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Editorial

STATISTICS

When orthodoxy stifles debate and learning from
mistakes, it isn’t just economics that suffers.
Broadening the debate not just in terms of ideas
but in terms of participants is an essential task to
draw out the benefits of economic research to
everyday lives and to our prosperity and wellbeing. Only by shattering all taboos can we break
out of the yoke of fiscal crisis, financial necrosis
and zero-lower-bound interest rates. The reality of
bleak growth 8 years after the crisis needs a
diagnosis. Matteo Ruzzante attempts to provide
this with a perceptive survey of Secular Stagnation
and the avenues out of it. While it is clear new and
bold action is necessary to revive growth,
governments, banks and investors are paralyzed
by the expensive legacy of 2008. It is up to
economists such as ourselves and newsletters
such as these to develop and discuss what can be
done and why. A lot more than words or ideas are
at stake.

ARTICLES

However, all moments of renewal are moments
not just of continuity but of change. We want to go
further in spreading word of the Newsletter to
students, giving more and more people an
opportunity to contribute. We also want to go
beyond Nova’s four walls and reach a Portuguese
society avid for better economic analysis. By its
very nature, journalism is captured by the
nauseating maelstrom we call a news cycle. Our
monthly periodicity, on the other hand, allows us
to make a deep and critical assessment of what
matters to you, as economists. Portuguese
journalism is also increasingly regarded as
partisan. Our newsletter isn’t characterized by
neutrality – for it is unachievable – but by
impartiality. We publish articles of many
persuasions though none are neutral, nor do they
pretend to be. We welcome, cherish and nurture
plurality of opinion. This defines our editorial
vision, with a clear value proposition in its marked
contrast with what’s already out there.

wage, whose malefic properties are empirically
elusive, and the Philips curve – augmented by
expectations or not – which Olivier Blanchard has
firmly sent to the dustbin of economic history.

MAY

This is my first editorial as editor of this
Newsletter. Pedro Filipe Rodrigues put together a
wonderful team who produced 8 fantastic issues. I
am proud to have written for some of these. In his
last issue, he left us another new beginning – NEC
Talks, with an interview with none other than Paul
Krugman. This interview section is something we
hope to continue, alongside the bulk of what
Pedro put together.

Miguel Costa Matos
Editor-in-Chief, NEC Newsletter
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The project for plurality and publicity which we
propose to develop with this Newsletter is not too
dissimilar to what Universities and academic
disciplines – economics most of all – should do.
Economics syllabi are stale with the same theories
taught before the crisis, and new insights (no
matter how backed up by empirical evidence)
seem to never find their way into an economist’s
education. This is the case with the benefits of
immigration, as Rodrigo Ferreira writes in this
edition. Other examples include the minimum
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7th

The Turkish president Erdogan may force Ahmet Davutoglu, prime minister and architect of the EUTurkey migrant deal, out.

9th

Prime Minister Malcolm Turnbull of Australia announced that national elections will be held July 2, in
what is to be the first time that he will face opposition leader Bill Shorten on the ballot.

11th

François Hollande bypassed France’s Lower House on labor law overhaul, forcing through a
measure that he says will encourage employers to hire more. Opponents say it weakens worker
protections.

13th

New President of Brazil, Michel Temer, signals more conservative shift, picking for science minister a
creationist, and having no women in his cabinet.

14th

Mrs. Cristina Fernández de Kirchner, Ex-Argentine President, and other officials are accused of
entering into contracts to sell the Central Bank’s dollars at below-market rates during her presidency.

18th

Pressure mounts on François Hollande as several members of his staff depart, and both his former
economy ministers Macron and Montebourg prepare runs for his job. “The end of an epoch”,
remarks Le Monde.

22nd

In a rare moment, Merkel showed her patience towards Istanbul has its limits, issuing a rebuke over
a mass scrapping of parliamentary immunity. Germany is the main advocate of Turkey’s entry to the
EU.

23rd

The far-right candidate for Austrian President was only thwarted by postal votes, which narrowly
shoed in economics professor and environmental activist, Alexander van der Bellen.
A stand-off between the European Commission and Poland reached a stalemate as Poland failed to
overturn the emasculation of its Constitutional Court, which sparked claims that democracy was at
stake.

25th

Although the overall growth in green energy jobs has slowed down, globally the number of jobs in
this industry grew by 5 per cent last year, in contrast to the steep losses suffered by the oil and gas
sector.

27th

G-7 leaders warned that a British vote to leave the EU next month would seriously threaten the world
economy. The G7 warning was included in a declaration, which includes other topics as geopolitical
conflicts, terrorism and the refugee crisis.

30th

Greece has told its European and International Monetary Fund creditors it cannot implement some of
the extra changes required in exchange for fresh bailout loans.

31st

Prices in the Eurozone have continued to fall and the inflation rate has remained remaining in
negative territory. The persistence of low price pressures across the Euro area highlights the scale of
the challenge faced by monetary policymakers to meet their inflation target.
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Moody’s maintained Portugal rating at the “junk” level.
Unemployment rate is the US remained at 5% in April, with only 160.000 new jobs being added in
the economy, 40.000 less than the expected.

STATISTICS

6th

ARTICLES

The tax burden over the Portuguese economy reached a new maximum of 34,4% of GDP in 2015.

MAY

5th
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Articles and Trends to watch

Ignorance isn’t bliss – The Economist
This article addresses how the public misconceptions
may be a problem for economic debates, financial
markets, or politicians trying to halt the rise of populists.
The main point is that we should start educating
children and adults to be financially literate, enabling
them to perceive the truthful information and easing
regulators job.

Nova Economics Club

Supply Side, Demand Side, or Innovation Side? –
Project Syndicate
One cannot deny that secular stagnation is taking hold
developed economies all over the world with real
wages and labor force participation decreasing. This
article discusses what can be done to overcome this
problem.
What the world can learn from Argentina's holdout
saga – Vox
Argentina’s protracted and litigious restructuring saga
has come to an end and, although it has been fairly
idiosyncratic contrary to what most people thought, the
15-year-long script yields important and unexpected
lessons.
Murder most foul – The Economist
America’s economic expansion will be seven years old.
The record boom of the 1990s survived only ten years.
This column debates whether this ten-year mark is the
the maximum lifespan of an expansion in America and
if the current expansion’s days are running short.
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The trade-off between efficiency and equity - VoxEU
The relationship between economic performance and
equality is a major controversial discussion issue in
economics, and it is of great political importance.
If the distribution of market income is considered
politically unacceptable, and transfers contribute to
ensure a more equal distribution of income, should we
pursue this policies at costs of distorting incentives for
work, education, investment, and so on, facing poorer
economic performance?
Check the boundaries of this argument in here!

A Basic Income Should Be the Next Big Thing –
Bloomberg View
Now and then a worthy economic proposal comes
along that seems as politically unattainable as it is
sensible. Then, on closer inspection, you see that it's
more than a policy-wonk's fantasy. This essay on
universal basic income will make you wonder whether it
could actually prevail. Read more here.

STATISTICS

When economic incentives crowd in social
preferences – VoxEU
Samuel Bowles helps us to avoid the crowding out of
moral behavior by explicit economic incentives – such
as fines – replacing social preferences with a “market
mentality”. Contrasting real-life examples with Ancient
Greek practice and more recent reforms, Bowles
suggests how “moral lessons” can make punishments
efficient.

Central Banking’s Final Frontier? – Project
Syndicate
In this critical review, Anatole Kaletsky weighs the
views of Raghuram Rajan, Adair Turner, Stephen
Roach, and other leading economists, policymakers,
and practitioners on how far today’s increasingly exotic
monetary policies can and should go.

ARTICLES

The ECB grants debt relief to all Eurozone nations
except Greece - VoxEU
Paul deGrauwe uncovers the truth behind Quantitative
Easing. The interest rate paid on treasury bills bought
through QE are seignorage gains that revert back to
sovereigns, thus relieving beneficiaries of interest
payments. For many countries, this debt relief amounts
to over 10% of GDP. Greece is however excluded as
its sovereign debt is considered ‘junk’. With the IMF
threatening to pull out without debt relief to Greece, is
the answer as simple as stopping discrimination?

Reigniting Emerging-Economy Growth – Project
Syndicate
On the last century we have seen emerging economies
developing fast. Countries opened their economies,
leveraged global technology and demand, specialized
in tradable sectors and attracted great foreign direct
investment. However, after the global financial crisis,
emerging economies are now being challenged to an
upper level and may be facing harsher conditions. How
can they bounce back? Read more here.

MAY

Monopoly’s New Era – Project Syndicate
Joe Stiglitz highlights empirical evidence that today’s
markets are characterized by persistent monopoly. This
is a clear challenge to classical Smithian economics,
where competition is perfect and monopolies are
contestable. If markets are actually inefficient and
contingent on power, the rationale for laissez-faire
disappears and government intervention is not only
equitable but efficient.
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Maria João Rodrigues

(continues on the next page)
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Matos Has the European Semester gone too far in
curtailing member-states fiscal flexibility? Does it need
reform?
Rodrigues At the beginning of the decade, the
European Semester was mainly about austerity and
labour cost-cutting, with very damaging impact on
economic output and the social situation. Since about
2014, the reforms recommended to Member States are
more socially sensitive and more based on investment,
and there is more budgetary flexibility for some of the
necessary public investments. However, the fiscal
framework is still very tight, effectively forcing certain
countries to sacrifice their longer-term growth potential
for the sake of meeting short-term fiscal targets.

STATISTICS

Matos Portugal’s adjustment program ended a year
ago. Has Portugal regained autonomy in its fiscal
policy, or will the Excessive Deficit Procedures continue
to significantly constrain us?
Rodrigues The Stability and Growth Pact is indeed
significantly constraining Portugal and many other
countries when it comes to their ability to invest and
strengthen their longer-term growth. In 2015 the
Commission has identified a certain flexibility in the
current rules and has applied this flexibility quite
intelligently in order to avoid weakening the on-going
recovery. Investment needs, growth-friendly reforms
and the economic cycle are rightly being taken into
account when assessing national budgets. But overall,
the Stability and Growth Pact is not adapted enough to
the economic reality of post-crisis Europe, with weak
growth and big disparities across Member States.

Some countries like Germany are reluctant to make
their national budgets more expansionary and to
channel their high savings to the domestic economy,
because they consider their output is already at full
capacity. On the other hand, countries like Portugal are
struggling to recover properly and to re-enter the path
towards sustainable growth and decent life
opportunities for everyone. Unfortunately, there is
currently no mechanism at the top, i.e. at the Eurozone
level, which would build on the unused fiscal capacity
of stronger Member States in order to help the weaker
ones to catch up.

ARTICLES

Matos In 2000, you led the formulation of the Lisbon
Strategy. With growth faltering once again, and the
imminence of climate catastrophe, do we need a new
Lisbon Strategy? What should it include?
Rodrigues The new Lisbon Strategy is called the
Europe 2020 Strategy. It was adopted by EU leaders in
2010 and includes commitments and targets on
education, energy and climate, R&D investment as well
as employment and poverty reduction. The EU is on
track to achieve the first three targets, but is badly
lagging behind the targets of 75% employment and of
lifting at least 20 million people from poverty and social
exclusion. This shows that we still have not overcome
the long economic crisis, and that much more
investment is needed.
But we are in 2016, so we need to look well beyond
2020. Like the rest of the world, Europe should be
guided by the Sustainable Development Goals for
2030, adopted by the United Nations last year. These
goals are extremely relevant and useful for defining a
healthy, sustainable and inclusive economic model for
Europe. On some of these targets, such as reducing
social inequalities, Europe will need to make particular
efforts.

MAY

NEC interviewed the Economics' professor Maria João
Rodrigues. She teaches in ISCTE Business School and
Université Libre de Bruxelles. In 2000 she led the
approval of Europe's first growth strategy, for which she
is known as the "mother of the Lisbon Strategy". Today
she is a member of the European Parliament elected
by PS and Vice President of the European Socialists
for Economic and Social Affairs.
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Questions and edited by
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Matos What advice do you give to young economists
starting out their careers?
Rodrigues Remain open to new approaches and other
disciplines. Never get stuck in one particular school of
thought. Always seek inspiration from sociologists,
historians, natural scientists, political scientists - and make
sure to understand all the major approaches in economics.
In the 21st century economy, all topics are related to each
other, whether you consider social inequality and financial
stability, environmental sustainability and competitiveness,
etc.
But maybe the most important point is that we should see
the economy not as an end in itself, but as a mechanism
that should work to improve people’s well-being and enable
everyone to fulfil their rights, develop their abilities to realize
their dreams, achieve fulfilment as human beings. For this
reason I sympathize a lot with on-going efforts to look
“beyond GDP” as a measure of progress - and indeed this
is also why I consider the targets of the Europe 2020
Strategy and the 2030 Sustainable Development Goals so
important.

STATISTICS

Matos The Lisbon Strategy argued for a knowledge-based
economy. Can Europe credibly expect its trade partners not
to contest its place as knowledge center in global value
chains?
Rodrigues The key word here is again “investment”.
Europe now has the most educated and skilled young
generation ever, but too few opportunities for young people
due to the poor functioning of the Eurozone and bad
economic policies over the past years. Europe could
certainly become the most competitive knowledge-based
economy in the world, leading in technological innovations
and their clever applications in the economy, but for this we
need to step up investments (especially in countries worst
hit by the recent crisis) and we need to bring all young
people on board. European Socialists have pushed through
important initiatives in this respect, notably the Youth
Guarantee, which can be a real game-changer but will
require sustained investment over many years.
Matos Many have criticized the Economic and Monetary
Union for lacking a social pillar. Should we preserve a
European Model of Welfare Society, and if so, how?
Rodrigues The welfare state plays a key role in keeping
Europe competitive: people need to be protected against
life risks like sickness or unemployment, and they need to
receive social investments like childcare, education and
support for life-long learning. Then everyone can participate

ARTICLES

Matos In 2000, you led the formulation of the Lisbon
Strategy. With growth faltering once again, and the
imminence of climate catastrophe, do we need a new
Lisbon Strategy? What should it include?
Rodrigues The new Lisbon Strategy is called the Europe
2020 Strategy. It was adopted by EU leaders in 2010 and
includes commitments and targets on education, energy
and climate, R&D investment as well as employment and
poverty reduction. The EU is on track to achieve the first
three targets, but is badly lagging behind the targets of 75%
employment and of lifting at least 20 million people from
poverty and social exclusion. This shows that we still have
not overcome the long economic crisis, and that much more
investment is needed.
But we are in 2016, so we need to look well beyond 2020.
Like the rest of the world, Europe should be guided by the
Sustainable Development Goals for 2030, adopted by the
United Nations last year. These goals are extremely
relevant and useful for defining a healthy, sustainable and
inclusive economic model for Europe. On some of these
targets, such as reducing social inequalities, Europe will
need to make particular efforts.

in the economy productively and be genuinely part of the
society. Of course, welfare states need to be modernized,
also in view of new risks such as precarious work in the
digital economy, and there is a big discussion going on how
a “European pillar of social rights” for the 21st century
should look like. But the idea of a welfare state is not
obsolete - it is needed ever more. The welfare state can be
financially sustainable even in ageing societies if we enable
all people to participate in the economy, i.e. if we achieve
high employment rates for all generations, and for men and
women alike. Well-functioning education, healthcare and
social protection systems are absolutely crucial for this.

MAY

The rules therefore need to evolve further, but the most
important area for reform is in my view the completion of
the Economic and Monetary Union with a common fiscal
capacity for the Eurozone. Member States which lag
structurally behind or which suffered an economic shock
cannot be expected to recover by miracle if monetary policy
is centralized and fiscal policy is heavily constrained. They
need some support through a Eurozone budget, so that the
big economic imbalances within the Eurozone are reduced
and each country regains the prospect of a decent
economic future within the currency union.
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EU28 total asylum applications
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with a more open or protective stance, it is important to
know that the present reports of the massive waves of
immigrants to Europe is at the moment greatly
exaggerated. The bulk of the migratory process is gone
and approaching the usual trend.
Another common misconception is that most
immigrants are not in fact asylum-seekers but
economic migrants and therefore should be deported.
This stance assumes that immigration is generally
negative for the hosting country, namely by lowering
wages, and therefore should be limited as much as
legally possible. Again, the facts do not support these
ideas.
Using data from the Emergency Response
Coordination Centre, we can see that, between
January 2015 and January 2016, the bulk of the
countries of origin is made by Syria, Iraq and
Afghanistan, countries with armed conflicts, making up
87% of arrivals to Europe during this period.
This information is also relevant because it suggests
that most migrants arriving would have not migrated in
the first place if there was no armed conflict and
indicates that a considerable share of this migrants
would likely return to their home country under peaceful
conditions. I am not arguing here that the return of
migrants to their home country is positive or that if they
were economic migrants then migration should be
restricted, as said before my stance is quite favourable
to immigration, but this shows that making an argument
against immigration because most the arrivals are not
for asylum-seeking purposes is misguided to begin
with.

MAY

Fifty years ago if an economist wanted to make a case
for the benefits of immigration or the benefits of liberal
immigration policies it would have been enough to cite
the Rybczynski Theorem and then gladly move on to
the sexy subjects of the time such as government
spending and inflation.
On the perspective of the hosting country the theorem
states that at constant relative commodity prices an
increase in labour supply will lead to both an increase
the supply of the good that uses labour intensively and
an absolute contraction on the supply of the other good
e.g. the capital intensive good. On aggregate the
production possibility frontier expands which under
free-trade implies an increase of a country’s welfare.
This approach is, as it is common with economic
models, simplistic. However it is useful enough to
illustrate some of the problematics of immigration
policy: immigration is in the long-run good for a society,
however in the short-run there will be some sectors that
will need to adjust.
Nonetheless the empirical revolution ongoing in
economics makes our analysis more demanding, it is
not enough to present some simple model about
migration to understand it, its results must be
supported by observational data, making our analysis
more acceptable from an epistemological point of view,
as well as useful.
Nevertheless, it is not my intention with this article to
present an econometrics paper about migratory
policies. The author is aware that his writing style is
already dull enough, however following the healthy
intellectual spirit that economics is going through, I
considered it would be important to present some data
and facts about the current migratory crisis. It should
be noted that my opinion regarding immigration is
generally against migratory restrictions.
If you watched the news on the 25th of May you would
see that the major opening news in Europe was that
the Italian navy rescued 500 migrants in the
Mediterranean with 7 bodies found at the sea, with
commentators and the general public contemplating
the worsening of the whole situation.
As we can see however, data shows a different story.
On the graph below we see that from May 2015
onwards we see an increase in the number of total
asylum applications for the EU28 countries from 72 950
applications to roughly 2.5 times that value reaching of
171 765 in October, reaching its peak. From that point
onwards it felt steadily reaching 72 465 in April 2016.
So, wherever the reader stands on the issue, whether
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the immigrants come from areas under conflict, the
number of migrants that has already arrived is
considerable and the armed conflicts that brought them
to Europe are unlikely to end any time soon.
A necessary condition for countries to maximize the
benefits of the migratory flow will be to grant flexible
conditions that allow the migrants to legally access the
labour market. This would allow an easier integration in
society while in the long-run increase economic output
and fertility rates in an ageing Europe.
Above all it is important that in a world marked by
conflict, the rise of extremist movements and
xenophobia, European leaders respond with more
democracy and openness.
This is not only economically reasonable. There is a
moral opportunity cost in not doing so. It is time for
Europe to reencounter its values of solidarity, freedom,
and tolerance. It’s time to make Europe great again.

STATISTICS

Another argument against open borders policies is that
immigration hurts native wages.
One of the biggest problems with analysing such
matter is that it is highly politicized, with different
studies showing results based on different assumptions
and methodological approaches to torture the data. As
it is often with torture, the torturer simply hears what he
wants to hear. When this is the case, one of the best
approaches is to aggregate the results of these
different studies to see if there is any tendency on the
conclusions obtained. Indeed in a comprehensive
meta-analysis, Longhi, Nijkamp and Poot (2008) find
that the estimated impacts of immigration on
unemployment and wages for the native population is
quantitatively very small with the estimated coefficients
being statistically insignificant half the time.
Therefore there is no academic indication that
immigration will harm the native population, either in
terms of wages and/or unemployment.
It is also important to notice that even though many
countries are increasing their government spending in
the short-run in order to integrate the immigrants –
Germany, the largest receiver of immigration, is going
to increase expenditures to support immigrants by
0.5% of GDP per annum in 2016 and 2017 – this type
of expenditure is mainly based on non-tradable goods
and services such as housing and employment
matching. According to OECD estimates, this spending
will boost aggregate demand in the European economy
between 0.1% and 0.2% of GDP. Therefore, the short
term costs of immigration are usually overestimated.
Although the migratory flow is stabilizing and most of

ARTICLES

Source: Emergency Response Coordination Centre (ERCC) - Jan. 2015 Jan. 2016
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The last picture of the current situation regards a more
“secular” event which experts call the “demographic
transition” (figure 2). Advanced countries are facing a
decline of the birth rate and an increase in average life
expectancy. This means a higher propensity to save
which further depresses consumption. The US has
compensated this with more immigration but
nonetheless, if emerging countries reduce their labour
surplus or improve living standards, this population
inflow will also cease.

MAY
ARTICLES

A spectre is haunting Europe and other advanced
economies: the growth engine that jammed during the
Global Crisis seems unable to restart. In its last World
Economic Outlook, the IMF reduced its growth
projections once again. The Managing Director
Christine Lagarde has called this “low growth for a long
time” the “New Mediocre”. This is reflected in potential
output being repeatedly and sharply revised
downwards in recent years. Therefore, it suggests a
permanent loss in output following the Great Recession
(figures 1a and 1b), with a falloff in private and public
investment mostly to blame. Nowadays, high debt
burdens, both at the private and public level, are
straitening spending – particularly growth-enhancing
capital spending. This, in turn, implies lower
productivity growth.
The second forum of the stagnation drama is the labour
market. Long-term unemployment erodes workers’
skills and human capital, potentially hindering the way
back to the labour market: therefore, a protracted
economic downturn can lead to a permanent increase
of the natural rate of unemployment.

8

Sources: Fred economic data

Figure 2 - Working age population in the United States and the Euro Area
(percent change from year ago)

Figure 1a - Actual and potential GDP in the US (Summers 2014)

(continues on the next page)

Figure 1b - Actual and potential GDP in the Eurozone (Summers 2014)
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Sources: Congressional Budget Office, Bureau of Economic Analysis
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Sources: Congressional Budget Office, Bureau of Economic Analysis

It is these gloomy prospects which have led some to
talk about “secular stagnation”.
The concept of secular stagnation dates back to the
30s: Alvin Hansen (1938), “the American Keynes”,
coined this term to describe the economic depression.
Hansen suggested that the root of the recession was a
permanent demand recession, caused by the
combination of a reduction in population growth and
investment
opportunities.
These
concerns
of
insufficient demand ended with World War II and the
subsequent baby boom.
The theory was resurrected in the autumn of 2013 by
Larry Summers. The symptoms are there and are
irrefutable: eight years after the propagation of the
Global Crisis, recovery is still weak. While pre-crisis
GDP levels have been reached, few economies have
returned to growth rates prior to the crisis, in spite of
years of near-zero interest rates. In the words of Barry
Eichengreen, the global economy «might be suffering
from more than the hangover from a financial crisis».
Worryingly, recent growth contains hints of financial
bubbles.

May 2016

This Time is Secular: the Ghost of Stagnation
NEC Articles

“no attainable interest rate can permit the
balancing of saving and investment at full
employment.”

STATISTICS

(continues on the next page)
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“In general, when we had reasonable
growth, we needed unreasonable borrowing
in order to support it: our inability to
maintain adequate and sustainable demand
is far from a new problem for advanced
economies, having affected economic
performance for the last two decades.”

ARTICLES

Nevertheless, secular stagnation did not arise with the
last crisis. In fact, Summers’ conclusion is reinforced by
the years before the financial crisis: in spite of
substantial budget deficits between 2002 and 2007, the
mother of all housing bubbles, the vast erosion of credit
standards, and excessively easy money; there was no
overheating of economic performance (i.e. inflationary
pressure), but only moderate growth. In retrospect, it is
clear that the success of the European Monetary Union
in its first decade rested on pillars of sand in the form of
capital flows and cheap credit from northern Europe to
the peripheral countries in ways that the 2010 sudden
stop proved to be unsustainable.
In general, when we had reasonable growth, we
needed unreasonable borrowing in order to support it:
our inability to maintain adequate and sustainable
demand is far from a new problem for advanced
economies, having affected economic performance for
the last two decades.
The substantial decline of real interest rate is clear in
the data (figure 3). Summers (2014) posits a variety of
structural changes underlying this, both from demandand –supply side dynamics, which may identify the
drivers of this phenomenon. These range from a
reduction in the demand for debt-financed investment,
as a consequence of the previous excessive leverage;
a fall in the relative price of capital goods, meaning a
given level of savings can purchase much more capital,
with less borrowing and spending, than was previously
the case; a declining rate of population growth lowering
demand for new capital goods; a rise in inequality,
accumulating money in the hands of the part of the
population with a lower propensity to consume; and a
“global savings glut”, caused by emerging countries’

desire to hoard large reserves.
Larry Summer’s reading of the current economic
difficulties suggests a new “Trilemma” for policymakers:
under secular stagnation, there exists the eventuality
that an economy would not be able to achieve full
employment, satisfactory growth and financial stability
simultaneously.
The optimist is not concerned with this evidence,
hoping for a new wave of investment driven by
technological innovations. Indeed, exogenous events
may render the secular stagnation hypothesis
irrelevant. In the absence of such events, current policy
tools will be irremediably obsolete. Therefore, instead
of relying on upbeat hopes, scholars and policymakers
should start conceiving alternative strategies to cope
with a chronic mismatch between the proclivity to save
and the desire to transform this saving in investment.
The first strategy to address secular stagnation is to
find ways to further reduce real interest rates. This
might include more quantitative easing, helicopter
money or driving inflation up to a point where real
interest rates are negative – a “credible promise to be
irresponsible” as Krugman called it in 1998.
However, a low interest rate comes with the price of
financial instability, by giving a massive incentive to get
back into debt. Not less importantly, reducing discount
rate and inflating asset values has distributional
consequences, as the top of the society owns most of
these assets.

MAY

Larry Summer’s novel insight is that the full
employment equilibrium real interest rate has fallen
below zero in the last decade. Thus, it is possible that
no attainable interest rate can permit the balancing of
saving and investment at full employment.
Even if we don’t believe in negative equilibrium interest
rates, the positive interest rate consistent with full
employment could be inconsistent with financial
stability (ibid). Very low interest rates are likely to
increase risk-seeking by investors and promote
irresponsible lending.
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Matteo Ruzzante
NEC Member
Masters’ degree, 1st year
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The alternative avenue, found by Summers to be more
adequate and powerful, is to promote investment
directly. In economic jargon, policymakers should try to
shift the IS curve to the right by propping up demand at
a given level of interest rate. This means public
investment - especially in infrastructure, knocking down
barriers to private investments and promoting business
confidence, as well as a commitment to maintain basic
social protections and reduce inequality benefitting
those with a higher propensity to spend.
Unfortunately, many policymakers across the
developed countries still do not seem to find this very
appealing.

Figure 3 - World average real interest rate
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Economist of the Month - May

João Mendes
NEC Member
Undergraduate, 3rd year

SOCIAL

“Our freedom of choice in a competitive

Nova Economics Club
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Hayek argued socialism’s political vision does not work,
mostly because each individual has a different
knowledge about particular resources and opportunities
that a central planner can never have at all. In a free
market, the market itself generates the information and
people just use what they have access to. Without
markets, the information is almost inexistent. In 1944,
he started to attack socialism from a different angle. In
The Road to Serfdom (1944), Hayek warned his fellow
British citizens of the dangers of tyranny that results
from a government control by socialism. He argued that
the rejection of individualism and classical liberalism
led to a loss of freedom, the serfdom of individuals and
a creation of an oppressive society with a dictator. In
his point of view, fascism was a capitalist reaction to
socialism. However, both models have a common
vision of a central planning economy, which empowers
the state over the individual.

In 1950 he moved to Chicago where a hotbed of
economic liberalism was developing. Curiously, Hayek
criticized economics’ turn to “copy” the methods of the
exact sciences. As economics’ studies people and not
objects, so it should be aimed to fulfill human proposes.
After that, he returned to Europe to be professor of
economic policy at the university of Freiburg, Germany
until 1968. He was teaching at Salzburg when in 1974,
he won the Nobel Prize alongside Gunnar Myrdal for
their pioneering work in the theory of money and
economic fluctuations and for their penetrating analysis
of the interdependence of economic, social and
institutional phenomena – work they had done in the
twenties and thirties.
F.A. Hayek is undoubtedly the most eminent of the
modern Austrian economists and one of the greatest of
the 20th century. His work continues to be crucial in
business cycle theory and his status as an intellectual
figure is unquestionable.

ARTICLES

“he won the Nobel Prize alongside Gunnar
Myrdal for their pioneering work in the
theory of money and economic fluctuations
and for their penetrating analysis of the
interdependence of economic, social and
institutional phenomena”

society rests on the fact that, if one person
refuses to satisfy our wishes, we can turn to
another. But if we face a monopolist we are
at his absolute mercy. And an authority
directing the whole economic system of the
country would be the most powerful
monopolist conceivable…” Hayek, Friedrich,
The Road to Serfdom, 1944

MAY

Friedrich August von Hayek, born in 1899, was an
Austrian-born British economist, philosopher and
political-theorist known for his defense of classical
liberalism and criticism of the Keynesian Welfare State
and totalitarian communism.
After WWI, he did two PhDs, one in Law and another in
Political Science, at the University of Vienna. After
working closely with libertarian economist von Mises,
he was invited to move to the London School of
Economics in 1931. Most of Hayek’s contribution from
1920s to 1930s intended to explain why the free
market theory of Adam Smith was failing. In Prices and
Production (1935), Hayek showed that increases in the
money supply can lead to too low interest rates and
‘malinvestment’, refuting those who arguing the
neutrality of money.
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Economic Overview

Portugal

Month

2015

2016

Overview (2010 – 2016)

FEB

MAR

APR

Q2

Q3

Q4

Q1

Min

Max

GDP

YoY, %

-

-

-

1,6

1,4

1,3

-

-4,5 (2012/Q4)

2,5 (2010/Q2)

Unemployment Rate

%

12,3

12,1

12,0

11,9

11,9

12,2

12,4

11,3 (2010/M1)

17,5 (2013/M1)

Employment Rate

YoY, %

1,4

0,3

-

1,5

0,2

1,6

0,8

-5,6 (2013/M1)

2,5 (2014/M7)

Personal Saving Rate

% of avg. income

-

-

-

4,9

4,1

4,2

-

4,1 (2015/Q3)

10,6 (2010/Q1)

Exports

YoY, %

-

-

-

7,1

4,0

2,3

-

0 (2012/Q4)

10,3 (2010/Q1)

Imports

YoY, %

-

-

-

12,0

5,1

4,3

-

-12,4 (2011/Q4)

13,0 (2010/Q2)

Coverage Rate (Exp/Imp)

% of imports

-

-

-

94,6

95,3

95,9

-

76,5 (2010/Q2)

101,4 (2013/Q1)

Public Debt

% GDP

-

-

-

128,6

130,5

128,8

-

86,2 (2010/Q1)

132,8 (2014/Q1)

Economic Activity Indicator

YoY, %

0,7

0,3

0,1

0,9

0,9

1,0

0,6

-4,5 (2012/M1)

1,7 (2010/M5)

Industrial Production Index

Avg. 2010 = 100

95,7

99,0

-

99,6

94,8

95,6

97,0

79,6 (2013/M8)

105,3 (2011/M3)

Consumer Price Index

YoY, %

0,2

0,5

-

0,8

0,8

0,5

0,5

-0,7 (2014/M7)

4,0 (2011/M4)

Private Consumption

YoY, %

-

-

-

3,3

2,3

2,4

-

-6,1 (2011/Q4)

3,4 (2010/Q2)

Public Consumption

YoY, %

-

-

-

0,6

0,4

0,9

-

-3,9 (2011/Q3)

0,9 (2015/Q4)

Gross Fixed Capital Formation

YoY, %

-

-

-

5,2

2,0

-0,9

-

-19,9 (2011/Q3)

8,6 (2015/Q1)

Indicator

Unit

FEB

MAR

APR

Q2

Q3

Q4

Q1

Min

Max

GDP

YoY s.a., %

-

-

-

1,6

1,6

1,6

1,5

-1,1 (2013/Q1)

2,8 (2011/Q1)

Consumer Confidence Index

Long-term avg. = 100

101

100,6

100,4

100,1

100,8

100,9

100,6

97,7 (2012/M11)

101,2 (2015/M3)

Business Confidence Index

Long-term avg. = 100

100,4

100,3

100,3

100,4

100,4

100,5

100,3

98,8 (2012/M10)

101,6 (2011/M1)

Public Debt

% GDP

-

-

-

92,3

91,6

90,8

-

80,0 (2010/Q1)

92,7 (2014/Q2)

Unemployment Rate

%

-

-

-

11

10,7

10,5

10,3

9,9 (2011/M4)

12,1 (2013/M3)

Net Exports

€, Billion

-

-

-

66,5

68,4

69,3

-

-12,7 (2011/Q2)

77,5 (2014/Q4)

Consumer Price Index

YoY

0,3

-0,2

0

0,2

0,1

0,1

-

-0,6 (2015/M1)

3 (2011/M9)

Euro Area

Month

Month

2016

2015

2016

Overview (2010 – 2016)

Overview (2010 – 2016)

Indicator

Unit

JAN

FEB

MAR

APR

Q2

Q3

Q4

Q1

Min

Max

GDP

YoY s.a., %

-

-

-

-

2,7

2,1

1,9

2.0

0,6 (2010/Q1)

3,1 (2010/Q3)

Consumer Confidence Index

Long-term avg. = 100

100,7

100,7

100,5

100,4

100,9

100,6

100,6

100,6

96,8 (2011/M9)

101,1 (2015/M2)

Business Confidence Index

Long-term avg. = 100

98,9

99.2

99,6

99,6

99,9

99,6

99,1

99,2

98,5 (2016/M1)

101,7 (2015/M2)

Public Debt

% GDP

-

-

-

-

101,3

100,5

104,2

105.7

87,0 (2010/Q1)

105.7 (2016/Q1)

Unemployment Rate

%

-

-

-

-

5,4

5,2

5

4,9

4,9 (2016/Q1)

9,8 (2010/Q1)

Net Exports

$, Billion

-

-

-

-

-519

-530

-520

-507

-464 (2013/Q4)

-615 (2012/Q1)

Consumer Price Index

YoY, %

1,4

1

0,9

1,1

0

0,1

0,5

1,1

-0,2 (2015/M4)

3,9 (2011/M9)

Month

Interbank Lending Market

2015

2016

Overview (2010 – 2016)

Unit

MAR

APR

MAY

Q2

Q3

Q4

Q1

Min

Max

EURIBOR 3-month

Rate (close), ∆ bps

-0,23

-0,25

-0,26

1,9 bps

1,8 bps

8,9 bps

10,2 bps

-0,18 (2016/M2)

1,60 (2011/M7)

EURIBOR 6-month

Rate (close), ∆ bps

-0,13

-0,14

-0,15

2,4 bps

1,3 bps

43 bps

9,4 bps

-0,12 (2016/M2)

1,82 (2011/M7)

LIBOR 3-month

Rate (close), ∆ bps

0,63

0,63

0,65

1,2 bps

4,2 bps

29 bps

1,6 bps

0,22 (2014/M4)

0,63 (2016/M2)

LIBOR 6-month

Rate (close), ∆ bps

0.90

0,90

0.93

4,4 bps

8,9 bps

31 bps

6,5 bps

0,32 (2014/M5)

0,89 (2016/M2)

Eonia

Rate (close), ∆ bps

-0,29

-0.34

-0,34

11 bps

6,2 bps

0,5bps

22 bps

-0,23 (2016/M1)

1,715 (2011/M6)
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Financial Markets Overview

Currency Pairs

Month

2015

2016

Overview (2010 – 2016)

Unit

MAR

APR

MAI

Q2

Q3

Q4

Q1

Min

Max

EUR/USD

Close price

1,138

1.145

1.113

3,65%

0,35%

2,82%

4,84%

1,046 (2015/M3)

1,494 (2011/M5)

EUR/GBP

Close price

0,792

0.784

0.769

1,99%

4,09%

0,37%

7,89%

0,694 (2015/M7)

0,908 (2011/M7)

EUR/JPY

Close price

128,0

121.9

123.2

5,77%

1,75%

2,47%

1,94%

94,1 (2012/M7)

150 (2014/M12)

EUR/CHF

Close price

1,094

1.099

1.106

0,18%

4,43%

0,15%

0,66%

0,843 (2015/M1)

1,489 (2010/M1)

EUR/AUD

Close price

1,434

1.506

1.539

2,62%

10,14%

6,71%

0,28%

1,160 (2012/M8)

1,659 (2015/M8)

USD/JPY

Close price

112,5

106.4

110.6

2,03%

2,07%

0,35%

6,48%

75,57 (2011/M10)

125,9 (2015/M6)

USD/CAD

Close price

1,299

1.256

1.308

1,63%

6,72%

4,09%

6,20%

0,941 (2011/M7)

1,386 (2015/M12)

GBP/USD

Close price

1,437

1.461

1.448

5,77%

3,60%

2,47%

2,82%

1,384 (2016/M2)

1,719 (2014/M7)

AUD/USD

Close price

0,767

0761

0.724

1,01%

8,89%

4,01%

5,19%

0,683 (2016/M1)

1,108 (2011/M7)

Month

2015

2016

Overview (2010 – 2016)

Unit

MAR

APR

MAI

Q2

Q3

Q4

Q1

Min

Max

Brent Oil

$ p. barrel, close

40,3

47.4

49.9

10,2%

25,6%

23,6%

8,2%

28,0 (2016/M1)

126,6 (2014/M6)

Natural Gas

$ p. MMBtu, close

1,96

2.18

2.29

3,3%

12,0%

16,9%

16,2%

1,69 (2016/M3)

8,97 (2010/M1)

Aluminum

$ p. ton, close

1517

1673

1546

7,2%

4,9%

4,5%

0,7%

1444 (2015/M11)

2764 (2011/M4)

Copper

$ p. lb., close

2,18

2.28

2.10

4,4%

10,5%

9,0%

2,3%

1,94 (2016/M1)

4,71 (2011/M2)

Nickel

$ p. ton, close

8498

9417

8399

3,3%

13,1%

15,3%

3,3%

8286 (2016/M4)

28977 (2011/M2)

Zinc

$ p. ton, close

1811

1934

1920

3,9%

15,6%

4,8%

13,2%

1552 (2015/M11)

2499 (2011/M2)

Gold

$ p. ounce, close

1236

1291

1218

1,0%

4,9%

4,9%

16,6%

1045 (2015/M12)

1953 (2011/M9)

Silver

$ p. ounce, close

15,5

17.8

15.9

6,6%

6,9%

4,9%

12,3%

13,6 (2015/M12)

50,9 (2011/M4)

Platinum

$ p. ounce, close

978

1078

980

5,6%

15,8%

1,8%

9,5%

811 (2016/M1)

1938 (2011/M8)

Month

2015

2016

Overview (2010 – 2016)

Unit

MAR

APR

MAI

Q2

Q3

Q4

Q1

Min

Max

S&P500

Quote (close)

2059

2065

2097

0,2%

6,9%

6,45%

0,77%

1011 (2010/M7)

2135 (2015/M5)

NASDAQ Comp.

Quote (close)

4870

4775

4948

1,8%

7,4%

8,38%

2,75%

2061 (2010/M7)

5232 (2015/M7)

Russel 2000

Quote (close)

1110

1127

1153

0,6%

11,9%

3,72%

1,46%

520 (2010/M2)

1286 (2015/M6)

DAX 30

Quote (close)

9966

10039

12263

8,5%

11,7%

11,2%

7,24%

4966 (2011/M9)

12391 (2015/M4)

FTSE 100

Quote (close)

6175

6242

6231

3,7%

7,0%

3,08%

1,18%

4790 (2010/M7)

7123 (2015/M4)

Euro Stoxx 50

Quote (close)

3005

3028

3063

7,4%

9,5%

5,38%

8,04%

1936 (2011/M9)

3836 (2015/M4)

PSI-20

Quote (close)

5021

5052

4958

7,0%

9,1%

5,27%

5,51%

4372 (2012/M6)

8878 (2010/M1)

Nikkei 225

Quote (close)

16759

16666

16956

5,4%

14,1%

9,46%

11,95%

8136 (2011/M11)

20953 (2015/M6)

S&P Asia 50

Quote (close)

3285

3313

3288

1,2%

18,3%

4,55%

0,27%

2656 (2011/M10)

4183 (2015/M4)

Month

2015

2016

Overview (2010 – 2016)

Unit

MAR

APR

MAI

Q2

Q3

Q4

Q1

Min

Max

Portugal 2-Year Gov. Bond

Yield (close), ∆ bps

0,35

0,69

0.52

4 bps

1 bps

21 bps

23 bps

-0,01 (2015/M6)

21,7 (2012/M1)

Portugal 10-Year Gov. Bond

Yield (close), ∆ bps

2,76

3,16

3.08

128 bps

58 bps

14 bps

24 bps

1,51 (2015/M3)

16,5 (2012/M1)

Germany 2-Year Gov. Bond

Yield (close), ∆ bps

-0,49

-0,48

0.51

2 bps

2 bps

9 bps

13 bps

-0,58 (2016/M3)

1,96 (2011/M5)

Germany 10-Year Gov. Bond

Yield (close), ∆ bps

0,16

0,27

0.15

58 bps

18 bps

4 bps

48 bps

0,05 (2015/M4)

3,51 (2011/M4)

US 2-Year Gov. Bond

Yield (close), ∆ bps

0,73

0,78

0.88

8 bps

2 bps

41 bps

34 bps

0,15 (2011/M9)

1,18 (2010/M4)

US 10-Year Gov. Bond

Yield (close), ∆ bps

1,77

1,84

1.85

42 bps

34 bps

23 bps

50 bps

1,38 (2012/M7)

4,01 (2010/M4)
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Upcoming Events

Seminar | The 1719-20 Stock Euphoria: A PanEuropean Perspective
MAY

15th June, 11h00 – 15h00
ISEG, Edifício Quelhas, Anfiteatro 1

20th June, 14h00
Nova School of Business and Economics

24st June, 09h00 – 19h30
NOVO BANCO | Anfiteatro 1
Anfiteatro 4 | Auditório 2
ISEG
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5th UECE Conference on Economic and Financial
Adjustments

ARTICLES

Desigualdade salarial em discussão na Nova SBE |
Wage Inequality in Europe, U.S. and Latin America:
Trends and Puzzles
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