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There is a cure for the end-of-summer blues
Welcome to our pages. Whether you are a new comer or a returning reader,
we are excited to have you with us for a promising academic year. You are
holding the magazine’s thirteenth edition, a Summer Special that has been
prepared with care by the editorial team during the holidays. We hope you
find it an enjoyable read. I want to thank those who were involved in this issue
for their time and input, especially our out-going members: good luck in your
new endeavours!
In this issue you will find four interviews conducted by TSE students to some
of the most influential authors in the field of Development Economics: Orazio
Attanasio, Abhijit Banerjee, Esther Duflo and Nancy Qian. We thank these “four
of a kind” professors for their time and insights: they not only provide food
for thought on development issues but also advice to students interested
in their field of research. In addition, we have received contributions from a
wide spectrum of students on very different topics: if you are interested in
industrial organization, you should check out Andres Caro’s article on Uber;
if you are more inclined towards financial topics, we recommend the pieces
on the war on cash or on financial innovation. We are lucky to have a PhD
contribution from Emil Palikot and Matias Pietola, who give an insight on
patents in the pharmaceutical industry. Finally, if you are a Game of Thrones
aficionado, do not miss out on Carlos Restituyo’s critical thoughts on the use
of violence in the series.
If you are new to Toulouse, we would love to meet you and, why not, get you
on board in our organization. We acknowledge that this year marks a transition
for the school, which is why in our last issue we published an extensive dossier
covering the tuition fees increase. For this term, if you find a topic that you
wish to write about – Brexit or the US elections, for example – please do not
hesitate and send us your contribution. We also organize numerous campus
activities. Once a month, our Coffee Talks provide an agora for students to
gather and discuss current topics in a relaxed atmosphere. We are already
working on our two biggest campus events that will take place next semester:
the Annual Public Lecture, where we invite a keynote speaker to the school,
and the Academic Writing Workshop, an opportunity for everyone to get
some useful tips on writing and presentation skills. Last, but not least, we
are taking on the challenge of redesigning our website. If you wish to get
published in the magazine, improve your English skills, learn a useful design
package or meet a very cool group of people, we invite you to come to one of
our weekly meetings on Wednesdays.
Leaving the summer mode is hard. Eddie Cochran sang, “there ain’t no cure for
the summertime blues”. If you, like him, are wondering what you’re “gonna do”
in this new year, join our ranks at The TSEconomist to fight the end-of-summer
blues and live a full academic experience at TSE. We are waiting for you!

Remark
All the writings in this issue remain the
strict responsibility of their authors
and in no way represent the opinions
of TSE and its members.
Article references are available upon
request.
Contact us:
tseconomist@tse-fr.eu 		
www.tseconomist.com

Marina Sanchez del Villar
Editor-in-Chief

Cover painting: [Décrisation] War 013 by Bazévian.
Bazévian is a Fench artist living in Brazil. His work focuses on portraits of men
and women using oil pastel or a ballpoint pen. This painting belongs to a series
called [Décrisation], which is based on the human condition, especially faces of
homeless people.
If you wish to learn more about him, visit his webpage at www.bazevian.com and
www.facebook.com/Bazevian/
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The importance of early child
development
An interview with Orazio Attanasio
by Dafne Capisani and Mialy Rakotondrazaka

Orazio Attanasio. Source: www.ucl.ac.uk

Orazio Attanasio is the Jeremy Bentham Professor of Economics and Head of the Department for Economics at the University College London. He is also Research Director at the Institute for Fiscal Studies, where he co-directs the Centre for the Evaluation of Development
Policies and the ESRC Centre for the Microeconomic Analysis of Public Policy. His research
focuses on household consumption and saving behaviour over the life cycle as well as human capital accumulation in the early years in developing countries. Professor Attanasio
attended the TSE Development Workshop where he presented one of his papers on parental beliefs and the importance of early child development.
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1. Talking about the conference of today, we were
curious about why you decided to focus on human
capital development at the very first stage of life.
Well, if you think that inequality is important, you will go
through the process of understanding what leads to it. You
will learn that some people have lower skills than others. Then
the question will be: “why do they have lower skills?” Then you
will look at schools and school performances, and then at their
cognitive and language abilities when they enter schools. At
the end of this process of understanding, you will be back to
the very first years of life. Inequalities start very early in life.
One might conclude that then the differences are mainly driven by genetics, but that is not the case. Environmental factors
are key in starting a process that leads in the very first few
years to large divergences. This is particularly so in developing
countries. The reason is that many children endure shocks and
traumas, sometimes even during the first months of their lives.
All those events can have bad consequences on child growth,
and they can prevent them from acquiring skills.
Children can reach the age of five and already lag two or three
years in terms of development. And even if those same children could go to school, they will not be able to use this opportunity to develop knowledge and skills. It is the beginning
of a downward hill for them. Do not get me wrong; I do believe
that it is possible to overcome this issue.
2. How important is it to intervene on child development to
overcome inequalities in a society? Is this thematic really at
the heart of the inequality in society nowadays?
Human capital development is a problem that should be
considered because it plays an important role in the rise of
inequalities. Acting at a relatively early stage is crucial for children to reach their potential. If we let things go, it will be much
more difficult to change the situation afterwards.
Early childhood is a critical time for cognitive, social, and physical development. That is why I tried to understand what was
going on, looking for the variables that could have an influence in the first years of life on human capital development.
Nourishment is key. And then the fact that children are not
sufficiently stimulated is of crucial importance. Why are children not stimulated enough? This could be because parents
are unskilled, or stressed, or do not have enough resources,
and thus have no idea on how they should act in terms of
education.
Brain development is key. The brain grows during the first
years of human life and, when children start accumulating
delays in the very first few years of life, it is hard to remediate.
IQ is hard to change above the age of six. I am not claiming
that from six years old onwards you will not be able to change
things, but it would just be more difficult to do it.
3. You talked about what determines parental choices of
investment in the development of their children. Can you
be more precise on the factors that affect the decision of the
parents? How can the parental beliefs be influenced?
If you write down a simple model of behaviour, the main constituents of this model would be resources, preferences and
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“Encouraging mothers to interact and
play more with their children can significantly improve a child’s cognitive development.”
parents’ visions of the process of human development. Those
are the three main components. Then you need to characterize them. Modelling can be really abstract sometimes because,
at the end of the day, it is about simplifying reality to isolate
factors and understand the world.
Showing parents how things work could influence parental
beliefs. I remember a lady complaining once because her
daughter was not talking enough. It turned out that she was
not doing any effort to interact with her daughter. We presented to the little girl a book full of pictures and name things and
then the girl started doing it as well. The mother was amazed.
She exclaimed: “Oh that’s the way it works!” Encouraging
mothers to interact and play more with their children can significantly improve a children’s cognitive development.
4. Can you give us some examples of policies that were successful in developing countries for improving the education,
health and nutrition of children? Which of them do you think
could be a good way to intervene?
PROGRESA [Programa de Educación, Salud, y Alimentación]
for instance, was a really successful program. On the other
hand, as I said before, I think the best is to intervene on early
childhood development. What my colleagues and I have done
in Colombia is an intervention combining cognitive stimulation and nutritional supplements. In fact, the government of
Peru implemented effectively our program. They did adjust it,
but still today hundreds of thousands of children are in the
program and that is really exciting. Sometimes things do work.
5. What are the difficulties you can encounter while running
field experiments? Do randomized controlled trials (RCTs)
have a stronger power to convince policy makers?
One million problems, but it is not specific to developing
countries. Things can go wrong everywhere. For example, if
you do a RCT, you want to keep the balance of the randomization and it is easy to mess it up. Design has to be done carefully
and to be followed. Sometimes people in the field do not fully
understand the meaning of what you are doing and they may
introduce changes that pollute the trial. On the other hand,
RCTs are powerful tools to convince policy makers.
6. What is the role of academics in designing policies? Can
they really influence policy-makers?
Academics should provide evidence, show the effectiveness
of different policies and possibly understand how those processes works. I think that in this way academics can actually
have an impact, but it is hard work. If I could give an advice to a
young economist, I would say that the most important thing is
to do good and rigorous research, find a champion that cares
about good policies, and finally be able to convey your evidence in the right language in order to be understood.
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An interview with
Abhijit Banerjee
by Russell Black

Abhijit Banerjee and Esther Duflo in India. Credit to David Baron .

1. How important is industrialisation and manufacturing
to development? Dani Rodrik writes worryingly about “premature deindustrialisation” – is this something that worries
you as well?
I guess it does worry me. It is worth making clear that I’m not
sure that we have any idea what the norm ought to be. Nevertheless it worries me because I think that – right now – the
most labour intensive sources of growth are in manufacturing.
Could there be a different model, where there is huge employment growth in the service sector? I think we are starting to
see some ideas now. I think people have accepted that China
will not be replicated in 179 countries. It’s just not going to
happen. The question is, what is the alternative? I think people
are getting used to the idea it will be services, but I don’t think
people know what that means.
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Abhijit Banerjee is the Ford Foundation International Professor of Economics at the Massachusetts Institute of Technology (MIT). He is one of
the founders of the Abdul Latif Jameel Poverty
Action Lab (J-PAL), which in 2009 won the BBVA
Foundation “Frontier of Knowledge” award in
the development cooperation category. Professor Banerjee remains as one of the directors
of J-PAL. His research focuses on development
economics and economic theory. He is also,
along with Esther Duflo, the co-author of the
book Poor Economics, which radically challenges the way poverty has been studied and
fought by policy makers. He obtained his PhD
from Harvard University in 1988.
The TSEconomist met with Professor Banerjee
during the TSE Development Workshop, where
he presented his paper Selection and Incentives
in the Indian Political System. We discussed his
paper as well as the state of some of today’s
most infamous political systems.

So I’m worried because manufacturing is the only thing we
know but I suspect that it’s too late to be worrying about it.
That bus has left the station.
2. How important is inequality to development. Is it harmful,
is it neutral, some economists talk about how “robber barons” were good, having robbed this money they supported
the rule of law to keep it?
Marx had that idea before those economists. He talked about
‘primitive accumulation’, that you need some rich people to
start industry. At this point, there is plenty of inequality. It is
hard to imagine that any country needs more inequality. There
are many rich people. They are happy to move their capital if
you protect them enough.
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“It’s not that the Brazilian system does
not have flaws. Its main flaw is that it is
basically a party-less system. The parties
are very weak, and you have to buy out
small parties, and so every time you want
to form a coalition you need the money
to buy them out, and that creates a huge
amount of political incentive for corruption.”
I must confess that I don’t believe any of the literature on
inequality and growth (the cross-country literature on this is
worthless in my view). That being said, inequality is a bad in
itself.
Also if inequality is costly for growth – my guess is that most
importantly it is costly because it creates incentives for bad
policies. In other words, the political argument is the most
compelling one. When you have lots of inequality, you try to
buy off some group, implementing or pretending to implement bad policies that claim to help them. I think populism
is on the rise everywhere. It’s not independent, I suspect, of
the rise of inequality. Populists have the quick answer to every question of inequality. It’s the wrong answer – but it’s the
quickest answer.
3. Inequality is part of a wider political system?
I think inequality is the result of the fact that, essentially, we
bought into this idea that tax rates cannot be higher than
(say) 25%. The idea that there is anything sacrosanct, that
you should never go above 30%, that’s just a load of ideology
masquerading as economics, which makes inequality easier to
happen.
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coming out of nowhere. The local party leadership is often
manned by ex-criminals, people who are in there to make
money. And that’s partly a result of all of the other incentives
in the system.
It’s hard to imagine it getting fixed.
What is true is that at the same time, for the first time in modern history, in the last ten years you see many more of these
people go to jail. So the judiciary and the middle classes are
much more willing to take on politicians, even the prominent
ones. Fundamentally, what will happen will turn on the willingness for large-scale political reform, and I don’t think the
dominant parties right now have any interest in that.
5. Does that ever happen? In Brazil as well, it is another example of a country beset by these problems.
Brazil has a huge political problem. The enormous progress
that Brazil made in the early 2000s is being undone, right now,
by a cabal of politicians, not necessarily from the ruling party.
Brazil basically instituted the system of having an independent
judicial authority for investigating politicians, and I think if you
look at what Fred Finan claims in his paper at the conference1,
this authority has had substantial effects on the system (he
shows reasonable effects, and he suspects that the size of the
effects could be larger). I feel this remarkable progress is now
being undone.
It’s not that the Brazilian system does not have flaws. Its main
flaw is that it is basically a party-less system. The parties are
very weak, and you have to buy out small parties, and so every time you want to form a coalition you need the money
to buy them out, and that creates a huge amount of political

4. In the research you presented here at the conference, you
talked about how the rates of Indian legislators indicted on
some charge is rising. Do you expect some parts of Indian
politics to get better, and others worse?
Overall, my guess is that the force that’s generating this is actually, right now, quite hard to turn back. It’s coming out of
the entire political system. I think the entire political system
favours certain kinds of, let’s say, go-getting young men who
often have some background in criminal activities because
the political system has so many rents in it, and there is so
little transparency. India would need to move to a completely
different model of parties, parties that can raise money much
more openly - for instance where the state funds parties - so
parties don’t do illegal things to raise money. The bureaucratic
system would have to be more efficient and robust. For example, the electoral officials – one of the reasons the parties like
thugs is because the electoral officials have to be intimidated
so that not everybody can vote.
So the whole system needs major reform. These guys are not

IAC protesters in pune. Source: wikipedia.org

Avis, E., Ferraz, C., & Finan, F. (2016). Do Government Audits Reduce Corruption? Estimating the Impacts of Exposing Corrupt Politicians, NBER Working Paper
No. 22443.
1

7

>

À la une

Source: wikipedia.org

incentive for corruption. Dilma Rouseff, the president who has
just resigned, who is being impeached, the claim against her is
not that she was stealing money to put in her own pocket. The
claim against her is that she stole money to pay for other small
parties to support her.
If they imposed constraints on vote shares, so that the number of parties went down a lot that would make the political
system in Brazil a lot more normal. I think it’s a weird political
system.
6. When Brazil started its democratic reforms, would it have
been true that the people who were in power, these people
thought about the new systems, and that the new system
was designed to be weak?
Brazil used to have many fewer parties before. I don’t think
that there is anything inevitable about the present situation.
The experience of the current crisis is going to convince a lot
of Brazilians that they want a stronger party system. This crisis will have big consequences. If the people demand much
stronger parties, there are ways to do it. Basically make it so
that if you get less than 5% of the vote you get no seats, and
you get more like a non-linear PR [proportional representation] system, which would generate stronger parties.
7. Does this optimism spillover? If the public opinion changes in Brazil, could the same happen in South Africa, or India
or Pakistan?
These are all different. Brazil has a large middle class of people,
who are quite aware of the costs of this crisis, and they are in a
position to implement change.
South Africa is a different place. It hasn’t quite finished playing
out the race game, and race is often used as an excuse for bad
things. It will take some time.
Pakistan really doesn’t have an equilibrium in democracy.
India is yet different. In India the challenge is coming from
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inside the system. The party that is expected, maybe, to win
the upcoming Punjab elections, the Aam Aadmi Party, really
came out three years ago of a middle class anti-corruption
movement – and it is already in control in Delhi. So, inside
the system, there is pressure to reform. The party system is
much stronger in India. The Brazilian problem isn’t the India
problem, which is different: the funding is terrible; we have no
obvious way in which parties can be funded.
It’s terrible. It’s a stupid idea that somehow politicians should
live a life of sacrifice. They don’t. Whether you like it or not.
It’s silly in its design and it will need to be reformed. But it’s a
different set of pressures from Brazil.
The Aam Aadmi party is trying. They’re trying to build an
entirely different method of funding, funding from their supporters – doing retail funding on a very large scale. And they
are big, they have been successful. It this catches on, we could
easily see the other parties trying to build credibility this way.
Because I think Aam Admi Party is trying to leverage exactly
this charge – you guys are bought by somebody – we are not
bought. I think that puts a lot of pressure on the other parties. The communists were always the only party that always
claimed that as well (though not entirely truthfully). That competition will be interesting.
8. On a completely different track, what would your advice
be to aspiring PhD students and researchers?
No advice. I think it would be completely useless to give advice. People who do good research think of things that are not
thought of before. I wouldn’t presume to give anybody advice
on how to do research.
My only advice I give to my PhD students is that they should
believe the story they are telling in their paper. They should
not do something because somebody else did something else
and what they did was not quite right. As PhD students think
you should never focus on fixing somebody else’s details. You
should focus on doing something that you believe in.
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Making a millennial from a John
Bates Clark medal
An interview with Esther Duflo
by Abi-Rafeh and Bernard Moscoso

Esther Duflo. Credit to Peter Tenzer.

Fighting poverty is not as simple as it sounds. And, according to experts like Esther Duflo,
there is no magic silver bullet that might solve the problem immediately. With numerous
causal relation studies and field experiments, Duflo et al. show the world the important
role of a well thought experimental design in the understanding of mechanisms behind
economic activities of poor people.
A development economist, Professor Duflo found in economics a way to make research
that matters and that can have a positive impact all around the world. One of the founders
of the Abdul Latif Jameel Poverty Action Lab (J-PAL), Duflo believes that understanding the
poor’s life is essential to fight poverty. Professor Duflo’s research has not only been an input,
but also a model on how to conduct research in multiple areas of development economics,
including: health, education, microfinance, and public management of aid. We interviewed
Professor Duflo during the summer in Toulouse, where she attended and presented her paper The Value of Regulatory Discretion: Estimates from Environmental Inspections in
India (written with Greenstone, Pande and Ryan) during the TSE Development Workshop.
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1. What are your thoughts, as a French economist, about the
Labour law reform that is currently underway?
You would understand that living in the US, I avoid giving my
opinion about current affairs in France. Now, one thing I can
safely state is that we are very far, in France, from an optimal labour law. That is also the case in several European countries as
well. But I am not sure we can say how the suggested reform
would affect the labour market and the unemployment rate. It
can go either way.
2. What would you have done had you been in government?
I think one of the major problems in the labour market in
France is the co-existence of two, very dissimilar labour contracts: the CDI employment contract gives far too much security to the employee, while the CDD gives very little. In reality
what is happening is that employers now offer very little CDIs.
I am not sure the labour law reform does much in this respect.
Clearly a reform is needed, but on a political economy level, it
is clear that a policy like this requires a lot of legitimacy. The
current government does not have much at the moment.
They may have been able to pull it off in the beginning of the
quinquennial. If I were in government, I would have aimed at
deeper reforms, a full upheaval maybe, but I would have done
them in the beginning of the mandate.
3. How do you choose the questions that you end up working
on?
This is a typical question that faces new PhD students. But in
reality they shouldn’t be worrying about that. Once you are
on the forefront of research in one area, questions will pop up
quickly. Research is a process that works by small, and incremental steps. Once you are on the frontier, you will know a
lot of research, and that will ignite a lot of new questions that
can expand this frontier by a little bit. The further away on the
frontier you are, the more interesting are the questions you
will naturally come up with. The problem then will be how to
choose between competing ideas.
4. Then how do you actually choose which project you go
through with?
This depends on many things: obviously it needs to be of
interest to me and of the interest to the public as well, and
then there needs to be funding. There are multiple factors that
need to be aligned for me to start a project.
5. Once you have a topic, how do you go through conducting
the actual research?
There are different phases. There are moments of thinking,
where I think about how I can address the validity, the theory,
what can be done, etc. The first step I do is to read as much as
possible about the project, the context, the theory, and what
has been done. Then I talk about it and discuss it with my colleagues and my friends. Once this part is done, then I try to be
on my own and think deeply about the project or idea. Then
comes the part where you actually implement it. And that is
going to be different depending on what level of your career
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Traffic jam Delhi. Source: wikipedia.org

you are in: in the beginning that used to mean that I went
myself on the field and conducted the experiment and the
surveys, now this mostly means having long phone conversations with the field managers, the local politicians, etc. Then
there’s the final part where you have to write down your work
and prepare presentations. The first and last parts are where
you can have the most economies of scale as a researcher, so
you may want to learn how to do it as efficiently as possible.
6. Suppose we have strong evidence of a policy’s positive
results, under conditional cash transfers (CCT). How can
researchers or policy makers scale up the policy without relying on the CCT?
Why would you want to stop the conditional cash transfer?
There is a misconception that CCTs are part of the experiment
one runs to test the effects of a policy. If we see it works, why
not subsidize it to make it sustainable? In reality conditional
cash transfers are not designed to be stopped. If there is experimental evidence that a policy is achieving its goal and
improving the welfare of the recipients enough to pass some
sort of cost-benefit assessment, then there is really no reason
to stop the conditional cash transfer when the policy is scaled
up. If we make a cost/benefit analysis, depending on the
money you have, the CCT should keep on being subsidized to
make the behaviour sustainable.
7. Again in the technical realm, is there any systematic way
you would follow to judge whether a policy that has proved
its results experimentally before, can be scaled up in a new
context?
I think this is a good question, and definitely how we should
be thinking about external validity. Rather than just stating
that a policy does not work in a new context, I think we should
be thinking about how and why would this policy work in this
new context.
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“There is a misconception that CCTs
are part of the experiment one runs
to test the effects of a policy. If we
see it works, why not subsidize it to
make it sustainable.”
There are questions to see if an implemented program can
work in a new context. There might be behaviours affecting
external validity that we would not notice this if we don’t do
a preliminary survey in new context. It is very important, in
order to judge whether there is external validity or not, to run
small-scale surveys to check some characteristics of the population that might have driven the results in the original study.
In fact, Abhijit [Banerjee] and I are working on a paper to be
included in a handbook specifically about this topic: instead
of proceeding by intuition, we are trying to make a handbook
for practitioners with a systematic approach to handle these
questions.
8. Coming back to the paper you presented at the workshop,
the conclusion of the paper was that we should give the environmental regulation agency the money and let them to do
their job at their discretion, as they know better which plants
to monitor most. Do you think this policy is extendable to
other places in India?
I think it is impossible to have a comment on it, even if it is inside India. I spent a lot of time at the Gujarat Pollution Control
Board (GPCB), so I think they are quite good in what they do.
But I do not know exactly how quite good other institutions
are. But a priori, I would not recommend extending the results
of the study to other institutions.
9. But were you looking for these results?
Not really. If I had thought about the reverse effect, I would
have conducted the experiment completely differently. My
priority at the moment was more about the direct problem.
The next question is how these results will evolve.
10. Talking about air pollution, given your work, what do
you think are the channels through which India can achieve
its environmental goals?
I think there is some political will in India at the moment to go
forward with environmental policies. The judicial system there
is effective and the courts are very powerful. Thankfully, they
have also proven to be progressive on environmental policies.
In Delhi, for example, the courts forced the government in
some sense to adopt a policy for stricter regulation.
11. A lot of PhD candidates in small departments argue that
students are increasingly required to have access to large
datasets or to conduct field experiments in order to be competitive on the empirical job market. Do you think this data
requirement is restricting good candidates from the job
market?

<

I do not think this is true. The key feature in a candidate’s application is his or her creativity. That’s what we are looking for
on the job market, along with technical skills. There is a huge
requirement for excellent technical skills, and that is increasingly the case. But a candidate does not get a bonus point just
because they managed to hop on the project of a senior in
their university and get access to their datasets.
12. In that vein, a candidate that generated their dataset
based on simulations, and another one who had access to
administrative datasets are compared solely on the basis of
their technical skills?
The data can sometimes be generated without affecting the
job market outcomes of the candidate. This is done in some
fields, like empirical IO. This is less the case though in other
empirical fields.
13. Away from the job market, could the increasing standards in data requirements create some inequality between
established economists and younger ones, economists that
can secure funding for experiments easily and those who
cannot yet?
I do not think this is the case either. If anything, I think the inequality you mention is decreasing. Back in the days when I
was starting, it was much more difficult than now for a young
economist to find funding - either for getting data access or for
running field experiments. Today with institutions like J-PAL or
IPA [Innovations for Poverty Actions], the access for funding
is more democratic in my opinion. Anyone with a project can
apply for funding from these institutions or another. It is true
that the threshold in terms of quality of the projects may be
higher, but there is more funding for young economists out
there than before.
14. Recently, the French government has announced that it
is reducing the annual budget allocated to research. Do you
think this is a trend that is going to continue? And if so, what
possible ways are there for scientific research to continue
without relying on this funding?
Sadly, this trend has been going on for a while, even in the
United States. And this is going to become worse if there is
further tightening of public deficits. Some other alternatives
are already present like philanthropy organizations, the Bill
and Melinda Gates foundation, or research that is being done
within the private sector.
15. A last question, Mark Zuckerberg has pledged to provide
Internet access to 10000 new people in India and Africa. You
have worked in these places. What do you think is the potential for such projects to lift people out of poverty?
Access to technology has proven to be really useful in the
recent past. Telephone banking in Kenya is an example. However, Silicon Valley people have this ideology that they can
change the world completely using tech gimmicks. I think I
would be more careful about this. Of course, access to technology changes a lot, but tech gimmicks might not change
fundamentally the life quality of the poor.
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The long-run effects of climate
change on conflict
An interview with Nancy Qian
by Jose M. Alvarez
Nancy Qian is an Associate Professor in Economics
at Yale University. Qian completed her undergraduate studies at the University of Texas before earning her PhD in Economics from the Massachusetts
Institute of Technology (MIT) in 2005. Her research
focuses on development economics, political economy, and historical development.

Nancy Qian.

At the TSE Development Workshop, Qian presented
her paper “Intensification vs. Adaptation: The LongRun Effects of Climate Change on Conflict: Evidence
from 1400-1900.” Coauthored with Murat Iyigun,
University of Colorado Boulder, and Nathan Nunn,
Harvard University, the paper is the first to quantitatively examine the long-run effects of climate
change on conflict: variations in climate disrupt economic activity, which can lead to conflict. Part of the
debate amongst policy makers is how much time it
takes societies to adapt to climate change. Another
part of the debate focuses on what happens when
societies fail to adapt. Prolonged environmental disruption could cause the weakening of institutions
and state capacity, which could intensify the effects
of climate change. Societies that adapt can avoid
the intensifying effects of climate change and thus
the possibility of conflict.

To tackle the long-run effects of climate change on conflict, Qian and coauthors spent six years constructing a large
geo-referenced dataset on conflicts during 1400-1900 in Europe, North Africa and the Near East, which has been
made available to the public. The result is the most comprehensive historical dataset on conflict.
The paper finds that climate change significantly increases conflict in the long run. It also provides empirical evidence for both adaptation and intensification. On the one hand, they find that climate change that occurred 50
years ago has no direct effect on conflict, which would imply adaptation. On the other hand, they find that earlier
climate change can indirectly affect present conflict as it positively interacts with more recent climate change. As
climate change continues overtime, intensification dominates adaptation.
We met with professor Qian after her presentation to ask her about the paper, the role of history in economics, and
human conflict.
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1. In your research statement, you mention the analysis of
large historical events as one of your recurring themes. In
your opinion, how important is history or the study of history for economists?
I think it’s really important. If you want to understand long-run
effects or long run causes, you basically have to dig backwards
into history. There’s really no other way to do it.
2. If you look at the undergraduate curriculum of Economics - in the United States at least - there is very little history.
Do you think there should be a push to introduce economic
history or at least the study of history in undergraduate
Economics?
Definitely. In a lot of graduate sequences, economic history
is a required part of the curriculum. It is at Yale. It was at MIT
when I went to grad school there. And I think it is at Northwestern [University] and many other places. I think it’s really
important and obviously, for the undergraduate, it would be
a great idea to make history part of the economic sequence.
3. Also in your research statement, you say that your research aims at explaining the determinants of long-term
change. How is your research changing or expanding the
literature on long-term development?
I think it’s more a matter of just building on the larger body of
knowledge and understanding more and more about why different things happen. For example, a lot of the works that I’ve
done with Nathan Nunn [Professor of Economics at Harvard
University] have tried to understand the relationship between
agriculture and development. We looked at permanent agricultural productivity shocks from potatoes and how it affects
growth. Now we’re looking at how that affects conflict as well
as the relationship between climate change and conflict.
From these studies what we see is that permanent changes
in agricultural productivity can have a huge positive effect
on increasing growth, increasing population wellbeing and
reducing conflict. Some of these ideas have been out there
before but we haven’t had any empirical evidence.
Similarly, in my work on China, where I try to understand systemically what causes famine, I think that finding relationships
between central planning and famine gives us novel evidence
on how certain types of institutions can lead to very bad
outcomes under certain circumstances in ways we haven’t
thought about before.
4. Moving towards the paper you presented at the Development Workshop, it might be a trivial question but why study
conflict as an outcome variable?
That’s a great question. We looked at conflict for a couple of
different reasons. First, we were interested in conflict as a variable in itself. Human history is marked by a huge number of
conflicts and violence so, as social scientists, it seemed like a
first order question to understand what causes it. The second
reason why we studied it was that we needed an outcome
that was interesting, that we knew how to interpret it, that we
could measure systemically very well for the entire 500-year
period and the only variable that we could do that for was
actually conflict.
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“If you want to understand longrun effects or long run causes, you
basically have to dig backwards into
history. There’s really no other way
to do it.”
5. Has your research gotten you closer to understanding why
humans act violently?
The way I think about it is psychologists and behavioral economists are best suited in telling us why people have a tendency
towards violent actions. I think what our research has done is
to say that conditional on the human willingness to commit
violent actions, what type of economic or political conditions
would have to happen to trigger those actions.
6. Your paper draws from the database of historical conflicts
that you and your coauthors worked on for six years and
which has been made available to the public. Why can it be
considered the most comprehensive data of its kind and how
could this database impact the future study on conflict?
There are not a lot of options when you look at historical data.
There are only a few catalogues or encyclopedias around that
are accepted by historians. In terms of the data, the fact that
the database covers so much geographic scope and it has
such a long time horizon means that empirical economists
interested in the determinants of conflict have a lot to work
with. Empirical economists need a large sample size, good
data and a lot of variation in the data. They can grab our conflict database and match it with geographic data or with other
data and the chances of them getting something interesting
are high.
7. Most of the conflicts take place in what later became the
first early modern States. Do you think climate change had a
role in state formation?
We don’t find evidence for that. We found that the effects of
climate change on conflict were pretty ubiquitous. So to the
extent that there is any pattern, conflicts were more likely to
happen in places that were very fractionalized to begin with.
We don’t find that conflicts had bigger effects in places that
became the early modern states. We find that they are unrelated to state formation.
8. Why do 50-year periods?
One reason is that you kind of have to choose a number. That’s
been standard in the literature so we went with it. The other reason is that temperature cycles up and down. Our right
hand side variable is a change in temperature and because
temperature goes up and down over long periods of time, if
you look over 100 years it’s just going to be zero. So imagine
a region that experiences cooling for 50 years and the next 50
years the temperature rises to what it was in the beginning. If
you look at the difference over 100 years, you’ll just get zero
because you’ll miss out on the entire change.
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9. Why did you omit the major wars, such as the Napoleonic
Wars, from your study?

10. And as a final question, what would be the policy implications of your paper?

We were worried that cooling might have occurred in a place
that was experiencing a lot of conflict for some other reason.
So we took the 25 largest wars and we omit them one by one
and we saw that our results were the same. We know that our
results are not driven by any large event.

I think what it tells us is that we need to be very careful with
climate change in poor countries. If we want to make sure that
terrible things don’t happen, then we need to do our best to
help their economies adapt away from things that rely on environmental conditions.
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The war on cash
A report on one of the greatest threats to our
liberty in this decade
by Philip Hanspach

I

Pieter van der Heyden after Pieter Bruegel the Elder - The Battle of the Moneybags and the Strongboxes.

magine a world without cash. From the vegetable market
on the weekend to the second-hand bike offered by your
neighbour, every transaction would have to be made with a
credit card, your smartphone or any other cash-less medium.
If it were up to the former US Secretary of the Treasury Larry
Summers or former ABBA member Björn Ulvaeus, this would
become reality quite soon. But who is fighting in this “War on
Cash,” as the American economist Joseph Salerno coined it?
What is at stake and what should we as economists make of
this?
At first glance, the advocates of the cash-less society seem
to be a motley crew: Ulvaeus underwent a one-year no-cash
experiment and “has become concerned about the hidden
social and economic costs of cash money” to the extent of
banning cash at the ABBA museum, according to Bloomberg.
Meanwhile, Stockholm’s Police Commissioner Carin Götblad
argues that “cash is the blood in the veins of organized crime.”
And Larry Summers asks without any prudency how else
governments should enact negative nominal interest rates if
people could just hoard cash.
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Much more clandestine are the financial institutions, which,
for example, sponsor the “No Cash Day” in Italy, a movement
that wants people to “reflect on the issue of financial inclusion
and cultural change offered by digital money as an opportunity to overcome the boundaries between people, countries
and languages”. Their friendly words must be held against the
plain financial interest of financial institutions, which partly
sponsor this organization. Naturally, cashless payments are
profitable for financial institutions such as credit card companies, where transaction fees paid by the merchants can hover
at around 3%. If consumers had no choice but to own a bank
account, banks could start charging fees for bank accounts. In
countries where they already do so, like France, they would
have more power to do so as their market power grows.
The most popular and seemingly innocent argument is crime:
since criminals like cash, abolishing it will hurt organized
crime, right? Why else would Tony Soprano, HBO’s TV mobster,
hoard a big pile of dollars in his backyard? Abolitionists believe
that the traceability of digital payment will make it impossible
for organized crime to stay in business. Ulvaeus makes the
most passionate case, arguing that a cashless society would
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force criminals to barter which would finally render even
petty crime and burglary unattractive: “All activity in the black
economy requires cash. Peddlers and pushers can’t make a living out of barter.”
However, this argument does not hold for two reasons. First
of all, there is a myriad of alternatives for criminals to proceed
with business. In the case of big transactions, gold and silver
coins and bullion could serve as a replacement. As long as
cash is not abolished globally, any stable foreign currency will
become popular with criminals, such as the US-dollar in our
days or the German D-Mark in Balkan countries in the 90s. For
smaller transactions or common burglary and theft, there is
no reason why a receiver of stolen goods (or “fence” in criminal
jargon) should not pose as a legitimate businessman, running
a front (like a second-hand shop, an antiquarian shop or an
auction house) and pay electronically.

“The damage of having your bank account
hacked and robbed usually greatly surpasses
the damage from a stolen wallet”.
More importantly, with electronic theft and hacking, organized crime has long been active online, not only stealing
credit card information, but even millions of dollars from
central banks as in Bangladesh. The damage of having your
bank account hacked and robbed usually greatly surpasses
the damage from a stolen wallet and few if any police forces
have proven to be effective against online crime. There is no
reason to suppose such crime will be handled more effectively
than it is nowadays after the abolition of cash.
But some suspect that the security argument is just a pretext
for a more depraved reason. As the Wall Street Journal puts it:
“The real reason the war on cash is gearing up now is political:
politicians and central bankers fear that holders of currency
could undermine their brave new monetary world of negative
interest rates.” Economists speak of the zero-lower bound: if
interest rates on bank accounts plunge far into the negative
area, savers would protect their savings by withdrawing money. However, since storing money safely is costly, short forages
into the realm of negative interest rates are not unheard of.
Even in our cash-using society, one red line after another is
being crossed: according to Wallstreet Online, already in 2014
a bank in Germany started charging negative interest rates on
deposits in savings accounts surpassing 500 000€ while major
companies were threatened with negative interest rates on
some of their assets. At the same time, Asoka Wöhrmann, chief
strategist of Asset & Wealth Management at Deutsche Bank,
stressed that more and more banks would introduce negative
interest rates as a reaction to the persistently low interest rates
in the Euro zone.
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Journal analyses that “Bond yields in Europe have been sliding for a year, weighed down by aggressive central-bank bond
buying, negative short-term rates and scepticism about an
economic recovery that seems persistently to falter.” Why
is that bad? After all, the European Central Bank pursues an
expansionary monetary policy to stabilize inflation and to increase investment and demand, which Mario Draghi recently
denounced as the true underlying reason for low interest
rates. With the arsenals of monetary policy largely exhausted,
some central banks certainly see cash as an obstacle to a further escalation of quantitative easing.
While Mario Draghi denies supporting the abolition of cash
in general, some of his colleagues from overseas are less reluctant, including high-profile economists such as Ken Rogoff
or Citi’s Willem Buiter. They argue as well that cash is nothing
but an obstacle to the zero-lower bound. But with low-interest
rate policies having failed to increase inflation, investment or
growth in the Eurozone, why would anyone believe that more
of the same would stimulate investment? Are not inefficient
and overregulated labour markets holding back struggling
European economies while underdeveloped capital markets slow down growth for start-ups? And while Draghi and
company are waiting for their expansionary policies to boost
growth, lower interest rates punish savers, especially retirees,
while making it difficult for everybody else to save for retirement. Poverty among retirees is already on the policy agenda
of many developed countries – how much deeper will the
problem cut in a few decades? Not even taking into account
the pressure from demographic changes, these are lost years
for all savers. A persistent or even expanded low-interest rate
policy will yield doubtful economic benefits, but will certainly
expose aspiring retirees to significant long-term economic
risk.

“While Draghi and company are waiting for
their expansionary policies to boost growth,
lower interest rates punish savers, especially
retirees, while making it difficult for everybody else to save for retirement.”

“Even in our cash-using society, one red line
after another is being crossed.”
Only a few weeks ago, the rate on German ten-year government bonds dipped below zero for the first time ever. While
to some extent this is certainly due to uncertainty about the
Brexit vote which was to be held shortly after, the Wall Street

Quentin Massys - The Moneylender and his Wife.
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So while the arguments against cash come with significant
problems, the defenders are putting forward some serious
concerns of their own, rallying around Dostoyevsky’s bon mot
“Money is printed freedom.” In Europe, probably the most outspoken defender of cash is the leading Swiss daily, the Neue
Zürcher Zeitung (NZZ), having warned of “financial repression”
and an “excess” of “centrally planned economy”. Other critics
usually hail from the conservative and libertarian side, like the
Cato Institute from the United States. Apart from the aforementioned issues, their main concerns are data protection,
total surveillance by and helplessness against an almighty
central government.

“Money is printed freedom.”

For all the reservations I mentioned about the capacity of law
enforcement to effectively tackle crime in a no-cash world, it
is beyond any doubt that under the guise of anti-terror measures, intelligence would quickly resort to new surveillance
options opened by the shift to digital payment. So-called
profiling, the attempt to identify (potential) terrorists and
criminals through analysis of their behaviour and personality profile, has been the centre of criticism in criminology for
years , yet attention in the popular media, anecdotal evidence
and persistent reiteration of faith in profiling has given undeserved general credence to this method of investigation. Even
now suspicions and detentions based on extrapolations of
current data abound, and institutions like the IMF voice their
hopes to step up surveillance methods to tackle international
terrorism. Instead of preventing terrorism or making our
world safer, further escalation of anti-terror surveillance has
encroached upon our privacy, epitomized in the revelation of
the NSA’s global surveillance net.
Finally, to return to the realm of economics, leaving consumers at the mercy of the government (or the central bank) is not
something that should be welcomed. While leftist economists
like Summers and Rogoff are sharpening their knives for a series of low-interest excesses, foundations which rely on capital
income, savers and insurances are struggling to get by. But
what’s next in this Pandora’s chest? Confiscatory fiscal policy
and inflationary monetary politics will have to be confined.

Source: flickr.com

Indeed, if all transactions were stored electronically, our consumer habits would be an open book to financial companies
and eventually anyone purchasing such data. A large-scale
analysis of consumer habits might sound intriguing to industrial economists at first and it would certainly be valuable for research, but it would also open doors to abuse: the
companies with the most unscrupulous big-data analysis
teams could corner markets, cut off competition and extract
rents to the detriment of consumers. Economists who still
believe that shifts between consumer and producer rent do
not matter should keep in mind that everybody is a consumer,
but only a minority are producers. Without delving deeply
into the inequality debate, it should be pointed out that the
power granted by complete transaction data would weaken
consumers.

“But what's next in this Pandora’s chest?
Confiscatory fiscal policy and inflationary
monetary politics will have to be confined.”
This was just a short glance at one of the wars playing out right
under our noses. For the sake of brevity, many arguments have
not been discussed, as are interesting interactions with other
trends: will crypto-currencies or block chain based technology
take over the role of cash as guardian of our financial discretion and privacy? Engage in discussion on our blog at https://
tseconomist.wordpress.com/.

Maxime Girault - Fortune Cash Cats - http://maximegirault.deviantart.com
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Financial innovation
A bumpy road
by Marina Sanchez del Villar

O

n September 15th, 2008, the financial giant Lehman
Brothers filed for bankruptcy after years of buoyancy in
the industry. In the following weeks, the reasons for its failure
became a consensus in the press: “innovative” financial instruments, such as Collateralized Debt Obligations (CDOs) or
Credit Default Swaps (CDS) were to blame for its crash and the
later unavoidable bailout of AIG. Many argued that financial
innovation was the catalyst of a crisis that started now nine
years ago and that many citizens, completely oblivious to Wall
Street’s business, are still experiencing.
With such preamble, it is inevitable to be suspicious of any
financial instrument that is “innovative”. If a top manager at
an investment bank mentions that his company is launching
a new product to the market, regulators immediately jump
at him to require more information. But when real financial
innovation is done right, it is beneficial in the long run, and
allows societies to develop. In order to assess the impact of
an innovation and its potential welfare effects, one needs to
understand the dynamics that surround it. Innovation in the
financial sector, in addition, has some specific characteristics
that affect the way regulators should approach it.
In this article I want to lay out the characteristics that innovation has as well as distinguish financial innovation from other
types of innovation. I will later focus on one of the hottest
topics in the sector: Distributed Ledger Technology, or, as it is
popularly known, the Blockchain.

Source: Pixabay.com

Innovation: general concepts and examples
Innovation is a key element in economic progress. Starting
with Robert Solow (1957), many economists recognize that
a part of per-capita growth is not attributable to labour or
capital growth. The unaccounted residual is taken to be the
productivity of the factors, which is positively correlated with
technology. Ideally, firms internalize the externalities of their
research and development activities and innovate at the social optimum. However, it is normally the case that private and
social incentives do not align, which leads to underinvestment
in innovation and calls for government intervention. Governments incentivize innovation by providing tax-breaks for innovative firms or using various forms of subsidies in the R&D
space.
However, not all innovations are successful. Those innovations
that fail, nevertheless, clear the way for subsequent ideas. By
providing information on processes, bumping into the regulatory barriers and exemplifying what does and does not work,
unsuccessful attempts contribute crucially to the success of
following innovations. This is what Robert Merton named the
innovation spiral in 1992. The process, which illustrates how
innovations build on each other, also implies that unsuccessful
innovations are not a total social welfare loss and one needs to
be cautious when discouraging certain paths that may initially
seem unfruitful.
But once in the market, innovation is not taken up right away.
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companies and goods started trading in the market, and Amsterdam became the financial hypocentre of the world. Unfortunately, only thirty years later, Holland was immersed in a
tulipmania, a speculative bubble around tulips. At some point,
the price of a tulip bulb exceeded the salary of an ordinary
craftsman by ten times. People were buying tulips simply to
speculate with them. By late 1630, the bubble burst, creating
the first stock-market crash of history.
Peculiarities of Financial Innovation

Source: wikipedia.org

Everett Rogers (1962) explains how, depending on how fast an
individual adopts an innovation, consumers can be placed in
one of five levels of adopters: the first people to take up the
innovation are generally younger and better educated, while
the last are older and have limited resources. The cumulative
adoption curve has an S-shape similar to a cumulative distribution function, where the first adopters are fewer, the early,
middle and late majority constitute a sizeable group, and the
laggards are again less. The way these heterogeneous types of
adopters use the innovation differs too: in general, the first are
more aware of the features of the novelty, strengths and weaknesses, and might have even been involved in the development process; laggards use the take up of the innovation as a
signal for the quality and efficiency of the innovation, and are
less aware of its precise details. As the innovation is diffused
across the population, it experiences changes to better fit the
needs of all adopters.
The most ancient and widely used form of financial innovation serves to illustrate the adoption pattern. Coinage was
introduced around the 6th century B.C. in Asia Minor. The
primitive coins were made of metals such as gold and silver
and the early adopters were most likely merchants who used
them as tokens for commercial transactions. As the method
sophisticated and the majority of the population started using
them, there was a need for standardization. The issuer of the
coin became the state, which guaranteed the quality of the
alloys and set the standards of size and value. However, as it is
popularly known, there is no free lunch, and coinage brought
a way of institutionalising inflation.
Clayton Christensen, from Harvard University, developed
disruption theory in 1997, which differentiates between disruptive and sustaining innovations. A sustaining innovation
provides a short-term advantage, but competitors can mimic
the developer’s behaviour and catch up. A disruptive innovation, on the other hand, creates a new market, provides a
new product and modifies the business model. In addition,
depending on the role they play in the industry we can also
characterise any innovation as product, process, marketing or
organization.
An example of a new business model was Joint Stock Companies (JSC) in fifteenth century Amsterdam. This organizational innovation, in turn, was the catalyst of the first publicly
listed stock. The JSC Dutch East Indian Company started issuing stocks, with the aim to gather from numerous sources
the elevated funds necessary to set sail to the Indies. Other
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As to dynamics more specific to the financial sector, Robert
Merton and Zvi Bodie (1995) go further to argue that any financial innovation should also be classified by the function in
the market it relates to. This functionality approach assumes
that financial functions are more stable than financial institutions, and that the later adapts to the former. The six functions
of the system that a financial innovation can enhance are:
- Transferring resources across time (savings/ credit) and
space (payments)
-

Clearing and settling payments

-

Providing information

-

Pooling resources and subdividing shares

-

Managing risk (insurance)

-

Dealing with incentive problems

Edward Kane had already developed the idea that institutions adapt to the innovations in the market back in 1977. He
named it the regulatory dialectic: regulation and innovation
feed from each other. Sometimes, innovation follows regulation, as it is the case with the interest rate ceiling of the 70s
that triggered the creation of money market mutual funds.
Other times, regulation chases innovation, like the changes
in supervision of credit rating agencies after the securitization
scandal. When issuing new legislation, regulators must anticipate market participants’ behavioural response to the new
legislation to avoid regulatory arbitrage.
Indeed, the financial sector is largely driven by arbitrage possibilities. Not only regulatory arbitrage, as it is the case with the
regulatory dialectic, but also market arbitrage. High frequency
trading and the improvements in the connexions between the
exchanges are an example of an effort to exploit the bid-offer
spread, as small as can be, when trading.
These dynamics and the cases exemplifying them show two
key points: first, financial innovation is no recent phenomena
and it has mainly contributed positively to society; and second,
the path of innovation is never smooth and it is characterized
by initial excitement, abuses and crashes. More than in the act
of creating new financial products or processes, the danger
generally lies in the use we make of them. To effectively recognize its benefits and threats, one needs to understand the
dynamics underpinning financial innovation.

“A disruptive innovation, on the other
hand, creates a new market, provides a
new product and modifies the business
model. ”
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DLT/ Blockchain: An example from today
On November 1st, 2008, while the western world was still trying to understand the September events, Satoshi Nakamoto
(an alias whose true identity is still to be assigned) released
into the web A peer-to-peer electronic cash system. In his paper,
he envisioned a cash system independent of financial institutions, in which those participating in the network would keep
a shared record of ownership. That is, he designed a technology that relied on a ledger distributed among the parties,
building on existing cryptography and encryption techniques.
Technically speaking, the Blockchain technology uses this
Distributed Ledger Technology (DLT) to operate Bitcoin. Each
time a transaction takes place participants (nodes) of the network receive the information about it and are asked to validate
the latest transactions by blocks. Users work under aliases, so
their identity is opaque. Every node is necessary in the process
and, after each validation, the block of transactions is accepted into the transaction chain (“blockchain”). To guarantee the
existence of one unique transaction record, participants need
to provide proof-of-work: solve complex and time consuming
cryptographic problems that require a lot of computational
power. This is the only barrier to entry in the network: you
need to have access to the famous “mining” computers. The
incentive of participants to validate transactions is to earn
new virtual currencies depending on their contribution to the
validation process.
If everybody (with the right computational power) can join,
there is a possibility that the network may be hacked by tempering every single record held by every single individual.
The lack of a central authority to certify which one is the true
ledger could be seen as an impediment, but Blockchain enthusiasts defend that the use of cryptography and the proofof-work mechanism make it almost impossible to overwrite
every single ledger distributed across the network.
Why has the DLT gained so much momentum in the last year?
After the unfolding of events following the Bitcoin application,
the initial hype led to a more cautious view by market participants. There is now broad consensus in the space that the DLT
is not only useful as a technology behind methods of payments, but has a wide range of applications in securities markets, smart contracts and even spillovers outside the finance
environment. Some argue that the technology will change the
way we understand the banking and investment industry and
praise it as the next big innovation. Others are sceptical, arguing that, more than a disruptive innovation bringing a new
financial business model, it will be sustainable innovation that
makes the existing infrastructures more efficient.
Those in favour of the DLT expose some of its benefits:
-

It eliminates the intermediary role of banks, lowering fees.

-

It is available at any time, in all time zones.

-

Transactions are almost immediate.

-

There are no prerequisites or limits to join the network.

- The transactions are public, so one can easily track the ownership of an asset/virtual currency.
- Since the code is open source, everybody can help improve
the technology.
Detractors of the DLT believe there are just as many flaws:
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“Only within the appropriate legislative framework, the benefits of financial
innovation can steal the spotlight away
from the fails. ”
- In certain settings, for example in securities markets, not all
participants want to disclose the transactions they are engaging in and expose their strategy.
- The use of aliases facilitates money laundering and illegal
transactions, because it is very hard to trace back the original
identity.
- Since the code is open source, each interested party is exploring a different path to develop the technology. But, for the
technology to be scalable, there needs to be some common
standards between all participants.
- In the case of smart contracts, the transposition of contractual terms to code and their interpretation remains a grey
area.
It is clear, however, that this innovation is still in the early stage
of adoption. Those who are working on it are an example or
“early adopters”: they understand the technology behind it,
have the tools (computational power) to use it and most are
able to understand the code and explore it. It will still take
some time for the DLT to impact the majority of the population. How regulation responds to the technology will also
have an impact on its diffusion and will shape the functions to
which the DLT is applicable.
Conclusion
Just like we saw with the previous examples, one needs to be
careful when gauging the potential benefits and impact a new
innovation could bring to the financial sector.
It seems no coincidence that one of the most appealing properties of Bitcoin was the lack of a centralized authority. In 2008,
the banking system had collapsed and a lot of people lost
confidence in the industry and regulators. In addition, other
sectors had embraced technological innovation into their
business models, which meant the financial industry was falling behind. Over the course of the last five-year period, multiple entrepreneurs have tried to penetrate the financial sector
through financial innovation relying on technology, which is
more commonly known as FinTech. In addition, a more technologically literate population has increased demand for
alternative financial products (such as more responsible and
collaborative investments) that regularly provide lower margins of profit. This, in turn, has put pressure on the renewal
of old and out dated systems, which is where the DLT might
come into place.
How regulators will respond to these changes should take into
account several factors: the stage of adoption of the technology, the potentiality of disruption and the function the innovation performs in the system; they should as well foresee the
industry’s response and watch out for arbitrage opportunities.
It is not an easy task but, only within the appropriate legislative framework, the benefits of financial innovation can steal
the spotlight away from the fails.
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Uber under regulatory fire in Europe
by Andrés Caro Jahncke

O

ne of the many problems of regulation is not that it rarely
responds to a welfare criterion, but that it responds to the
interest of agents with low organizational costs who can influence it. Historically, industrialists who seek to impose legal
restrictions on competition have put protectionism forward.
A clear example is the dramatic fall of transportation costs in
the late 19th and early 20th century. Back then, small groups of
very powerful businessmen pressed their governments to put
up tariff walls to counteract the threat of more efficient foreign competitors. Such protectionism came to the detriment
of consumers, who lost the opportunity of wider alternatives
and lower prices. Ultimately, extreme protectionist policies
such as the Smoot-Hawley tariff in the United States triggered
the Great Depression, which was the biggest economic collapse of the past century.
Some things have changed in these nearly hundred years, but
others have not. Nowadays the threat for some industries is
not coming from cheaper transportation costs, but from innovation and technological breakthroughs. However, same as
back then, we have powerful groups with low organizational
costs that can influence authorities to impose barriers and
avoid competition. Such is the case of the taxi industry in
Europe.
The taxi industry is heavily regulated. Regulation is justified
when there are market failures and when the cost (including
unintended effects) of fixing these failures is not greater than
the benefit from it. In other words, the medicine should not
be worse than the disease. The disease in the case of the taxi
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London anti-Uber taxi protest June 11 2014, by David Holt ; source: flickr.com

industry is mainly congestion, which occurs because the roads
are a public good. Another problem with this industry is the
asymmetry of information between consumers and drivers. In
particular, drivers have better knowledge than consumers of
the time and cost of going from one place to the other, and
can take advantage of the lack of knowledge of consumers by
charging excessive prices. Furthermore, there is a mismatch
between demand and supply because drivers do not know
when and where exactly a consumer will want to take a service.
Some of these problems have been partially solved by the
market itself, with taxi companies centralizing information
through phone calls and the internet so that there are fewer
vehicles driving around looking for passengers and creating
useless traffic jams. Other problems, such as the asymmetry
of cost/distance information, have been solved through tariff
regulation in the form of taximeters. Finally, the problem of
congestion, created by excessive market entry, has been tackled throughout most developed countries with licenses and
permits.
By limiting the number of competitors in the taxi industry
below the unregulated competitive counterfactual, authorities have given market power to the licensees. The benefit of
this market power does not come from increased prices because of tariff regulation, but from a high demand flow. The
tighter the regulation, the less taxis per capita and the higher
the demand for each license holder. It is not surprising that in
countries with higher entry constraints, licenses are marketed
at remarkably expensive prices.

Academic
In fact, these prices give a measure of how far from a competitive equilibrium the market is. In perfect competition, a
possible entrant should be indifferent between entering the
market or not, so any artificial additional cost such as the requirement to purchase a license would discourage him. In such
conditions, the market value of the license should be zero,
since there would not be any demand for it. This is clearly just
a theoretical threshold. However, in some cities like Madrid,
taxi licences (which include the car) are being sold for over
€180,000, which is far off a competitive scenario and shows
to what extent the taxi industry is extracting rents through
its market power. In the US the case is even more severe: in
2013 a medallion (which works as a permit to operate a taxi)
in New York was worth US$1.32 million in the market, whereas
by mid-2015, after the entry of Uber, the price had gone down
to around half that value.

Uber Protest Portland; source: commons.wikimedia.org

It is not surprising that the big taxi companies and private
license holders are against a company like Uber, that entered
the market a few years ago with a business model that bypassed public transport regulation. In the United Kingdom,
the market exit rate of taxi companies accelerated after Uber,
while the entry rate fell sharply. In 2015, there were 65% fewer
companies registered than in 2014, breaking the increasing
trend of the previous years. Considering that taxi licenses are
the main financial asset for many of their holders, the entry of
Uber has had a very negative impact on these people’s wealth.
Throughout the last years, cities like Brussels, Paris, London,
Rome and many others throughout Europe and the rest of the
world have seen numerous protests by licenced taxis against
Uber.

existing taxi companies, was to pass a law by which any taxi
service, such as Uber, had to wait a minimum of 15 minutes
before picking a passenger. This law was eventually overruled
by the French competition authority. However, later that year
the French government passed another law that only allowed
certified taxi services and drivers to use applications and online systems as platforms for users. Despite this law, Uber continued using its app and its service UberPop and paying the
fines to the drivers, which lead to an uproar of the taxi unions
and an increased level of violence in the protests against Uber
throughout France. Later in 2015, the authorities tightened
their grip on Uber and arrested several Uber executives, fined
the company and definitely banned UberPop. In the midst
of this political distress, Uber has returned to several of the
cities that banned UberPop but with another service, UberX,
which only allows its platform to be used by drivers who hold
a license to operate. With this strategy, Uber is attempting to
gain the terrain lost due to the regulatory constraints it faced
in previous years.

But although there are clear losers, they are relatively small
in number compared to the potential benefiters. The magnitude of the loss might also be offset by the lasting positive
effects that an innovation of the scale that Uber and similar
companies bring about. From the start, Uber managed to offer
cheap prices because drivers didn’t face the fixed cost of having to purchase a license. The mobile application served as a
platform for drivers who did not necessarily own a license to
provide services to passenger app users.

As mentioned in the beginning, it is necessary to evaluate
whether it is acceptable to allow for a creative destruction that
benefits a large group in the society at the expense of a few,
and change the regulation given the new market conditions.
Clearly, these changes may affect current license holders who
have legitimate rights; however, to ban the possibility of moving towards a transport system that is preferred by consumers only because a group may become temporarily affected
seems disproportionate.

In addition to the lower prices, the system was appealing
to consumers because of features like the possibility to see
where the taxi is while waiting, easy payment, discounts for
recommending the app to friends, etc. The wave of popularity
of Uber boosted the firm’s worth to an estimated US$60 billion
at the beginning of the year.

Contrary to a completely free market, which suffers from the
market failures explained before, the system proposed by online taxi platforms such as Uber seems much more efficient.
The companies have centralized information that allows them
to calculate optimal rates. In this way, competition between
platforms will push prices below the current ones, which are
evidently far from competitive while oversupply may be controlled through a more flexible regulation.

However, Uber has been facing (and will continue to do so)
several legal difficulties. Some European courts have banned
Uber from operating. For instance, in Spain, UberPop was forbidden in December 2014 by a Court of Law. The judge stated
that Uber was to cease offering this service or any one similar
and that not even the app was allowed to continue being accessible to the public.
A few months before that, UberPop was declared illegal in
Belgium by the Commercial Court of Brussels for violating fair
trading legislation. The case has not been any easier in Germany. After several bans and lifting of bans following legal
battles, Uber decided to take down in mid-2015 its UberPop
service in most cities due to regulatory difficulties.

<

Regulators seem to be falling prey to Stigler’s regulatory capture, not responding to the public’s interest but to private powers that hold a position to exert pressure. Taxi license holders
have low organizational costs and are taking advantage of this
by rioting against a service that was bound to revolutionize
the industry in their detriment. Even though they may have
had valid points with regard to the rights that regulation gave
them, it should be understood that regulation is not written
in stone, and it should evolve in accordance with the new
market developments. The premises that justified regulation
in the first place have now changed. Therefore, the regulatory
framework should be revised in the interest of society.

In France, the situation was even more intense. The first approach of regulators, in order to balance the scale in favour of
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Divide and conquer
Strategies in patent settlements
by Emil Palikot and Matias Pietola

T

otal healthcare expenditure in Europe varies between 6%
and 12% of GDP, out of which pharmaceuticals represent
an important component. For example, a study by the Federation of Pharmaceutical Industries (EFPIA) estimated the value
of this market at €192 billion. Innovative, but also affordable
medicines, are crucial for keeping Europeans healthy. Achieving this requires weighing two policy goals against each other:
the promotion of innovation by granting monopoly rights to
successful innovators and the fostering of generic entry that
reduces prices for final consumers , i.e. patients. Entry of generics is often associated with a high degree of uncertainty
regarding validity of a patent protecting the rights to manufacture the original substance. In many instances uncertainty
leads to a dispute, which can be resolved by means of litigation or by a settlement. Patent settlements have attracted a
great deal of concern from competition authorities. We study
the strategies adopted by the originators of pharmaceuticals
protected by an uncertain patent and by the entrants to these
markets, namely producers of generic drugs. Patent owners
have referred to the entry game occurring close to the patent
expiry as an “art of playing the losing hand slowly”, since they
can influence time and place of entry. They will often delay
some firms’ entry to divide and allow others to compete in
order to conquer.

“Innovative, but also affordable medicines,
are crucial for keeping Europeans healthy.
Achieving this requires weighing two policy
goals against each other: the promotion of innovation by granting monopoly rights to successful innovators and the fostering of generic
entry that reduces prices for final consumers”

According to a study by Forbes, the total cost of developing a
drug may reach $5 billion. Without these enormous expenses
on R&D incurred by major pharmaceutical companies and
other institutions we would not have experienced this tremendous progress in pharmaceuticals and reaped its benefits.
Intellectual property rights are crucial in our system of promoting innovation. The pharmaceutical sector with its lengthy
product development cycle and additional expenses related
to multiple rounds of clinical trials (a regulatory requirement)
relies on the patent system to a particularly high degree. Originators of medical compounds file for patent protection, which
is typically granted for 20 years. A product launch takes several
years, thus patent-protected products are sold for significantly
shorter period of time - on average 12.5 years, according to
Pharma Sector Inquiry, a study by the European Commission.
Originators, who are major pharmaceutical companies - colloquially described as the Big Pharma – are, despite their size,
dependent on their best-selling drugs (also referred as blockbusters). On average, blockbusters account for around 20% of
sales, but can go as high as 55% of turnover.
While patents serve as catalysts to innovation ex ante, market
entry by generics is desirable from an ex post welfare perspective. Markets become contestable after patent expiry and generic entry typically reduces prices to final consumers. Generic
penetration differs from country to country, ranging from less
than 20% by value in Belgium, Finland, France, Greece, Ireland,
Italy and Spain to over 40% in Poland. This is primarily due to
policy choice of different member states. Priority to enter the
market is important for generics from a profit maximization
point of view (figure 1). The race to enter the market starts well
in advance of patent expiry and usually includes several players (figure 2).

Institutional background
The 20th century has seen immense improvements in the
quality of healthcare. Smallpox, measles and yellow fever are
all diseases that have caused considerable losses throughout
human history and are now either eradicated or on the verge
of elimination. This would not have been possible without major improvements in the pharmaceutical sector. Developing a
new medication, however, can cost billions - and the figure is
growing. The process of bringing a new drug to the market
takes years. Initial R&D, clinical tests and obtaining market authorization are some of the essential prerequisites to market
entry. These stages take years and require risky investments.
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Figure 1 : Number of companies active per INN; Source: Pharmaceutical Sector
Inquiry.
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after successful market entry. Consequently, to secure delay of
all firms the patent holder must compensate all entrants with
expected duopoly profits, as this is what the only non-settling
company will get. This may render a total reverse payment
strategy too costly for the patent holder, so that it gives in and
allows one or more entrants to the market.

Figure 2: Development of average price index for INNs with generic entry; month
0 = entry; index = 1 for price six months before loss for exclusivity; Source:
Pharmaceutical Sector Inquiry.

Probabilistic patents lead to settlements
Originators have a clear incentive to delay entry of competitors.
Therefore it is common to file for secondary patent protection
or to develop a number of parallel patents, which obscure the
legal situation; market entry has to be proceeded by litigation
to show that the patent is not infringed or sometimes that it
is invalid. Legal costs and uncertainty involved in litigation
makes resolving the disputes by settlements an attractive option. Settlements involve, among others, acquisitions, licensing agreements and the so-called reverse payments – where
the latter are basically agreements on a particular date to
enter the market for an exchange of a compensation. These
kinds of settlements have received a great deal of antitrust
concern. The European Commission has investigated two cases, Lundbeck and Sevier. In these cases the aforementioned
companies, who are originators, attempted to delay entry to
the market. Therefore they firstly obscured the legal situation
and secondly engaged in a series of patent settlements that
in some instances involved paying a generic-drug producer
not to enter the market or enter upon an agreed date. These
agreements were found to have an objective of restricting
competition and multi-million fines were imposed. It is worth
noting that in both cases the originators were simultaneously
engaging with several generics, deciding whom to allow to
the market by, for example, patent licensing, whom to delay
and with which companies to follow a litigation in a court of
justice.

<

We show that in equilibrium the patent holder implements
a divide and conquer strategy where it accommodates some
entrants to divide while delays other entrants to conquer, although these entrants are completely identical. This identifies
a new source of sequentiality in entry to markets governed by
patents. Furthermore, the patent holder can decide whether
there will be litigation in an equilibrium or not. A patent holder will induce an equilibrium with litigation when her patent
has intermediate strength and scope of this outcome is larger
when total litigation costs are low. In such an equilibrium, the
patent holder makes settlements only to delay entrants while
the others remain hostile and enter the market after patent invalidation. Importantly, the number of entrants delayed from
the market does not depend on patent strength but on the
particular functional form of a profit function. When the patent
is either weak or strong originator will induce a no-litigation
equilibrium. In this case, the patent holder makes two types of
settlement agreements: pay-for-delay settlements and licensing agreements. The number of licenses decreases in patent
strength and is zero when the patent is ironclad and equals to
the number of hostile entrants in litigation equilibrium when
the patent is basically invalid. Finally, the analysis of multi-firm
entry sheds some light into what is referred by originators as
the generic strategy. We can now understand why and which
entrants are accommodated while entry by others is delayed.
We see reverse payments as one of the elements of a complex
strategy of the originator and we believe that the effects of
them should not be studied abstracting from all other potentially pro-competitive elements, like licensing agreements.

“We show that in equilibrium the patent
owner will develop a divide and conquer
strategy: delay some entrants while allowing
others to entry. Such a strategy reflects well
what we observe in reality.”

Bringing economic intuition

How can economic research help design policy

Despite clear economic relevance, the topic of patent settlements in this particular institutional set up has not received
major attention by economists. Existing studies have focused
on a situation of one generic entrant and one originator, who
can decide to settle a patent dispute. They would delay market entry and divide profits from extended monopoly period
between each other (Shapiro 2003). This practice, in such a
model, is found anticompetitive and should be made illegal.
However, to better understand the economic logic behind
patent settlements, it is necessary to allow for multiple firms
entering the market. This is because a settlement agreement between the patent holder and one entrant imposes
an externality to the other entrants, a strategic feature not
present when the patent holder has only a single entrant to
deal with. Yet, under multiple firms, the litigation threat from
other entrants becomes stronger the more players are already
delayed. The reason is that an entrant faces less competition

The policy objective in the pharmaceutical market is the quest
of weighing dynamic efficiency by promoting innovation
against the static one, by welcoming generic entry. Patent
settlements between generic firms and the originator have
fallen under scrutiny of competition authorities. The practice
of paying firms to delay their entry has been found restrictive to competition and thus illegal. Economic literature has
focused on the case of one entrant and one incumbent. However, what we see in practice is multi-firm entry. Our project
aims at understanding the strategies of players involved and
potential welfare implications. We show that in equilibrium
the patent owner will develop a divide and conquer strategy:
delay some entrants while allowing others to entry. Such a
strategy reflects well what we observe in reality. We believe
that we contribute to the discussion on patent settlements by
showing new aspects and new complexities of the problem.
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How I lost my fear of death
The role of violence in Game of Thrones
by Carlos Restituyo

I

magine if your eyes were gouged out as the weight of a man
three times your size crushes your skull. This gruesome scene
was on the finale of the fourth season of Game of Thrones
(GoT). The HBO series, Game of Thrones, has been described
as “The Sopranos in Middle Earth”. However, unlike in The Sopranos, I do not think that the violence in GoT is a backdrop
to more important themes of life. Rather, I consider violence,
and death, in the show to be a theme in itself. The authors try
to convey how the main characters deal with violence and
death, and how it changes them. We can extract some personal life lessons from the application of these themes. I think
that carefully watching the series can teach us to be more
grateful, and to strive to live meaningful lives.
It is important to know that death in Game of Thrones is
an inevitable outcome for most situations. In the world of
Westeros, violence is used as a means of power, and a tool
to further each character’s goals. For example, Tyrion Lannister’s murder of his father Tywin can be seen as a punishment
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Source: flickr.com

for Tywin’s hatred of Tyrion over the course of his life. On the
other hand, this negligence and underestimation of Tyrion’s
character proves to be a fatal miscalculation by the Lannister patriarch. These kinds of events in the show also highlight the fact that death is almost inevitable, caused by a
fortuitous chain of events that nobody, least of all the main
characters, may expect. I mean, Robb Stark et al. did not see
the Red Wedding coming, thinking themselves protected by
their traditions of hospitality. We, viewers are provided with
the motivations and machinations of all other characters in
the series, therefore making it easier for us to foresee some
events. However, the characters in the show are oblivious to
many things we know, thus making their deaths seem almost
divinely ordered. The omnipresence of death in the show
allows its characters to develop in interesting ways for the
viewers.
The recurring motif of the show, valar morghulis - all men must
die, in the old tongue of Valyria - gives us an opportunity as

No Economics in the Title
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one’s equanimity. This is clearly stated in a quote from Marcus Aurelius’s Meditations: “If you are distressed by anything
external, the pain is not due to the thing itself, but to your
estimate of it; and this you have the power to revoke at any
moment.” Ned has come to accept death a natural outcome
of life; he goes on to day in the same episode that he learned
to die a long time ago. This kind of stoicism allows Ned, and
some of the other older characters, to lend themselves in turn
to ideas that transcend life: family, honour, chivalry, etc.
The story of Arya shows how a state of nature can change us
in ways we can’t even imagine. At the start of the show, Arya
Stark is a lady of House Stark, more concerned with swordplay
than learning the duties of a noblewoman of her stature. Her
life is abruptly changed when her father Ned is killed. Through
the course of five seasons, we see how Arya’s character evolves
from an innocent child to a cunning assassin. After the War of
the Five Kings, when most of her family is dead, she makes a
hit list of all the people who wronged her. She has thus been
remorselessly killing members of this list with viciousness
and callousness. Her story shows us that a world of strife may
change us in ways that we cannot imagine. While Arya indeed
turns into a brutal assassin, we still can empathize with her
because we know what she has suffered. Her story reminds us
that Arya can be anyone, if circumstances allow.
Arya Stark, gameofthrones.wikia.com

the viewer to reflect on the precariousness of life. Moreover,
we can reflect on how the characters in the show react to
their deaths. For example, Jaime Lannister’s figurative death
- by having his sword hand chopped off in season 3 - basically
leaves Jaime in an existential vacuum. However, Jaime undergoes a character transformation that allows us to see how to
deal with the loss of identity. Jaime in a way becomes a new
man, compared to the cocksure, arrogant character at the beginning of the show. During their voyage to King’s Landing,
he opens up to Brienne of Tarth about his motivations, particularly his murder of the last Targaryen King, which earned
him the title of Kingslayer. This bond with Brienne makes him
more affable, as he reflects on his love for his brother and father, but also now Brienne, who he sees as a friend. Jaime also
struggles to find any worth as a knight, attempting to learn
how to fight left-handed. However, he uses his extensively
expertise in battle to become a successful battle commander,
as we see in season 6 when he takes Riverrun without bloodshed. So in reality, Jaime’s death as a knight allowed him to
repurpose himself as a totally different man.
On the other hand, when we consider the death of Ned Stark
at the end of season 1, we get another idea of how to die literal death. Eddard Stark is betrayed at the end of season 1,
accused of treason by the newly-made King Joffrey, and executed as punishment. We see that until the end, Sean Bean’s
character refuses to relinquish on his ideals of honesty, and
refuses to “Take the Black” - be sent to join the Night’s Watch to die instead at the hands of his captors. On season 1, episode
9, Ned Stark says “You think my life is some precious thing to
me? That I would trade my honour for a few more years... of
what?” One can make a clear comparison between Ned’s perspective, and that of the Stoics of ancient Greece and Rome.
These thinkers considered that one should not be upset
about natural events, and that one must always expect the
natural outcome of an event to happen in order to safeguard

The scene we evoked at the beginning was part of a trial by
combat on the show. Trials by combat were banned in season
6 due to their violent and unfair nature. Violence is one of the
central themes of the show. As viewers, we get a first-hand
perspective on the effect of violence and general chaos of
the human psyche. I have attempted to show that the main
characters are most compelling because they accept violence
and death as inevitable , and try to work around this state of
nature. Jaime Lannister dies as a knight and lives as a lord.
Ned Stark accepts death as individual’s natural end. Arya Stark
learns to harness her own violence to exact vengeance on her
enemies. I think by looking at the themes in GoT we may be
able to find empathy with people who do horrible things, be
brave to do things according to our personal values despite
the consequences, and to be thankful for the small things we
are able to enjoy with friends, family, or by ourselves.

Carlos Restituyo
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Internship Reports
Esteban Muñoz - CDR, ARESEP
2. How did your experience at TSE help
you on the job?
During my first two to three weeks as an
intern I revised literature on the topic of
intergenerational discounting. I was very
pleased to run into a model developed
precisely by Christian Gollier, one of the
cofounders of TSE, who has written extensively on the topic using principles of
finance and environmental economics.
I also found several concepts that were
taught by Takuro Yamashita in the M1
Microeconomics course to be very useful when carrying my research, particularly those related to risk.

Esteban Muñoz.

1. What was your role during your internship?
My internship as a research assistant
took place at Costa Rica’s Public Service
Regulatory Authority (ARESEP). Specifically, I worked at ARESEP´s Center for the
Development of Regulation (CDR), the
Institution’s main research department.
I was asked to work on a paper concerning intergenerational equity by assisting
in the elaboration of a theoretical model. The model assessed the term structure of the socially efficient discount
rate that is applied to future cash flows
when evaluating public investments, especially those that yield benefits in the
very long run.
This subject is of particular interest to
the Authority, as it needs to be able to
properly valuate future costs and benefits of investments related to public
services and utilities, sectors that are
typically dealing with projects that benefit several generations over long time
horizons. For instance, think of a building a dam in order to supply the electricity needed to satisfy the demands of a

27

growing city, or constructing a railroad
in order to supply for future transportation requirements.
In a nutshell, to assume a discount rate
that is constant in time, as it is regularly
done when evaluating short-term projects, necessarily assigns more importance to the early benefits of a project,
as opposed to its long-term ones. The
problem of this is that it makes projects that yield benefits in the long run
and costs in the short run to be evaluated as non-profitable, which could be
problematic. As an example, take the
case of climate change mitigation, or
investments in researching for the cure
of AIDS.
Taking this into account, several governments of countries such as France
and the United Kingdom evaluate public investment using discount rates that
decline over time. My work involved
revising literature regarding the subject and making proposals of possible
models that could be adapted to the
Costa Rican scenario. As my interests are
research-oriented, this was an exciting
opportunity.

3. How did you get the internship? Do
you have any advice for students looking for a job in a similar field?
I contacted CDR´s director and told him
I was interested in working as a research
assistant. He was actually very excited
when I told him I was studying at TSE.
The experience was very positive for me,
considering I aspire to become an academic in the future. However, I would
not recommend it for someone that
leans more towards applied economics.

Professional
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Julius Elting - German Federal Ministry for Economic Affairs and Energy
1. What was your role during your internship?

2. How did your experience at TSE help
you on the job?

I did my internship at the German Federal Ministry for Economic Affairs and
Energy – in particular, I worked in the
department for Economic Policy Analysis. This department can be seen as
the Ministry’s economic think tank. Its
main task is, therefore, to evaluate government incentive campaigns and programmes using empirical approaches. It
also analyses structural issues in a variety of policy areas, such as energy, competitiveness and sustainable growth.
Although being fully integrated in my
department’s daily tasks by engaging
in tasks such as writing briefings about
various topics of current importance
as well as providing protocols of international conferences, I had the time to
focus on longer-term projects as well. In
my main project I dealt with Germany’s
high current account surplus. In particular, the objective of my work was to develop an empirical model that is based
on the IMF’s methodology of analysing
external balances but designing it to fit
better the variations in the German current account balance.

Being integrated in the department’s
daily and longer-term projects, I realised
what variety of tasks and fields it has to
operate in. In the light of this variety, it
is crucial to know the appropriate methodological approaches and to be able to
apply them to a broad range of topics.
Hence, although the work at the Ministry focuses more on economic sustainability and political feasibility rather than
on scientific accuracy and theoretical
approaches, the technical skills, which
I learned in my first year at TSE – such
as econometrics and R programming –
helped a lot in being able to participate
in the work on a broad set of topics.
3. How did you get the internship? Do
you have any advice for students looking for a job in a similar field?
Getting the internship was not a major
problem – I applied via the official online
portal and got accepted without having
to pass an interview. Although I cannot
speak for ministries in other countries, I
think working in the public sector offers
unique insights regarding the structure

Julius Eitling.

and working processes of a Ministry.
Being offered to participate in in-house
meetings as well as in international conferences I was able to get to know the
variety of inputs and responsibilities of
the Ministry for Economic Affairs and
Energy.

Luise Eisfeld - United Nations Industrial Development Organisation (UNIDO) in Vienna
1. What was your role during your internship?

Luise Eisfeld.

I completed my internship at UNIDO’s
Department of Environment, which belongs to the Programme Development
and Technological Cooperation division.
The department’s role is, amongst others, to implement projects that assist
developing countries and countries
with economies in transition to meet
the targets of international conventions
such as the Stockholm Convention on
persistent organic pollutants, or the
Montreal Protocol on ozone-depleting
substances. The final aim lies in promoting inclusive and sustainable industrial
development and in building up local capacities to tackle environmental

challenges in the future. All in all, I was
able to take part in the management of
projects in various countries worldwide.
For instance, I assisted in drafting and
editing reports or letters or in developing payment schedules for counterparts
(these execute the projects on-site and
are often the ministries of the respective
countries). Furthermore, I supported the
PR team and did research on topics such
as the circular economy or the Chinese
government’s “One Road, One Belt” programme as the first step of project development. What I especially liked about
my internship was the ability to gain
hands-on experience with very concrete
industrial development assistance and
to have an insight into a wide range of
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Professional
projects. My supervisor, Mr Fukuya Iino,
strongly encouraged me to attend international conferences, be it to improve
languages or to find interesting topics
to do further research. Moreover, the
intercultural atmosphere at the UN is
very unique. Your work takes place in an
interdisciplinary environment in close
cooperation with people with highly interesting backgrounds.

vided me with management and communication skills, teamwork experiences, and editing and proofreading skills.
My academic studies provided me with
a broad understanding of economics
and with the ability to think in complex
systems. Besides, what I brought with
me to UNIDO were an interest in global
environmental issues, development policies and international relations.

2. How did your experience at TSE help
you on the job?

3. How did you get the internship? Do
you have any advice for students looking for a job in a similar field?

My extra-curricular activities with the
TSEconomist as well as at a student association at my former university proved
to be extremely useful, since they pro-

About four months prior to starting my
internship, I simply applied through UNIDO’s online application system, which

seems to be the common way to set
foot into a UN agency. After a phone
interview with my supervisor, I received
an offer from the Department of Environment. The internship was unpaid,
but some governments offer financial
assistance for internships at international organisations. In any case, interning at
a UN agency is very well worth the effort. Working at UNIDO, you will meet interesting people and gain considerable
insights into many different fields, be it
international relations, environmental
or project management, diplomacy or
the general works of an international organisation.

María Paula Caldas - Microeconomix
worked mainly on abuse-of-dominance
cases and estimation of damages. My
tasks have been very diverse: drafting
summary reports, data gathering and
cleaning, (some) econometric analysis,
among others. One of the most interesting (and out of the ordinary) projects required me to review the latest research
on football economics – more specifically, on the impact of salary caps or revenue sharing schemes on the talent distribution within leagues, and its effect
on consumer welfare.
2. How did your experience at TSE help
you on the job?
Maria Paula Caldas.

1. What was your role during your internship?
I am currently working at Microeconomix, an economic consulting firm based
in Paris. The firm’s activities revolve
around three areas of expertise: competition, regulation, and econometric analysis. It intervenes mostly on competition
cases brought forward by the French
competition authority, but has also expanded its activities to Poland and a
number of French-speaking countries in
Western Africa.
My internship took place under the
guidance of the VP of the competition
team in the firm, and as such, I have
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This may sound a bit clichéd, but I do use
my “TSE skillset” every day at work. Both
the theoretical lectures and the applied
projects have come in handy in more
than one occasion. For example, I have
had to go back through my class notes
(e.g. Competition and Market Strategies,
Business Strategy) to find references to
academic papers that may help back our
arguments for a given report. In the beginning, I would also look back to my .do
files and .R codes for quick reference.
Finally, during my time at TSE, I was heavily invested in The TSEconomist, eventually taking on as Editor-in-Chief during
my M2. Being involved in a long-term
project such as the magazine taught me
very valuable lessons about teamwork,
time-management and communication.

Needless to say, I also learned an incredible deal from all the great people I got
to work with.
3. How did you get the internship? Do
you have any advice for students looking for a job in a similar field?
The application procedure to Microeconomix was pretty straightforward. I
went to their website and left a CV and
a covering letter. I did all of this right before the Business Networking Day, and
was contacted for an interview in early
January.
The interview was one of the best I had
during my internship search. They asked
me to send them a sample of projects
that would help them better assess my
skills and background. So, I sent over
some projects that I had worked on
during the M2 and my internship report
from M1. I went over everything once
again and made sure I knew how to explain the details of each project in a simple and clear way. The interviewer and
my current boss had taken the time to
read carefully through them and asked
very precise questions.
My advice would then be this: make sure
to put your best effort into all projects,
as they may become your “portfolio” later on. Also, do not be shy and ask alumni for tips or information regarding the
interview process. They are very helpful
and happy to share their experience.

Professional
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Alumni Testimony
Yanis El Omari - European Securities and Markets Authority (ESMA)
Master in Financial Markets and Intermediaries (Doctoral Track) 2011/2012
across Europe, while staying in Paris, a
city I came to love almost as much as my
hometown Bordeaux.
3. Based on your professional experience, what are the most useful skills
you obtained during your degree?

Yanis El Omari.

1. What is your current position today?
I work at the Research and Economic
Analysis department of the European Securities and Markets Authority
(ESMA), the European financial markets
authority based in Paris. There, I contribute to the authority’s surveillance and
monitoring of emerging trends and risks
in financial markets and provide quantitative and qualitative analyses, both
through briefings on intraday market
developments and through contributions to speeches, presentations and
other publications. I also conduct research on topics related to derivatives
and financial market infrastructures, including the maintenance and the analysis of confidential databases available to
the regulator.

2. What was your path from graduation to your current position, and what
are the key elements that helped you
make your choice?
I first joined ESMA as a trainee to contribute to a project on credit default
swaps (CDS) markets, a project which
encompassed heavy data gathering,
the establishment of sound data quality
management procedures, and analysis
using network theory and traditional
econometric procedures. At the end
of the first part of this project and the
publication of the report, I was hired by
ESMA to extend the analysis and to work
on other topics at the research department. I took it as an opportunity to do
research in a place full of people with
diverse backgrounds coming from all

I took the doctoral track at the time,
which meant having an intensive training in the core of economic theory. Solid fundamentals in macroeconomics,
microeconomics and econometrics, not
so many fancy cutting-edge techniques
but the capacity to understand, learn
and be able to work in pretty much any
field in economics. A good part of the
teaching also embedded some hands
on computational applications, be it in
macroeconomics tutorials or in econometrics. This strong background enabled me to approach potentially any
new area of work with confidence.
4. What advice would you give to TSE
students or to the school?
Read novels! Even though you already
feel overwhelmed by the assigned readings for the class, it is also important to
waste time and to blow off steam. Reading something out of the scope of you
class might not be the worst way to do
so.

Join our ranks and
help us prepare the
next issue!
Come to one of our weekly
meetings or write to us to
tseconomist@tse-fr.eu
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On Campus

BDE Note
Last year, we finished with a wonderful gala that will stay in
everyone’s memory. This year, more than ever, the BDE will
strive to become the association that gathers all students.
We also aim to become the association that links students,
the school, and the city. Our upcoming projects clearly reflect
these goals.
Instead of the usual integration party, we will have an integration weekend, which will take place the first weekend of
September. The integration weekend will take place, for the
very first time, by the beach in Tossa del Mar, Spain. A hundred
lucky students will be partying, tanning on the beach and creating bonds. E-ticketing will be implemented for the integration weekend, as well as for the ski weekend and the gala to
simplify the process for students.
Overall, this year includes three integration parties, a treasure
hunt in TSE, an international dinner, a tour of Toulouse (or the
“Ville Rose”), and other surprises.
Moreover, this year the BDE will make your student life easier by giving you the opportunity to get a lot of price reductions in many stores in Toulouse with the new “Teasy Card”.
This card applies in many areas: food, drinks, sport, entertainment, high-tech, haircut, and others. To know our partners
and where they are located, you can go on to our new website
at http://www.bde-tse.com. The website will provide you with
information about our events or on how to participate in our
game contests, and consult our online shop. By the way, add
us on Snapchat: snapbdetse.
September 2016 will also be the occasion to officially launch

Members of the BDE.
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the “TSE Buddy Program”. The main goal is to help new students integrate into the school thanks to a buddy. This is an
opportunity to be in the heart of the school spirit and meet
students from other promotions.
So far 150 students have joined the program and we hope you
will be one of them.
If you have questions about the project, write to us at buddyprojecttse@gmail.com or find us on Facebook at TSE Buddy
Program.
So if you want to help us to make our school a better place
or have any ideas for new events or projects we could organise, it’s always the right time to join us! Don’t hesitate to write
to us - contact.bde.tse@gmail.com - or meet us in our office,
MC205.

On Campus

<

Summer at the Junior Etudes

Members of the Junior Etudes

During the summer, the Junior Etudes (JE) stays active. Indeed,
we are organizing a photo contest among our members. The
concept is to take a picture with goodies of the JE during holidays.
Besides the photo contest, JE members are already brainstorming about the next recruitment period. Since its creation,
the Junior Etudes has been constantly growing. Through this
challenging year, the Junior Etudes faced a tight schedule and

succeeded to build great partnerships with Societé Générale,
Pierre Fabre, and governmental consulting cabinets. However,
a lot of things still need to be done. For instance, we want to
expand our activity to new services such as tweet analysis. To
attain this goal, we need to renew our staff and we are eager to
welcome new members with fresh ideas into the association.
We hope that next year will be a capstone for the Junior Etudes
and that you will be part of it!
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Say It Aloud! Note
Say It Aloud: a place to debate at TSE
Say It Aloud was first a group of friends who loved chatting.
Enjoying to debate until sunrise, they thought TSE needed a
debating society where students could share their beliefs on
whichever topics they wanted. They thought setting up regular conferences could also be a way to open the debate on
subjects hardly known to students.
Today, the association moves across three main activities: conferences, public speaking workshops, and a debating society.
Say It Aloud sets up student-led conferences on various topics
where special speakers are invited to speak and debate over
a selected subject. Last year, the topics ranged from “sharing
economics” to “transhumanism or human cyborg”. The association, with the help of the Jacques Delors Institute, also organized a conference on the Transatlantic Trade and Investment
Pact. It attracted a large audience of students, as well as researchers, professionals, and politicians.
The public speaking workshops - offered both in English and
French and led by a professional trainer - give students the
opportunity to improve their oral skills and how to manage
stress in public. It is a great add-value for whoever wants to
organize a conference and stand a debate, but also for the
economists we want to be.

and to improve his debating skills. Either a student or a professional coach leads the training and the competition is a nice
challenge for those who want to go further.

The debating society, also organized both in English and
French, allows every student to stand for his personal beliefs

For more information, please contact say-it-aloud@tse-fr.eu
or get more information on our new website www.sayitaloud.
fr.

Say It Aloud conference
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Say It Aloud is now not only the story of a small group of
friends, but also a whole team waiting for you to join us!

On Campus

Picture Quiz
Can you guess these terms from the world of Development Economics?
Submit your four answers by December 1st to
sweatshirts!

www.tseconomist.com

and enter the draw to win one of two TSE

Thank you to the ESMA group of trainees for their enthusiastic modeling and posing in this
picture quiz!
Last Issue's Answers: 1. Exclusion Restriction 2. Inverse Mills Ratio
3. Random Walk 4. Regression Discontinuity

Want to share your favorite economic jokes with us?
Send them to: tseconomist@tse-fr.eu !
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