he faces difficult competition from Democratic candidate Joe Biden, who is not afraid 
to pull punches at his opponent. Biden recently claimed President Trump to be the “first racist President” (Itkowitz & 
Wagner, 2020), while the President himself accused Joe Biden of “plagiarising” his own economic plan and criticised 
his intention to introduce further business and climate regulation (Hansen, 2020). With some polls showing Trump’s 
approval rate to be as low as 39% (Solender, 2020), Joe Biden holds leads in key states such as Florida, Michigan and 
Pennsylvania (Lardieri, 2020). Given that Hilary Clinton held similar leads around the same time four years ago, however, 
the Democratic Party must remain wary of any late surge as they seek to reset American political discourse.

Lebanon’s government has resigned as the country recovers from the explosion in Beirut that killed 220 and wounded 
6,000 (BBC News, 2020). The explosion was caused by the detonation of 2,750 tonnes of ammonium nitrate stored 
unsafely in the Port of Beirut. Facing its worst political crisis since the Civil War of 1975-1990, Lebanon’s current period 
of instability began in the summer of 2019 when the central bank began restricting incoming foreign currency, leading 
to the existence of a black market for the exchange of foreign currencies. The government attempted to maintain the 
exchange rate by running down their own foreign reserves, increasing taxes and implementing new ones such as a 
WhatsApp call tax, and a host of other austerity measures. This soon led to protests in October 2019 calling for a new 
regime bringing better public services to a country missing safe drinking tap water and 24-hour electricity grids. The 
Lira has since fallen by 85% against the US Dollar (Koffman, 2020), and recent talks with the IMF have stalled as Lebanon 
seeks $11bn in aid following its sovereign debt default in March 2020, though France’s Foreign Minister believes there to 
be “no alternative” to a bailout (Rose, 2020). Hassan Diab, the former Prime Minister, will continue to lead in a caretaker 
capacity until a new government is formed, though it remains to be seen how the country will overcome corruption that 
is supposedly “deeply-rooted in all the functions of the state” (Diab, 2020). 

Hong Kong has announced that it is delaying its September elections, earning condemnation from the US. It has faced 
strong criticism recently from the Western world due to the controversial new security laws introduced at the end of 
June, punishing acts such as secession and subversion from the central government with life sentences (BBC News, 
2020). Carrie Lam, HK’s Chief Executive, has blamed the coronavirus crisis for the delay (BBC News, 2020), though many 
believe there are ulterior motives at play – namely to firmly establish Chinese rule without risk of losing control. That 
12 pro-democracy candidates were disqualified from the elections, for “not upholding the Basic Law” (Reuters, 2020), 
only serves to further support the suspicion that opposition to China interference in Hong Kong’s political discourse 
will not be tolerated. While Hong Kong officials accused these candidates of trying to “paralyse the government and 
subvert state power” (Reuters, 2020), Legislative Councillor Tanya Chan believes that ruling officials are more worried 
about “their own election prospects” (BBC News, 2020), with disqualified candidate and political activist Joshua Wong 
believing it to be “the largest election fraud in HK history” (Wong, 2020).

July 2020 saw a significant increase in violence within the Darfur region of Sudan, as local residents and Arab militias 
clashed once again. The preceding summer of 2019 saw the fall of President Omar Al-Bashir after 30 years in power, who 
is now wanted by the International Criminal Court for alleged war crimes and genocide (BBC News, 2019). Disputes over 
agricultural land had led to armed rebels in the region violating a government-backed peace deal that was made just 
two months prior, with over 100 civilians being killed. According to the UN Office for the Coordination of Humanitarian 
Affairs, several villages have been burned down, as well as half of the local market (UN OCHR, 2020). Residents have 
called for the government to intervene, with Prime Minister Abdalla Hamdok promising to send more troops to address 
the uptick in violence (Al-Jazeera, 2020). The political system in Sudan is delicately poised, with the fall of the previous 
government leading to the opposition alliance, Forces for Freedom and Change, and the Transitional Military Council 
agreeing to share control of government until 2021, shortly before the country’s general election in 2022 (Atlantic 
Council, 2019).

Around the World in 800 Words Syed Samin Ahmed
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With the onset of the coronavirus pandemic, governments 
worldwide are pleading, ‘Be sure to wash your hands and 
all will be well’. But... would all really be ‘well’? One stark 
example of such government behavior would be singing 
‘Happy Birthday!’ while washing your hands as a response 
to the pandemic suggested by the UK government.      

As an undergraduate who just finished studying the 
‘Applied Economics’ module, I may ask if there is a 
possibility of an ‘Omitted Variable Bias’ in the hand wash 
equation here? What about other problems, like the big 
waves of climate change, water scarcity, and meeting the 
Sustainable Development Goals (SDGs), which may be 
coming at us after the pandemic?

These are just a few of the questions which governments 
face when dealing with the SDGs. The broader questions 
here are: what are the key tradeoffs between SDGs that 
we, as global citizens, should be aware of and what factors 
should be taken into consideration by the policymakers 
for the achievement of the established goals? 

Before we go further, let us get familiar with what the SDGs 
are. The UN Sustainable Development Goals are a set of 
17 global goals designed by the United Nations to be a 
‘blueprint to achieve a better and more sustainable future 
for all’. Ideally, they should be achieved by 2030 (United 

Nations, 2016). While there is a remarkable balance within 
the SDG framework through the Triple Bottom Line - 
which is an accounting framework consisting of social, 
environmental, and financial factors for policymaking 
as shown in Figure 2 - that balance is not necessarily 
reflected within every SDG because they have been 
designed as independent goals. This may lead to a risk of 
policy loopholes, whereby policymakers and practitioners 
continue to cherry-pick the elements of SDGs they want to 
implement, while others fall victim to political expediency 
(Development Progress, 2017). 

Figure 2: The Triple Bottom Line

Sustainable Development Goals: 
Uncovering the tradeoffs

Shivam Gujral

“Sustained population 
health requires the 

preservation of life-
supporting processes 
of the biosphere, even 

though our personal 
health may seem to 

relate mostly to prudent 
behavior, and health-

care access.”

Figure 1: The Upcoming Waves



ISSUE NO. 21 

41

With efficient governance, focus on one of the SDGs might 
have some co-benefits, where one goal helps addressing 
others at the same time. For example, addressing climate 
change would have similar co-benefits for energy security, 
oceans, and biodiversity. However, governments around 
the world would also face tradeoffs, which may involve 
winners and losers in the short term. 

Here, we speak about 2 such tradeoffs with their newly 
coined names: The multiples of 3 tradeoff; The ‘one’ 
behind 3 tradeoff

The Multiples of 3 tradeoff
3, 6, and 12, as everyone would agree are multiples of 3. 
But, let us take this one step further and structure them in 
terms of Sustainable Development. 

Figure 3: The Multiples of the 3 tradoffs

Doing that, we get 3 of the 17 SDGs: good health and 
wellbeing, clean water and sanitation, and responsible 
consumption and production. Amidst the ongoing 
pandemic, governments urge their citizens to wash 
hands throughout the day for a ‘minimum of 20 seconds’ 
which would imply focusing on SDG 3. But, what about 
the other 2 aforementioned goals? 40% of the global 
population does not have access to the basic hand-
washing facility in their homes (World Resources Institute, 
2020). Lack of clean water for drinking and proper 
hygiene practices has become a major concern for cities 
in the slum areas and peri-urban areas of the developing 
world. Countries in Africa and South Asia are particularly 
facing such challenges in accessing clean and drinkable 
water (Tortajada et al, 2020). In many of these countries, 
infrastructure is nowhere to be found because of lack 
of funding for creation and upkeep. A study conducted 
in Mongolia shows that only 44.6% of its population has 
reliable and immediate access to treated and sanitary 
water resources, with the remaining population forced 
to rely on polluted water resources (Dore et al, 2006). 
Clearly, their problems are compounded by the COVID-19 
pandemic!

Furthermore, with just under half of the world’s population 
lacking this resource, are governments also turning a 
blind eye towards the aspect of responsible consumption 
and production? 

Figure 4: Rising trend for freshwater demand

Looking at this chart above, we can clearly see a rising 
trend in humanity’s thirst for freshwater. Over the last 60 
years, there has been a 600% increase in domestic water 
withdrawal and one-quarter of the world now faces an 
extremely high level of water stress. The opportunity cost 
of not focusing on the other 2 goals seems to be extremely 
high. When we consider these figures and the ‘upcoming 
waves’ in Figure 1, it seems hard to justify the idea that ‘all 
will be well’.

The ‘one’ behind 3 tradeoff

Figure 5: The ‘One’ behind 3 tradeoff

Our increasing understanding of climate change 
is transforming how we view the boundaries and 
determinants of human health (WHO, 2018). Sustained 
population health requires the preservation of life-
supporting processes of the biosphere, even though our 
personal health may seem to relate mostly to prudent 
behavior, local environmental exposures, and health-
care access. Further, populations of all animal species 
depend on food and water supplies, freedom from excess 
infectious disease, and the physical safety and comfort 
conferred by climatic stability. Thus, one could say global 
climate change is a significant addition to the spectrum 
of environmental health hazards faced by the humankind 
(WHO, 2003). 
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Source: World Health Organization, 2003

Given the broad range of health effects here, a fact 
could be established that the world’s climate system is 
fundamental to this life support and this is the reason why 
‘one’ behind the 3 (which makes it 13) is important.

The IPCC findings that claimed that ‘warming of the 
climate system is unequivocal’ and ‘the global average 
net effect of human activities since 1750 has been one 
of warming contributors’ were not the only factors that 
accelerated the political recognition of climate change as 
an urgent problem (IPCC, 2007b). The increasing amount 
of impacts on physical and biological systems was also 
an addition to the reasoning (IPCC, 2007c). Due to the 
warming caused by past, present and unavoidable future 
human activities, climate activists claim that further 
climate changes are inevitable. The poor, particularly 
in the developing regions, are most vulnerable to 
the climate change effects. Regions with the smallest 
greenhouse gas emissions will be the hardest hit by the 
effects of climate change and therefore, action to limit the 
risks is imperative. Combining this information along with 
the ‘upcoming waves’ in Figure 1, do you think the wave 
of climate change arising is much larger than the current 
problems we are facing?

Concluding Remarks
Revisiting all the arguments, we understand that 
governments and international organizations have 
seen many challenges given the dynamic sustainable 
development situation. What could be some of the 
key factors to consider in order to avoid such tradeoffs 
between SDGs? Firstly, long term investment in water 
management could improve public health. This could 
involve boosting the investment in natural ecosystems 
such as wetlands and floodplains as they would be the 
‘literal wellspring of abundant clean water supplies.’ 
Further funding for water and sanitation would not 
only build more resilience but could also bolster local 
economies. A study from Madagascar showed substantial 
job creation and increased wages from investments in 
water access, sanitation, and hygiene (WASH funder, n.d). 

With regards to responsible consumption, focus on 
innovation in time saving products, regulation as per 
usage, and educating the consumers about responsible 
consumption would be the basis of eradicating tradeoffs 
and focusing on the broader picture. 

Before you turn on to the next page, have a look at what 
students at UCL think about sustainability in question!

Do you think that government policies globally are in 
place to fight the wave of Climate Change arising?

Yes

No
10.5 %

89.5%

(Number of people surveyed: 48)
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Social media influencers, flowing blonde hair and the 
Saudi desert. A bizarre combination, that effectively 
summarises the latest marketing campaign for Saudi 
tourism, as conceived by Crown Prince Mohammed bin 
Salman (“MbS”) (4). This marketing campaign stands 
in stark contrast to Saudi Arabia’s international image, 
produced by developments such as the Jamal Khashoggi 
assassination or the Yemeni Civil War.

Still, many have sympathised with MbS. Thomas L. 
Friedman of The New York Times described his 2017 
corruption crackdown as “Saudi Arabia’s Arab Spring” 
(3). It is of course easy to regard this interpretation with 
cynicism – as another New York Times journalist put it, it is 
substantially more likely that this “corruption crackdown” 
was merely a consolidation of power, with the added 
benefit of raising a few extra dimes (approximately $100 
billion) for the Saudi Government (2). Pre-bin Salman, 
the system of rule was based on the consensus-building 
between different royal factions – a system unfit for 
reform. MbS broke this status-quo by imprisoning several 
members of the royal family for corruption, a prerequisite 
for the level of control and power he now possesses. (5)

But even if we accept that his ultimate goal is the 
consolidation of power, that doesn’t necessarily 
undermine the prospect of a reformed Saudi Arabia. 

The Crown Prince summarises his reformist ambitions in 
“Vision 2030”. Its three pillars – a vibrant society, a thriving 
economy and an ambitious nation – have set out to 
open Saudi Arabia up to the world, diversify its economy, 
increase living standards and make Saudi government 
more transparent and effective. (7)

Regardless the question remains, can these goals be 
taken at face value? Similar to his corruption crackdown, 
there might be a dichotomy between projected and real 
goals. Examples often used in support of the Crown Prince 
are the internal social reforms he has implemented and 
those still in the pipeline. These include the progress 
regarding women’s rights – the lift of the driving ban 
and most recently, changes to the guardianship system, 
which restricts the individual freedoms and rights that 
Saudi women possess. Further, after 30 years the ban on 
cinemas has been lifted and the first large scale concerts 
were held. (5)

These reforms can be attributed to what, in conversation 
with Friedman, the Prince described as “restoring Islam 
to its origins”, he stated that “[the] biggest tools (in this 
process) are the Prophet’s practices and Saudi Arabia 
before 1979.” Saudi Arabia before 1979 (3) – before the 
royal house aligned itself with the ultra-conservative 
Wahhabi clerics and before the doctrine of the latter 

The Dichotomy of MbS

Johann Ohler 
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dominated social life. 

Even though the reforms themselves are a definitive step 
in the right direction, could they be considered a means 
to an end rather than an end in themselves? A means to 
reduce the grasp the Wahhabi clerics have on the public 
realm, reducing their power and in turn further increasing 
the power of the Prince.

Regardless of motivation, as the Saudi artist and activist 
Ms Saffaa puts it, “(even) when women become equal to 
men, Saudi Arabia is still going to remain an authoritarian 
dictatorship that violates countless human rights” (12). 
MbS may invite and pay Western influencers to share the 
beauty and culture of Saudi Arabia with the world. But, we 
ought to remember that meanwhile, the Saudi blogger 
Raif Badawi has spent the last 7 years of his life in prison 
and received 1000 lashes for fostering peaceful political 
discussion (13). This happened before MbS prime, fair 
enough, but he hasn’t exactly set a different example since 

such as contract law or intellectual property, these in 
no way replace a comprehensive legal structure. This is 
a massive disincentive to foreign investors. Intellectual 
property rights aren’t protected to modern standards. 
Sharia law prohibits speculation; hence, speculative 
contracts and the payments of interest are prohibited and 
claims for compensation after contract breach are close 
to impossible.

Furthermore, the uncodified nature of law makes court 
rulings impossible to predict, adding further volatility 
to the commercial realm in Saudi Arabia. Without 
comprehensive legal reform, it is hard to see how 
economic transition anywhere close to bin Salman’s vision 
can be realised. 

This legal reform is part of the Prince’s vision for Neom 
– “Davos in the desert” – an independent international 
regulatory area within Saudi Arabia. Neom is an excellent 
illustration of the lack of the transparency promised in 
“Vision 2030”. Indeed, not much can be found online 

”We ought to remember that 
meanwhile, the Saudi blogger Raif 
Badawi has spent the last 7 years 
of his life in prison and received 

1000 lashes for fostering peaceful 
political discussion. “

he has come to power. 
All one needs to point 
to is the Khashoggi 
assassination, a crime 
so audacious, Donald 
Trump described it as 
“the worst cover-up of 
all time” (1); or Saudi 
Arabia’s intervention in 
the Yemeni Civil War, a 
conflict dominated by 
famine, human right 
abuses and obscene 
civilian casualties (6).
Having discussed reform, primarily related to “a vibrant 
society”, “a thriving economy and an ambitious nation” 
remains untouched. As it is evident that Saudi Arabia’s 
current economic situation and structure is not sustainable 
in the long run I would attribute more candidness to 
the crown prince here. The country’s economy is almost 
entirely dependent on oil, with low employment in the 
private sector, unsustainable social spending, low foreign 
direct investment (FDI) inflows and few non-oil exports. 
A crash in oil prices could destroy the Saudi economy (9), 
and even a relatively modest fall can have momentous 
consequences. Regardless of the social landscape, 
economic reform is more than overdue. Bin Salman wants 
to grow and diversify the economy while increasing 
employment, attracting more international business into 
Saudi arabia (11).   

The biggest obstacle to bin Salman’s vision may be the 
judicial system. The Saudi legal system is based on Sharia 
law, which is uncodified and imposed at the discretion 
of judges who make decisions with a severe lack of 
precedent. Making Saudi less attractive for international 
businesses. Although by royal decree there are special 
committees tasked with elements of commercial law, 

regarding Neom with the 
exception of a swanky 
website and fact sheets 
with PR slogans (8).

The observable 
dichotomised make 
it difficult to gain a 
definitive  grasp on the 
prices position. Is he 
the reformer the Saudis 
need or a power-hungry 
royal, consolidating his 
authoritarian autocracy? 
Maybe he is both. Many of 

his reforms are reasonable and long overdue. If he follows 
this current path, life for many Saudis is likely to become 
better. Even more so if he succeeds at the massive task 
that is transforming and modernising the Saudi economy. 
But as stated by Ms Saffaa, regardless of reform, Saudi 
Arabia is still an authoritarian autocracy with a blatant 
disregard for human rights. This will not change any time 
soon. Neither the Anthony Joshua – Andy Ruiz fight or a 
five-minute Saudi Arabia montage posted on YouTube are 
any indication! 
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In July, the Court of Arbitration for Sport (CAS) struck 
down a ruling that previously banned English football 
club Manchester City from participating in the UEFA 
Champions League (BBC Sport, 2020). UEFA - the body 
that manages European football - had initially penalised 
the four-time Premier League winners from participating 
in its flagship club competition for two years after 
breaching Financial Fair Play (FFP) rules. But what will 
City’s successful appeal mean for European football, and 
does this signal the death knell for one of UEFA’s most 
well-known yet controversial policies?

There are different versions of Financial Fair Play, 
depending on the competitions a football club participates 
in. For example, there are different FFP regulations for 
teams that compete in the Premier League, versus those 
who participate in the English Football League (EFL - the 
three tiers immediately below the Premier League). This 
article will focus on perhaps the most notorious version: 
for those who have qualified to compete in UEFA club 
competitions (such as the Champions League or Europa 

Is Financial Fair Play good for 
European football?

Jordi Brown

Manchester City are right to have their Champions 
League ban revoked.

Agree

Disagree
65.6 %

League). FFP, as prescribed by UEFA, broadly dictates that 
European football clubs should not spend more than 
they earn. Its justification is twofold. Firstly, to stop clubs 
across the continent maintaining persistently high and 
unsustainable levels of debt (UEFA, 2019). Secondly, to 
ensure that, in the words of former UEFA president Michel 
Platini, “financial doping” in the form of rich owners 
injecting money into clubs at levels way above what they 
would otherwise be able to spend does not occur (Conn, 
2011).

It is this first aim that UEFA accused Manchester City 
of falling foul of. Owned by Emirati politician Sheikh 
Mansour, he and the club were alleged to have overstated 
the value of a sponsorship deal, thus making it appear that 
they had broken even on their finances. City successfully 
appealed on procedural grounds - much of the evidence 
used was obtained by leaked documents from German 
newspaper Der Spiegel. Although not fully cleared (City 
will still have to pay a fine in the region of €10m), their 
successful appeal leaves them eligible to compete in the 
Champions League, which is a large source of revenue for 
the club (BBC Sport, 2020).

FFP and the Status Quo
In the wake of City’s appeal, is Financial Fair Play here 
to stay? Perhaps the biggest criticism of FFP is that it 

(Number of people surveyed: 32)

34.4 %
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maintains the status quo – that is, “big” teams stay big and 
“small” teams stay small. For a big team, the provision of 
increased revenue from television rights and prize money 
from more prestigious competitions allows them to spend 
more, thus ensuring they remain big. For a small team, 
they are effectively stuck in a catch-22 – they can’t spend 
more than they earn, so they can’t earn more, so they can’t 
spend more. Admittedly, FFP does exclude things like 
youth development and infrastructure from break-even 
calculations (UEFA, 2012), thus allowing for some debt in 
the pursuit of growth. Ultimately however, a big club will 
always be able to poach a small club’s best players as they 
can offer much larger salaries.

Proponents of FFP would also offer the counter argument 
that it is better to stay small than to be declared bankrupt. 
In the early 2000s, teams such as Leeds United, Luton 
Town and Portsmouth almost fell out of existence because 
of financial mismanagement. In the case of Leeds, large 
loans were taken out to buy players in the expectation 
that they would finish high enough in the Premier League 
and reach the Champions League, where the additional 
revenue would be sufficient to finance this debt. They 
just missed out on Champions League qualification in 
the 2001-02 season, thus forcing them to sell their best 
players and ensuring their relegation the next season 
(and even to the third tier of English football at one stage). 
Leeds would not then re-enter the Premier League for 
more than 15 years until the 2020-21 season.

Football and the free market
Of course, there is a larger question here – to what extent 
should UEFA and other football governing authorities 
interfere with the free market?

Proponents of FFP will argue that what it does do is stop 
wealthy owners from artificially inflating the market. If an 
owner can come in and spend billions of pounds crafting 
the world’s best team from the profits of oil revenue or 
an IPO in an unrelated technology company, where does 
that leave other teams who are unable to generate capital 
in such a way? Wouldn’t this leave them left behind and 
unable to spend similar amounts of money and thus 
unable to replicate the successes of their rivals? On this 
matter, Michel Platini said that:

If you buy a house, you have a debt but that doesn’t mean 
someone is going to stop you from working. If you depend 
only on a rich benefactor however, then the financial 
model is too volatile (BBC Sport, 2009)

On the other hand, FFP has done nothing to fix the 
financial inequalities of the past. When we combine that 

with its preservation of the status quo, it just appears to 
be a manifestly unfair policy.

So what else could be done to ensure that clubs spend 
responsibly? One suggestion is a salary cap. Salary caps 
prohibit teams from spending more than a certain 
amount of players’ wages. This has been employed in 
some football leagues – notably, the MLS in the United 
States. Salary caps stop big teams from running rampant, 
and stop small teams spending unsustainable amounts 
of money in an attempt to catch them. However, a salary 
cap would have some problems in European football. For 
example, a salary cap imposed across European states – 
who all have different rates of income tax and different 
currencies – would be hard to maintain as inevitably 
players in one league would have a higher take-home pay 
compared to players in another league (Ward, 2008).

The Future of FFP
If UEFA’s regulations are not robust enough to successfully 
curtail Manchester City – the archetypical example of 
a club that FFP should be punishing - then who can 
they go after? Since FFP’s introduction in 2011, only a 
handful of teams have ever been successfully penalised. 
Punishments can vary, including fines, registering smaller 
squads for European competitions, and an outright ban 
on competing in Europe. However, recent punishments 
do not seem particularly strict enough to discourage 
breaching break-even rules. Wolves, a Premier League 
side, will only be able to register a squad of 23 players 
(down from 25) in the Champions League if they qualify 
for it and have been fined between €200,000 and €600,000 
after they broke spending rules (MacInnes, 2020). UEFA’s 
leniency does seem to suggest a softening of FFP.

One other thing to note is that FFP seeks to ensure that 
clubs do not make a loss due to financial mismanagement. 
What happens when your club makes a loss for other 
reasons? UEFA has already had to relax its rules on FFP 
for the next assessment period due to the coronavirus 
pandemic, stating that it needs to “aim at addressing the 
actual problem which is revenue shortfall due to COVID-19 
and not financial mismanagement” (AFP, 2020). But what 
happens if your country bans spectators from stadiums 
for six months, but a neighbouring state only bans them 
for six weeks? It’s unclear how forgiving UEFA will be on a 
case-by-case basis if the pandemic hits different European 
states in different ways. 

FFP has been around for a decade now. It has done some 
good – debt amongst European clubs is down quite 
significantly since its implementation (UEFA, 2019). But 
on a conceptual level, UEFA’s regulations seem to ensure 
the continued dominance of Europe’s giants. Whether 
it survives the embarrassment of Manchester City’s 
appeal and the continued financial strain posed by the 
coronavirus pandemic remains to be seen.

“To what extent should UEFA 
and other football governing 
authorities interfere with the 
free market?”
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On July 19th 1980, President Carter reignited Cold War 
tensions and sealed an end to a period of détente after 
officially boycotting the 1980 Moscow Summer Olympics. 
Forty years on, just how effective was that boycott, and do 
sporting boycotts ever produce meaningful results?

On December 25th 1979, the Soviets invaded Afghanistan 
to regain political control under the pretext of upholding 
the 1978 Soviet-Afghan friendship treaty, which pledges 
that both countries provide mutual economic and military 
aid. The Soviets were fearful of president Hafizullah Amin 
improving US-Afghan relations and becoming hostile 
towards the USSR (Baker, 2019). According to UK diplomat 
Rodric Braithwaite: 

“The Russians’ main concern was to ensure that a 
country on their vulnerable southern border, which 
they had cultivated for decades, didn’t become hostile”. 
(Braithwaite, 2019) 

During Operation Storm-333, Amin was assassinated and 
replaced with Babrak Karmal to prop up the communist 
state. Although the Soviets had done this previously in 
the Prague Spring and Hungarian Revolution, this was the 

first time they had invaded a country beyond the Eastern 
Bloc since the Second World War.

Seeing this invasion as a gross violation of human 
rights, the US enacted various foreign policy decisions 
to condemn Soviet aggression. These policies included 
suspending grain sales to the USSR, arming the 
mujahideen rebels (Afghan guerrilla fighters) against the 
Soviets, and most notably, the 1980 Olympic Boycott. The 
aim was to humiliate and damage the prestige of the USSR 
as they had sought to host an Olympiad for many years 
and had spent the majority of their construction budget 
on new sports facilities (“Olympic Boycott: ‘A Genuine 
Punishment’”, 1980). The USSR aimed to use the Olympics 
to fulfil their political agenda on the international stage 
and demonstrate the superiority of Russian economic 
and political ideologies compared to the West. A boycott 
would have damaged tourism, business, and viewership 
of the Olympics. 

The boycott succeeded in turning international attention 
towards the Soviet-Afghan War, with a total of 65 countries 
that ultimately chose not to attend. These countries 
included Japan, West Germany, China, the Philippines, 
Chile, Argentina and Canada. Many athletes that did 
attend refused to attend the opening ceremony. There 
were only 5000 athletes from 80 participating nations, 
the lowest levels since 1956 when two international 
crises (Hungarian Revolution and Suez Crisis) lowered 
participation rates. 

Do Sporting Boycotts Work? Looking 
Back at the 1980 Olympic Boycott 

Angus Conway

AMAZING FACT:
Osama Bin Laden fought with the US 
backed mujahideen against the 

Soviets in the Soviet-Afghan War.
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One significant disadvantage of the boycott was the 
political division it created (Lorge, 1980). Many key 
countries in the West competed in the Games, including 
the UK, France, Italy, and Sweden, with either a majority 
or significant minority of people in their respective 
populations voting against the boycott (Augustyn, 2020). 
Also, the US put pressure on their own Olympic Committee 
to boycott the games by threatening to re-examine their 
tax-exempt status (Lorge, 1980).

Another drawback from the boycott was that the 
corruption and lack of competition led to the domination 
of the Games by the Soviet Union and other Iron Curtain 
countries. Russian athlete Aleksandr Dityatin became the 
first athlete to win eight medals in one year, East German 
athlete Gerd Wessig became the first male high-jumper 
to break the world record at the Olympics, and Cuban 
boxer Teófilo Stevenson became the first boxer to win 
the Olympic gold medal three times. Over the course 
of the Games, there was reported rowdy behaviour 
from spectators, cheating from officials, and very high 
security (Augustyn, 2020). The USSR ultimately won 80 
gold medals out of 195 medals in total, the most skewed 
results since US Olympic dominance in 1904 (Highlights 
of the Games, 1980). 

A final consequence of the boycott is that it had virtually 
no impact on Soviet aggression against Afghanistan. 
The war lasted ten years and ended in 1989 after Mikhail 
Gorbachev decided to withdraw to preserve Soviet 
resources from a losing conflict. The USSR also boycotted 
the Los Angeles Summer Olympic Games in 1984 
following the US boycott. The main impact of the boycott 
was on stunting the careers of athletes who were unable 
to participate. For example, long-distance runner Craig 
Virgin recounts his experience: 

“For me, it was just sad, because running was booming, 
and if I could have brought home a medal that year I would 
have been on a par with the top professional athletes in 
the country at the time”. (Virgin, 1996) 

Marathon runner Anthony Sandoval also claims that 1980 
was his physical peak. By the 1984 Olympics, he was a 
resident in cardiology, as well as a husband and father. 
Jeff Blatnick, a wrestler, claims that even President Carter 
himself said that the 1980 boycotts were a mistake due 
to the negligible impact on Soviet aggression (Futterman, 
2020). 

The 1980 Olympic boycott is an example of how sporting 
boycotts cause political polarisation, create lopsided 

sporting results, and fail to impact international politics. 
Although the boycott ultimately failed in achieving 
its intended goals, it is crucial to note that we have the 
luxury of analysing historical events with the benefit 
of hindsight. President Carter saw the participation of 
the Olympic Games as toleration of the Soviet invasion 
of Afghanistan and needed to condemn their actions. 
Although his intentions were understandable, the 
boycott failed to disrupt the Soviet-Afghan war and only 
worsened US-Soviet relations. His attempt at preserving 
US national interests consequently impacted the careers 
and livelihoods of many athletes, who had spent years 
working towards representing their countries at one of 
the most prestigious sporting events in the world.

“President Carter saw the 
participation of the Olympic 
Games as toleration of the 
Soviet invasion of Afghanistan 
and needed to condemn their 
actions.”
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Sean Tiansui Tu

The author, a second-year undergraduate studying 
Economics, has rarely seen Economics textbooks or courses 
including quality as a variable in market models. However, 
the quality of products arguably affects consumers’ utility, 
suppliers’ profits, and are closely related to our standard of 
living. Thus, the author would like to explore those issues 
by conducting research on how shocks affect the quality 
of products. 

First, some definitions and clarifications are necessary. 
“Shocks” here refers to demand and supply shocks. 
“Quality” is classified into two ways: Quality in horizontal 
differentiation and that in vertical differentiation. In the 
former, consumers “agree over the most preferred mix of 
characteristics and, more generally, over the preference 
ordering” (Tirole, 2015) . For instance, a powerful laptop 
is valued more than a less powerful one by all consumers. 
In the latter, this agreement is violated. For instance, 
some prefer a white laptop and some prefer a black one. 
In this article, only quality in horizontal differentiation is 
considered, and situations of vertical differentiation will 
be addressed in future issues. Note, all analysis depends 
on the market system studied – here, the author opts for 
monopolistic competition and oligopoly. These are quite 
similar, so the arguments of one can possibly be extended 
to the other. These systems have been chosen as they 
might be more realistic than perfect competition and 
monopoly. 

The first step to answering the research question is 
showing some evidence that firms respond to shocks by 
adjusting their products’ quality, which is like proving the 
existence of financial crises before analyzing their causes 
and effects. There are short-run and long-run effects from 
shocks. In the short run, since suppliers are unlikely to 
adjust their outputs immediately, having excess demand 
or supply is possible. In the long run, a market tends to 
reach its equilibrium where firms are maximising their 
profits. Two examples of firms’ changing their quality, 
corresponding to each case, are given in the following 
sections. 

Example 1

This example is from two papers written by Nyman (1985, 
1989). He proposes that in the nursing home market in 
the USA, around the time that the papers were published, 
“the relationship between low quality and a higher 
percentage of Medicaid patients is attributable to the 
presence of excess demand”.

Nursing homes provide the same quality care to 
both private patients, X, and Medicaid patients, M, in 
monopolistic competition. Let total output be Y=X+M. 
The government assists the Medicaid patients, who are 
low-income individuals including children, and pay for 
their healthcare costs. Nursing homes prefer to admit the 

An introduction to market shocks 
affecting product quality1

1. Special thanks to Prof Martin Cripps for his suggestions and guidance 
in this research.
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private patients first as private price in most cases exceeds 
the reimbursement rate (R), which can be roughly defined 
as the price that government pays for Medicaid patients.
Profits π for a nursing home without and with excess 
demand respectively:

Where p is price, q is quality. Private patient demand 
X(p,q) is a function of price and quality. However, M(q) 
which represents Medicaid patient demand is a function 
of quality only, instead of price and quality which would 
be M(p,q) in (1) because, as mentioned, Medicaid patients 
themselves do not need to pay. C is average cost which 
depends on total output Y= X+M and quality q. Y° is the 
capacity of nursing homes and Y≤Y°. When there is excess 
demand, nursing homes first allocate the beds to private 
patients, then to Medicaid patients, hence Y°-X(p,q) 
instead of M(q) in (2).

When there is no excess demand, nursing homes increase 
quality if “marginal revenue from the patients attracted 
exceeds marginal cost”.  This attracts both types of patients 
as their quantity demanded depends on quality, see (1). 
When there is excess Medicaid demand, Medicaid 
patients do not care about quality. It is more important for 
them “to enter any nursing home than to enter a nursing 
home with a certain perceived level of quality”. For 
nursing homes in this scenario, increasing quality is “only 
necessary to attract private patients,” and they just need to 
provide minimal quality care to Medicaid patients. Thus, 
if the market is under-bedded, a decrease in quality is 
associated with higher percentages of Medicaid patients. 
Although Nyman did not explicitly talk about excess 
demand, rather about the combination of excess demand 
and high percentage of Medicaid patients, he argued 
that an increase in excess demand “would exacerbate the 
quality problem”. Nyman confirms this hypothesis with 
data from Wisconsin, though empirical studies fall outside 
the scope of this article. 

Example 2 

Profit-maximizing firm i,chooses the price and quality 
of its products while competing with the other firm in a 
market. They are playing a simultaneous game. Quantities 
for firm 1 and 2 are determined by the demand curves2:

respectively, where Qi : quantity; Pi : price; Si: quality index3  

Let      be N which 
is the total quantity demanded in the market. It is 
independent of the quality of products produced in the 
market. One possible reason for this is that the incumbent 
firms are producing necessities. Consumers have to 
purchase the products from either firm 1 or 2 to survive, 
which leads to N, the “total” demand curve for the product 

to be perfectly quality inelastic of demand, i.e. 

However, even for necessities where price elasticity of 
demand is relatively low, price still concerns consumers as 
they have budget constraints.  Hence N depends on Pi to 
a certain extent. 
Expressions for costs are as follows, where Ci are total 
costs and Fi  are fixed costs:
Here, setting (Si)

2 means Ci is convex in Si which implies 
that producing better quality products becomes costlier 
at higher levels of quality . The profit πi  is revenue minus 
cost:
By solving the four first order conditions

optimal quality levels S*
i  are:  5

As we can see, S1
* is decreasing in N2 which is in firm 2’s 

demand curve. This reveals the possibility of an increase 
in demand deteriorating product quality. 
Table 1 shows firms’ optimal choices in the following 
comparative statics analysis:

Table 1: comparative statics analysis in example 2
All figures in the table are corrected to two decimal places.

Suppose initially in situation a, N1=12 and N2=12, Na=24. 
Afterwards, a demand shock causes an increase of N2 to 13 
and the new customers only prefer the products from firm 
2, so N1 stays at 12, Nb=25 in situation b, ceteris paribus. 

To determine the change of the “average” quality of 
products (hereafter, ), 
compare      in a 
with that in b. Before the shock, S

*  is 5.28. Afterwards, it 
is around 5.79. Thus, although firm 1 degrades its product 

(1): r = p # X (p, q) + R # M (q) - C (q,Y (p, q)) # Y (p, q)

(2): r = p # X (p, q) + R # [ cY - X (p, q)] - C (q) # cY

Q 1 = N 1 - 2P1 + P2 - 2S 2 + S 1,
Q 2 = N 2 + P1 - 2P2 + 2S 2 - S 1

6 i ! {1, 2} . Q i , Pi, S i $ 0.

Q 1 + Q 2 = -P1 - P2 + N 1 + N 2

2S i

2N
= 0 => 2S i

2N
N
S i
= 0

C i = Fi + (S i) 2

r i = Pi Q i - C i

2Pi

2r i
= 0 2S i

2r i
= 0

S i
* = 15

1
(2N 1 - N 2), S 2

* = 15
1
(N 1 - 7N 2)

S
*

(Q 1
* # S 1

* + Q *
2 # S 2

*) / (Q 1
* + Q 2

*)

2.These demand curves are modifications of those shown in section 
3, Differentiated Product Duopoly in Lecture notes 4 Static Oligopoly, 
Microeconomics ECON0013 (2019-2020), by Prof Martin Cripps.

3. Whether Si<0 is reasonable depends on the context of the model. 
Here, Ci  is set to be a quadratic function in Si according to C1, C2 Thus, 
assuming Si≥0 is crucial since E[Ci|Si=x]=E[Ci|Si=-x] which means that if  
Si can be negative, the cost of producing inferior goods at quality level 
-x is the same as that when quality level is x. 

4.The model could be richer, such as setting C1  = F1  + (Q1S1)α. However, 
this generalisation is outside of this article’s scope.

5. The optimal prices Pi
*, optimal quantities Qi

* and optimal profits πi
*are

P1* = 15
2
(2N 1 - N 2), P *

2 = 15
1
(N 1 + 7N 2), Q 1

* = 15
4
(2N 1 - N 2), Q 2

* = 15
2
(N 1 + 7N 2),

r * 1 = -F1 + 225
7
(-2N 1 + N 2) 2, r * 2 = -F2 + 225

1
(N 1 + 7N 2) 2
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quality (see table 1) and consumers in favor of products 
from firm 2 suffers, on average, the market benefits in 
terms of the quality measure.

 

In situation c, N1 increases to 13, ceteris paribus. Unlike 
situation b, both firms improve quality levels. However, 
interestingly, S

*
decreases to 5.23. S

*
 is in fact convex in 

N1, shown in figure 1. The expression for S
*

 is

This implies that the effect of a demand shock on 
product quality depends on the initial level of demand. A 
“symmetric shock” which is situation a going to d as both 
N1 and N2 increases is also presented in table 1. In this case 
average quality increases to 5.72.  
Based on the above analysis, we can see how quality of a 
certain firm’s product or the average quality level in the 
market can indeed decrease due to a positive demand 
shock. If this is true, then we can proceed to the next 
task, which is identifying the necessary and sufficient 
conditions for firms to increase or decrease their products’ 
quality.  That is, elaborating and explaining the intuition 
behind the mathematics in example two. This is mainly 
the content of the next issue. 

Research Plan

The author is planning to build a model based on example 
2 and to incorporate the situations of excess demand or 
supply in the market. To do this, a dynamic market model 
which supposes the market does not clear instantaneously 
is required, such as the three-equation model shown in 
our first-year Mathematics textbook, Mathematics for 
Economists: An Introductory Textbook (by Dr Malcolm 
Pemberton and Dr Nicholas Rau) page 510 to 511:

The author has noticed that in the model-building process, 
there are some issues which deserve special attention:
Asymmetric information plays an important role in this 
research. For instance, firms might prefer to change quality 
rather than price even if the latter is easier to manipulate 
because it is more likely for consumers to notice the 
price than realise the quality. For instance, Apple might 
prefer to shorten the battery life of an iPhone rather than 
increase its price, although the former and the latter both 
boost profits. The reason is that almost everyone knows 
that the price of iPhone increases, so consumers react 
by purchasing fewer iPhones. Arguably, fewer people 
will do research on the battery life and react. In other 
words, under asymmetric information the price elasticity 
of demand may be larger than the quality elasticity of 
demand.

In a dynamic model, firms should not only take current 
profits into account, but also future profits, which 
complicates the model. Some kind of future discounting 
might be needed.

Price, quantity and quality are variables in the model. They 
are however different in nature according to practical 
concerns. Price and quantity are not continuous variables 
in the real world, but quality can be. This may or may not 
be an important point.  

Final Remarks

How are studying shocks and product quality beneficial 
to the society? Taking partial derivatives of profit with 
respect to quality in equation (1) and (2) in example 1 
gives the first order conditions:

This means that under excess demand in (2’), Medicaid 
payment R is a disincentive to provide quality care (due 
to the negative sign in -R ∂X/∂q), which is not the case 
for (1’) (due to the positive sign in +R ∂M/∂q). Thus, 
a government increasing the reimbursement rate R, 
reduces care quality when there is excess demand, 
according to Nyman’s model. The intuition behind this is 
that the opportunity cost of serving a private patient is 
serving a Medicaid patient, since excess demand binds 
capacity constraints. When a government increases R, 
that opportunity cost becomes larger, so nursing homes 
take fewer private patients and increase the percentage of 
Medicaid patients. As discussed, more Medicaid patients 
results in lower quality provision. 
The abovementioned analysis shows that government 
interventions possibly lead to adverse effects (increasing 
government spending which is an increase in R induces 
product quality degradation). Thus, studying product 
quality has policy implications. 

S
*
=

25 (12 + N 1)
3 (816 + N 1 (8 + N 1))

q D = a 0 - a 1p, q S = b0 + b1p, dt
dp
= m (q D - q S)

(1'): 2q
2r
= p 2q
2X
+ R 2q
2M
- 2q
2C

Y - 2Y
2C
2q
2Y

Y - C 2q
2Y
= 0

(2'): 2q
2r
= p 2q
2X
- R 2q

2X
- 2q
2C

cY = 0
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To many economists, Machine Learning (more commonly 
known as Artificial Intelligence) is a promising yet distant 
subject that albeit of its growing importance, is mostly 
irrelevant to economics. This notion was particularly 
prevalent  in academia, as a majority of Machine Learning 
(ML) applications has been in classification, prediction 
and clustering tasks, while in economics, empirical studies 
in particular, revolves around estimation problems. 
Indeed, as Athey pointed out, ML’s primary objective is to 
maximize an algorithm’s goodness of fit, i.e. minimizing 
deviation of prediction from actual outcome. (This applies 
to both supervised and unsupervised learning, where the 
former develops a mapping function from input to output 
data that is as close to the labelled dataset, and the latter 
minimizes error in dimensionality reduction.) In contrast, 
in applied econometrics consistency and unbiasedness of 
variables are the major concern (Athey, 2018). One can also 
argue that econometrics research focuses on identifying 
causation, an example can be ceteris paribus, how 
does price fluctuation influence quantifiable demand? 
However, in machine learning predictive modelling is 
much more mature than causal ML. 

Despite the difference, the statistical and mathematical 
knowledge that are essential to ML for developing 
algorithms do cross path with empirical economics in 
many ways. Moreover, in recent econometrics research we 
started to see growing applications of ML in researcher’s 
methodology. Among them, plausible results emerged in 
many forms. This paper aims to briefly review some, but 

not all, of the novel literature in recent years.

To start with, many empirical researches serve as 
justifications for policy making. This encompasses not 
only traditional monetary and fiscal rate adjustment, 
but also policing in the central city. Glaesar et al. (2016) 
reviewed a controversial stop-and-frisk policy in NYC, 
where police are legally reinforced with the right to 
question and detain civilians temporarily for contraband 
possession. After fitting  logistic regression model on a 
training dataset comprises of 301,513 stops (per unit time 
of police intervention), along with several latent variables 
reflecting suspect’s demographics, the paper revealed 
a + 99% false-positive stopping in 40% of the case, and 
identified inefficiency in policy’s threshold, from which 
consequences include racial injustice and non-Pareto 
resource allocation. The literature applied Stochastic 
Gradient Descent (SGD), an iterative gradient calculation 
method for objective function, which allowed for a 
scalable model at low computational cost. 

Similar implementations of SGD include Athey et 
al.(2018)’s work on consumer preference based on panel 
data collected from mobile users. The paper assembled 
a Travel-Time Factorization Model (TTFM) that includes 
identifier variables for each user on their preferences 
for restaurants. The model outperforms traditional 
multinomial logit model significantly on goodness of fit 
and moderately on precision for one important reason: 
heterogeneity in sample data. Heterogeneity in user’s 

Introduction to Machine Learning and 
Economics: a literature review on the 
latest application of Machine Learning 
in Empirical Economics

Daniel Tseng
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preference and restaurant’s characteristics allow for 
the construction of consumer’s ordinal utility function 
based on a discrete choice framework. This outweighs 
the traditional average treatment effect estimated from 
the logit model. Not to mention that the author also 
implemented SGD to cope with data size issues. Similar 
performance boost also occurred in Liu et al. (2020), 
where the 3 researchers adopt a “Deep Instrumental 
Variable framework” (Hartford et al. , 2017) based on 
neural networks in order to improve endogeneity issues 
that usually plagues IV estimates if using traditional 
approach. Additional to better performance, in Naik et 
al. (2017)’s urban economics paper, computer vision 
(powered by image classifier algorithms trained on 
convolutional networks) also enabled the prediction of 
neighbourhood improvement from capturing covariates 
in high-resolution image dataset of five US cities. Hence 
shown that structural, ML-powered models not only 
improved performance, but also extended economic 
research to answer more policy questions through access 
to a plethora of new datasets.

In my next example, I will demonstrate the welfare 
effect which is a ML-based economic research brought 
to underprivileged countries. Among underdeveloped 
nations, an incomplete credit scoring system poses a 
great financial challenge to mid-income households. 
Unlike developed countries, where almost every citizen 
has a credit bureau record to reference from for loan 
application, credit bureau files are almost “non-existent” 
in developing countries. This led to both limited credit 
availability for applicants and a more costly approach 
to conduct credit screening. In a 2019 paper, Björkegren 
and Grissen developed a prediction model for individual’s 
default likelihood on the grounds of not financial 
histories, but their behaviour patterns in phone usage. 
The project started with samples from a mid-income-
country telco business, specifically customers that shift 
to or were currently using a post-paid mobile plan. It 
feature-engineered 5,500 indicators of default behaviour 
using OLS regression model as well as off-the-shelf ML 
methods, and after development the paper was able to 
achieve prediction accuracy that outperforms standard 
credit bureau model substantially. Moreover, among 
those that do not possess credit history, the model 
continues to achieve similar accuracy, which the credit 
bureau model would not be able to whatsoever. The 
research had thereafter received wide attention: Featured 
in 2019 World Bank Economic Review, inspired ‘over 68 
digital credit products, and allowed for 2 billion US dollar 
been disbursed in Kenya alone’. (Björkegren and Grissen, 
2019)

ML adoption also improved rigidity in model selection in 
econometrics literature. Athey (2018) addressed that in 
many empirical studies in economics, the tradition has 
been specifying one model and resorting to statistical 
justification for estimated effect. While a more systematic 
approach is to select one of many specifications that 
provides the best goodness of fit. On that note, researchers 
should adopt a data-driven, automated ML approach 
rather than manually handpicking.

To conclude, ML is transforming economics research 
methodology. This paper identified a few literatures that 
explored models with better precision, complexity, and 
enabled new research areas. It also provided an example 
of an important literature that has significant influence 
on society. Therefore, the author believes that to grapple 
with this transformation, economists should be educated 
with new empirical skills, of which data science will 
almost certainly come out of top. More importantly, we 
shall continue using theoretical justification for causal 
inference, continuing the academic rigidity this subject 
is renowned for, and strive to incorporate the best of the 
two fields for future policy questions.
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Introduction
In 1985, representatives of the USA, Japan, Germany, the 
UK and France met at the Plaza Hotel to sign what has 
since come to be known as the Plaza Accord. Under this 
agreement, Japan agreed to appreciate the Yen against 
the Dollar to eliminate the continuing trade deficits born 
by America. The aftermath of the Accord saw the Yen rising 
to 120 against the Dollar ( from 250 earlier ), touching a 
high of 90 in 1995. 

This caused Japanese exports to plummet prompting the 
Bank of Japan to step in and cut interest rates. Instead 
of boosting domestic production and consumption, the 
loose monetary policy caused a massive real estate and 
stock market bubble. When an alarmed central bank 
reacted by raising interest rates, there was a widespread 
economic meltdown from which Japan hasn’t yet 
recovered.

Many economists put the blame squarely on this 
monetary policy for Japan’s economic mishap. Through 
this research, the author tries to identify the underlined 
weakness in the Japanese economy, which lead to such 
monetary policy in the first place.

The Balassa-Samuelson model was put forth by two 
economists – Bela Balassa and Paul Samuelson (1964) 
– which came to be regarded as the definitive example 
of why Purchasing Power Parity is flawed as a theory of 
exchange rates. It identifies productivity differences 

between the tradable and non-tradable good sectors as 
the factor that leads systematic deviations in prices and 
wages between countries. 

According to the law of one price, the prices of tradable 
goods should be equal across countries, but not for non-
tradable goods. Thus with higher productivity in the 
tradable goods sector, wages will rise across the economy. 
So while the productivity of the non-tradable sector will 
not match up to that of the tradable sector, the wage rate 
will be equal, creating an unstable economy with a weak 
domestic sector. This is one of the major conditions on 
which the Balassa-Samuelson model is based. According 
to them, such differences cause inflation, which then 
causes an appreciation in the real exchange rate, proving 
destabilizing for an export based economy – which Japan 
was.

Through this research, the author tries to establish the 
prevalence of the Balassa-Samuelson effect in Japan. In 
the whole research, the author will be using the USA for 
every comparison.

Methodology 
To check for the existence of the Balassa-Samuelson 
effect we will first divide the Japanese economy into 19 
sectors. This includes the following sectors (the author is 

Exploring the Role of the Balassa-
Samuelson Effect During Japan’s Lost 
Decade

Ishaan Gupta
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choosing these sectors because they form a major part of 
the Japanese economy, are the nearest to representing 
the entire economy and have most frequently been used 
by other studies on Japan’s lost decade):

- Food

- Textiles

- Wood

- Pulp & paper

- Refined petroleum

- Basic & fabricated materials

- Chemicals

- Rubber

- Non-metallic metals

- Basic machinery

- Electronics & optical machinery

- Transport equipment

- Other manufacturing industries

- Hotels

- Transport & storage

- Posts & telecommunications

- Financial intermediation

- Real estate

- Other service businesses

To check for the Balassa-Samuelson effect, we will first 
have to segregate the industries into high productivity 
sectors and low productivity sectors. To do this we will 
take the real output for each sector and divide it by the 
total labour hours used. (Fujii, T & Matsubayashi, Y. 2016) 

Real output ( R) = Nominal output (O) * ( price level for 
current year / price level in base year)

Next, we need to check that the principal condition of 
the Balassa-Samuelson model is satisfied. This is that the 
wage level between the two sectors is identical. For this 
we divide the labour costs in each sector by the number of 
people employed. Next we attach a weight to each sector, 
based on its contribution to the total output. We then 
calculate a weighted average of the wage level for each 
group. After we have the weighted averages, we calculate 
a wage ratio between the high and low productivity 
sectors, which should be around 1 for the condition to be 
satisfied.

where W&Q  represent the wage level and weightage 
in the high productivity sector and P&M for the low 
productivity sector. ‘n’ gives the total industries in the high 
productivity sector, while ‘i’ for the low productivity one.

Having determined that, we move on towards our first 

proof for the Balassa-Samuelson effect. We calculate 
the real exchange rate for each sector. We do this by 
multiplying the sectoral relative price levels with the 
nominal exchange rate between Dollar and Yen. To 
calculate the sectoral relative price, we divide the sectoral 
nominal output by the sectoral real output. This allows 
us to see how the appreciation in the real exchange rate 
varies between the tradable and non-tradable good 
sectors, better bringing the biases in the PPP model that 
Balassa and Samuelson talked about.( Asea, P, K & Corden, 
W, M 1994)

A second proof will be comparing the growth of aggregate 
prices between the USA and Japan. We can segregate the 
US economy along similar sectors, and then calculate 
the productivity differences between the tradable and 
non-tradable good sectors there. The Balassa-Samuelson 
model hypothesizes that the country with a larger gap 
in productivity between the tradable and non-tradable 
sectors will display faster growth in aggregate prices. We 
can compare the productivity gap and the difference in 
growth in aggregate prices to determine the existence of 
the Balassa-Samuelson effect. (Dekle, R & Fukao, K. 2009)

Way Forward
The tests listed above will conclusively determine the 
existence of the Balassa-Samuelson effect, and through 
this it will be easier to understand what actually plagued 
the Japanese economy. A thorough sectoral comparison 
between the USA and Japan, and the effect on relative 
average prices after the Plaza Accord, will help better 
explain the weakness in the Japanese economy. Further 
build up on this research can also allow a testing of 
whether the agreed upon appreciation in the Yen was fair 
or greatly exaggerated. 



When I was climbing up a mountain 
to reach a Shintoism temple in Kyoto, 
I took this photo and came up with a 
question: Why do they build a temple on 
a mountain? Clearly, building a temple 
on the top of a mountain will cost far 
more resources than building up the 
same temple at the foot of a mountain. 
One plausible explanation could be 
people(monks) who built this temple 
were thinking about picking up the most 
devout believers by screening. For each 
believer, the degree of their belief is their 
own private information which monks 
can’t observe. However, monks can 
offer all believers different choices and 
observer their behaviors. Only those with 
very high level of devoutness will choose 
to spend time to climb up a mountain 
in order to worship their god while for 
those with low level of devoutness will 
choose not to do so. 

ECON 
FRAME 

2020

During a recent trip to India, I was surprised to see that 
the street food stall at the local market was accepting 
e-payments though a service called Paytm. You can see
the QR code in the photo above and the advertisement 
of the service on the stickers along the stall front.
In the moment, I realised that this was a positive 
unintended consequence of the demonetisation policy 
of 2016. The government decided to invalidate over 
80% of bank notes in circulation in an attempt to flush 
out corruption and illegal wealth. 
The overnight policy resulted in panic and confusion, 
with long queues to exchange old notes. Many small 
businesses suffered. However, this policy has led to 
a large-scale adoption of epayments across India, 
which may have not otherwise happened. Many 
small merchants like the stall in the photo have been 
incentivised, by the demonetisation shock, to digitize.

Per Aspera Ad Astra
By Frank Zeng



The photo shows an 
advertisement by Vitality, a 
health insurance company, 
promoting its deal of Apple 
Watch. The deal has two 
conditions. First, the consumer 
must have an insurance (or 
investment product) from 
Vitality. Second, the saving 
of the deal depends on the 
consumer’s level of physical 
activity, which is monitored by 
the watch. I was interested in 
the deal, so I took a picture of 
it on the tube, as reflected by 
the dirty window of the train. 
Later I realised that the deal is a 
clever way to signal consumers’ 
health conditions to insurers, 
since those who choose the deal 
tend to be active and Vitality 
can monitor their real-time 
level of activity, thus alleviating 
adverse selection. I hope to 
convey, through this photo, 
that sophisticated solutions to 
economic problems are hidden 
in our daily life.
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Singnalling
By Tianru Mu

Unintended Consequences
By Souveer Aggarwal



& OTHER SUBMISSIONS...

Don’t Trash our future
By Melina Hadjidemetriou

Shortage of face masksBy Chun Liu

Tragedy of the commons 
 By  Wanyi Li 

Free Rider Problem: A model of Lights
By Shivam Gujral



The Future Workforce in Action

By Tran Anh Dang

The students here are diligently studying to 
achieve their dreams, under the UCL’s roof. Each 
floor represents a level in which students have 
to conquer so as to reach the uppermost level 
– graduation.The two staircases, one of which is 
front of the picture, represent challenges faced 
bystudents but also are steps to success. Once we 
have successfully passed the staircases, we have 
finished our education.
If we look further out of the windows, the trees 
are green and healthy under the bright sunshine. 
It’s a metaphor for the promised land where 
graduates, equipped with knowledge, are freely 
able to achieve their dreams. Out there, us UCL 
students are no longer subject to any restrictions 
and are in full control of our lives on the road to 
success.

& OTHER SUBMISSIONS...

Unmasking the Increased Demand    
   By Joy Tay

Innovation rent
By  Vandarika Kolton

Whose Life Is It Anyways? -Negative Externality
By Rishabh AiriThe Future Workforce in Action

By Tran Anh Dang
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UCL’s Centre for Teaching and Learning hosted its sixth annual undergraduate 
research conference Explore Econ in February! It was a great success with over thirty 
students presenting their own innovative research. With a range of fascinating topics 
covering everything from financial derivatives to cryptocurrencies, the judges were 

hard pressed to choose a winner. 

The esteemed judging panel comprising representatives from HSBC, Frontier 
Economics, and the Foreign and Commonwealth Office unanimously agreed 
that Cezury  Klimczuk’s paper showcasing an Artificial Intelligence predicting 
cryptocurrency model deserved the first place followed by DongYi’s paper 
understanding the impact of Diaspora driven FDIs on poverty reduction in developing 

countries. 

Success was also enjoyed by Shivam Gujral who won first place in the research poster 
section with his investigation into the usage of Direct Benefit Transfers in the Indian 
education framework followed by Charles Graham’s poster on financial derivatives. 

Read a summary of the winners and runners up here and the full papers and posters 
of all presenters can be found on the Explore Econ 2020 website



THE ECONOMIC TRIBUNE

64

1. Introduction 
Since the invention of the biggest cryptocurrency - Bitcoin 
(BTC) - in 2008, there has been a rising interest in the 
cryptocurrency market, as well as blockchain technology. 
Cryptocurrencies are decentralized digital assets, serving 
as a medium of exchange. Its decentralized nature comes 
from the distributed ledger technology based on strong 
cryptography and a proof-of-work technique (Nakamoto, 
2009). In February 2020, the cryptocurrency market 
capitalization reached $292.2bn (CoinMarketCap, 2020). 
This figure is higher than the nominal GDP of countries 
like New Zealand, Qatar or Ukraine. (Conrad et al., 2018) 
has shown that cryptocurrency markets - the market 
for bitcoin in particular - demonstrate very high levels 
of volatility in comparison to commodities, stocks or 
traditional currency markets. 

This paper firstly introduces the idea of Neural Networks 
and describes its features allowing it to be a particularly 
handy tool for this type of task. I review literature con- 
cerning some of the approaches used by other scholars to 
predict future cryptocurrency prices and present my own 
Neural Network architecture assessing its performance 
based on a redefined evaluation metric. 

2. Artificial Neural Networks (ANN) 
ANNs are biologically inspired structures, resembling to a 
large extent the process taking place in living organisms’ 

brains. Similar to our brains, neural networks consist of 
layers of nodes, which aim to model neurons in a living 
organism. Figure 1 shows a basic example of a network 
with 4 inputs, which values are further passed to next lay- 
ers. We can see that the connections between the nodes, 
ANN links, are responsible for transferring signals from 
layer to layer, much like axons do in a human brain. The 
signal reaching a neuron must be strong enough to be 
transferred further. To ensure that, we use an activation 
function shown in the right bottom corner of Figure 2. 
This introduces non-linearity to the model and allows it to 
recognize more complex patterns than more traditional 
machine learning techniques (Kustrin et al., 2000). 

The ANN is initialized with random weights. What makes 
ANNs so powerful, is their ability to improve weights 
over time. This is done by checking the error of the final 
output, i.e. how far away the network was from the “true” 
value, and then updating the weights to reduce that error. 
During this process some connections are strengthened, 
and some are weakened, so that the network produces 
smaller error next time. After evaluat- ing thousands of 
examples, the neural network learns how to detect certain 
patterns and yields accurate results. 

Letting the machines do the maths: 
an AI predicting cryptocurrency 
movements

Cezary Klimczuk 
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Figure 1. An example of a dense neural network 

3. Literature study 
Researchers tried to compare basic average-based models 
(e.g. ARIMA) with dense neural networks – similar to the 
one shown in Figure 1. (Munim et al., 2019) compared 
the two by evaluating the accuracy using the Mean 
Absolute Percentage Error. They simply asked: “What is 
the difference between the predicted price of bitcoin the 
day before of each model and the true price?”. Despite the 
dense neural network complexity, ARIMA model turned 
out to yield smaller errors for all measurement techniques. 

On the contrary, (McNally et al., 2018) arrived at different 
results by using slightly modified architectures, namely 
a Long Short Term Memory (LSTM) network versus the 
ARIMA model. Unlike in the previous study, the model 
output was designed to indicate whether the price of 
bitcoin will go up or down the next day. The ARIMA model 
gave the correct prediction only 50.05% of times. The 
LSTM score was better – 52.78%. This research showed 
the benefit of using recurrent-based type architectures in 
forecasting tasks. 

4. The model 
Some papers evaluate models by looking at the percentage 
error of the predicted value, like (Munim et al., 2019), 
others try to optimize for correct up/down prediction as 
in (McNally et al., 2018). Before constructing our model, 
we need to decide what do we want to optimize for, to 
make our model useful. 

Professional traders, ask themselves “Do I think the price 
is going to go up or down?”. Their performance is not 
evaluated based on how many times they were “right”, 
rather it is assessed by the rate of return yielded by their 
portfolio. Hence, I decided that my model will learn how 
to invest similarly to (McNally et al., 2018), but I will test its 
performance by letting it trade over the test period. 

Figure 2. A comparison between biological and digital neuron 
architecture 

4.1. Data
Unlike in aforementioned research papers, I am using 
minute-by-minute market data instead of day-by-day. It 
consists of Ethereum and Bitcoin prices from 2018 and 
2019. The data inputs involve values of open and close 
prices, maxima and minima and trading volumes on any 
given minute. The data is then split into training and 
validation sets. 

4.2. Architecture 
The input to the neural network consists of 45 minutes 
worth of trading data de- scribed above and the network 
tries to predict an upward or downward movement of 
Ethereum price within the next 3 minutes. The output 
is a probability distribution. If the probability for up is > 
50%, then up is predicted and vice versa. In general, all 
of the architectures were yielding similar results with 
slight tendency of accuracy falling when increasing the 
complexity of the model. The network learned through 
the backpropaga- tion algorithm and returned adjusted 
probabilities of upward or downward movement. I trained 
the model through 10 epochs. 

4.3. Results 
The best model was able to indicate the correct direction 
of price change on 54.9% of instances. However, this is not 
the whole story. Recall that the network predicts up when 
the probability of up is bigger than 50%. Now, that is true 
for both scenarios where the probability is 50.01% as well 
as 60%. 

I wanted to see, if the accuracy would increase if we 
took only relatively “certain” predictions made by the 
network. To do so, I plotted the prediction accuracy of 
each model (y axis) versus the ratio of the most “certain” 
predictions (x axis). As we can see in Figure 3, the more 
certain predictions we take, the better results it yields. For 
instance, the best preforming model “07-0.549” has 54.9% 
accuracy when evaluated over the entire validation set, 
however the percentage of correct predictions grows way 
above 62.5% for the 20% of the most certain indications. 

Figure 3. Models’ accuracy versus % of most certain predictions 

I mentioned at the beginning of this section that I did not 
want to stop evaluating my model just by looking at the 
percentage of correct guesses. Therefore, I let the model 
decide whether to buy or sell Ethereum at these short 
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3-minute interval over the entire year 2019. I assume no 
transaction costs, immediate execution of the order and 
perfect market liquidity (I can buy or sell as much as I want 
for the market price). The trading activity is as follows: 

- Consider the last 45 minutes of BTC and ETH price data 
- Feed them trough the network and decide whether to 
buy or sell ETH - Enter a long/short position based on the 
network prediction - After 3 minutes close the position 
- Repeat this activity minute-by-minute Figure 4 shows 
the daily returns averaged over a sample of 350 trading 
days. The green line represents the average of all trading 
days. We can see, that the average daily re- turn from the 
trading activity using the model predictions is 40.7%. 
That is in line with theoretical expectations. The standard 
deviation of ETH return in a 3-minute interval is 0.00275 
with expected value of 1. Assuming 55% prediction 
accuracy, the daily return should be 

(1.002750.55 × 0.997250.45)1440 = 1.4478 ≈ 44.8% 

Figure 4. Average daily returns from the trading activity 

5. Conclusion 
Although these results might suggest that a model like 
that is capable of bringing infinite returns, it is important to 
bear in mind that it has been evaluated only in theoretical 
framework, where we do not encounter many limitations 
associated with trading activity, which I excluded from the 
model. These are: 

- Bid/ask spread – our model assumed a single value for 
which we can buy or sell 

- an infinite amount of the asset at any point in time. - 
Market capacity – trading large quantities might affect 
the price by influencing the aggregate market demand/
supply. - Transaction costs – making an order is costly in 
comparison to the return one can make from a 3-minute 
investment. 

However, what this paper does show, is the fact that short-
term cryptocurrency movements can be successfully 
modelled thanks to the speculative nature of the market. 
Because the value is largely driven by the hope of 
making a profit and fear of losses, cryptocurrency trading 
demonstrates some characteristics of a game. Assuming 
that cryptocurrency trad- ing is an instance of a game 
theory problem, we can conclude that carefully designed 
neural network is capable of outsmarting other market 
participants. 
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Introduction
Diasporas can affect capital inflows to their country of 
origin in two ways: They can directly transfer money 
back to their home countries in form of remittance, or 
indirectly stimulating FDI inflows by reducing asymmetric 
information and transaction costs. Empirical studies 
(Comes et al, 2018) have found that remittances and 
diaspora-driven FDIs have a statistically significant impact 
on the home country’s economic growth. However, GDP 
growth is not the exact synonym of poverty eradication. 
Whether the diaspora-driven economic growth is pro-
poor or not is still to be discussed.

This paper tries to provide empirical evidences on the 
impact of remittances and diaspora-driven FDIs on 
poverty reduction in developing countries. 

I. Literature Review
 Theoretical Background
Remittances act as an additional but stable financial 
resource, increasing income and consumption of the 
receiving households substantially. As poverty rate is 
calculated using consumption or income data, if the 
remaining family members are classified as living below 
the poverty line, remittances can help them loosen their 
budget constraint and mitigate above the poverty line. 

Moreover, even if the remaining family members live far 
above the chosen poverty line, they can still increase the 
income of the poor households via multiplier effect. 

International migrations are believed to have substantial 
impact on stimulating FDI flows to their country of origin. 
Firstly, diaspora members can sometimes be themselves 
investors, having a revealed preference towards investing 
in their own country of origin (Leblang, 2010). Secondly, 
diaspora members can act as intermediaries between 
foreign investors and the local industry. “ Home bias” is 
one of the major constraints preventing FDIs flowing 
into emerging markets. Diaspora members can mobilize 
their familiarity with their home countries to help resolve 
asymmetric information and reduce transactional costs. 
They can provide foreign investors information such as 
consumers’ taste in the local market, knowledge on local 
regulations and institutions, to overcome the “home bias” 
and stimulate FDI flows. 

Concerning the impact of FDI on poverty eradication, the 
existing literature seems to be controversial. Some argued 
for a positive impact via spillover effects, increasing 
investment capital and employment creation. (Bevan, 
2004) Others are pessimistic about its impact and defend 
that the growth process engendered by FDI inflows might 
lead to an underdevelopment of developing countries. 
(Kentor, 1998)

Understanding the impact of 
remittances and diaspora-driven FDIs 
on poverty reduction in developing 
countries 

DongYi Wu
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Summary of Previous Empirical Studies
Leblang 2010 used a dyadic cross-sectional model to test 
the impact of migrants on both Foreign Direct Investments 
and Foreign Portfolio Investments. Statistically significant 
impact of diaspora was found for both type of investment 
inflows. 

There exists numbers of country-level empirical studies 
exploring the relationship between remittances and 
national GDP growth. Among which, Iqbal and Sattar 
2005 used time series data for the period 1972 to 2002 to 
estimate the effect of workers; remittances on GDP growth 
in Pakistan. A behavioral function of real GDP growth 
was employed to explore the impact of the variable of 
interest and other control variables. Findings suggest that 
worker’s remittances appear to be an important source of 
economic growth. 

Compared to the amount and diversity in studies focusing 
on GDP, fewer empirical studies contributes to the impact 
of remittances on poverty rate. Moises et al. 2011 used 
quantile regression method to analyze panel data for 66 
developing countries from 1981 to 2005, and found an 
“uneven effect across poverty quantiles in developing 
countries”. 

II. Methodology
 Empirical Strategy 
One can observe from the summary above, that there 
seems to be a lack of literature on the impact of diaspora 
on poverty through the indirect channel of stimulating 
FDI. Furthermore, no comparison between the two 
channels of effect has so far been made. Hence, this paper 
tries to overcome this gap by proposing two equations to 
be regressed: 

Firstly, regressing FDI on Migrants to examine the impact 
of diaspora on FDI:

(1)

Then, regressing Poverty rate on Remittances and FDI:

(2)

Where  FDIi,t is the FDI inflows into country i in year t;   Migi,t 
the migrant stock abroad;   the poverty headcount;  Remi,t 
the amount of remittances in current US dollar. 

Multiplying up the two coefficients,               can be 
interpreted as the effect of diaspora on poverty via the 
FDI channel. 

Furthermore, in order to overcome omitted variable bias, 
the model used for poverty rate is inspired by a gravity 
model from (Lueth et al, 2006), including Ginii, t and GDPi, 

t   as control variates. 

Moreover, there might be some country-specific 
endowments, constant overtime, that are impacting the 
level of FDI inflows and poverty rate of that particular 
country. Hence, fixed effect estimator is used for both of 
the two regressions instead of the pooled OLS. The F-test 
for country fixed effect produces a p-value of 0.000 for 
both regressions. 

Data
The sample consists of  observations from 1990 to 2019, 
of 11 developing countries with largest diaspora abroad, 
chosen according to a United Nations annual report on 
international migration. 

Data on migration stock1 by country of origin is obtained 
from a database of UN Department of Population, 
published in 2010. Data on FDI inflows is obtained from 
World Development Indicators of the World Bank and 
nominal GDP in current US dollar is obtained from World 
Bank national accounts data and OECD National Accounts 
data files.

Table 1: Summary Statistics of Dependent Variables

In order to disentangle the ambiguities that might exist 
while defining the poverty threshold, this paper takes 
into account poverty headcount ratios calculated from 
three different poverty lines. We first consider what the 
World Bank defined in October 2015 as “International 
Poverty Line” (IPL) of $1.90 a day. (Ferreira et al, 2015) We 
also take into consideration two other thresholds of $3.20 
and $5.50 a day, to estimate the impact of our variables 
on households in moderate poverty. Poverty headcount 
ratios and Gini Index are calculated from longitudinal 
consumption data of the PovcalNet Project by the World 
Bank.

Table 2: Summary Statistics of Poverty Headcount Ratios

III. Results

1 Migration stock and poverty headcount are only available with five years 
interval. A linear interpolation is employed to overcome the problem of missing data. 
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Table 3: Impact of Migration Stock on FDI Inflows (with linearly 
interpolated data)

Results above suggest that 1% increase in migration 
stock aboard of country i in period t, would cause a 
75.6% increase in its FDI inflow in period t.. However, the 
coefficient is at the margin of statistical significance, with 
a p-value at 0.052. We fail to reject the null hypothesis for   
at 95% confidence level.

Table 4: Impacts on Poverty Headcount Ratios (with linearly 
interpolated data)

The findings suggest that remittances have a negative 
impact on poverty headcount ratio for both three poverty 
lines. Nevertheless, significant impacts are only observed 
for thresholds of $3.20 and $5.50 per day, measuring 
poverty in a more moderate sense. In particular, 1% 
increase in remittances would cause the poverty 
headcount at $3.20 to decrease by 18.96% ; and results 
in a 12.97% reduction in headcount for $5.50. As our data 
on poverty is measured with longitudinal consumption 
data, the result suggests that, remittances are only 
affective to increase the consumption of those who are 
already above a certain living standard. These results 
seem to corroborate Serino’s findings, on “uneven effect 
of remittances on poverty quantiles”. 

Table 5: Comparing the Effect of Remittances and Diasporic FDI on 
Poverty

It is worthy of attention that remittances and diasporic 
FDI work in opposite direction for poverty reduction. A 1% 
increase of migration stock abroad is likely to increase the 
poverty headcount by around 18% via the FDI channel, 
suggesting that the growth process generated by two 
channels of diaspora’s impact might differ in nature and 
in effect. Remittances driven development seems to 
be pro-poor, whereas FDI inflows seems to dampen the 
poverty situation. This aspect of findings is compatible 
with Kentor’s statement (Kentor, 1998) that dependency 
on FDI inflows might lead to an underdevelopment of 
developing countries. 

However, having in mind that the impact of migration 
stock on FDI inflows is barely significant, our model is 
indeed subject to limitations, especially concerning 

diaspora driven FDIs. The part of diaspora members 
engaged in investment activities is not directly captured 
and the coefficient obtained from   is only a 
rough estimate  for migrant’s impact on poverty rate 
through the FDI channel. 

Moreover, our result for coefficient  in equation 
(1) seems to be extremely large, suggesting that the 
model might be positively biased. Indeed, there might 
be some omitted variables such as boarder openness, 
positively correlated with both migrants stock and FDIs, 
leading to an overestimation of the coefficient of interest. 
A valid and relevant instrumental variable, such as the 
number of diasporic investors or the number of diasporic 
CEO in multinational firms, can be employed to overcome 
the endogeneity issue of migrants stock. Yet, such data 
appears to be limited in availability for panel regression. 

Conclusion
Summing up, strong empirical evidences suggest that 
diaspora remittances reduce moderate poverty in 
receiving countries. Nevertheless, statistically significant 
but negative impact was found for FDI inflows, indicating 
that the growth process generated by diaspora via the FDI 
channel might not be pro-poor. 

These findings have further policy implications for the 
government in developing countries. Firstly, countries 
suffering from extreme poverty (i.e. large headcount 
ratio for the IPL) should perhaps not consider remittances 
as primary recourse in poverty eradication. Secondly, 
governments should be cautious concerning FDI policies, 
as it might worsen the situation of the poor and enlarge 
inequalities. 
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1. A former UCL alumni, this individual lead India’s non-violent movement against British
2. This 1976 UCL graduate became the first female Secretary General of the Commonwealth of Nations
3. This British Politician was the sole Green Party member of the House of Lords until September 2019
4. In 1911, this individual founded the world’s first statistics department at UCL
5. We all know who Jeremy Bentham is, but what is his most renowned principal of moral philosophy?
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