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The past academic year has been one like no other. I am 
confident you must have heard this phrase, used almost as 

a slogan, dozens of times by now. There is no need to remind 
you of the fully online teaching we experienced just a few 
months ago, either. Therefore, I would rather simply welcome 
you to Humanomics, the 24th edition of The Economic 
Tribune and to a new year here at UCL. The Economic Tribune 
Team and I could not be happier to come “back” to Campus, 
to finally interact as humans of flesh and blood, rather than 
just out-of-focus, moving pictures on a laptop screen. I might 
have exaggerated a bit on that, but sometimes you need a 
catchy metaphor to introduce the issue’s theme, which is, 
as you might have guessed by the title, The Human Side of 
Economics. As you have learned (or soon will), the concept of 
homo economicus, the ever-rational and self-interested actor, 
is mostly an outdated one. In much of modern research, many 

Dear 
Reader

Francesco Cannone

other factors of human inclinations are taken into account. It made sense for us to dedicate 
an issue to how human interests, actions, passions and flaws shape the economic and political 
world we live in. Now, I agree that it might sound a little vague, but let me explain to you in a bit 
more detail what we mean as we go through the issue together. 

Before getting into the nitty-gritty of the articles, we have prepared a nice little section for First 
Year Students, aptly equipped with a few things that will be helpful for you. Kadambari, the 
President of The Economist’s Society, shares her experience as a Fresher at UCL, and welcomes 
you with some useful tips on societies, social life, wellbeing at UCL and more generally life here 
in London. Mawdud lets you learn more about your Economics Department Professors, beyond 
what you could get from the customary introductions or from a Google search.
Last but not least in this section, our former Director, Shivam, gives you an overview on how to 
get involved in the various activities and opportunities that the Economics Department and its 
students offer.

After this brief First Year detour, let’s get back to our subject matter.
This issue’s Economic Section starts out with our correspondents covering a topic related to 
ordinary human activities that are sometimes not looked at from an economic perspective: 
entertainment. In his article, Gaurav takes a deep dive in the economic trends of Pokémon 
cards, analysing a potential bubble that might explode and make the collectibles all but fun 
and games. Speaking of bubbles, there might be one looming in the Football world: if you want 
to know more, read no further than Matias’s article. Moving on to something with brighter 
prospects, Yushra shows us why the business of entertainment is vital to the post-pandemic 
economic recovery. The Economics section ends with a thorough discussion by Daniel on The 
Circular Economy, a useful economic model to combat what is arguably humanity’s greatest 
negative externality – pollution.
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In the Politics section, Nim, Noémie and I discuss three different scenarios that can arise 
when human nature, hunger for power and greed intersect to create the political disaster of 
Corruption. Nim gives us insight into the “kingdom” of former Israeli Prime Minister Benjamin 
Netanyahu and how he shaped the political culture of his country.
Noémie then uncovers the intricate and corrupt world of cartels in Lebanon and discusses 
long-term policies for improvement. In the last article for the corruption section I give you 
an overview of the recent riots in South Africa and the legacy of former President Jacob 
Zuma. To finish off the Politics section, Sebastian looks at the human feeling of Nationalism, 
specifically how it can benefit countries and people.

Scrolling down (or right, depending on your chosen format) you can then find a few pages 
dedicated to the 2020/1 winners of EconFrame (including our own Research correspondent 
and Senior Team factotum, Ananya), a photography-based contest in which students submit 
a picture that displays an instance of seeing an economic concept in the real world. 

After this fresh visual break, this issue continues with the Research section, in which each 
correspondent concludes their three-part research paper. If you have missed the past two 
research instalments, worry not, as they can be found in our Issues 22 and 23, available on our 
website econtribune.com. In his piece, Ansh answers the question: “Do grandmothers prefer 
granddaughters?”. If you have ever read anything out of the research section before, you 
probably already figured out that from this seemingly simple question, our correspondent 
digs deep into an analysis of human preferences, intra-household bargaining power and 
female empowerment. For those of you more interested in the future of currencies, Marc’s 
article will be your cup of tea, with detailed research on Central Bank Digital Currencies, 
more specifically to this issue, as a tool against Hyper-Inflation.
Moving forward, Ananya offers you a remarkable analysis of applying Climate Change 
shocks to Macroeconomic Modelling, with an unexpected result. In the final part of the 
research section of this issue showcase the winners and runners-up of ExploreEcon 2021, 
the annual Undergraduate Research Conference held by the UCL Economics Department, 
in which students showcase their independent research work. If you want to get involved in 
economic research, ExploreEcon is a great opportunity to do so.
Speaking of getting involved, a few places are opening up here at the Tribune. It is a great 
opportunity to display and hone your thoughts, ideas, research and creativity, either as a 
correspondent or as a designer. 

I hope you have a good time reading this issue as much as we have had writing it, and that 
it can and spark your interest as much as it did for us

P.S. I would like to spend a last few words to thank and congratulate Shivam and the 
2020/2021 Economic Tribune Team for winning the national SPA Award for the Best Specialist 
Publication, an amazing recognition of the quality of our work and the effort put in it. 

        Francesco Cannone
       Director, Economic Tribune 2020/2021



THE ECONOMIC TRIBUNE

6

First Year 
Section

A warm welcome to UCL! My name is Kadambari Singh and I am the President of 
the Economist’s Society - the official society of the UCL Economics Department. 
Firstly, congratulations on making it to UCL! An incredibly exciting phase of 
your life has begun, filled with embarrassing zoom mishaps and awkward 
encounters with people whose names you can’t remember. I have written this 
welcome to share my first-year experience and give you my two cents on how 
you can make the most out of your time here.

To the incoming economists, 

Against the backdrop of the pandemic, having to pack ‘home’ into a suitcase 
and fly across from India clad in a PPE suit wasn’t exactly ideal. I found it difficult 
to transition, everything felt completely alien to me and despite months of 
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looking forward to starting university, I felt unprepared. How was I going to meet people 
and socialise? What if I couldn’t keep up with the academic pressure? Was it ever going to 
get warmer in London? (spoiler: it did and I was still complaining)

Entering a room full of people (whether in-person or online) is always daunting. From 
constantly checking to make sure I was muted on zoom, to praying that someone would fill 
in the awkward silences.  I remember during my first transition-mentor meeting, nobody was 
willing to turn on their cameras so instead, we all typed up our introductions on a Google 
Doc. For a number of obvious reasons, that was a turning point for me. I realised just how 
many of us were in the same boat and found comfort in knowing that I wasn’t alone. And 
neither are you.

Community is instrumental in shaping each and every one of our experiences. Trust me, it 
may not be easy to find that community, but pushing outside of your comfort zone is worth 
it. An incredibly convenient way to socialise and build that community is through freshers 
events that allow you to meet like-minded individuals from diverse backgrounds. 

I applied to be a first-year representative at the Economist’s Society and was incredibly 
fortunate to have a supportive team that not only taught me the intricacies of organising 
events, but stood in my corner and gave me genuine advice. I was able to delve deeper into 
my interest in Economics in an environment that was conducive to growth.  UCL societies 
are structured to provide such an environment and I highly recommend you join as many 
as you can.

We are lucky to be surrounded by passionate and motivated peers and Professors at UCL. 
Not utilising every opportunity we have to learn and evolve would be a great injustice. 
Whether it is a tutorial class, a skills lab or a talk from a distinguished economist, try out 
everything that you’ve been ever so slightly interested in. Even when you’re not feeling like 
your most confident self, choose to ask questions and approach people. Most importantly, if 
you ever find yourself struggling with your mental health and require a safe space, reach out 
to Student Support and Wellbeing.

This year may not go as per your plan, but remember that each of you earned your spot here 
because of your distinct capabilities and interests. To compare yourself or your journey to 
that of others would be unfair. Instead, when you find yourself overwhelmed, take a break 
to realign with your goals.

Finally, remember to enjoy the process and explore the incredible city of London!

I wish you all the best and hope to see you soon,

Kadambari Singh
President

The Economist’s Society
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Meet Your Professors!
What is your favourite 

thing about being a 

Professor and why? 

My favourite thing is seeing evidence of students ‘getting it’, sometimes months 
after a lesson. Economics can be abstract, and it takes a while to really get your 
head around what it means and why it is relevant.

– Dr Cloda Jenkins 

Intellectual freedom. Because it lets me focus on what I find exciting. 
– Dr Michela Tincani 

The first is the opportunity to see new generations of students and hear their 
views on the applied issues that I teach about. The second is the opportunity 
to do research on issues that are very close to my heart, in particular economics 
education. As these two are so intimately link, I consider myself very lucky! 

– Dr Parama Chaudhury

Being a professor means I get paid for doing something which I love doing i.e. 
mathematics. 

– Dr Malcolm Pemberton

Finding out new things by doing and engaging with students trying to understand 
how the economy works. 

– Dr Wendy Carlin

What did you do for 

your PHD thesis and 

why does this area 

interest you?

Most of what I do now is broadly on labour economics and in particular, the 
relationship between technology and inequality. Inequality is something that is 
a major source of concern and the relentless march of technology means that 
studying this continues to be important nearly 20 years after I completed my PhD 

- Dr Parama Chaudhury

My PhD was on differential equations, and I did it in the Maths Department at 
Cambridge. One way of viewing differential equations is as machines that tell 
you how systems change over time. Their relevance ranges from the evolution of 
the universe all the way down to how stock market prices change. What could be 
more exciting than that? 

– Dr Malcolm Pemberton

I studied how changing teacher compensation to reflect their merit affects 
student outcomes. I am interested in the economics of education because if you 
can design education systems equitably, you can greatly reduce social inequalities 
that are due to the accident of birth. 

– Dr Michela Tincani 

It was a study of the factor distribution of income in post-war West Germany. 
I wanted to understand how a planned war economy was turned back into a 
market economy and how growth and the distribution of income between wages 
and profits evolved during reconstruction and through the years of the so-called 
German economic miracle. 

– Dr Wendy Carlin

What pet peeves 

do you have as a 

Professor? 

When students leave it too late to really engage in a course – they miss out and 
we miss out on their participation. 

– Dr Wendy Carlin

My biggest pet peeve is students not communicating when they have a 
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What are your hobbies/

pastimes?

My main hobbies are cricket and restaurants. 
– Dr Malcolm Pemberton

Swing dancing, gardening, and travelling. 
– Dr Michela Tincani

Cricket (more watching and carting my sons around to their matches vs playing 
myself ) but I love most sports.  This year, with the euros, the Olympics and the T20 
world cup, is a bonanza for someone like me! 

– Dr Parama Chaudhury 

I am very boring I’m afraid and like nothing more than to sit with a book when I 
have time. I’ll read anything!  

- Dr Cloda Jenkins

Playing in a band, cooking, running, spending time with family and friends. 
– Dr Wendy Carlin

What advice would you 

give to new students to 

succeed in their degree?

Within the programme, we have many optional/ co-curricular activities like skills 
lab, explore econ, RA-ships, outreach activities, research competitions, which 
give you a chance both to tap into your lecturers’ expertise outside the classroom 
and also delve deeper into various essential skills for economists. Get involved! 

– Dr Parama Chaudhury 

My door is always open and I’m always happy to talk to students. But I never give 
advice except about restaurants. 

– Dr Malcolm Pemberton 

Learn to be savvy in the way you invest your time. Do not always thrive for 
perfection. Perfection is the enemy of good. 

– Dr Michela Tincani 

First, read ahead and second, value what you can learn from your peers. 
– Dr Wendy Carlin

Give yourself time to settle in, talk to people around you (students, staff, the guy 
in the coffee shop) and always remember that you are on your own journey and 
don’t need to worry about what others are doing. 

– Dr Cloda Jenkins

question or concern and letting things fester. In life (work and more generally), 
communication is key to effective working with others. It is not a weakness to ask 
a question or to ask for help. It is a strength! 

– Dr Cloda Jenkins

I get annoyed when some students persist in behaving as if they are still at school 
and as if I’m their school maths teacher. 

– Dr Malcolm Pemberton

My main pet peeve is students not taking up the opportunity to get in touch with 
questions about the content that I teach it’s a missed opportunity for them and 
a real frustration for me, as communication is so key to effective teaching and 
learning.  

– Dr Parama Chaudhury

I don’t love when students ask me questions the answers to which are readily 
available on Moodle.  

– Dr Michela Tincani 
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UCL Economics 
Freshers 
Section by your distinguished seniors

Get Involved!
From Outgoing First-Years to Incoming First-Years
Some Advice from your seniors:

One advice you would give to the incoming students on how to make the most out of a 
virtual academic environment.
“Keep your cameras on! It’s better for you and others” 

- Arshiya Sawhney
“Sign up for everything! You’d be surprised at how many friends you make by chance”

- Ananya Ashta
What pet peeves would you want the first years to know for settling in a hybrid environment?
“Paying attention to lectures over a screen isn’t exactly very conducive to concentration”

- Ananya Ashta
“Make sure you’re muted and camera off when appropriate to avoid embarrassing situation”

- Gethana

Academics:
What one suggestion would you have given yourself a year ago to ensure you were regularly 
in loop with academics?
“Read efficiently, don’t get lost in details, and write down the citation for every note”

- Seba Boerescu
“Always prepare for lectures and seminars to make the most out of it”

- Sharia Tan
“Have a course tracker for yourself- helps you keep in check with your progress and prepare for 
assessments well in advance”

- Shivam Gujral
Mention 1/2 resources at UCL which you found really useful during academics
“The UCL Laptop loan service”

- Yushra Rashid
“Student Centre (and all other study spaces)”

- Ansh Raj
“UCL Library services with access to all databases and academic journals”

- Seba Boerescu
“Skills Lab modules and Library learning courses”

- Shivam Gujral

Co-Curriculars and Societies: 
Provide one key advice on how to manage Society-Academics balance

“Prioritization is key! Plan your week in advance and take part in societies you’re genuinely interested 
in”

- Shivam Gujral
What have you gained/learnt by joining UCL Societies

“Building on collaboration skills, respecting diverse opinions, and working towards a common goal”
- Yashi Chowdhary
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Economist’s Society and 
The Economic Tribune: 
What to look out for?

Academic Events Team:
The Drayton Discourse
This is our summer podcast, where we interview 
economists and policymakers about their career, their 
research and the hotly debated topics of the day.

The Economics Conference 
This is a week-long hybrid event with renowned 
economists from across the globe presenting their 
research.

Jeremy Bentham Lecture Series
We also host eminent speakers from all over the world 
to speak with the UCL students about their research 
work. We have previously invited eminent personalities, 
including Nobel Laureates like Joseph Stiglitz and 
Oliver Hart and specialists in different economic fields. 

Internal and Alumni Relations:
Beyond the lectures
It is an exciting interactive event where students are 
able to get to know more about lectures outside of 
the lecture hall through pub quizzes and question and 
answer sessions.

Outreach Initiative
The outreach initiative is the economist society’s way 
to inspire and support underprivileged sixth form 
students in their next steps. This involves workshops 
and ongoing mentorship.

Research Evening
Research evening is the perfect opportunity to listen 
to world class researchers present their economic 
research in a variety of exciting and current areas with 
the opportunity to ask
questions.

Socials:
Nights Out
Whether you’re looking to explore London as it lights 
up in the night or catch up with other freshers over 
a little friendly competition, keep an eye out for our 
Freshers socials! 

Module Help Desks
Confused about credits, criteria and comparisons? Fret 
not! Drop by at any of our module help desks so that 
we can help you make the perfect module choices.

Meet the Committee
Come say hello to us! Learn more about what the 
Economist’s Society does for you and how you can get 
involved as a fresher.
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External Relations:
Consulting Workshops
Based on real life projects, these highly interactive 
workshops are hosted in collaboration with our sponsor 
firms to give participants the opportunity to develop 
casing skills in an engaging way! 

The UCL Economics Debate
The UCL Economics Debate is an annual inter-university 
competition designed to enable university students 
who are specializing or merely interested in economics 
to extend their efforts beyond pen and paper and use 
theory, logic, and reasoning in a compelling manner.

Economic Tribune:
Essay Competition
The Essay Competition is open to students within and 
outside UCL who are keen to exercise their interest 
in the field of Economics. Participants must respond 
to one of three prompts which require no previous 
knowledge of Economics. We simply want to see your 
creativity, analytical skills and writing style. We hope to 
make the competition even bigger and better this year 
- with more entries and exciting prizes.

Magazine and Newsletters
The Magazine forms the core of the Economic Tribune. 
It publishes termly issues which are divided into the 
Economic, Politics and Research sections which are 
supplemented by special features unique to each issue. 
Our correspondents also work on biweekly newsletters 
to ensure our readers can look forward to a steady 
stream of content!

The Economics of 
Entertainment
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10th July 2017: The workday has drawn to a close 
and contented families have settled cosily in their living 
rooms. A new episode of PawnStars is out, and the 
American public is eager to watch the shrewd Harrison 
family’s weekly haggling.

On this evening’s programme, the seemingly ordinary 
Gary Haase strides purposefully into the World Famous 
Gold & Silver Pawn Shop, a silver briefcase held firmly by 
his side. Store-runner Rick cannot help but laugh when 
the container reveals not ancestral jewellery, one-of-a-
kind stamps or similar memorabilia, but a collection of 
laminated Pokémon trading cards.

Gary has devoted decades to collecting Pokémon cards 
of Charizard (a fire-breathing dragon, for those unfamiliar) 

and is now looking to sell his collection for a whopping 
sum of $500,000! An understandably dubious Rick 
summons an expert to appraise the collection and is 
stunned to hear a total valuation of $380,000, and $30,000 
for a particularly valuable first edition, holographic card 
from 1998. 

Unable to fathom why colourful rectangles of cardboard 
would be worth so much money, Rick steadfastly refuses 
to make an offer, and Gary departs with a dejected, 
knowing smile.

Fast forward to 2021: Gary’s collection is worth 
upwards of 10 million dollars! 

PokéMONEY: 
Inflation, Investments & Influencers

Gaurav Khatri

Figure 1: Median Price of 1st Edition Holographic Card Set

Source: https://www.pokemonprice.com/TotalSetPrices
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Mysteriously, Pokémon cards – sets sold at retail outlets 
and individual rare cards alike – have experienced 
massive inflation since early 2020. The price of the first 
edition Charizard, for example, rose by 869.52% to 
more than $350,000 (PokeMarketCap, 2021). Figure 1 
displays a significant spike in the dollar value of the set 
of all holographic cards from the 1998 printing. On eBay, 
Pokémon cards averaged 5 sales a minute and trading 
cards in general witnessed a 142% rise in sales in 2020 
(eBay, 2021). 

In this article, I explore why prices rose, and evaluate 
whether this boom will last.

Why did prices rise?

COVID-19, Nostalgia & Fiscal Stimulus

As a global pandemic wrought widespread uncertainty 
and devastation, most industries were unable to insulate 
themselves from its adverse economic consequences. The 
trading card market, however, proved to be an interesting 
exception.

With lockdowns and stay-at-home advisories becoming 
commonplace, several entertainment sources were 
rendered infeasible: social events, restaurants, bars, 
theatres, etc. Households thus sought to direct disposable 
income towards ‘at home’ entertainment avenues.

Pokémon cards fit that bill. Fuelled by fond memories 
of playing ultra-pixelated Pokémon video games 
or obsessively buying cards looking for that elusive 
Charizard, individuals gladly parted with their money 
hoping for a brief return to those halcyon days. Demand 
grew, and prices followed suit.

This was heightened by the US’ fiscal response to the 
pandemic. Aiming to keep the economy afloat and 
support those who had lost their jobs, the government 
provided three rounds of ‘stimulus cheques’ to taxpayers 
as supplemental income across March and April (US Govt, 
2020). While many used this money on rent, electricity and 
other essentials, those better-off could afford to spend it 
on their nostalgic pandemic pastime (US Census Bureau, 
2020).

Indeed, Grant LaFontaine – CEO of Whatnot (a start-
up that helps customers auction off Pokémon cards) 

– confirmed that sales on his platform rose between 50 
and 100 % on the day stimulus cheques were delivered 
(Bloomberg, 2021). 

As the pandemic drew on well past April, the US’s 
expansionary fiscal policy persisted. The $3 trillion HEROES 
Act passed on 15th May 20202 for example, further 
increased the income available for frivolous spending (US 
Congress, 2020).

Popularity Contests & the Influencer Effect

Our discussion now turns to a rather less serious topic 
than the pandemic: ever-controversial (yet bafflingly ever-
popular) YouTuber Logan Paul’s significant contribution to 
Pokémon card price inflation. 

On 3rd October 2020, 26-year-old Paul capitalised on the 
growing popularity of trading cards by posting a video 
titled ‘I Bought A $200,000 Box Of Pokémon Cards.’ This 
video quickly went viral among and beyond his 23.2 
million subscribers, and he followed up with the even 
more successful ‘I Spent $150,000 On This Pokémon Card’ 
and ‘I Spent $2,000,000 On Pokémon Cards.’ (BBC, 2021)

The viewers of these videos – many of them impressionable 
children and teenagers – were inspired to start spending 
on cards themselves, particularly on card boxes or packets 
found in retail outlets (which are cheaper than individual 
rare cards, and consequently are more accessible to a 
younger audience). Commenting on the effects of the 
first of the videos, LaFontaine said, “Overnight the prices 
doubled or tripled.” (Bloomberg, 2021)

Predictably, the success of Paul’s content inspired a 
wave of copycat creators. Vying for fame and relevance, 
influencers scrambled to theme their own material around 
Pokémon cards. The celebrated rapper Logic, for instance, 
spent $183,812 in a Pokémon card auction (BBC, 2021). 

This deluge of new content was not without an audience! 
Long-time Pokémon card enthusiast Leonhart, who 
ended a lucrative legal career in favour of starting a 
Pokémon centric YouTube channel, revealed that recent 
earnings from his bizarre job were more than double his 
earlier lawyer salary (Bloomberg, 2021).

As Pokémon took the internet by storm, demand 
skyrocketed. The large spike in the number of Pokémon 
card sales in October 2020 (Figure 2) is testament to this 

Source: https://www.pokemonprice.com/TotalSalesVolume

Figure 2: Pokémon Card Sales Volume
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fact. To draw upon LaFontaine’s words one last time: 
“Influencers move markets.” (Bloomberg, 2021)

Momentum, Speculation & Self-Fulfilling Prophecie

While opportunistic influencers and nostalgia-ridden 
spenders are undeniably guilty of crimes against 
Pokémon-card-affordability, this section focuses on who I 
daresay are the masterminds: momentum traders. 

Simply put, momentum traders in the stock market 
assume that a rise in prices today is likely indicative 
of further rise in prices in the near future. Led by this 
principle, they buy shares as they are rising expecting to 
profit from continued price increases. 

But what do stock markets and investors have to do with 
Pokémon cards? Unfortunately, 2020 witnessed a sea-
change in the perception of Pokémon cards. While earlier 
cards were little bits of cardboard with sentimental value, 
they came to be regarded as a class of financial asset. 
Enthused by rising prices and expecting this trend to 
continue, droves of momentum traders directed money 
from conventional investments like shares or real estate 
towards Pokémon cards.

With this added speculative demand, prices went through 
the roof. Individual cards recorded inflation ranging from 
50 to 1000 % depending on their rarity, and retail outlets 
faced acute shortages of cards. Big-name departmental 
store Target in fact discontinued the sale of cards after 
violence ensued between individuals competing for their 
limited stock (New York Times, 2021).

There is a crucial lesson here: investors’ beliefs that prices 
would continue to rise were sufficient to raise prices! As 
traders acted on their beliefs by demanding cards, they 
bid up prices, thereby fulfilling their expectations of 
higher future prices. 

Will this boom last?

It appears highly unlikely that it will. A recurring theme in 
the preceding saga of inflation was demand outstripping 
supply. The gulf between the two, however, is predicted 
to narrow significantly.

Nintendo, the multi-billion dollar conglomerate 
behind Pokémon, has announced its intention to boost 
production: “We are actively working to print more of the 
impacted Pokémon TCG products as quickly as possible 
and at maximum capacity.” (Polygon, 2021)

But this isn’t enough. While Nintendo’s supply-side 
interventions can influence the prices of card boxes and 
packets, the corporation can do little in the market for 
individual cards. Nintendo does not sell individual cards as 
a matter of policy and more importantly, the cards that are 
fetching the highest prices are from early card sets, long 
out of print. Their prices will not be affected by increased 
frequency or volume of printings of current sets. 

Who then, can threaten the high prices of individual cards? 
The answer is trading card grading companies. These 
organisations accept card submissions from the public 
and give each card a rating from 1 (poor) to 10 (pristine) 

based on print clarity, condition, etc. While ungraded rare 
cards are valuable, their graded equivalents attract far 
more attention from investors and serious collectors.

When the Pokémon boom began, the three key card 
authenticators – Beckett Grading Services (BGS), Certified 
Guaranty Company (CGC), and Professional Sports 
Authenticator (PSA) – were unprepared for the massive 
influx of submissions. PSA and BGS were so overwhelmed 
that they stopped accepting new cards at various points 
in time to deal with the backlog (Bloomberg, 2021).

Over the past year however, these companies have 
devoted a portion of their considerable revenue to 
developing infrastructure that can withstand the pressure 
of high demand – from acquiring additional warehouses to 
offering $2000 joining bonuses to attract new employees 
(Koebler, 2021).

The supply of graded cards is thus set to increase notably, 
exerting downward pressure on prices. This deflationary 
effect will be amplified by momentum traders. Treating 
the decline as a portent of continued future decline, they 
will attempt to sell quickly and minimise their losses. 
Consequently, supply will increase again, and prices will 
fall again! The Pokémon card bubble, to use financial 
lingo, is very close to bursting.

A Charizard from the author’s childhood collection; 
worth a princely sum of 30 pence (approx.)
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FC Barcelona announced in August that it would not sign 
a new deal with possibly the greatest footballer of all time, 
Lionel Messi, due to “financial and structural obstacles”. 
La Liga’s financial fair play regulations included a salary 
cap of €347 million for the Catalan club last season and 
the cap is set to be substantially reduced this year again, 
which means that the club can no longer pay Messi’s €45 
million salary.    (Hytzner & Romano, 2021)

FC Barcelona has an estimated total debt of almost €1.2 
billion and their salaries alone account for about 110% of 
the club’s incomes. However, with the club eager to re-
sign Messi, it’s clear they would have happily continued 
overspending without the limits set by La Liga. 

Overspending is not an issue only in Barcelona. According 
to Deloitte’s Annual Review of Football Finance 2021, 
the cumulative net debt held by Premier League clubs 
reached a record-breaking £4 billion at the end of the 
2019/20 financial year. The pandemic has increased debt 
even more, but overspending has been an issue for a long 
time. In the summer of 2019, the Premier League clubs 
had a total cumulative debt of £3.5 billion. (Jones & Wood, 
2021)   

Football is a major revenue stream and in the 2019/2020 
season, the top 20 clubs generated a combined revenue 
of €8.2 billion  . (Jones & Ross, 2021) Yet most clubs fail to 
turn these revenues into profit and end up with massive 
debt. How has football failed so badly as a business?

Overpriced inputs
Football is a simple business that is easy to scale. The 
inputs include a stadium, 20-30 players on the squad and 
some supporting staff. With these you can manufacture a 
product that can be monetized with broadcasting rights, 
matchday tickets, fan products and advertising licenses. 

However, the players aren’t cheap, and a modern-day 
football club spends most of their revenue on players. An 
average Premier League club spent 73% of their revenues 
on wages in the 2019/2020 season. (Jones & Wood, 2021) 

The transfer fees for the star players - the amount paid to 
acquire a player from another club - have also increased to 
astronomical sums.

The Football Bubble Bursts
Years of overspending may come to an end as football clubs struggle 
with growing debt.

Matias Mäkiranta
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Top 10 most expensive football transfers of all time (Doyle, 2021)

Date: 8.8.2021

Position Player Clubs Year Fee (bonuses)

1 Neymar Barcelona --> PSG 2017 €222m

2 Kylian Mbappe Monaco --> PSG 2017 €145m (+€35m)

3 Joao Felix Benfica --> Atletico Madrid 2019 €126m

=4 Philippe Coutinho Liverpool --> Barcelona 2018 €120m (+€40m)

=4 Antoine Griezmann Atletico Madrid --> Barcelona 2019 €120m

6 Jack Grealish Aston Villa --> Manchester City 2021 €117m

=7 Ousmane Dembele Borussia Dortmund --> Barcelona 2017 €105m (+€45m)

=7 Paul Pogba Juventus --> Manchester United 2016 €105m

9 Gareth Bale Tottenham --> Real Madrid 2013 €100.8m

=10 Cristiano Ronaldo Real Madrid --> Juventus 2018 €100m

=10 Eden Hazard Chelsea --> Real Madrid 2019 €100m (+€40m)

Anyone who has ever played EA Sports’ video game, FIFA, 
would consider making a profit by investing in players 
whose transfer value is likely to rise. However, an addi-
tional problem in transfers is that a big chunk of the trans-
fer fee never even arrives at the club selling the player. 
Agents, the player, and taxes take up a large part of the 
transfer fee, making it difficult to generate a profit by trad-
ing players. Football players are also a somewhat illiquid 
investment, since you can only sell or buy players during 
a specific time of the year when the transfer window is 
open. There is also a risk of your star player becoming in-
jured.  - emphasising the monetary risk of player injury. 

Due to Covid-19 restrictions, many football matches 
were postponed, cancelled or played behind closed 
doors, which caused a substantial decline in matchday 
and broadcasting revenues. Deloitte’s Football Money 
League follows the top 20 clubs measured in revenue and 
Deloitte estimated that the top 20 clubs alone lost out on 
over €2 billion in revenue by the end of the 2020/21 sea-
son. (Jones & Ross, 2021)

It is no wonder that after years of overspending, clubs like 
FC Barcelona were forced to cut down on their costs after 
changes in the UEFA and national financial fair play regu-
lations, which basically means decreasing players’ wages. 
Some clubs have also piled up a lot of short-term debt, 
which they need to pay off.   

No Super League outputs
One attempt to ease the financial stress of the clubs was 
the Super League incident in April. Twelve football clubs 
signed an agreement to form a new European Super 
League, which aimed to generate broadcasting revenues 
of up to €4 billion a year; roughly double the amount the 
current UEFA Champions League earns. (Ahmed & Mas-
soudi, 2021)

The clubs behind the Super League included Real Madrid, 
Barcelona, Atlético Madrid, Manchester United, Manches-
ter City, Liverpool, Arsenal, Chelsea, Tottenham Hotspur, 
Juventus, AC Milan, and Inter Milan. All these clubs apart 
from AC Milan are also included in Deloitte’s top 20 clubs 
measured by revenue. 

The Super League would have provided a much-needed 
revenue burst and even a signing bonus between €200 
to €300 million to all attending clubs. Yet, the idea of a Su-
per League was doomed right from the beginning, and 
it was opposed not only by almost every football fan on 
the planet but also by the British Prime Minister and the 
French President. Most clubs behind the Super League 
backed out of the deal within 48 hours of the announce-
ment of a new league. (Gay, 2021)

For decades, European clubs have competed in the UEFA 
Champions League where only the best teams from differ-
ent domestic leagues have qualified. Any team regardless 
of their size has been able to qualify for the UEFA Champi-
ons league. However, the Super League would have sim-
ply consisted of rich clubs, who would not have needed 
to qualify for the Super League. It is no wonder that Super 
League was seen by fans as a play made by greedy club 
owners.

Help from private equity?
Some football clubs seem to have an infinite stream of 
funds regardless of their financial performance. For ex-
ample,Paris Saint-Germain, which is owned by Qatar 
Sports Investments or Manchester City, which is owned 
by Sheikh Mansour. Most clubs, however, have to make 
tough financial decisions. 

Spain’s La Liga has agreed to a €2.7 billion deal with CVC 
Capital Partners that could bring private equity into a 
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major European league for the first time. Just under €2.5 
billion of the investment would go directly to the clubs 
over a three-year period according to The Financial Times. 
The goal of the investment would be to help clubs recov-
er from the financial hit during the pandemic and attract 
a larger international audience, improve technology, and 
inject funds into grassroots football in Spain. (Agini, Wig-
gins & Massoudi, 2021)

The CVC deal needs the approval of the clubs, and not all 
clubs are enthusiastic about the deal. Both Real Madrid 
and FC Barcelona oppose the deal and Barcelona presi-
dent Joan Laporta has declared that the club is ready to 
fight against it. The deal values La Liga at a bit more than 
€24 billion, which according to Laporta is only one third 
of the value of La Liga. (Agini, Fontanella-Khan & Wiggins, 
2021)

Similar deals around Europe have previously been unsuc-
cessful. CVC failed earlier this year in their attempt to buy 
a share of Italy’s Serie A and Germany’s top football clubs 
walked away from talks with private equity firms in May. 

Solving the puzzle
During the upcoming season, many football clubs will 
have to face the cold truth that they have run out of 
money. Solving years of overspending might mean cut-
ting down wages, selling equity or coming up with new 
competitions. European football will remain a massive 
revenue stream even after the pandemic, but the revenue 
must also lead to profit. 

Some clubs will face so much financial stress that it will 
greatly impact their performance on the pitch. One of 
these clubs is the Catalan giant and Deloitte’s Money 
League leader FC Barcelona, who has just lost its star play-
er Lionel Messi. Financial Times columnist Simon Kuper 
has written a book about FC Barcelona, and notes that the 
club might have to sell its most treasured young players, 
Pedri   and De Jong,   which would sink the club even low-
er. (Kuper, 2021) Kuper said he sometimes felt like he was 
writing a book about Rome in 400 AD with the barbarians 
already inside the gates. 
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“Fatima’s next job could be in cyber; she just doesn’t 
know it yet.”. This somewhat menacing statement 
appeared on the government-backed advertisement 
for the 2019 “Rethink, Reskill, Reboot” programme, and 
began circulating on Twitter in October of 2020 (Duffield, 
2020). The poster, though quickly taken down, was met 
with widespread backlash online, and sparked discourse 
on the future of the entertainment industry. The initial 
advertising campaign had intended to promote tech-
based reskilling to produce a flexible workforce, and 
used images of many other professions,not just those in 
the entertainment industry. Against the backdrop of a 
struggling arts sector in 2020 however, it’s easy to see why 
this advert was singled out and caused offence. Now in 
2021, with lockdown restrictions being lifted, can we look 
forward to a future where Fatima is performing on stage 
once again?

The history of the entertainment industry in the UK is a 
long and rich one. From performances of Shakespeare 
at the Globe in the 16th century to the advancements 
of radio and TV in the 20th century, the entertainment 
industry has been fuelled by increasing leisure time and 
income (Kventin, 2017). Today, the industry in the UK is 
worth £71 billion, and is continuing to grow and evolve 
(PwC, 2020). Productivity in the arts and culture sector 
was greater than the UK economy as a whole between 
2009 and 2016, with gross value added per worker being 

The show isn’t over yet! 
An outlook on the UK entertainment industry

 Yushra Rashid

£62,000 for the arts, compared to £46,800 for the wider 
economy (CEBR, 2019). Apart from its direct economic 
impact, the arts and culture sector produces important 
spillover benefits, such as fostering growth in commercial 
creative industries and regenerating local areas (CEBR, 
2019). Spillover benefits are achieved through the 
workshops, conferences and event spaces that cultural 
organisations host. Some boroughs in East London have 
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also demonstrated how creative hubs can spark local 
regeneration as these environments attract artists and 
start-up businesses, turning the area into a “creative 
cluster” (CEBR, 2019). It’s also important to acknowledge 
the social impact that arts and media have. Entertainment 
relieves stress, nurtures culture, and promotes creativity, 
making it a fundamental aspect of modern life. 

Unsurprisingly however, the Covid-19 pandemic has 
damaged the growth of the UK entertainment industry. 
The sector shrank by 6.7% in 2020, driven mainly by 
decreasing cinema box office collections as lockdowns 
forced cinemas to close (Glenday, 2020). This didn’t mean, 
however, that the UK stopped consuming entertainment. 
Instead, we went digital. Digital media (otherwise known 
as over-the-top video) revenue rose by 18.6% in 2020. 
Video games were also a large beneficiary of the pandemic, 
growing by 9% in 2020 (Glenday, 2020). A report by PWC 
describes the pandemic as having accelerated changes in 
consumer behaviour, as the industry leans further towards 
digitalisation (PwC, 2021). Even in-person events such as 
live music shows adapted to the unique circumstances 
of 2020, for example, the 2020 Wireless festival delivered 
a virtual performance to more than 130,000 people 
(Glenday, 2020). It’s hard to predict how many of these 
changes will be here to stay, but the digital culture we so 
quickly cultivated during the pandemic could become 
part of long-term consumer behaviour. 

Looking to the future, as lockdown measures ease, there 
is pent-up demand from people wishing to return to 
some sense of normalcy, and this means good things 
for the entertainment industry. Events such as concerts 

and festivals, which are extremely difficult to digitise, 
can finally reopen. PwC predicts growth of 3.4% to 4.6% 
in 2021, further accelerating in 2022 and stabilising 
from then on, although this hinges heavily  on the 
overall health of the economy and the absence of future 
lockdown measures (PwC, 2021). Rapid growth of the UK 
entertainment industry means that it is set to overtake 
Germany in 2025 to become the largest entertainment 
market in western Europe, with a forecasted value of £88 
billion it will also become the 4th largest in the world, after 
the US, China, and Japan (Warrington, 2021). In addition 
to this, government investment in local cultural services 
such as libraries and theatres will be crucial to inclusive 
economic recovery in the wake of the pandemic. The UK 
government provided a £1.57 billion support package 
for the arts and entertainment sectors but a report by 
the local government association calls for additional 
investment to help local councils face lingering financial 
difficulties from the impact of the pandemic (LGA, 2021).

The future of the entertainment industry is a bright and 
lucrative one, and what the pandemic has shown us 
is the sector’s digital adaptability and robustness. As 
incomes rise and quality of life continues to improve, 
the entertainment sector only becomes more integral 
to our economies, and indeed to our lives too. Thus, jobs 
in the arts need to be supported and protected by the 
government, rather than undervalued. The show’s not 
over yet for the entertainment industry; in the recovery 
period after the pandemic, we can look forward to a 
resounding encore.
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The Circular Economy: 
A Big World on a Small Planet

The backbone of Eco-
nomics relies on a set of 

generally accepted assump-
tions. However, since their very 

first lecture, Economics students 
have accepted one that is outdated 
and unrealistic, effectively illus-

trating one of the fundamental 
sources of environmental 

stress.

From Smith to Keynes, we 
have always modelled ourselves 

as a small world on a big planet. This 
would mean that we could extract resources 

from the planet, and pollute it with our waste with-
out concern for sustainability or environmental costs. 

We would be free to engage in consumption without 
bearing the externalities imposed by our decisions. Howev-

er, this is far from reality. Perhaps this assumption may have 
held in the most embryonic stages of our economy, but we 
have been recognising environmental warning shots since the 
1980s (Turner, 2020). It has become very clear that we cannot 
dismiss the consequences of our economic activity as neg-

ligible anymore. Not only are we seeing the effects of the 
ozone hole, melting ice caps and climate swings, but we 

are also responsible for average wildlife populations 
dropping by 60% over the past 40 years (WWF, 

2020). Despite this, we have been swerving 
these signals as polluters continue 

to deny responsibility.

This is not done out of ignorance. 
Frustratingly, economists have recog-

nised the tragedy of the commons for years, fully 
understanding that we refuse to internalise the public 

costs of environmental degradation in pursuit of economic 
gain. However, this has been cemented as the norm. Our linear 

economic system of ‘take-make-dispose’ was never meant to ac-
count for sustainability, fundamentally favouring the economic gain 

of the few at the expense of the many. Some may insist that this wealth 
is necessary to fund the combat against environmental issues, under-
pinning the main ideology behind the Environmental Kuznets Curve 
(EKC), which suggests that pollution may rise with economic growth, 
but later falls as additional income is used to remedy the damage (Stern, 
2018). However, this is optimistic at best considering current globalisa-
tion trends. It is common knowledge that developed economies have 

been consistently exporting their pollution-intensive activities to 
their developing counterparts, whilst reaping lower production 

costs (Zhou, 2017). With empirical evidence invalidating it as 
an excuse to shirk away from accountability, it becomes 

clear that abandoning this Kuznets Curve mentality 
is a necessary step to achieve true, sustaina-

ble growth.

It would 
also be unreason-

able to suggest that we 
must forego economic devel-

opment in the name of sustain-
ability. A systemic change is nec-
essary to decouple the relationship 
between resource depletion and 
growth, which are synonymous in 

the linear model. This change is 
presented in the form of a 

circular economy.
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The Circular Economy: 
A Big World on a Small Planet

Three principles govern the 
circular economic model (Ellen 

MacArthur Foundation, 2019):

· Design out waste and pollution
· Keep resources in use
· Regenerate natural systems

In practice, Nike is paving the way 
with circular products, where 75% of 

all shoes and apparel have recycled materi-
als (Nike, 2018). This puts them as the leader in 

the use of recycled polyester in the footwear and ap-
parel industry. Most recently, they have clothed the US, 

French and Brazilian skateboarding teams in their new 
line of competition apparel made from 100% recycled 
polyester. This aligns with their ‘Move to Zero’ campaign, 
which unites other initiatives such as ‘Reuse-a-Shoe’ and 
‘Nike Grind’, where waste is repurposed to provide sports 
surfaces for athletic spaces. We see similar advances 

from H&M’s 2020 Fall/Winter Collection which uses 
fibres made from wood pulp and food waste, and 

Ikea’s furniture buyback program which re-
tains materials from old products in the 

system to be reused. 

With proof that this shift is achievable 
and recognising its endless environmental 

benefits, we must also realize that the circular econ-
omy does not come without its flaws. Achieving circu-

larity and eliminating waste can become resource-intensive 
processes themselves (The Economist, 2007)  since we must 

consider the net benefit that recycling yields. The linear economy 
aims for efficiency to maximise its profit, and this bodes strangely 

well for minimising resource costs. For example, conscious consumers 
may push for plastic and steel cans when purchasing coffee beans since 
these are recyclable alternatives to composite material bags. However, 
it takes over 5 megajoules of energy to produce an 11.5 ounce plastic 
can, and 4 for its steel counterpart. Meanwhile, traditional coffee bags 
only require 1 megajoule. Further accounting for the recycling costs of 

shredding, melting, or processing the packaging highlights the risk 
of a poorly implemented circular economy. If we are aiming to 

recycle at a level which demands greater resources than that 
needed in our current linear system, it becomes apparent 

that the circular economy, if blindly followed, may ac-
tually be counterproductive towards its funda-

mental goals.

In conclusion, 
the circular economy 

is a necessary but delicate shift. 
The magnitude of its impact must be 

closely monitored to ensure that we hold 
resource efficiency at heart, avoiding the risk 

of total depletion in the name of sustainabili-
ty. At our current level of technology, it seems as 
though compromise is necessary as we steadily 
push for circular products while optimising recy-
cling rates for each material. Behind every de-
cision must be a firm understanding of the 

ultimate goals of the circular economy/ 
This systemic shift demands the same 

caution from businesses as those 
truly pushing for sustaina-

bility.
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Corruption
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Benjamin Netanyahu is a political master. He has 
dominated the Israeli political stage for over 25 years, 
serving four terms (1996-9, and 2009-2021). ‘Bibi’ – as 
he is commonly known in Israel - weathered scandals, 
recessions, wars and leadership challenges. 

Economically, Bibi implemented liberal-economic reforms, 
paving the way for long term growth driven by a cutting-
edge cyber industry, and doubling Israel’s GDP between 
2009 and 2020 (World Bank, 2021). Security-wise, a tough 
stance on terrorism kept it largely contained during his 
time in office (Miller, 2019). On the issue of Palestine, 
Bibi marginalised the Palestinian Authority in the peace 
process and, through a warm relationship with former 
President Donald Trump, opened official diplomatic 
and economic relationships with Arab countries such as 
Bahrain and the UAE (Azizi, 2020).

But being an adept leader and administrator is not 
sufficient in explaining such extraordinary staying-power. 
In addition, a quasi-sociopathic ego is required to sustain 
a ‘messiah’ complex, along with a cynical political strategy 
aimed purely at maximising support, and not governing 
the nation as a whole. This ‘only-I-can-do-it’ sentiment 
creates many headaches (i.e. corruption charges) and 
even more enemies. 

It thus came as no surprise that his opponents joined 
forces against him. They formed a fragile coalition 
government of ‘national unity’- relieving him from his role 

as prime minister for 12 consecutive years (BBC, 2021). 
The new government, formed on 13 June and headed 
by Naftali Bennet (Bibi’s protégé turned rival), is a direct 
product of the political world Netanyahu moulded in his 
image. It is this world that will decide his future and define 
his legacy. 

Born in 1949, Bibi was the first Prime Minister to have 
been born an ‘Israeli’ (meaning after the establishment of 
the state). Coming from an intellectual family – his father, 
Benzion, was a Jewish scholar – meant a peripatetic 
childhood. Crucially, it meant that Bibi spent many of his 
formative years in another country – the US. An ardent 
right-wing Zionist, Benzion inculcated “the importance 
of Israel” to his children from a very early age (Joffe, 
2012). Therefore, upon graduating from high school in 
1967, Bibi enlisted in the Sayeret Matkal, an elite IDF unit. 
After finishing his service in 1972, he returned to the US, 
studied at MIT and briefly worked at Boston Consulting 
Groupalongside future republican senator Mitt Romney 
(Times of Israel, 2019).

It was during his time at BCG that his political skills were 
highlighted, when he appeared in a local Boston news 
channel arguing in defence of Israel (Bezalel, 2009). Bibi’s 
political talent and utility to the Zionist cause did not go 
unnoticed for long, and a diplomatic job as deputy foreign 
minister was soon to follow in 1982. 

Bibi’s diplomatic role provided him with a vital network 

The Land of King Bibi

Nim Etzioni
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of wealthy donors, such as Fred Trump, Donald Trump’s 
father and Sheldon Adelson, a billionaire business 
magnate (Black,2018). It also enabled him to develop and 
disseminate his political philosophy: to obtain existential 
security, Israel must become an economic and military 
powerhouse; only then can it negotiate for peace with 
its Arab and Palestinian neighbours, from a position of 
leverage.  In his book, A Durable Peace, Bibi wrote:

Such blatant subversion of the democratic process would 
of course be considered a gross ethical violation, but the 
‘great-man’ vision minimises this to the ‘price of leadership’.  

The self-destructive feature of this vision - the suffocation 

Conditional to this political ideology is Bibi himself. As 
Bret Stephens, former editor of The Jerusalem Post, writes:

Israel has yet to complete the circle of peace around 
its borders, a peace that must be based on security if it 
is to last. I view this as the first task facing the country, 

and any prime minister must dedicate himself to its 
completion. (Netanyahu, 2000)

“Bibi-ism” …… [is] the view that one man, and one man 
only, has the wisdom, experience, and instincts to run the 

country. (Stephens, 2021) 

This “great-man” vision of politics is highly problematic 
for two reasons: one socially destructive, the other 
self-destructive. Firstly, it justifies an “ends over means 
approach”because the ‘great-man’ will reach the 
promising ‘ends’ and the means by which this is achieved 
are irrelevant. This explains the serious allegations of 
corruption that haunt Netanyahu, allegations for which 
he stands trial. Though corruption is certainly not a new 
phenomenon in Israeli politics (Ehud Olmert,a former 
Prime minister,was convicted on Bribery charges in 2014), 
it is the audacious extent Bibi is accused of which distinctly 
embodies the narcissistic and self-serving characteristics 
of the ‘great-man’, and its corrosive effects on democratic 
processes (BBC, 2017). 

The charges of corruption stem from three cases. Firstly, 
‘Case 1000’ accuses Bibi of receiving $300,000 in gifts from 
a Hollywood producer and an Australian Billionaire, and 
pressuring the ministry of finance to relax unfavourable 
tax legislation. ‘Case 2000’ accuses Bibi of discussing a 
quid pro quo in 2014 with the publisher of one of the 
largest newspapers in Israel, in which Bibi was to receive 
favourable coverage in exchange for Bibi enacting 
legislation which would scupper a rival paper owned 
by Sheldon Adelson, a Bibi supporter and donor. Finally,  
‘Case 3000’ accuses Bibi of providing Shaul Elovitch and his 
Telecom company $1.8 Billion in regulatory advantages, 
in exchange for favourable coverage of Bibi and his wife, 
Sara (Lubell, 2021).

Stephens’ encounter with Bibi during his time as editor 
of The Jerusalem Post further highlights Bibi’s obsession 
with media ‘compliance’:

and inevitably frustration of talent – is equally important. 
Such an ideology necessitates the absence of obvious 
and credible alternatives/immediate replacements. Thus, 
anyone (even allies) satisfying the above description must 
be eliminated from the political stage. 

Of course, this leads to many casualties. Naftali Bennet, 
Bibi’s former chief of staff, resigned after a falling out with 
Bibi’s wife (Pfeffer, 2021). Bennet formed a new party, with 
another disgruntled rising star, Ayelet Shaked. Gideon 
Saar, once Bibi’s most vocal ally within his  party, Likud, 
was embarrassingly sidelined (Goldenberg, 2021). Benny 
Gantz, whom Bibi appointed commander of the IDF, was 
branded as ‘weak’ and ‘foolish’ (Stephens, 2021) . 

All of these figures are now in government: Bennet is 
Prime Minister, Saar is Justice minister, Shaked is Interior 
minister and Gantz is Defence minister.

The creation of powerful enemies thus means that the 
practical implementation of the ‘great-man’ vision and 
the extension of Bibi’s political life requires a strategy that 
indulges in deeply cynical political techniques. Anyone 
who disagrees is labelled ‘weak’ and ‘a leftist’, and anything 
that goes against Bibi is a scandal. For him, the corruption 
trial is a “witch-hunt” and the new coalition government 
is ‘the greatest fraud in history’ (Rosenberg, 2021). His 
party’s Twitter page ends almost every tweet about the 
new Prime Minister with the word “crook”. 

A Trumpian political strategy rooted in division, a 
narcissism which repels talented individuals, and serious 
corruption indictments go very far in explaining how 
polarised Israeli society is. Four elections in two years is 
not characteristic of a functioning democratic process. 
Neither is an ‘anyone-but-Bibi’ coalition government 
based on a one-seat majority. 

But in some ways, Bibi has left Israeli society less polarised. 
His popular track record on the economy and security 
means that it is unlikely any of his policies will be reversed 
in a significant way. Even his handling of the events in 
May – which led to the deaths of 12 Israelis and at least 
230 Palestinians – would not have been dealt with much 
differently (Bilefsky, 2021). In fact, many policies floated by 
the new government are aimed at barring Bibi from being 
able to govern, rather than offering any original positive 
vision (Associated Press, 2021).

Such is the paradox of Bibi. He has brought riches and 
safety to his country providing it with an outward strength. 
At the same time however, he sowed social division, 
exacerbated polarisation, and withheld vital experience 
from competent individuals, leading to internal fragility. 
Nonetheless, Bibi has almost single-handedly shifted the 
political paradigm into one which is uniquely his - for 
better or worse. The real question is whether he will be 
able to withstand the backlash of his own legacy from 
an administration explicitly created to be in antithesis to 
him and the infamous allegations of corruption. That only 
time can tell. 

Unlike most politicians, he wasn’t interested in 
cultivating me as a friendly media voice. He wanted me 

as a patsy, and he wasn’t subtle about letting me know it. 
(Stephens, 2021)
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 “Wasta”… “Wakeleh Hassriyeh”… these two expressions, 
which are much too familiar to the Lebanese ear, are 
usually met with contrasting reactions when heard on the 
streets of Beirut, in the souqs of Tripoli or in the fields of 
the Beqaa. The former loosely translates to “a connection 
that helps”, with Chinese “guanxi” being closest in spirit 
as both suggest nepotism, favoritism and other unfair 
practices that crush the value of merit in numerous aspects 
of daily life. It is not difficult to assert, and confidently 
so, that the overwhelming majority of Lebanese society 
unconditionally condemns the notion of “wasta”, 
including those who do make use of it for reasons that any 
first-year economics’ student would surely understand. 
On the other hand, the latter triggers a curiously different 
response which epitomizes the contradictions with 
which our societies so often conjecture and envisage 
their functioning. Indeed a “wakeleh hassriyeh”, which 
translates to “exclusive license”, indicates an individual’s 
legal right to monopoly as authorized by government, 
a notion that does not convey much to the average 
Lebanese, at least not controversy, probably not more 
than neutrality and, perhaps, even a bit of admiration. 
The reader will certainly be able to imagine a number of 
examples where this applies to almost any country in the 
world, the sale of property rights being neither new nor 
unordinary. In Lebanon, however, these monopolies and 
state-sanctioned cartels are everywhere: they constitute a 
corruption’ fueled endogenous force of destruction that is 
imploding the Lebanese economy and signing Lebanon’s 
name on the list of failed states. In this article, I step 
away from the traditional microeconomic treatment of 
corruption and offer a macro-perspective on its Lebanese 
case through the observation of monopolies and cartels.

1)    Some context
The modern origins of the “wakeleh hassriyeh” can be 
traced back to the French rule (or as the French were 
preparing to leave to be more precise). During the colonial 
period, state’ sponsored monopolisation was already 
operational, with the mandate regime issuing exclusive 
licenses to French concessionary companies who sucked 
out rents from all main economic sectors and subsequently 
exported their gains to France. As Lebanon obtained its 
independence in 1943, a “consortium” of vastly wealthy 
and majoritarily Christian families sat on the throne of 
economic rule, a throne offered by the departing French 
who were distributing bits of political hegemony to their 
previous loyal cronies (Traboulsi, F.; 2007).  An oligarchic 
state was born, one where inequality, unfairness and 
alienation prevailed, a lethal mix of social pressures that 
had much to do with the outburst of the civil war. This 
oligarchic logic of governance survived the civil war, and 
while some faces may have changed, corrupt practices 
remain the same if not more elaborate in their perversion. 
Indeed, the postwar sectarian system agreed upon during 
the Taif agreements of 1989, agreements whose advocates 
claim they insure the rights of citizens of all 18 sects of the 
country, has accomplished nothing more than insuring 
the pirates are better organized in their looting, and more 
transparent among themselves when splitting treasure: 
now, each sect is pillaged by its own people, by political 
figures claiming to represent them. There is absolutely 
nothing religious about Lebanese sectarianism: it is simply 
a set of tools for optimal exploitation of citizens. In a spirit 
of “sectarian fraternity”, Lebanese politicians of different 
sects distribute monopoly rights among themselves and 
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form cartels with each other. By 2003, half of the domestic 
market in Lebanon was dominated by either monopolies 
or oligopolies, and one third by single firms who detained 
at least 40% of market shares (Ministry of Economy and 
Trade). 

2)    The easiest bet ever
The intriguing aspect of large-scale corruption in Lebanon 
lies in its blatancy. Forget about the corrupt officer asking 
for a bribe in exchange for some meaningless permit: by 
blatant, I mean multimillion blatant. Let us first understand 
what Lebanon looks like.

This small country (10452 Km2) is divided into 
governorates, each one’s residents being predominantly 
of a same sect. A simple look at the map can help get a 
clear picture: North Lebanon is majoritarily inhabited by 
Sunni Muslims, South Lebanon by Chi’a Muslims, Mount 
Lebanon by Maronite Christians, etc… Even on a city level, 
neighborhoods have their sectarian identity: In Beirut, the 
Ashrafieh district is mostly Christian, Quarantina district 
mostly Armenian, Hart-Hreik mostly Chi’a, Tariq Jdidi 
mostly Sunni, etc… In parallel to grasping this geographic 
distribution of sects, we must also understand the nature 
of the political scene in Lebanon. Simply, all governing 
political parties address an audience belonging to a 
particular sect, and all sects are dominated by one or 
two political parties (at most a handful) with dominance 
varying on a regional level.

Let us now assume that the government, through the 
“Council for development and Construction” (CDR), 
releases three auctions to build three bridges: one in 
North Lebanon, one in South Lebanon, and one in Mount 
Lebanon. Assume also that firms participating in these 
auctions are diverse in their owners’ sectarian and political 
affiliations. The outcome is always the same: a project in 
region X is won by the firm closely tied to the politico-
sectarian figure in this region (Merhej, K.;2021). As such, 
contract work in South Lebanon and Beirut’s Southern 
Suburbs is monopolized by firms close to Hezbollah and 
the Amal movement; works in the Akkar and Dannieh 
regions are monopolized by firms close to the Future 
party; etc…
 

3)    Who cares?
The oligopolistic distribution of political power leads to 
the creation of private monopolies and cartels. Exclusive 
licenses are first and foremost granted by the government 
to the political elite’s entourage, strengthening and 
reaffirming the web of corruption. In some cases, those 
where “return is too large not to be shared”, cartels are 
formed, the import of oil being a good example. In such 
situations, politicians reinforce their cartels’ position 
by protecting them from competition (e.g. larger costs 
for new entrants; unequal access to credit; paperwork 
obstacles; etc...). Such barriers to entry deter competition 
that would be beneficial for the average citizen and, 
in those rare cases where a new firm does manage to 
overcome these difficulties, it is easily bullied out of 
business by cartel members who are given a variety of 

unfair advantages by government (Wood, D.  Boswall, J.  
Minkara, Y.; 2020).

This lack of competition, coupled with the record high 
interest rates adopted by the central bank, has insured 
that Lebanese markets plunge into a state of stagnancy, 
the results of which we are witnessing today in the form of 
a crisis unseen for almost two centuries. Today, Lebanese 
bank depositors’ money is gone: It has been spent by 
government to assist their cartels in their purchase of oil, 
wheat, medicines and other necessities, subsidies made 
necessary by the record depreciation of the Lebanese 
currency and thus the greater cost of imports that cartels 
cannot bear. Today, as the state is running out of money 
to support monopolists in their imports of medication, 
children are dying of fever because pharmacies refuse 
to sell OTC or any medication, in anticipation of greater 
future returns once subsidies stop and prices rise. Indeed, 
in spite of the unimaginable misery experienced by the 
ill and witnessed by everyone, huge stocks of medicine, 
sometimes going bad because of the wait, are reportedly 
amassed in some of the cartels’ warehouses.Economics 
students know of bank rushes, but in Lebanon there have 
been rushes on banks, exchange offices, pharmacies, 
supermarkets and gas stations. People hallucinate of 
shortages everywhere, and so they panic and blindly dig 
a deeper hole for themselves. Today, a Lebanese citizen 
barely gets two hours of electricity a day, no matter how 
strong his “wasta” is. Even hospitals experience blackouts 
that limit the scope of possible medical procedures  (Al 
Jazeera; 2021).

4)    Now what?
Now nothing. As long as the current political elite, the 
economic pirates and the banking ogres remain, there 
can be no sustainable change. Any attempt to reform 
this system without replacing it is comparable to taking 
paracetamol to treat cancer. Changing governments 
can not be enough, for it always brings another batch of 
equally corrupt politicians who reproduce and further 
develop the monopolistic pattern of the economy. I do 
not believe that a violent popular uprising will bring about 
anything other than chaos, although it may attract funds 
as is always the case in civil wars. Right now, urgency must 
be given to the alleviation of suffering, mainly prioritizing 
the entry of medication through new routes in the hopes 
of indirectly unlocking the idle stocks of medicines by 
weakening cartels (Al-Azzi, L; 2021). Secondly, policies 
promoting free competition must be adopted. While 
many among us sympathize with the notion that a state 
must actively interfere in markets, none argues for such 
in the case where the state is corrupt, at least not to my 
knowledge. Thirdly, much like economic power must be 
redistributed, a fresh outlook on the Lebanese political 
economy must be offered. To the current monopolization 
of political power and executive decision-making in 
Beirut that is hindering equal development in the rest of 
the country and promoting long-term inequality (Saade & 
Alexiou; 2020), could federalism be an answer?
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The long-term economic disasters that political corruption 
brings to a country are evident. But if a corrupt politician 
maintains a hard core of supporters even after the end of 
their tenure, the damage could be even more prolonged. 
The case of the recent unrest in South Africa perfectly 
exemplifies this scenario. Jacob Zuma, who served as 
South Africa’s president from his election victory in 2009 
to his resignation in 2018, was sentenced to 15 months in 
prison by the country’s Supreme Court, having defied an 
order by the constitutional court to attend a formal inquiry 
into his widespread and notable acts of corruption while 
he was in office. Mr Zuma’s jailing, which had long been 
anticipated, was not welcomed by his most strenuous 
supporters. His son had warned of “blood on the floor”:  
a month later his prediction proved to be true. Following 
the arrest on July 7, 2021, riots ignited by Zuma’s followers 
left about 330 people dead in a single week and caused 
major disruptions to the South African economy and its 
businesses. Beyond the atrocious cost in terms of human 
lives and safety, what are the political and economic 
effects of this widespread unrest?

The straw that broke the camel’s back.
Any discussion of these riots would be incomplete 
without a proper description of the current South 
African economic and social situation. In fact, the former 
president’s arrest is likely only the spark that ignited the 
fire, which was, however, fueled by the plethora of socio-
economic issues that South Africans have been living 
with for decades. These protests heavily hit a country 
that was already struggling before the pandemic and 
whose suffering has only been exacerbated by COVID-19 
lockdowns and recession.

Given what is known about Mr. Zuma, the fact that 

corruption is widespread in the country may be no 
surprise. According to Transparency International’s 
Corruption Perception Index, South Africa’s score of 44 out 
of 100 indicates generally high levels of corruption in the 
Public Sector, which has well-known negative effects on 
economic growth, inequality and business environment.

Moreover, economic growth and general economic 
indicators have been performing poorly for years, with 
their performance being perhaps worsened by the 
aforementioned high levels of corruption.

Unemployment, which at high rates is often associated 
with social discontent, has historically plagued South 
Africa’s labour economy, and the situation has only been 
worsened by the pandemic. According to the World Bank, 
in Q4 2020 the unemployment rate reached a staggering 
32.5%, with a peak nearing 63% for people aged 15-24. 

Gross Domestic Product statistics are no more encouraging 
than unemployment ones, with GDP per capita in 2020 
being lower than it was in 2005. And while GDP growth 
may not necessarily be an accurate estimate of the well-
being of a society, income inequality is often considered 
an important predictor of happiness. Unfortunately, South 
Africa is notably struggling with having a decently equal 
society. The country is a de facto dual economy, i.e. it is 
based on two separate economic systems operating at 
different speeds and levels of productivity, an agricultural 
one and an industrial one. 

This is clearly reflected in South Africa’s Gini Coefficient, 
a common measure representing inequality in wealth 
distribution, with 0 indicating no inequality and 
1 measuring absolute inequality. In 2020, the Gini 
Coefficient for the South African economy stood at 
0.63, the highest value in the world by the World Bank’s 
estimate. By comparison, the average Gini Coefficient for 
countries in OECD (a club of developed economies) is less 
than 0.32.

The Shadow of Corruption over the 
South African Riots

Francesco Cannone
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Zuma’s success
By the time of his rise to power in 2009, Jacob Zuma 
had had a controversial, eventful 50-years long political 
career. Three years after first joining the ANC in 1959, 
he was arrested alongside other notable ANC members, 
including Nelson Mandela. After his release, he then went 
on to play a key role for the ANC in the KwaZulu-Natal 
(KZN) province, which is still considered to be his political 
stronghold, and is unsurprisingly one of the focal points of 
the riots. He was then exiled until the early 90’s, where he 
once again stood at the forefront of the ANC, as the party 
gained popularity and eventually won the 1994 elections. 
15 years later he will become “The People’s President”. 
However, by 2018, Jacob Zuma had become a politician 
who had faced nine no-confidence votes and who had 
stood trials for charges ranging from rape to corruption. 

Still, his populist approach and his large network of 
corruption allowed Mr. Zuma to maintain a strong 
support base, especially in his native province KZN, where 
his followers ignited the first riots.

Riots, looting and their consequences
What started as protests quickly turned into displays of 
disobedience and looting, resulting in general turmoil 
and rampage. The provinces of KwaZulu-Natal (KZN), and 
Gauteng (containing the economic and administrative 
centres of South Africa, Johannesburg and Pretoria) 
have been heavily affected by the riots, leading KZN’s 
provincial government to declare a state of disaster “due 
to the magnitude of the damage caused by the recent 
civil unrest”. It is estimated that at least 40,000 shops and 
businesses have been looted, damaged or burnt down. 
As of August 23, a few weeks of relative quiet, there 
have been threats of further violence, this time with a 
clear focus towards institutions rather than disorganised 
looting.

Though protests and riots can be a worthwhile method 
for large-scale political expression, the situation in South 
Africa is likely to worsen protesters’ and rioters’ conditions.

Just as the reasons behind the unrest are both political 
(Zuma’s jailing) and economic (as discussed above), its 
outcomes will probably encompass both fields as well, 
with possible disastrous consequences.

On the political side, what is truly at stake is the legitimacy 
of the African National Congress (ANC), the ruling South 
African party since the advent of democracy in 1994, 
and consequently of the current government led by Cyril 
Ramaphosa. 

Mr. Ramaphosa, who is also the ANC’s leader, has not 
been shy in alleging that the riots have been an attempt 
to overthrow his government by a Zuma-supporting rival 
faction within the ANC itself. 

Zuma’s decennial tenure had been tainted by corruption 
and thus a change of pace was expected when, upon 
his election, Cyril Ramaphosa promised to eradicate 
this damaging culture from the country’s main party.  
However, more than 2 years later, corruption has proved 
to be deeply rooted in ANC’s legacy, posing an “existential 
threat” to the party itself, in Mr. Ramaphosa’s own words.

It is now up to him to properly reform the ANC to 
avoid further internal fractures and to finally eradicate 
corruption, to ensure stability and a proper environment 
for businesses and domestic and foreign investors. It is 
certain, however, that both the President’s and the party’s 
approval ratings will be at least somewhat affected by 
these major events. 

Economically speaking, some consequences have already 
been observed. Beyond the aforementioned huge costs 
of rebuilding shops and providing relief for business 
owners, the riots have created a climate of instability 
that is likely to steer investors away from Africa’s most 
industrialised nation. Firstly, the country’s currency, 
the South African Rand, which was slowly recovering 
from the depreciation it faced following the outbreak 
of the COVID-19 pandemic, started plummeting again. 
Secondly and unsurprisingly, business confidence was 
strongly affected by the unrest, leading to a nine-month 
low in July, according to the South African Chamber of 
Commerce and Industry. According to accounting firm 
PwC, the recent unrest could reduce this year’s South 
African GDP growth by 0.8 percent. Besides via legal 
tender depreciation and lower business confidence, the 
unrest has also affected people’s lives in a much more 
direct way. There have been food and oil shortages 
due to various commercially fundamental roads being 
blockaded by Zuma supporters and riot instigators, 
combined with the negative effects that looting and 
businesses disruption have had on the availability of 
consumer products.

Corruption appears to be so ingrained that a rightful 
attempt at re-establishing the rule of law is undermined 
and overshadowed by the acts instigated by Zuma’s 
supporters. These mass events risk sending South Africa 
off of the virtuous path it was following, towards a too-
known desert of unemployment, inequality, corruption 
and widespread social discontent. 

It is now up to Mr. Ramaphosa to reform his party from 
the inside if the ANC wants to continue its 27-year run as 
the ruling majority.
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NATIONALISM FOR 
THE PEOPLE:  

Since birth, we are told we belong to a country and that we have some 
sort of special bond with it and its people. This seems so natural of an idea 
that we rarely ever think about it. In fact, it is so easy for us to integrate 
this as part of our fundamental identity, that patriotism and nationalism 
have been long used as political tools. From building support for anti-
immigration policies to getting people to go to war to protect the 
nation, politicians and demagogues have found many ways to exploit 
our perception of national unity and belonging. What they have perhaps 
not considered is that they might have created something much bigger 
than themselves.

Economist Paul Collier calls nationalism “potentially the most potent 
means of building social cohesion” (Collier, 2015, para. 2). At the same 
time, we must acknowledge that this strong social cohesion can lead 
to unreasonable scepticism toward outsiders and discrimination. This 
is useful for politicians who want to demonize others to further their 
agendas. Donald Trump, for example, once called climate change a hoax 
made up by China to undermine US industry (Cheung, 2020). Nationalism 
is also oftentimes used by elites to protect their financial interests. They 
use the divide between countries to blur out the divide between classes 
and make it look like resource exploitation, for example, is a matter of 
national interest, even though most of the population does not benefit 
from it (Conversi, 2020, p. 630). Evidently, nationalism is a double-edged 
sword. So, how can we use nationalism the way Sir Collier envisions?

We must begin by asking ourselves what makes our nationality so 
relevant. Nationalism satisfies our deep psychological desire for 
connection, security, and belonging (Bader, 2006). We want to feel part 
of a community, so we subscribe to the values and core elements tied 
to its identity. These often revolve around traditions, language, music, 
or a specific kind of humor. Different communities build their identities 
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(Parekh, 1995). For instance, Nogué and Vicente explain how 
the natural landscape, together with its symbolism, was the 
basis for the formation of Catalan nationalism and territorial 
identity (Nogué and Vicente, 2004) What is truly interesting to 
observe is what happens when the interests of political forces 
who are keen on tapping into patriotic sentiments clash with 
the very symbols that lie at the root of their country’s national 
identity.

An excellent example of this phenomenon is the controversial 
mining project from Roșia Montană, Romania. While various 
state institutions were supportive of the initiative and Roșia 
Montană Gold Corporation (RMGC) was on track to receive 
authorisation for the mining project, the exploitation posed 
an extreme threat towards important archaeological sites and 
the environment because of cyanide exposure (Stoiciu, 2013; 
Delcea and Voinea, 2013). This led to the creation of a campaign 
called “Romania without cyanide” which was centered around 
highlighting the damage extraction would cause to important 
Romanian landmarks. The campaign was so effective that it led 
to massive public outcry and nationwide protests in a country 
with virtually no history of effective environmental activism. 
In 2021, Roșia Montană was included in the UNESCO World 
Heritage List (Ștefănescu, 2021). This is an example of how 
nationalist feelings can bring people together to fight for what 
they truly care about, despite institutional efforts. It could be 
seen as the strongest weapon that human communities 
have ever had.

 Aoteaora, N
ew Zealand

A similar example comes from Aoteaora, New Zealand. 
There, environmental activists have managed to 
mobilize an unprecedented number of people to their 
local beaches by infusing nationalist elements into 
their rhetoric (Diprose et al., 2016). They portray the 
beaches as part of who they are as New Zealanders, 
thus transforming them into something worth 
protecting against the dangers of oil spillage and deep 
sea drilling. It is on the basis of nationalist sentiments 
that these people are able to come together and fight 
a phenomenon that threatens their livelihoods.

Patriotism, at its root, plays the role of unifier. In the case 
of India, for example, nationalist feelings propagated 
through publications, such as Harijan, enabled 
different kingdoms to unify in their battle against 
British colonial rule and emerge together as one 
nation (Desai, 2019, para. 4). Following this period, the 
cultural elements tied to the Indian national identity 
helped maintain the feeling of unity necessary for the 
preservation of the community. India also serves as 
a great example of when nationalism needs to stop. 
Rabindranath Tagore warned against the common 
view in Indian schools that the nation is above “the 
ideals of humanity” (Bhushan and Garfield, 2011, p. 27). 
The lesson we must remain with is that nationalism is 
good only so long as it is a tool to uplift our own and 
build together. Being united does not necessarily 
require being united against somebody else.

Nationalism is often framed as a disruptive obstacle in 
the face of global progress, but it need not be. Quite 
the opposite, nationalism can serve as the strongest 
incentive for people to work together against 
common problems. We must foster a kind 
of nationalism that is concerned with 
becoming better off as a community 
without making somebody else 
worse off. A kind of national 
identity that takes pride in 
being kind to others. 
Maybe all we need 
to do is realise 
what is worth 
fighting for.
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The title is inspired by a forward-looking question posed 
by Esther Duflo (2003). Her paper suggested that cash 
transfers received by women in South Africa had large 
impacts on the health of girls (using the measure of 
weight for height and height for age), but not that of boys. 
Results of such kind assume significance in our thesis of 
how external cash transfers affect women’s bargaining 
power inside households.

Recap:
The methodology section dealt with assessing the ways 
in which we could study an improvement in women’s 
bargaining power inside households. A decision was 
reached on using data describing a woman’s personal 
agency on receiving cash transfers to help with our 
assessment, given the availability of data on cash transfer 
programs. The personal agency metric could include the 
household’s spending patterns in children’s education, 
labour force participation of members of the household 
and such. As noted earlier, our analysis will be restricted 
to the results tabled by various research schemes, along 
with the designs of the cash transfer schemes themselves.

We select two different studies to evaluate the 
impact on women empowerment. We will conduct a 
descriptive study to examine the extent and nature of 
the improvement in women’s agency. All the studies 
selected are on unconditional cash transfer programs, 
with a targeted focus on the data on women recipients. 
The reason behind choosing unconditional transfers, 

and not conditional ones, is to have a sample of choices 
and decisions made by women of their own agency, and 
not guided by any government condition.Unconditional 
transfers are income households receive on virtue of 
qualifying, while, conditional transfers, as posited in 
earlier sections, are often designed with the purpose of 
maximising household - and social - welfare. They do 
not necessarily coincide with women’s empowerment 
objectives.  

Particularly, we will look at the following studies: 
- Labour supply responses to large social transfers: 
Longitudinal evidence from South Africa, Ardington 
and Case, 2008
- Culture and Human Capital Investments: Evidence 
of an Unconditional Cash Transfer Program in Bolivia, 
Yanez-Pagans, 2008.

Unconditional cash transfers to eligible elderly members 
of the household mostly take the form of pension funds. 
We measure their impact on the changes in the behaviour 
of the household members, and how this is ascribed to 
gender.

Bolivida, Bolivia
The introduction of Bolivida, an old-age unconditional 
cash transfer program (given to women and men 65 
years of age or older) in Bolivia is used to study the intra-
household income allocation process towards children’s 
educational expenditure by ethnicity and gender of the 
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recipient. The effects on ethnicity occupy the centre 
stage in this study; the bargaining power of women in 
households is significantly impacted by which ethnic 
group the household falls in. In particular, patriarchal 
family structures, which are more common among 
indigenous families, might limit the power of indigenous 
women to allocate their resources as compared to non-
indigenous women.

This pension program in Bolivia is incredibly important 
for poor households. Van Gersdoff (1997) estimated 
that the transfers accounted for 50 and 85 percent of 
the annual income of the poor and extremely poor 
households, respectively. Yanez-Pagans conducted a 
quasi-experimental study using a pre-post regression 
discontinuity design to investigate the heterogeneity 
in the patterns of allocation of children’s educational 
expenditure within indigenous, multiethnic, and non-
indigenous families, conditional on having one elder and 
one school-age child living in the household. The model 
she uses has the following specification:

Where, y is the total schooling expenditure for the ith 
child in the hth household,  is a vector of household-
specific eligibility indicators variables, equalling one if the 
elder is eligible and zero otherwise.

The results yielded by the study showed that Bolivida had 
significant effects on children’s education if a woman in 
the household is eligible. Specifically, women’s eligibility 
increases schooling expenditure by 56 percent on average 
among indigenous, by 60 percent among multiethnic, and 
by 91 percent among non-indigenous; men’s eligibility, 
while also increasing schooling expenditure, did not raise 
them by statistically significant levels (the increases are in 
the order of 0.1, 17, and 58 percent, for multiethnic, non-
indigenous, and indigenous, respectively).

Yanez-Pagans then tests Duflo’s question on whether 
transfers received by women affect the girls in the 
household. Looking at the results, Bolivida seems to have 
only impacted boys in indigenous households; however, 
in non-indigenous households, women do invest more in 
the girl’s education, while men do the same for boys. 

Pension Alimentaria para Adultos Mayores, Mexico
Juarez (2010) examines the impact of a grant given 
to adults of age 70 and older in Mexico City in 2001 on 
the labour force participation and labour supply of 
members of the household. These two measures are 
interesting parameters to examine in terms of assessing 
the bargaining power of women inside households. In 
patriarchal households, women are often consigned 
with household duties; therefore, an indicator of 
empowerment could be an increased female participation 
in the labour force. At the same time, given that leisure is 
a normal good, women who are already participating in 
the labour market will see a reduction in labour supply if 
there is a demogrant-eligible female in their household, 
going by our thesis of grandmothers looking after their 

granddaughters.

Summarising Juarez’s findings which bear relevance to 
our thesis:
The additional household income from the program 
seems to allow women of age 70 and above, who are direct 
recipients of the demogrant,  to reduce both household 
and market work. The estimated effect on leisure overall is 
positive, but not statistically significant.
For the age group 60-69, we examine the behaviour of 
men in the household of a recipient. This is done because 
for this age-group, if a person shares the household with 
the demogrant beneficiary, it is likely to be his/her partner. 
If the women beneficiary transfers a lot of her demogrant 
to benefit the agency of the male partner (who is not a 
beneficiary himself ), this can be taken to indicate that 
unconditional transfers are not, in fact, adding to the 
woman’s own bargaining power - though of course, 
familial dynamics can dictate different perceptions to the 
problem. 
The results show that such men significantly drop out 
of the labour force, decrease work hours, and increase 
housework. The latter could be taken as some form of 
an addition to the bargaining power of women, since it 
suggests that men’s overall leisure has not risen (and thus 
he is not wholly benefitting from her transfers), but it still 
does present findings against the idea that women are 
increasing their own agency. 
The age group of 18-59 represents individuals who 
generally participate actively in the labour force, 
and are generally the sons/daughters or grandsons/
granddaughters of the demogrant recipient. For women 
in this age group, living with an eligible woman decreases 
their labour participation by 22 percentage points and 
their work hours by about 8 hours. This is coupled with the 
fact that they also decrease their housework participation; 
thus, their total leisure increases.
Similar is the case for men, but for an important exception, 
which is an increase in their housework participation. The 
other effects, unfortunately, are not statistically significant 
for either men or women; however, they too, along with 
the evidence presented earlier, suggest the possibility of 
women in their collective authority inside the household 
increasing their bargaining power. 

Conclusion
The lack of data restricted our study of examining to what 
extent and in what ways women increase their bargaining 
power on receiving unconditional cash transfers. We 
eventually decided to study the research on pension 
schemes and how elderly women (or grandmothers) 
who received them were put to use, through the lens of 
our female bargaining power thesis. The two studies in 
Bolivia and Mexico show encouraging results, though 
they do lack statistical significance in many cases. It is 
worth noting that in most studies, transferring resources 
through pension schemes to women often favours their 
agency, and that of the household. It is a field worth 
exploring in different parts of the world, and serves as a 
landmark battle for female empowerment, particularly in 
households of poor socio-economic status. 
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In the publication of Part I in November 2020, I aimed 
at investigating the framework of a central bank digital 
currency (CBDC), whereby  pinpointing the consequences 
of such public digital money to global economies. 

During Part II published in March 2021, I explored the 
hallmarks of an interest-bearing CBDC and provided a 
quantitative explanation using diagrams from Agur et 
al. (2020) while proving  how having an interest rate on 
CBDCs may turn out to be more effective at reducing 
inflation in Venezuela and Zimbabwe.

Following the same literature on the peculiarities of 
an interest-bearing CBDC, in the third and last part 
of this economic paper I further contextualise the 
interest-bearing architecture of a CBDC focusing on the 
implications for the deposit and lending markets and 
explain the design distinctions regarding a ‘Retail-CBDC’. 
At the very end, I illustrate my standpoint on the rising 
interest in other types of private digital monies (e.g., 
Stablecoins) and how this may alter policymakers’ plans 
for monetary stability. 

How can an Interest-bearing CBDC Shape the 
Deposit and Lending Markets?

Marc Clotet

Since Broadbent’s utterance, policymakers around the 
world have openly expressed their concerns of a rising 
attentiveness in the hazard of having a non-zero interest 
CBDC, thereby encouraging agents to hold CBDC at times 
when cashless payments are increasingly preferable 
than physical cash, being this widely accelerated by the 
COVID-19 pandemic1. 

According to Garratt and Zhu (2021), an interest-bearing 
CBDC would impose a lower bound on the deposit 
interest rates of commercial banks . As argued in their 
paper, the level of deposits in the banking system and 
deposit interest rates hinge on two crucial characteristics 
from the policy rate set by central banks: the interest on 
reserves (IOR)2 which is directly paid to banks, and the 
interest rate on the CBDC, paid to the holder of the legal 
claim on the CBDC. 

Regarding the commercial banking sector, we may reckon 
the existence of predominant banks which dispose of a 

Welcoming a Cashless Society: Can CBDCs 
Help to Mitigate Hyper-inflation? Revisited 
 

Part III. On an Interest-bearing CBDC and the Rise of DeFi

“How do you like the Queen?” said the Cat in a low voice. 
“Not at all”  said Alice: “she’s so extremely—” Just then she 
noticed that the Queen was close behind her, listening so, 

she went on “—likely to win, that it’s hardly worth while 
finishing the game.”

Alice’s Adventures in Wonderland,

Chapter 8, The Queen’s Croquet-Ground

“If all a CBDC did was to substitute for cash – if it bore no 
interest and came without any of the extra services we get 
with bank accounts – people would probably still want to 
keep most of their money in commercial banks.”
Ben Broadbent, 
Deputy Governor of the Bank of England, in a 2016 Speech

1. As I explain in ‘Can Public Money (‘Fiat Currencies’) Survive in a World of Private Digital Money? published in the UCL The Economic Tribune’s 
website, credit card payments have been increasing in the EU since 2019 and the Sveriges Riksbank already expressed its concerns regarding an 
unease of an important reduction of cash payments in Sweden. Access the article at https://www.econtribune.com/post/can-public-money-fiat-
currencies-survive-in-a-world-of-private-digital-money.
2. According to the Federal Reserve Bank of New York, interest on reserves (IOR) is the ‘rate at which the Federal Reserve Banks pay interest on reserve 
balances’ held by DIs at the local Reserve Banks. Source: Federal Reserve Bank of New York.
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greater number of ATMs and branches. Hence, large banks 
can offer lower deposit interest rates and, thus, have an 
imperative advantage in the deposit market over smaller 
banks. 

Following this reasoning, and as we will see graphically 
later, the lower bound on deposit interest rates becomes 
the interest rate on CBDC. Considering this lower bound 
to be binding – i.e., the CBDC interest rate being equal to 
the large bank’s deposit interest rate3 – by increasing the 
CBDC interest rate the large bank’s market share in the 
deposit market would also increase. This is represented 
by the increasing dashed blue line in the LHS of Figure 1. 
On the contrary, a non-binding lower bound is irrelevant 
since the interest on the CBDC is too low. 

Notwithstanding, the theoretical explanation holds 
relevant as long as we recognise the importance of the 
opportunity cost of capital4 and that the number of 
deposits and reserves remains unrestricted, otherwise 
the model would yield slightly different results. Therefore, 
we can assure that an interest-bearing CBDC affects the 
lending market by influencing the competitive position of 
banks. 

Although there is an ongoing discussion about the 

Figure 1. Showcasing the equilibrium of the deposit market when the interest on the CBDC ranges from 0 to 2%. Source: Garratt and Zhu (2021).

exact details of a ‘Retail-CBDC’, if the CBDC accounts 
are fully administered by commercial banks (i.e., with 
a ‘Direct-CBDC’, more on this later) the central bank 
pays depositors interest and the CBDC is central bank’s 
liability. Taking the interest r on the interest-bearing CBDC 
(rCBDC) exogenously, r becomes the lower bound on 
the s-constrained deposit interest rate. Hence there exist 
the constraints rL

++ ≥s andrS
++ ≥s for any large bank L and 

small bank S, s deposit interest rate and a positive rCBDC, 
indicated by r++.

Figure 2 shows the result for deposit interest rates and IOR 
rates, with and without the CBDC paying an interest s = 
2%. Since the interest on the CBDC is not expected to be 
above the IOR, IOR rates are shown over 2%. We conclude 
that the issuance of a CBDC increases deposit interest 
rates for both banks (this is represented by the dashed 
lines starting at 2%). 

More on the Design Architecture of a CBDC: the 
‘CBDC Pyramid’

Auer and Böhme (2020) argue that the technological 
design considerations of a CBDC depend on households’ 
(consumers) needs and preferences when deciding the 
type of payment instrument to use, whether more cash-
like or not. Figure 2 depicts this relationship between 
consumer needs (LHS) and the optimal design choice  

Figure 2. The impact of a CBDC at equilibrium. Source: Garratt and Zhu (2021).

3. A ‘binding lower bound’ refers to the fact that the interest rate on the CBDC is equal to the deposit interest rate. If the CBDC interest rate is too low 
compared to the deposit interest rate, the implementation of an interest-bearing CBDC would be insignificant. 
4. Bank lending is thoroughly affected by the probability that any lent pound sterling will return or not to the lending bank and the latter earns 
interest on deposits. In jurisdictions where there exists a higher probability of default, the results of the model might prove to be different. 
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CBDCs (RHS). 

Figure 3. The CBDC Pyramid. The mapping of consumer needs into 
CBDC design choices. Source: Auer and Böhme (2020).

Contrary to a ‘Wholesale CBDC’ only available for banks 
or other digital services providers, a ‘Retail-CBDC’ would 
embody a sort of ‘cash-like’ claim on the central bank, the 
only issuer of such a fiat money. 

However, central banks may enable the entry of third 
parties which might satisfy household’s heterogeneous 
preferences for ‘anonymity’ in the transactions. The 
ultimate choice between a distributed ledger technology 
(DLT) or a centrally controlled infrastructure will depend 
on each central bank’s own policy statements. 

Figure 4 illustrates the technical architecture of a CBDC. 
For instance, a ‘Synthetic-CBDC’ or ‘Indirect-CBDC’ 
represents the consumers’ indirect claim on the central 
bank account. An intermediary labelled as “CBDC bank” in 
the model from Adrian and Mancini-Griffoli (2019) backs 
up each indirect CBDC (or ICBDC) via its holdings of legal 
tender money deposited in the central bank. Through this 
channel, central banks give up part of their dominance 
in the system by allowing the entry of intermediaries 
which externalise the service and provide ‘anonymity’ in 
payments to households.

Figure 4. The legal structure of a CBDC. Source: Auer and Böhme (2020).

Notwithstanding, central banks no longer holding a full 
control on the record of financial transactions leads to 
the consideration of ‘Direct-CBDC’, which is a CBDC-type 
fully managed by central banks– this is the case in China 
with its own CBDC mobile App in collaboration with state-
owned banks.

Finally, some policymakers stand for the creation of a 
mere combination of the two above-mentioned types, 
a ‘Hybrid-CBDC’, which would remain a legal claim 

on the central bank but there would be third parties 
(i.e., Payments Service Providers, PSP) holding partial 
dominance. 

To round it off, central banks being the issuers of CBDCs 
have the ultimate decision on the optimal design of CBDC 
and they should consider their constrained maximisation 
problem – that is, to maximise households’ heterogenous 
preferences for ‘anonymity’ and ‘security’ in payments, 
while ensuring the core foundation values of a CBDC 
regarding the ‘easiness of use’ and ‘resilience in operations’ 
(BIS 2020).

The Threatening Triumph of Stablecoins and 
the Rise of the Digital Euro

While reading a speech from  Governor Christopher J. 
Waller, member of the Board of Governors of the Federal 
Reserve System, I was enthralled by his discussions on 
the foundational principles of a central bank-issued 
digital currency. Deeming highly thorny concepts such 
as the issuance of a CBDC, let alone the design or any 
architecture choices, I find learning from those who ‘swim 
against the current’ as an extremely essential quality while 
conducting research.  

As an eminently sceptic on the whole CBDC Project, 
Governor Waller argues against the actual need of the 
Federal Reserve to ‘step in the game’ by issuing a central 
bank digital currency that would further demonstrate 
to the general public central banks’ commitment and 
capacity to adapt to a digitalised financial world and 
foster the predominance of the U.S. dollar (‘dollarisation’) 
as a hard currency around the world. 

In his speech, Waller emphasises some policymaker’s 
failure to answer the following question: ‘What problem 
would a CBDC solve?’ Or, as economists prefer to say, 
‘what market failure or inefficiency demands this specific 
intervention?’

As I mention in one of my latest economic articles under 
the title ,,Digitales Zentralbankgeld: Eine Lösung oder 
Ein Unerwünschtes Problem?”5 , the increasing interest 
in stablecoins, primarily Tether (USDT) and USD-Coin 
(USDC), being the two most valuable currencies in the 
crypto ecosystem after Bitcoin and Ethereum, is proving 
to disrupt our current monetary systems, with the Fed 
announcing stronger regulatory measures for this type 
of decentralised digital currencies. The predominance of 
USDT and USDC can be evaluated by their all-time high 
spikes regarding market capitalisation since 2019.  

Besides this, the ECB’s recent announcements on its plans 
to fast-track the study into a digital euro in the European 
Union serves also as a proof of the upcoming disrupting 
and tumultuous times for financial markets. Without any 
doubts, digitalisation is becoming more and more present 
in monetary systems around the scope. And, perhaps, 
as Alice said to the Cat in the dialogue from Alice’s 
Adventures in Wonderland introduced at the beginning, 
the Queen (e.g., stablecoins or other public digital money 
like Facebook’s ‘Diem’) might be ‘so extremely likely to 
win, that it’s hardly worth while finishing the game (CBDC 
Project). Or perhaps the Cat proves Alice to be wrong at 
the very end of the game. Who knows? Only time will tell.

5. “Central Bank Digital Currencies: A Solution or an Unwanted Problem?” 
from the German translation. Access the article at Marc Clotet LinkedIn 
Post. 
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Recap
In the previous two installments of the research, we 
learned the motivations behind building and the process 
of building DSGE and Agent Based Models. This edition 
aims to answer the question of whether Agent Based 
Models are truly better than DSGE models in terms of 
integrating ideas and theories from different disciplines.   

The Task
One of the pros of using Agent Based Models are their 
interdisciplinary nature1. We will test this by creating 
simple models (both DSGE and ABM) of the housing 
market. The DSGE model will be built to solve for price 
(or mortgage level) in a given housing market. The three 
players – as outlined in the previous installment – are the 
households (demand side), the firms (supply side), and 
the central monetary authority which determines interest 
rates. The shock to the housing market we will investigate 
is that of more frequent and severe floods and due to 
climate change. 

It is unequivocally true that Climate Change is linked to 
human activity (IPCC, 2021) and policymakers must now 
strive to understand how it affects economic decisions 
(whether by consumers or firms or by the policymakers 
themselves) made in the years to come. The models in 
this piece are constructed to better understand localised 
effects of climate change on the housing market in a given 

geographical area. Another benefit of using the shock of 
climate change to evaluate DSGE models is that it allows 
us to test its predictive power when confronted with a 
shock that touches much more than just our economic 
lives.  

The shock will be split into two kinds: floods and wildfires. 
They may also affect the perceived value of houses in 
different ways – let us assume that it is not necessary 
for a house to be completely burnt down in the case of 
a wildfire but suffers substantial damage when it faces a 
flood. 

This allows for simplicity in the model as just one shock 
affects the demand side, supply side and policymakers. 
Each of the three players must adjust to the shock in their 
own way.

As for integrating climate change into the Agent Based 
Model, we will investigate its effects over different 
timescales. The interacting buyers and sellers enter 
and leave the market at a prevailing price. Agent Based 
Models don’t necessarily have to be based on equilibrium 
so the agents can enter and leave. The idea is to figure 
out the price for different scenarios. Therefore, we can 
hold certain variables constant and vary the others, and 
approximate the short, medium and long runs. 

As the simulation continues to build in a certain time 
frame, we would add shocks in the form of floods and 

Macroeconomic Modelling
Reimagined

Ananya Ashta

1. Refer to Issue 23 Debugging 2021- Pushing Macroeconomics into the Future Part 2 [Page 73-77]
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wildfires at regular intervals. Obviously, this is not exactly 
how probability or natural disasters work. It is one of those 
tricky assumptions that we have to temporarily make for 
simplicity’s sake.

Obviously, no model is perfect on the first try. It should be 
kept in mind that although the models are built to solve 
for price level, our objective is to understand the ease and 
possibility of integrating concepts from other disciplines. 
While reading this article, the reader is encouraged to 
ponder the question: would I be able to do this? 

Building the DSGE model 
Step 1: Demand side – Households (consumers of housing)

It should be noted that Households consume housing, 
rather than own housing. 

Households try to maximise their utility function which 
depends on the price of houses (P), risk of destruction due 
to flooding (W), and risk of damage due to fire (F) through 
time t. 

A simple representation of a utility function would be:

It is only natural that utility would be inversely 
proportional to the price (as the higher the price, the 
lower the satisfaction).

Assumption: All the houses are identical (unfortunately we 
cannot differentiate between normal and luxury goods at 
the minute because that would involve the calculation of 
multiple prices for standard and high-end homes) 

Similarly, the utility is inversely proportional to the risk 
of fires and floods (Athukorala et al., 2016). Here, we can 
differentiate the damage between the two by applying 
different values to “β” and “σ”. 

Step 2: Supply Side - Firms

Firms would optimize their prices given by the equation:

 

 The constraint is the number of houses “Yt”. This is assumed 
to vary depending on the damage caused by floods or 
wildfires. Ct+k is the cost function (house maintenance, 
building etc), Dt,t+k is the stochastic discount factor for 
nominal payoffs. 

Step 3: Monetary Authority

The interest rate is decided. To put it simply:

Where Ei
i is a random variable with mean zero which 

captures deviations from the interest rate and represents 
monetary shocks. For example, it will capture the interest 
rate target set by the central bank which is usually in the 
form of +/- a certain interest rate. There may be some 
deviation between actual and target so Ei

i 

Step 4: Applying Shocks

Once these are put into place, we can find equilibrium 
as mentioned in the previous article. What we must now 
focus on is the application of the shock. 

Usually, shocks are stochastically estimated around zero 
using an error (M. Sbordone, Tambalotti, Rao and Walsh, 
2010). If we needed to apply them to the model, they 
would oscillate around zero and not yield much insight 
into what would happen in the case of the climate change 
shock. At the end of the day, the equilibrium must be 
shaken. There is no zero-sum game in climate change. 

Constructing the Agent Based Model
We are allowed slightly more freedom in terms of certain 
variations while building ABMs. Something to note is 
that shocks in the DSGE model are estimated through a 
Bayesian method and the ABM below borrows heavily 
from Bayesian probability. The following is an example of 
constructing an ABM. 

Attributes of Agents, their behaviour and interaction with 
environment: 

Consider two types of agents: buyers and houses. Houses 
may remain stationary and there is a finite number of them 
in the area. Buyers move in and out of the system and 
there are more buyers than houses. Prices of houses are 
decided on the basis of demand (as in how many buyers 
are in proximity to the house) as well as risk of damage. 
We can design a function that calculates the price of an 
arbitrary house, i, in the next round of the simulation 
using (for instance) the house’s base price (P), proportion 
of buyers for which i is their closest house (x), and risk of 
damage to house i (d). As follows: 

f(P, x, d))

P = Base Price, x = number of buyers for which i is the 
closest house”/”total buyer and d = Probability of damage

If a house is damaged by a flood, its base price drops by 
20% while the values of the unaffected houses nearby rise 
by 20%. Similarly, a house affected by fire would see a 10% 
drop in base price and close houses which do not would 
see a rise in 10%. Flood damaged houses are kept off the 
market for 2 time cycles (potentially affecting which house 
a buyer is closest to), and fire damaged houses for 1 cycle.

Attributes of the Environment

In the set geographical area of the model, some houses 
have a base probability of being affected by wildfires or 
floods. This will rise over time cycles, but this is wholly 
dependent on data available on climate change. Such 
datasets include a timeframe of the occurrence of 
disasters, and the changes in their perceived intensity. 
Each time cycle will have a base probability of having 
either of the disasters occur. 

Tweaking

Once the rules governing the agent’s behaviours have 
been set, we can run the simulation and study the 
outcomes that arise. Additional data is integrated by 
changing parameter values to more closely estimate 
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occurrences of and damage caused due to floods and 
wildfires. This would allow for a more realistic. 

Discussion
As we have seen, the application of the climate change 
shock in the DSGE model does not change much unless 
we manually change the symptoms of climate change 
that we see in the market. We would have to tweak the 
equations depending on the magnitude of how risk 
impacts both the demand and supply side. The downside 
of this is that the model must continue to adjust which 
would require changes to the functional forms of the 
equations. 

Climate change is inherently intertwined in the ABM. 
Possible extensions are possible for the Agent Based 
Model and these can be identified from the initial stage 
(Sayama, 2020). The previous article mentioned the 
possibility of improving upon agent-based models once 
they have been created. In this case, improvement would 
be in the form of using forecasting data to calculate the 
frequency at which floods and wildfires could come. This 
would then be applied over other geographical areas 
and add other natural disasters. Other agents such as 
the presence of a marshland or water body coverage 
may be integrated to arrive at a better representation of 
the area. ABMs would call for the change of parameter 
values to integrate new data, rather than a change of the 
fundamental constituents.

2. Is this ample proof that we do not live in a simulation, or that our world is an ever-growing simulation of another reality?

Ending on a Philosophical Note
Stitching this together, we would soon arrive at a piece-
by-piece world building simulation. As it becomes more 
intricate, the model would begin to approximate a real-
world economy. It is in this situation where the concept 
of limits becomes important. There are always more 
variables to account for and we may come closer and 
closer to this real-world approximation, but it will always 
remain an approximation. As long as we operate along 
this limit, our model will remain a simulation. 
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I went to the chemist near my house and 
noticed a new addition to the glass door. 
Underneath the government mandated 
sign reminding the people to wear their 
masks was a small window. This “window 
of opportunity” was added at a time 
when the rules in place to tackle the 
coronavirus pandemic included a limit on 
4 people in a shop the size of the chemist. 
Seeing the nature of the emergency, 
such a limit would be a hindrance and 
would result in a long (and possibly 
dangerous) queue outside the premises. 
The installation of this window allowed 
the chemist to gain innovation rents, 
even more so since there are at least two 
other chemist shops close by. Whether or 
not this practice will be adopted by other 
shops is to be seen, especially due to the 
practice of home deliveries of medicines. 
For now, this decision made in response 
to the current demand has yielded its 
results.

ECON 
FRAME     

2020/1 

A Window of Opportunity
by Ananya Ashta
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 Pareto Efficiency under the Pandemic
by Xinyao Zou

During the pandemic in 2021, the government of Hebei province announced that few 
communities were shut down temporarily in order for medical workers to conduct 
free COVID tests for residents. Therefore, residents were not allowed to leave their 
community for groceries. People could contact the supermarkets outside through 
smartphones. However, supermarkets only deliver items when the final purchase 
exceeds 30RMB. One day, surprisingly, I found that the owner of a superette was selling 
food without a reserve price and unlimited times through his apartment’s window 
in community. As is shown in the image, a customer is paying for her purchase. The 
piece of paper pasted on the window wrote ‘Handmade steamed buns, pastries and 
vegetables’ followed with the payment method. It reminds me of Pareto efficiency: 
there is no alternative technically feasible allocation in which community citizens and/
or the superette’s owner can be better off, and no body worse off.
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UCL’s Centre for Teaching and Learning hosted its seventh annual 
undergraduate research conference Explore Econ in June! With a range 
of fascinating topics covering everything from the US-China trade war to 
health and education, the judges were hard-pressed to choose a winner.   
 
The esteemed judging panel comprising representatives from HSBC, 
Frontier Economics and the Deputy Head of the School of Economics 
at the University of Surrey unanimously agreed that Antara Roy’s paper 
investigating the impact of the US-China trade war on US soybean farmers 
deserved first place followed by Aditya Mori’s and Alessandro Guarnieri’s 
paper on a synthetic control case study of the Chilean liberalisation.  
 
Success was also enjoyed by Aadya Sharma and Kimberly Nyamushonongora 
who won first place in the research paper section with their investigation 
into whether incentives can transform efficiency in the public sector. 
Both Victor Arribas Martinez and Gieun Cho were runners up for their 
posters on green monetary policy and whether policy measures to 
control house prices in Seoul have shown their effectiveness, respectively.  
 
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 2021 website.
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Section I - Introduction 

In March 2018, President Trump introduced a 25% tariff 
on imported products from China in  response to Chinese 
theft of US intellectual property, claiming that this 
protectionist policy  would lead to “greater prosperity and 
strength” for the USA. The Chinese government  retaliated 
and implemented a 25% tariff on 128 US products in 
response (Financial Times,  2018). This paper will examine 
the welfare impacts of both the initial and retaliatory 
tariffs,  specifically on US soybean farmers. These 
farmers are significant because US farm owners  have a 
disproportionate political sway in key districts, hence 
policymakers are keen to openly  support agricultural 
protection (Bellemare and Carnes, 2013).  

This question is important because despite the intention 
of US tariffs to shield domestic firms  from unfair Chinese 
practices, any potential gains from trade may be 
outweighed by  substantial welfare costs. Among those 
goods on which tariffs were imposed, soybeans were  
the largest agricultural export from US to China which 
is why this paper will focus on  soybeans. In 2016, China 
imported 93.5 million metric tonnes (MMT) of soybeans 
from the  US which constituted almost 65% of all soybean 
imports worldwide and (Taheripour and  Tyner, 2018). 

Section II- Literature Review – Impacts of Trade 
War 

Fajgelbaum et al. (2020) use an event study design to 

investigate the differential impacts on  targeted imports 
and exports affected by tariffs. The paper finds a $51bn 
annual loss to US  consumers and firms from higher import 
prices falling to a $7.2bn annual loss after producer  gains 
and tariff revenues are factored in. 

Amiti et al. (2019) explore how the trade policies of the 
Trump administration have resulted  in retaliatory tariffs 
and how if these remain in place, $165 billion of trade 
per year will  continue to be redirected in order to avoid 
the tariffs. They find that there is no evidence for  Trump’s 
tariffs being offset by foreign exporting firms lowering 
pre-tariff prices to improve  the terms of trade. Following 
2018 tariffs, tariffed goods typically rose between 10-30% 
in  unit value, suggesting that the full incidence of the 
tariffs were passed on to US importers and  consumers.  

Taheripour and Tyner (2018) estimate that the impact 
of the Chinese retaliatory tariffs in the  long run (using 
standard trade elasticities) would cause US soybean 
exports to fall by 48%,  considerably harming the industry. 
Building upon Yao and Hillbery (2018), their Armington  
general equilibrium model also finds that US economic 
welfare falls by $2.2-2.9 billion  annually under these tariffs 
and global economic welfare falls by $1.2-1.8bn per year. 

The implications of these findings suggest that the overall 
effect of these protectionist  policies was harmful to the 
US economy.

Section III - Theoretical Analysis of tariffs
Magee and Magee (2008) find that despite being the 

Investigating the impact of the US-
China trade war on US  soybean 
farmers.

Antara Roy
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largest country in world trade, United  States trade policies 
‘have negligible impacts on world prices’. Therefore, 
due to their lack of  monopsony power the USA can be 
modelled as a small country. ‘New’ trade theory suggests  
that US soybean farmers will leave the market because 
the tariffs will make their product  more expensive to 
Chinese consumers, causing them to switch to Brazilian 
imported  soybeans. However, in theory, if the tariff was 
optimal there could have been benefits to the  US farmers 
(Venables, 1982). Tariffs are preferred due to social benefits 
and a welfare  maximising tariff would allow farmers to 
retain their jobs. 

The tariffs are modelled using PP and CC curves. The PP 
curve represents that in a monopolistically 
competitive market, the more firms there are, the more 
intensely  they compete and hence the lower the industry 
price; where c is the marginal cost, n is the  number of 
firms in the market and b is sensitivity of firm’s market 
share to the price it  charges. The CC curve

shows the more firms there are, the less each firm sells 
and therefore the higher the industry’s average cost. Here, 
F represents a firm’s fixed cost and S, total industry sales. 
If we assume that US soybean farmers have monopolistic  
competition, greater costs from inputs result in higher 
marginal costs (c) causing both the CC and PP curve 
to rise due to this (Figure 1). The soybean market has 
shrunk from n1 to n2 because farmers leave the market 
to produce alternatives such as corn due to the increased 
costs of producing soybean. Though the remaining 
farmers increase the prices up to P2, they  have a greater 
pressure on profit margins as they have to absorb a larger 
burden of the cost  increase.

Figure 1

Therefore, both US and Chinese tariffs are shown to have 
negative welfare effects on  employment, resulting in 
soybean exports falling by $7bn as a result of the tariffs 
(ITC,  2020). A significant number of soybean farmers were 
harmed by this and exited the market.  The American 
Farm Bureau Federation published a report in July 2019 
showing that the  “delinquency rates for commercial 
agricultural loans were at a six year high” in every region  
in the US. Farm bankruptcy filings were found to increase 
by 13% in the year following retaliatory Chinese tariffs and 
notably by more than 50% in soybean cultivating regions. 

Section IV – Empirical Analysis of tariffs  
How did the tariffs affect the soybean industry?

China has historically been the largest soybean trade 

partner for the US. However, once  China imposed 25% 
tariffs in April 2018, annual US soybean exports to China 
fell from  $13.9bn to $7bn (Figure 2). This resulted in 
the soybean industry shrinking and reports of  many 
farmers switching to producing higher yield corn instead 
(Doherty, 2019).

Figure 2 China’s soybean imports from United States of America 2015-
2019

Source: International Trade Centre, Product Code 1201

How do we know that farmers move away from 
soybean to corn production?

Using United States Department of Agriculture (USDA) 
data on soybean plantation, Figure 3 illustrates the 
inverse correlation between soybean and corn. This is due 
to the fact that they  are close substitutes as both are used 
for animal feed and meat alternatives. As such, when  the 
price of soybean falls, US farmers plant more corn and vice 
versa. 

Figure 3 
Source: Data from United States Department of Agriculture

The correlation coefficient between corn and soybean 
planting over the last decade is  approximately -0.5 which 
shows the strong inverse correlation between soybean 
and corn  illustrated graphically by Figure 3.

Regression analysis was conducted with millions of acres 
of corn planted in the US between  2011-2020 as the 
independent variable and millions of acres of soybean 
planted in the US  between 2011-2020 as the dependent 
variable. See Figure 4: 
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The regression analysis estimated that US farmers 
would have planted 82.4m acres of  soybean had tariffs 
not been imposed. This implies that the tariff reduced 
soybean planted in  the US by 6.3 million acres at an 85% 
confidence level. The result evidences the theoretical  
model in Section III which predicted that the tariff would 
lead to a significant amount of  agricultural production 
shifting from soybean to a close substitute, not subject to 
tariffs. It  should be noted that the corn planted datapoint 
for 2019 already includes the substitution  effect away 
from soybean as a result of the tariff. However, this is not 
significantly different  from the previous year and still in 
line with the long-term trend, hence can reasonably be  
used for our counterfactual estimation. 

Figure 4 
Source: Data from United States Department of Agriculture

What happened once the tariffs were dropped?
Figure 5 shows US cargoes sharply declined following 
China’s retaliatory tariffs. A truce was declared in December 
2018 with Beijing issuing extra tariff free waivers for 
American shipments. In December 2019, China’s imports 
increased to 3.09m tonnes, 44 times the previous year. 
Chinese imports in 2019 did not recover to pre-trade war 
level and fell from 95.54m tonnes in 2017 (Reuters, 2020) 
as demand was reduced due to deadly African swine fever 
disease, which nearly halved China’s significant pig herd.

Figure 5 
Source: Reuters, 2020

Section V – Conclusion
In conclusion, following the 2018 tariffs which were 
implemented as part of the US-China  trade war, US 
soybean farmers were negatively affected as demand 
and prices fell. Many farmers adjusted to this in 2018 by 
leaving the soybean market, switching their crop to corn  
to protect the value of their harvest. Even though tariff 
measures were waived in December  2019, US soybean 
exports might still not fully recover as Brazilian beans 
are cheaper and  provide better margins for Chinese 
mills. However, some economists suggest it may even be  
cheaper for Brazil to import soybeans from the US in order 
to fulfil its orders to China due to  strict regulation in Brazil 
and government incentives to not cultivate farmland. This 
could  signal a recovery of the US soybean industry. 
The future may also be brighter for US soybean farmers 
as there has been increased global  demand for soybeans 
during the Covid-19 pandemic. This is due to the trend 
towards meat substitutes driven by climate activism and 
animal welfare considerations. Both of these have  been 
accelerated by the pandemic which has highlighted the 
urgent environmental impacts of  our actions and the fact 
that Covid-19 could have potentially been caused by poor 
animal  welfare standards. This contemporaneous change 
in preferences has led a number of US  farmers to return to 
producing soybeans. It remains to be seen whether these 
global  preferences continue beyond the pandemic. In 
summary, the trade war was detrimental to the  welfare of 
US soybean farmers, evidenced by the fact that so many 
left the market in the  wake of the tariffs.

The counterfactual acres of soybean planted in 2019 
given acres of corn planted, had tariffs not been imposed 
the previous year, was estimated as below:
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associated to each GDP predictor. 

The model finds the optimal vector of weights w* for each 
of the control-countries. w* minimizes the difference in 
the predictors of per capita GDP between Chile and the 
synthetic control unit in the pre-treatment period. To 
measure the discrepancy between x1 and X0w Abadie et 
al.(2010) suggests:

We then face the following problem:

The solution is a function w*(V). We select V to minimize 
the difference in values of per capita GDP between Chile 
and the synthetic control defined by w*(V) in the pre-
treatment period. Let z1 be a vector of per capita GDP 
values for Chile from 1951 to 1984, and let Z0 be a matrix 
containing values of the same variables for each of the 
potential control regions. Then:

Therefore, we obtain our set of weights for the each of the 
synthetic regions by computing the vector w*(V*).

Let Yjt be per capita GDP of country j of J+1 countries at 
time t, and the treated unit (Chile) be j =1. The treatment 
effect of reforms is then estimated by:

The goodness-of-fit during the pre-intervention period is 

Synthetic Control Case Study: The 
Chilean Liberalisation 

Alessandro Guarnieri and Aditya  Mori

INTRODUCTION:
In this paper we address the question of the effectiveness 
of economic liberalisation to achieve growth using the 
Synthetic Control Method (SCM). We focus on Latin 
America, using Chile as our treated unit with the aim of 
evaluating the effect of economic liberalisation on  per 
capita GDP. Our results indicate that the effects of reforms 
were significantly larger in Chile than all other countries 
considered.

Firstly, we discuss the mechanics of the method and our 
results. Secondly, we discuss the merits and the limitations 
of SCM compared to other methods. Thirdly, we justify our 
focus on Chile and, in the process, connect to the broader 
conversation on economic liberalisation.

MODEL
To estimate the effect of economic reforms on the Chilean 
economy, we adopt a Synthetic Control Model (SCM) 
following Abadie et al.(2010), as well as the Cunningham 
(2020). The purpose is to construct a “synthetic” Chile to 
estimate what would have been the levels of per capita 
GDP in the absence of reforms. 

If a precise fit between real and synthetic Chile is 
established over an extended pre-intervention period, 
then any significant discrepancy in the post-treatment 
period is indicative of the causal effect of reforms. 

Formal Aspects
Let x1 be a (K x 1) vector of K GDP predictors and X0  be a (K 
x J) matrix containing values of such explanatory variables 
for J potential control-regions in our sample.

Let V be a diagonal matrix whose entries are the weights 
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given by the root mean squared prediction error (RMSPE). 
Letting T0 be the time of intervention, this is computed as:

Using the “synth” package in STATA (see appendix), we 
implemented the synthetic control model. 

FINDINGS
We used data on 16 Latin American countries from Feenstra 
et al.(2020) as a donor pool for Chile. As predictors of GDP 
we chose the standard variables in an aggregate demand 
equation:

In addition, we included lagged outcomes of GDP per 
capita. Although Chilean reforms started around 1975, we 
chose 1985 as the time of intervention. This is because the 
negative economic shocks of the 1970s and the recession 
of the early 1980s make it harder to isolate impacts of 
liberalisation. Furthermore, turning points such as the 
establishment of the Banking Law and systematic inflation-
targeting only took place around 1985. Below is the vector 
of weights for each country in the donor pool:

As we can see, our “synthetic Chile” is a composition of 
Argentina (28.1%), Bolivia (24.5%), Venezuela (32%), and 
Peru (15.4%).

In table 2, we compare real and synthetic Chile across all 
predictors from 1951 to 1984.

NOTE: all variables except for lagged GDP are 
averaged for the 1951-1984 pre-treatment period;                                              
consumption and GDP variables are measured in 2017 US dollars

As explained before, a significant gap between Chile and 
its synthetic counterpart from 1985 is indicative of the 
causal effect of economic liberalization.

 Figure 1: Trend in per-capita GDP: Chile vs Synthetic Chile 

In figure 1, we see per capita GDP in the synthetic unit 
closely tracks per capita GDP in Chile during the pre-1985 
period. Deviations are due to the economic shocks in the 
1970s and early 1980s. 

STATISTICAL INFERENCE
To assess the significance of our estimates, we conduct a 
placebo study by iteratively applying SCM to every other 
country and shift Chile to the donor pool.

We then estimate the effect of treatment for each placebo 
run by measuring the gap between the treated and 
synthetic unit. 

Figure 2: Treated - control gap for each country in the donor pool

The black bolder line in figure 2 represents the gap 
between real and synthetic Chile; this by far the most 
extreme.

Neglecting the two outliers (Argentina and Venezuela), 
the figure suggests that after 1985 the synthetic control 
for Chile becomes the most inadequate at predicting GDP 
per capita in the treated unit. 

Another way of evaluating the statistical robustness of 
our results is to look at the distribution of post/pre-RMSPE 
ratios. Figure 3 displays those for each country in our 
sample.

Figure 3: Post/pre-intervention root mean squared 
prediction error
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NOTE: there are 69 years of data for each country. Hence, a 
frequency of 69 indicates that only one country displays such 
post/pre RMSPE ratio

The ratio of Chile stands out from that of the other 
countries. Since there are 16 control units, if the 
intervention was to be assigned randomly in the data, the 
probability of obtaining this result is 1/16 = 0.0625. 

The p-value formula is: 

and I+ is an indicator, which gives one for 

non-negative values of r1 - rj

This implies that our results are significant at the 93.75 % 
confidence interval. 

Advantages and limitations:
The advantages of using this model as opposed to other 
comparative models such as difference-in-difference are:

1.SCM estimates heterogeneous effects of the 
treatment on each of the treated units.

2.The year-by-year match during the pre-event period 
between the country and its synthetic control permits 
dealing with time-varying omitted variables. This is an 
improvement over difference-in-differences, which 
can only account for time-invariant confounders 
(Campos et al., 2018).

3.Since the choice of a synthetic control is independent 
of the post-treatment period outcomes, it is less likely 
that researchers will cherry-pick their control units.

There are, however, some limitations on the use of the 
model which are worth noting. Here we report the ones 
listed in Moretti (2016).

1.SCM does not allow to use standard inferential 
techniques to assess the significance of the results. 
There have been several attempts to overcome this 
problem such as conducting placebo-studies like the 
one in this paper. 

2.SCM requires a clear definition of a beginning of 
treatment. In the case of macroeconomic reforms, 
anticipation effects or random shocks may bias the 
effect of reforms. In this paper we carefully review 
the history of economic reforms in Chile and choose 
the treatment period after taking note of significant 
asymmetric economic shocks in Latin America.

3.Defining a long enough pre-treatment period. We 
found this to be a common problem in many case-
studies implementing SCM, often because of data 
availability constrains. We rely on 33 years of pre-
intervention against 23 years of post-intervention.

WHY CHILE?
There are three key reasons for the focus on Chile:

Firstly, Chile was the first-mover in Latin America in 
economic reforms. It started its reforms around a decade 
earlier than other Latin American countries’ reforms. This 
allows us to isolate the impact of liberalisation and avoid 

otherwise significant spill over effects.

Secondly, Chile had some of the deepest and most 
intensive reformation. During the Allende government 
in 1973, Chile had the most repressed financial system in 
Latin America (Stallings & Studart, 2006). Over the next 
few years, the reforms privatised much of the banking 
sector, foreign institutions and investors were allowed to 
do business in Chile, and interest rates could be set by the 
banks rather than mandated. 

Thirdly, we picked Chile because other larger economies 
have issues that renders them unsuitable. For instance, 
Mexico’s close association with the US economy for 
both international finance and trade for 80% of its 
exports (Stallings & Studart, 2006) ties its economic 
performance with that of exogenous shocks in North 
America. Brazil started its moderate liberalisation process 
in the late 1980s in response to large budget deficits, 
high inflationary pressure and high interest rates. Hence, 
disentangling the effect of reforms would be difficult. 
Moreover, Argentina’s underperformance following their 
liberalisation programme was due to the problematic 
brand of Argentine liberalisation – currency boards, 
weak institutional reforms facilitating private monopolies 
and issues caused by devaluations in Mexico (Galiani & 
Gerchunoff, 2003) and Brazil (Economist, 2002).

A conversation centred on Chile allows to look deeper 
into the ideological battle that makes the readdress of 
this question possible and interesting. Chilean reforms 
were heavily ideologically motivated, more so than any 
of their neighbours (Stallings & Studart, 2006). Chilean 
reforms show an embracing of monetarist and neo-
liberalist ideologies that juxtapose the paths taken by 
the Asian Tigers. There is still grounds for disagreement 
among economists on the effectiveness of liberalization; 
for instance, Amartya Sen claims that the accompanying 
improvement in Chilean development indicators were 
due to active interventionism rather than liberalism (Sen 
& Dreze, 1991). Further research should then be dedicated 
to investigating the specificities of individual reforms and 
assess their individual effects.

CONCLUSION
In this paper, we have discussed the technicalities and 
the merits of the SCM to arrive at a robust comparison 
between the observed Chile and a synthetic untreated 
alternative. Our results show empirical support for the 
success of economic reforms in Chile. We then discussed 
the merits and limitations of our technique and the 
solutions we employed to that end. Lastly, we highlighted 
the reasons for picking Chile and discussed why the 
conversation surrounding liberalisation, albeit very old, 
remains relevant. 
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Key Characteristics of Performance Pay
Performance pay aims to improve productivity and attract high quality candidates through market incentives. 
Ø In education and health care, actions are often hidden from supervisors. It is difficult to write contracts specifying desired actions for each situation and setting and then providing the monitoring to make sure these 

actions occur. Therefore, linking incentive payments to desired actions can increase performance. 
Ø Concerns focus on the potential increase of cheating and corruption, issues with measuring performance accurately and lack of effectiveness of private market incentives in the public sector.

Evaluating the Role of Performance Pay in the Public Sector 
What do policy makers need to consider?

Is it important that 
employees agree 
with the pay for 

performance 
scheme?

Should pay for 
performance 

schemes be group-
based or individual 

incentives? 

• In educational settings better 
results with individual 
incentives were found. 

• However, studies in hospitals 
in Afghanistan show 

healthcare professionals 
were motivated by incentives 

for the hospital, not by 
individual gain which would 

also cost more. 

Would inefficient 
financial systems de-link 
the relationship between 
effort and reward? 

• Framing of the new policy's 
needs to be carefully done, 
using positive phrasing.

• Allowing payments to be made 
more locally and putting clear 
information in place can aid in 
easing these issues of 
payment delays and 
uncertainty seen in some 
developing countries.

Should schemes be 
centrally run? 

• Schemes saw managerial 
autonomy with funds leading to 
better application and planning. 

• However, issues of decentralised 
corruption could lead to reduction 
of morale if performance 
payments become biased, with 
specific departments or 
employees favoured. 

What are the Main Issues? 

• Heterogeneity in return to effort leads to 
a focus on completing the easiest 
aspects of rewarded tasks.

• This may lead to patient dumping due 
to the lowered likelihood of a financial 
reward in high risk patients.

• Schemes can also become very 
complex with over 130 indicators.

Performance Pay in Health Performance Pay in Education 

Authorities can link incentive payments to some 
measure of educator performance to get desirable 

teaching efforts and actions. 

Neal reports that many assessment-based 
performance pay programs lead to significant 

increases in student performance on the particular 
assessment used for “incentive provision”. 

Increased teacher 
effort may improve 

results on the 
assessments used 
but did not improve 

student’s actual 
skill levels. 

Some teachers 
responded to 

accountability by 
changing their 

student’s answer 
sheets before 

returning them i.e. 
cheating (Jacob & 

Levitt, 2003). 

Assessment based 
incentive schemes 

do not reward 
teachers for 
building non-

cognitive skills that 
are not assessed.

Vigdor (2009) 
reports that 

performance pay 
systems which set 

performance 
targets based on 

statistical 
procedures led to 

bias against 
schools with 

disadvantaged 
students.

What are some potential issues 
with performance pay in education?

Criticisms of public provision focus on inefficiency of production. 
With limited incentives to improve service quality due to lack of 
competition for survival, costs remain high and quality limited.

Besley and Ghatak (2003) 
argue that if you improve 

matching between principals 
and agents through choice 
and competition in public 
service delivery, so that 

principals and agents have 
similar missions…

Then the case of monetary 
incentives in public services  

is weak

Miller and Babiarz (2013) say 
that in situations where health 

care providers with greater 
intrinsic motivation, then non-

financial rewards may be 
close substitutes for or more 

effective than financial 
incentives.

Who to reward? 

• Performance pay shifts risk to the 
incentivised agents, either the hospital or 
individual providers. 

• Concerns remain around individual 
monetary gain reducing intrinsic motivation 
and altruism.

Evidence of performance pays impact in healthcare is limited and conflicting, focusing more on general  
improvements in the structure of care rather than the impact on actual health outcomes.

What to reward?

• Rewards for performance pay should focus on 
patient outcomes and outputs. 

• Unfortunately limitations in measuring outputs 
lead to performance pay being tied to 
prescriptive inputs reducing effectiveness.

There is more evidence of 
successful performance pay 
schemes in education than health 
due to increased research in more 
long term, larger projects.

Conclusion 

Performance pay in the public sector has been 
used to some success in the past. This has 

mainly been exhibited within education.
Applying private market incentives to the public 

sector may improve efficiency if used in the right 
context. 

However, the private and public sector are highly 
different, with different stake holders and goals. If 
used incorrectly it may lead to effort concentrated 

in the wrong areas. 
Altruism displayed in the public sector is not 

present in private and needs to be considered. 

Performance pay in education is often seen as a 
bigger opportunity as teaching is to some extent 
easier to measure then patient health outcomes. 
Teachers may be considered easier to compare 

and incentivise with relative testing as well. 

For schemes to be effective, they need to be 
individually designed to each sector, market and 
country. Further research is needed, especially in 

healthcare to understand the possibilities.
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