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EDITORIAL

Mário Soares was a professor of international relations in Coimbra’s Economics
Faculty, as well as President (1986-1996)
and Prime Minister of Portugal
(1976-1979; 1983-1985). A staunch
believer in a social market economy, he
was key to steering the country not only
towards the welfare state, but also from
irreversible nationalizations to a mixed
economy. He is also widely credited for
the success of the negotiations and the
implementation of the IMF’s ﬁrst two
assistance packages to Portugal – in
1979 because of the balance of payments crisis that ensued after the revolution, and in 1983 after the right-wing
Democratic Alliance government bankrupted the country. More recently, he
organized big conferences in Lisbon
University’s Aula Magna which united
the left in defense of the constitution, in a
move that many saw as a precursor to
the left-wing Geringonça coalition
currently in power. His defense of the
constitution then, as now, is relevant
because it suggests that there are limits
to markets and that rights and freedoms
should not be vulnerable to what markets want.

This edition comes a little late, which has
become a bit of a bad habit of ours, and
we apologize for that. We hope to put
things right in the future, but in the
meanwhile, we hope you enjoy this
edition of our newsletter, and the many
great and thoughtful articles inside.

ARTICLES

These have been some very tumultuous
months ever since we launched our last
newsletter. Donald Trump was elected
President of the United States and the
claim that he was going to be a better
President than he was candidate has
revealed itself to be a consoling fantasy.
A host of important celebrities have died,
of which Mário Soares, the Portuguese
statesman, is perhaps the most notable
for you and me.

situation continues to improve, with both
employment and economic growth continuing to accelerate after the oil price
slump affected many of Portugal’s key
export markets in late 2015. The budget
deﬁcit has also been recognized as
having consolidated remarkably, though
sovereign bond markets are still pricing
Portuguese sovereign debt cheaply. This
remains a situation to keep an eye out
for. The ECB’s quantitative easing policy
only purchases non-junk bonds and
DBRS is the only rating agency they
recognize that still doesn’t qualify Portugal’s rating as junk. With DBRS warning
that the already-met 4% interest rate as a
threshold for reviewing their rating, many
are rightly worried that, in spite of
improvements in public ﬁnance, things
are going to get worse, not better, for
Portugal’s ﬁnancing conditions. This is
particularly relevant as 2017 is a year in
which Portugal has a large stock of debt
to roll-over.
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Meanwhile, the Portuguese economic
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NOVEMBER IN REVIEW

3rd High Court has ruled that the Government does not have power to trigger
Article 50 without parliamentary approval and a vote from MPs.
4th After the creation of 161,000 job
posts in October, the path of an interest
rates increase by the FED clears up.
8th To ﬁght black money, Narendra Modi
announced that currency notes of Rs
500 and Rs 1000 become illegal as of
November 9th.
9th Donald John Trump was elected the
45th president of the United States, in a
stunning repudiation of the Establishment..
10th Eurozone’s 5yr 5yr forward inflation
measure hit its highest level in eight
months, climbing to 1.51%, as investors
shifted their expectations for consumer
prices following the US election.

24th Prime minister Binali Yildirim warns
of tensions with the EU and foreign ministers will debate Turkey’s 11-year-old EU
membership bid in December.
26th An era comes to an end in Latin
America with Fidel’s death. Russia’s and
South Africa’s leaders reacted to the
news with condolences and praised him.
28th Mario Draghi warned Britain to
better inform its citizens about Brexit
and what may come next, so they can
give their opinion, as well as the EU.

15th Portugal’s economy grew faster
than predicted in the third quarter, with
the GDP expanding by 0.8%, as higher
exports helped the country to its strongest quarterly growth since 2013.

ARTICLES

30th As Opec decided to cut on supply,
prices pass the $50 mark. Russia
responded with the same action. Oil and
gas index increased by more than 10% in
New York.

17th The United States Consumer Price
Index increased 0.4 percent on October
after rising 0.3 on September. The
increasing in gasoline costs and rents is
the main cause.
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11th The IMF approved a $12bn bailout
of Egypt to support the government’s
ﬁnances and help the country restore
some vitality to its economy.

19th After an expansion period in Iceland
with a GDP expected growth by 5%,
faster than any other economy, foreign
investors seem concerned with some
issues.
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DECEMBER IN REVIEW

8th After becoming the latest country to
apply new UN standards for compiling
national accounts, Japan’s economy
grew 6.3% on paper.
9th Short-dated German Bund yields
have hit record lows in the wake of the
ECB’s decision to drop the yield floor on
its asset purchases, allowing bonds
yielding below -0.4% to be bought.
14th Fed ofﬁcials raised interest rates for
the second time in a decade and forecasted a steeper path for borrowing
costs in 2017.
14th Tensions between the IMF and eurozone policymakers over a Greek bailout
erupted into a online showdown, raising
questions over whether the IMF will join
the latest €86B rescue.
15th The US dollar hit its highest levels in
14 years as investors took their lead
from a hawkish Federal Reserve in pricing in a stronger US economy under
Donald Trump.
16th The yield on Germany’s two-year
bond, which moves in the opposite direction of its price, fell two basis points to
-0.8 – its lowest on record.

21st The ﬁscal stimulus’ method that
Donald Trump wants to implement in
order to recover the GDP growth has
strong opponents.
22nd In the last quarter of the year, the
United States economy grew better than
expected. The GDP increased at a 3.5
percent annual rate, the strongest
growth since two years ago.
23rd Paolo Gentiloni, the new Italian
Prime Minister, announced the approval
of a 20 billion euro fund to assist Monte
dei Paschi di Siena.
26th As the domestic economy shows
signs of weaknesses, capital flew from
China. Beijing wants to restrain overseas
investment and ease foreign investment
in China.
30th With its balance sheet ruined with
bad loans, the oldest bank in the world
needs €8.8 billion in order to not fall
down, which is a situation with a very
high political risk.
30th Portuguese Industry grew 1.6% in
November compared to the same month
from 2015, although it decreased compared to October 2016. Energy was the
main positive contribution, while Consumer Goods was responsible for the
most negative result.

NOVEMBER // DECEMBER

4th After a massive loss in Italy’s constitutional referendum, Italy’s Prime Minister announces his resignation.

18th The consequences of pulling of the
100-bolivar note from circulation in Venezuela, shows up some fragilities of the
economy and society, such as the
world’s highest rate of inflation.

ARTICLES

2nd After a meeting in Lucerne, research
ministers agree on the extra funding of
436M euros to complete the Mars robotic project.
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Central Banks and the Revenge of
Politics – Project Syndicate
The reputation of central banks has
always had its ups and downs. For years,
central banks’ prestige has been almost
unprecedentedly high. But a correction
now seems inevitable, with central-bank
independence becoming a key casualty.
Otmar Issing, former Chief Economist
and Member of the Board of the ECB,
discusses here the central-bank independence.

Inclusive Growth Depends on Cities –
Project Syndicate
Recently, we have seen a rise in people’s
frustration about the economy working
in favor of the top income earners. Cities
might be a place of opportunities, but are
also where inequality can be seen more
clearly. Initiatives are being taken in
order to discuss “inclusive-growth” ideas
that cities can take in order to promote
economic opportunity. Read more here.

How Large Is the Divide Between Red
and Blue America? – The New York
Times
Do you know how US political dynamics
have changed during the last 20 years?
Americans have been self-segregating
by lifestyle, though not necessarily politics, for several decades. Explore the
statistics present in this interactive
piece.
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Can Donald Trump deliver what his
supporters want, asks Robert J. Shiller
– World Economic Forum
Donald Trump promised to cut taxes on
the rich, but most of his supporters
belong to the lower levels of income.
These people feel that their economic
power is threatened and want it back. We
could see throughout his campaign
demonstrations of power due to its
aggressiveness. But America’s new president has not recognized the fact that the
“main drivers” of economic inequality are
out of his control. Read more here.

Globalization is Worth Saving. Here’s
How To Do It – World Economic Forum
A recent study of 40 countries projected
the effects of closing off cross-border
trade: the richest tenth of consumers
would lose a not-insigniﬁcant 28% of
purchasing power. The bottom tenth of
consumers, however, would face a 63%
loss. Confront your views on globalization by reading this article by the Executive Director of International Trade
Centre.

(continues on the next page)
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The third wave of globalisation may be
the hardest – The Economist
Globalisation is a phenomenon that is
powerful as a force of nature, but can
also be inconstant and destructive.
Economists usually think in a perfect
world in which there are no barriers, but
reality is much more complex than that.
For the 21st century, Baldwin’s policy
ideas include “setting common rules and
standards to make companies feel
secure”. Read more here.
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The number one reason to fix
U.S.-Russia relations
Donald Trump announced a Russian-American relationship in deep crisis.
However, he ignored the big risk originated by the downturn in the relation
between both countries which is the rise
of nuclear tensions. According to this,
the new president of US must try to
collaborate with Russia in such a way
that the threat of a catastrophic nuclear
exchange is reduced.
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Can Global Capitalism be saved?
Big changes have been seen in the world
economy, such as Brexit and Trump’s
election. According to these events, capitalism, globalization and democracy
would probably be not the same and just
technological innovation and demographics can be the principal factors for
growth. In this article, the author shows
how these issues have been changing.

An Economic Ultimatum for the Arab
World
After decades of Arab economies sustained by oil and gas reserves revenues,
the sustained decline of oil prices is a big
challenge for this region. State bureaucracies can be a huge obstacle for a transition to a new inclusive and sustainable
economic model that should show up.

ARTICLES

Italy's referendum: what's at stake?
After Italian PM Matteo Renzi announced
he would resign if the proposed reforms
are not accepted, the consequences of a
victory/defeat still buzz around. To know
about this referendum in depth and its
consequences, click here.

Cyprus edges towards reunification
after landmark talks
Ban Ki Moon have sparked optimism
about the resolution of division and conflicts between Greek Cypriots and Turkish Cypriots with António Guterres as
successor. Moreover, the elected leader
of Turkish Cypriots seems receptive to
agree with the actual leader of the Greek
counterpart. In Switzerland’s Mont Pelerin, both leaders have recognized “signiﬁcant progress” and have agreed for one
more week of talks starting November
20 in Geneva.
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Could Article 127 be used to keep the
UK in the single market?
Since the beginning of ‘Brexit’, the Article
50 of the Lisbon treaty has been the key
in several discussions, and the motor
behind Brexit itself. However, the Article
127 of the European Economic Agreement may have just the same importance. This article has one major consequence: If the UK leaves the EU, but not
the EEA, it does not mean leaving the
single market. Know more about this
article here.
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NEC ARTICLES
STAY TOGETHER FOR THE KIDS,
S’IL VOUS PLAÎT

BY: ROBIN BOHN

With one third intending to vote for a
party openly lobbying to leave the EU in
one of Europe’s most liberal countries,
the alarm bells of supporters of the European Ideal should ring from Lisbon to
Helsinki. How did we get here?
And whilst the events in the Lowlands
remain worrisome, Marine Le Pen from

How did we get here? Politicians have
tried to ﬁnd an answer to that question
for a long time now and I’d be presumptuous to know the answer they struggle
for. But I think there is something to tell
about a different question: With whom
did we get here?
Whether it is the vote on the Brexit or the
commitment to the ever-closer Union:
Europe’s true divide is not by geography
or prosperity, but by Old and Young . The
divide shows over all countries of the
Union. Europe’s youth has a way more
favourable view of the EU as their
parents’ and grand-parents’ generation.

(continues on the next page)
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The decline in favourability of the European Union is not limited to the aforementioned countries but a rising surge
all over the bloc’s countries. Tragically,
with national elections all coming up in
the Netherlands, France, Germany – and
potentially Italy – the Union might be
paralyzed up until 2018.

ARTICLES

With elections ahead and re-nationalist
tendencies on the rise all over the Union,
far-right nationalist parties – friendly-dubbed eurospectics – have set out to
win upcoming elections in both France
and The Netherlands; two countries
which were at the heart of the European
Integration from its beginning. And their
chance of winning next year’s national
elections is not impossible at best. The
nation Dutch populist Party for Freedom
(Partij voor de Vrijheid) is currently leading in most polls for the Kingdom’s
upcoming election in March.

the French National Front has chances
to succeed where her father failed –
taking the Élysée. Should Le Pen win the
presidential elections in May 2017 the
scenario of a so-called Frexit seems a
frightening possibility. A June 2016 poll
by the PEW Research Center found that
a staggering 61% of French had an unfavourable view of the EU – second only to
Greece . If Brexit was a harsh blow to the
project of European Integration, France
leaving the EU might be the fatal one.

EMMANUEL SAEZ

The European Union is not doing well –
something that seems to have been a
constant rather than a temporary
circumstance over the last couple of
years. Worrywarts ﬁrst predicted an
explosion of the Union driven by economic imbalance as stagnation in the
south. They then predicted a failure of
the Union over how to handle the influx
of hundred thousand refugee seekers
from the east. However, it might be a
political decision by the European
citizens in the north of the continent that
deal the ﬁnal blow. And Brexit might have
been just the ﬁrst act.
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STAY TOGETHER FOR THE KIDS,

S’IL VOUS PLAÎT

If the older people of the continent are to
reacquaint themselves again with the
idea of European Integration their grandchildren’s live and love by, it’s this anger
that need be calmed, this promise that
needs to be kept. And if young Europeans want their integrated European
Union to remain, it’s the promise of prosperity for all its citizens they must put
back on the Agenda.

EMMANUEL SAEZ
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However, this is different for the older
generation. They remember the pre-Union days – which was only founded in
1993, surprisingly as it may sound. The
root of today’s Union was less one of
political integration but the promise of
economic prosperity. And on this promise, many feel, the Union failed to deliver:
Persistent unemployment, economic
depression in the south of Europe, a
shaky banking system give rise to disappointment, anger, and alienation from
the European projection.

It’s this anger that ﬁnds its expression in
nationalist resurgence all over Europe
and it’s this anger that can be decisive
for the Dutch -and more importantly –
the French elections next year. And eventually, for the future of the European
Union itself.
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If you read this, it’s quite likely you are
one of them: Having friends from all over
the continent is normal to you. We are
part of a generation for whom borders
became inexistent, travelling neighbouring countries taken-for-granted with English as a lingua europaea. The number of
students who took part in the ERASMUS
topped 3 million - with a proclaimed one
million Erasmus babies the result of a
young generation living and loving in a
Union beyond borders and barriers as
European citizens. For many young Europeans, this is the reality of an integrated
Europe. A Europe they grew up in.
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THE STEREOTYPE BEHIND
PUBLIC INVESTMENT
BY: JOSÉ MARIA ALVARÉS
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This debate is not new. The effect of
public investments on our economy, has
for a long time been present in economic
debate. The problem with this is that
these types of investments just have an
outcome in the medium and long run
and policymakers are more preoccupied
with short run results.

EMMANUEL SAEZ

Regarding this, I strongly believed that
the future of policymaking in these
issues should be more about efﬁciency
and less in quantity. This point, sometimes, is the best starting point for policymakers. For example, economics has
made a lot of effort in designing contracts between employers and employee, assuming that both will maximize
their pay offs. Why not invest in a more
merit-based system, in our Public administration, creating more productivity and,
probably, more efﬁciency in the system.

Sometimes, the problem of our inefﬁciency in Public services is not always
about how government incentivized
people to work, but the complicated
logistic around them. Therefore, I
believed the state should invest more in
investigation with the objective of understanding how these logistics could be
simpler without compromising on the
quality of the system.

ARTICLES

When you think about Public Investment,
probably, the ﬁrst thing in your mind is
about big constructions. For example,
building another bridge between Lisbon
and South or other freeways. However, if
we look at our situation, you rapidly
understand how this type of Public
Investment is less desirable for our
needs. From an economic point of view,
perhaps, the marginal beneﬁt of this
investments will be less than marginal
cost. The idea behind this is that in
advanced countries, like ours, there
exists a big complexity around how and
where governments should invest.
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ECONOMIST OF THE MONTH
EMMANUEL SAEZ
BY: DARYA BEREZIY
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Working from a Neo-Keynesian school of
thought, Emmanuel Saez influenced
Thomas Piketty, with whom he worked.
Saez’ work attacks policy questions from
both theoretical and empirical perspectives. This allows to, on one hand redeﬁning the optimal policy to measureable
aspects of the economy and on the other
to ﬁll the gaps in the measurement iden-

tiﬁed by the theory. It’s a thorough and
detailed research about the theory of
optimal taxation that notiﬁes us that top
earners in US have taken an increasingly
large share of the overall income over the
last three decades, with almost as much
inequality as before the great Depression. Saez recommended, based on his
research, much higher marginal taxes on
the very well endowed social classes, up
to 70% or 90%. Critics have said that
Saez overestimated inequality because
he and his partner, Thomas Piketty,
measured gross income, reported on tax
return before any deductions. Their work
about income inequality in the USA has
been widely discussed in the public
debate.

EMMANUEL SAEZ

His work ﬁeld is Public Economy. More
speciﬁcally, he researches taxation,
redistribution and inequality, from both,
theoretic and empirical perspectives. In
2009 he was the recipient John Bates
Clark Medal and in 2010, the MacArthur
Foundation named Saez a MacArthur
Fellow. The ﬁrst one is considered one of
the most prestigious awards in the ﬁeld
of economics that is attributed to an
economist who works in America, is
under forty and is considered to have
made a substantial contribute to economic thought and knowledge. Several
winners have gone on to become Nobel
Laureates. The second one has been
dubbed a “genius grant” for investing in
the potential of those who have shown
themselves peculiarly dynamic and dedicated and have made some notably contribution to their ﬁelds.
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Emmanuel Saez was born on November
26th of 1972. He has French and American Nationality and currently teaches
economics and is the Director of the
Center of Equitable growth of the California Berkley University. He is also the
Editor of the Journal of Public Economics and Co-Director of the Public Policy
Program at CEPR.
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