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Special summer issue

Welcome back readers! On behalf of the TSEconomist team, I proudly 
present to you the tenth edition of the magazine – a special issue that 
was prepared and designed by our devoted team during the summer 
months. We hope you will find it an enjoyable read. 

This issue marks the transition from an incredible academic year 
into another great one. Last year the magazine experienced great 
growth, both in number of active members and contributions from 
the professional and academic world. We published two great (and 
thick) issues and launched the TSEconomist blog. In addition to 
this, we strengthened our campus presence with the organization 
of various events: bi-weekly Coffee Talks on different topics, the 
TSEconomist Public Lecture and an Academic Writing Workshop for 
master students. We owe this great success to the tireless efforts of my 
predecessors, Editor-in-Chief Julia Hoefer Martì and Deputy-Editor 
Christopher Sandmann. Kudos to them!

This year we hope to continue with these projects and bring new life 
to other ones. In our effort to increase our online presence, we have 
included in this issue a special section featuring our latest article 
available on the TSEconomist Blog (page 30). The purpose of our 
blog is to serve as a platform for discussion among TSE students, 
and to cover the latest campus events. The stories featured there will 
complement the ones on the print edition; and we hope, will inspire 
some lively debates. We encourage you to add it to your blog roll.

Last but not least, I would like to thank everyone who helped prepare 
this issue over the summer. This team included a mix of out-going 
members and new additions. I feel fortunate to have had the chance 
to work with such a devoted and enthusiastic group of people, and I 
could not be more proud of the new members. Similarly, I would like to 
extend a warm welcome to all of those who wish to join our ranks this 
year. The magazine is an incredible project, and will certainly enrich 
your experience at TSE. I hope you will join us for this adventure!

María Paula Caldas
Editor-in-Chief
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Interview with

by Russell Black and Georgios Petropoulos

Thomas Piketty

Thomas Piketty in 25th Economics Lecture at the University Pompeu Fabra.  https://www.flickr.com/photos/universitatpompeufabra/15357355818

Thomas Piketty is Professor of Economics at the Paris School of Economics.  He is the au-
thor of numerous articles published in journals such as the Quarterly Journal of Econom-
ics, the Journal of Political Economy, the American Economic Review and the Review of 
Economic Studies, and of a dozen books. 

He has done major historical and theoretical work on the interplay between eco-
nomic development and the distribution of income and wealth. In particular, 
he is the initiator of the recent literature on the long run evolution of top income 
shares in national income (now available in the World Top Incomes Database).  
 
He has received many prestigious awards such as the 2002 Prize for the Best Young Econ-
omist in France (together with Philippe Martin) and the Yrjö Jahnsson Award for the econ-
omist under  45 who has “made a contribution in theoretical  and  applied  research  that  
is  significant  to  the  study  of  economics  in  Europe”   (together   with    Hélène   Rey). 
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Thomas Piketty’s blockbuster on the history of inequali-
ty, “Capital in the Twenty-First Century”, is a #1 New York 

Times bestseller and has been translated into 33 languages. It 
examines historical changes of wealth accumulation and eco-
nomic growth since the Industrial Revolution, concluding that 
capitalism inevitably causes wealth inequality unless checked 
by regulation or, in the case of the 20th century, the chaos of 
two world wars. The book is the result of a massive and ongo-
ing research project on inequality across the world, that was 
already having a strong impact. The slogan “we are the 99%”, 
setting the agenda for politics all over the world, ultimately 
takes its cue from the research of Piketty and his collaborators.  
 
Piketty’s argument: the rate of return on capital, r, is great-
er than the growth rate of the economy, g. A large r-g gap 
amplifies the shocks to individual wealth accumulation 
processes: if – as is almost everywhere the case – wealth is 
distributed unequally, then overall wealth inequality con-
verges to a much higher finite level. Policymakers must act 
to redistribute wealth, and to prevent a new gilded age. 
 
 
We interviewed Professor Piketty in his office in Paris.
 
1. You have written an amazing and very influential book, 
that is quite successful, and discussed all over the world. 
How has the success of this book, Capital in the Twenty-First 
Century, affected your life and your academic activities? 
While you were writing it, were you expecting such a success? 
 
Well, it was not possible to expect so much, but certainly I had 
in mind that I was writing a book that could be of interest to 
a broad, international audience. So from the beginning I tried 
very hard to make it very readable, and of course it is not a 
book for economists – it is also a book for economists, but this 
is a book aimed at much broader audience. I think the suc-
cess of the book shows that there is a very strong demand for 
a sort-of democratisation of economic knowledge, and that 
many people in the world want to form their own opinion 
about economic and financial issues. I think this is really what 
made me very happy with the success of the book, to be able 
to have many people who usually don’t read that kind of book 
that were able to access this.
 
For me, this did not really change my life so much, in the sense 
that I am still in the same office, I’m doing my job, I’m spending 
most of my time with PhD  and masters students, and doing 
my teaching. This is what I like to do, and this is what I will keep 
doing, so nothing is really going to change. The only differ-
ence is that at times I have been travelling a lot, but I was still 
doing all my teaching in Paris, my three children are in Paris, 
my normal life is in Paris, and that’s not going to change. 
 

I guess the main impact of the publication of the book, in 
terms of professional activity and research, is that now I am 
able to work with much more data, in particular from emerg-
ing countries. There was a number of emerging countries that 
didn’t want to let us use their fiscal data, in which now, after 
the publication, there has been a very good impact. Many 
governments were put under a lot of pressure to open up, like 
Brazil and Mexico, Korea and Taiwan – many journalists asking 
why their country is not in Piketty’s book. And so they said, 
well, maybe they should let us use the income tax and fiscal 
data – which we had been asking for a long time. One of the 
main limitations of the book is that the emerging world is not 
as present as it should be. But it’s not that I was not interested, 
it’s just that I could not access the data! For instance, Facun-
do Alvaredo in the office next dooris from Argentina, and he’s 
working full time on the World Top Income Database. Now we 
are extending this to many emerging countries for which we 
didn’t have data before, we are extending the work to mea-
surement of wealth distribution and income distribution. The 
publication and the success of the book have given a lot of 
new energy to this whole project. 
 
And so, that’s not really going to change what I was doing be-
fore, but I will be able to do it even more, with more resources 
and more energy. Many students want to work in this area, a 
lot more than before, so that’s all good.

 
2. One of the key policy suggestions of your book, given that 
r is greater than g, is a progressive, global tax of capital. In 
the Eurozone we have the crisis, many countries disagree on 
many subjects, like the debt facility, this kind of stuff. Given 
that countries have fundamental differences and disagree-
ments, how realistic is your proposal? How do you see it hap-
pening? Reading your book, we got the feeling that the main 
tax reforms occurred after a major event, like a revolution or 
a war. Under the current situation today, how realistically do 
you see such a proposal being implemented?
 
We don’t have to wait for a perfect world tax to do something. 
I believe in step by step progress, and I believe it is possible to 
make progress, in terms of fiscal cooperation in Europe, with-
out solving all the problems at the same time. So, is it realistic 
to expect that we can make progress in Europe in terms of fis-
cal cooperation in general? Yes. I think we can do better. Even 
if we don’t get to perfect cooperation, there is a lot of room for 
improvement. So maybe the easiest avenue for cooperation 
is not so much the individual wealth tax or individual income 
tax, but rather the corporate income tax on which, we know, if 
you look at the world today, at the United States, this is a fed-
eral tax. This is why it is valuable, to have a relatively big corpo-
rate tax, with 35% tax rate for the corporate income tax in the 
US. They also have an additional tax rate in Texas, in New York 
and California, of 5 to 10%. You can make the addition, from 

“ One of the main limitations of the book is 
that the emerging world is not as present 
as it should be. But it’s not that I was not 
interested, it’s just that I could not access 

the data! ”

“I think the success of the book shows that 
there is a very strong demand for a sort-of 
democratisation of economic knowledge, 
and that many people in the world want 
to form their own opinion about economic 

and financial issues.”
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35 plus 5 to 10 at the state level, that’s 40 to 45. Whereas in Eu-
rope, with separate corporate tax, we are converging towards 
zero. In France it’s 30, but there is strong pressure to go down 
to 20, and even the countries with 20% corporate tax rate have 
a strong incentive to go to 10, and then zero and then nega-
tive. If you continue like this we will have to subsidise compa-
nies, and in Europe to basically steal them from our neighbour. 
Is this a reasonable situation? No. We don’t need to dream of 
a world that does not exist to say that we can do better. In 
this case, just like the US, with a federal corporate tax it has 
worked much better than what we have in Europe. So I think it 
is a reasonable expectation that we can do it. But, this requires 
a change, not only in the tax system, but also in the basic po-
litical institutions of Europe. As long as we have unanimity 
rule, and fiscal issues, we will have other Luxembourg scan-
dals again. As long as each country individually can, basically, 
steal the tax base of its neighbour, and you still have free trade, 
free capital flows, you have it all! I believe in free trade, free 
capital flows, but you need to have some counterpart in terms 
of fiscal regulation and automatic exchange of information. 
 
You cannot have free trade, free capital flows and then steal 
the tax base of your neighbour, that’s the part in Europe we’ve 
probably been accustomed for too long, to have it all, so we 
feel it is the normal situation. But it’s not normal. I’m confident 
that at some point it will change. The question is will it change 
next year, or in ten years, or in twenty years? I think for Europe 
it will be a much more difficult situation if it is twenty years.

 
3. Given that so many policy implications  focus on the r 
side, what about policies that could affect g and increase 
it, like subsidies for R&D investments, investments in train-
ing and education. You didn’t seem to go into as much 
detail for this type of policy as for taxation. Why is that? 
 
No, I do. I do talk about policies to increase g, in fact I stress from 
the beginning of my book that investment in education and in 
human capital is the primary force, not only to reduce inequal-
ity of labour income, but also to have productivity growth and 
in the long run increase g. And also having children, I stress 
from the beginning that negative population growth is very 
frightening, and that we need to conduct policies to encour-
age not only productivity growth but also population growth. 
Maybe not as big as the population growth we had in the past 
two-or-three centuries, but at least slightly positive is better 
than negative, and this requires policies in terms of gender 
equality, basically getting the fathers to care for children. So 
there are different policies to promote growth, productivity 
growth, investment in education, population growth. Invest-
ment in education - of course that is the purpose of taxation.  
 
The purpose of taxation is not just to tax but it’s to finance 

public goods and public investment in education and public 
infrastructure. If you have a tax system where people at the 
very top are paying less than the middle class, and very large 
multi-national companies are paying are paying a lower effec-
tive tax rate than small or medium-sized businesses, there is 
a strong possibility that at some point fiscal consent will dis-
appear, in the sense that people in the middle or the bottom 
will not accept to pay any more for our social spending and 
education system. And everybody will become very selfish – 
everybody will say if the others are not paying I don’t want to 
pay. The European social model, but more generally in every 
part of the world, is fragile. Having a fair tax system is import-
ant if you want to have basic acceptance of the social contract 
needed, if you want to pay for education and the kind of in-
vestment necessary to increase growth.
 
That being said, I think even with the best policy to increase 
growth, we will not return to the 5% per year growth rate of 
the postwar period. 5% per year, or 8% per year like in China, 
is what you get when you are converging with other countries 
or when you are in a reconstruction period. When you are the 
frontier of the world, you can do maybe 1 to 2%, and that’s a 
lot better than 0%, which is what we have in Europe now. We 
should do everything we can to get to 1 or 2, rather than 0. 
 
4. Do you think there is a floor on the returns to capi-
tal? That if capital holders can’t get their returns by fair 
means, they’re just going to invest in more rent-seeking? 
 
Let me first say that r bigger than g is not at all a problem in 
itself. The object is not to bring r below g for everyone. r bigger 
than g, in theory it could very well go together with a perfectly 

“You cannot have free trade, free capital 
flows and then steal the tax base of your 
neighbour, that’s the part in Europe we’ve 
probably been accustomed for too long, to 
have it all, so we feel it is the normal situa-

tion. But it’s not normal.”

Front cover of Thomas Piketty’s latest book.
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egalitarian society where everybody has an equal share of the 
capital stock, and then r bigger than g would not be a prob-
lem. It would just mean that, say r is 5%, g is 1%, you only need 
to reinvest one fifth of your capital income to ensure that your 
family wealth grows at the same speed as the size of the econ-
omy, and you can consume the other four fifths. And that’s 
perfectly fine, that’s exactly what capital accumulation is there 
for, it allows you to reach higher consumption levels than if 
you don’t have capital. r smaller than g would make no sense, 
because it would mean that you would need to reinvest even 
more than the returns to your capital  in order to ensure that 
your capital grows at least as fast as your economy. This would 
be a stupid situation, not only in terms of incentives, but even 
if you forced people to do that it would still be a stupid situa-
tion. It would mean you have accumulated too much capital, 
so r bigger than g is certainly not a problem in itself.
 

The problem is that in practice, of course, people don’t have 
an equal share in the capital stock, you have huge forces 
which make the inequality in capital very large, you have big 
shocks to the accumulation process: some people make very 
good returns, some people make very bad returns, some peo-
ple have lots children, some people don’t. So we have lots of 
shocks in the accumulation process for wealth, and when you 
have a higher gap between r and g this tends to amplify these 
shocks to a level that is not infinite - it always stops some-
where, it’s got some equilibrium level of wealth distribution, 
but this can be very high level of wealth inequality. You want 
to limit this, but you need to do it in a subtle manner - you 
want to tax r, but only for very high wealth holdings, not for 
everyone. When I give examples in my book, I say maybe you 
want a capital tax of 0% for everything under 1 million euros, 
or 500,000, then 1% capital tax between 1 and 2 million, then 
2% between 2 and 5. Maybe for billionaires you want 5 or 10% 
per year, if indeed you observe that the rate of reproduction 
at this wealth level is due to very high financial returns, or var-
ious rent-seeking activities, getting good deals with the gov-
ernment through privatisation - there are all sorts of reasons 
why people are able to get their wealth to grow very fast. If 
indeed it grows at 5 or 10% per year, then if you don’t have a 

wealth tax rate that is of the same order of magnitude, then 
wealth inequality will tend to rise to a pretty high level.
 
But you certainly don’t want to reduce r below g for everybody. 
That’s the complicated part. Otherwise you just abolish r, that 
wouldn’t work, because g then would also be zero, then nega-
tive and then everything would fall apart.

 
5. One of the things we found most interesting about 
your book was a footnote that sent readers to your arti-
cle with Gabriel Zucman, where you say that the elastic-
ity σ (of the capital share of the economy, with respect 
to the returns to capital), was actually lower in the nine-
teenth century, that the world is becoming more elas-
tic in terms of capital accumulation. Can you explain 
more about that and why you think that is the case?
 
Well, that’s a possibility. It is a possibility, not a proof (this is 
more a hypothesis than a certainty). The idea is that maybe over 
the course of development, as you have more and more differ-
ent uses for capital, much more diversified capital goods, you 
have more and more substitution between capital and labour. 
Just to take an extreme example, when capital was only agri-
cultural land and making improvements to the land, there are 
limitations to capital-labour substitutions. You can only substi-
tute a little bit, by having higher quality land and having fewer 
workers, but you’re not going to replace workers by land, so 
there are limitations to how much you can substitute. Whereas 
when capital takes the form of robots, of many different sorts 
and different kinds of equipment, potentially, the elasticity of 
substitution between capital and labour could be much higher. 
 
Nobody knows whether this is going to happen in the future. I 
try to make this clear in the book, and maybe there was some 
misunderstanding, that at this stage, robots are not really a big 
part of the capital stock. At this stage the economic sectors 
where capital has been increasing a lot, if you decompose the 
aggregate capital-income ratio, the aggregate wealth-income 
ratio as we do in the paper with Zucman, it has much more 
to do with very traditional sectors, first the real-estate sector, 
where the value of the capital stock has increased a lot, or the 
energy sector, really traditional sectors without robots. So 
maybe in 2030 robots will be a bigger part of the economy 
than real-estate or energy, but for the time being I think the 
right model to think about the rise of the capital-income ra-
tio, the rise of the capital share, is more a multi-sector model, 
where the relative price of real-estate and the relative price of 

“The problem is that in practice, of course, 
people don’t have an equal share in the 
capital stock, you have huge forces which 
make the inequality in capital very large.”

“Right now we are expanding our World Top 
Incomes Database in three directions: one is 
emerging countries, one is to go from income 
distribution to wealth distribution, and the 
third one is to try to provide not only series 
on top shares but sensitive micro-files which 
reproduce all the good statistical properties 
of the individual level distribution of income 
and wealth - but which are fully anonymous, 
so that we can put them online.“

    The World Top Incomes Database
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energy has increased a lot, compared to the consumer price 
index.
 
I am very careful with the idea of an elasticity of substitution 
bigger than 1. I think if you have a one-good model, with only 
one sector, and so no relative price effect, then indeed you 
need to assume an elasticity of substitution bigger than 1 to 
explain why we had at the same time an increase in the cap-
ital income ratio and increase in the capital stock. That is the 
only way the one-good model will make that prediction. But 
the real world is not perfect competition - we have changed 
bargaining power, with globalisation, between capital and la-
bour, and the real world is not a one-sector model - we have 
different sectors and different production costs.

 
6. Could real-estate not fit in with this story, that there are 
many many uses you could make of office space in London? 
If London is based on an agglomeration economy of people 
being near each other and creating spillovers.
 
But then you need to explain why agglomeration economies 
have become so big. You need some assumption of one sort 
or the other. Maybe it is because technological progress in the 
transportation sector has been less than in other sectors, so it 
takes the same time to go from London to New York today as 
in 1970 because there has been little technological progress 
in airplanes. (There was an attempt with the Concorde, but it 
crashed and was stopped.) If you had the same speed of im-
provement in transportation technology then in principle the 
agglomeration technology would not be as big. 
 
Of course you can always summarise everything with the idea 

of an elasticity of substitution bigger than 1, and it is inter-
esting to think about the many different uses of real-estate in 
this way. But then, at another level it can be useful to open 
the black box of this production function with an elasticity of 
substitution bigger than 1, and understand what makes it look 
like it does at the aggregate level.

 
7. What about your future plans? You mentioned that the 
book opened doors for data on developing countries. What 
are the next things you have on the agenda? Recently we 
heard about a collaboration with LSE?
 
Yes, so we are going to reinforce the collaboration with LSE 
that we in Paris have had for a long time. Already as a stu-
dent I was in the European Doctoral Programme at the Paris 
School of Economics and LSE, where students can spend one 
year at LSE and can come to Paris. So this collaboration with 
LSE will be in this long tradition of collaboration. Basically I 
will go there for four days per year, one day in October, one 
in January, one in March, one in June, to teach a little bit to 
students there, and to favour circulation of students between 
Paris and LSE. But I will still spend 99% of my time in Paris, 
because well that’s where I want to live and want to remain. 
 
So I will continue to work on inequality. Right now we are ex-
panding our World Top Income Database in three directions: 
one is emerging countries, one is to go from income distri-
bution to wealth distribution, and the third one is to try to 
provide not only series on top shares but sensitive micro-files 
which reproduce all the good statistical properties of the in-
dividual level distribution of income and wealth - but which 
are fully anonymous, so that we can put them online. Which 
is something I did a few years ago, in a book in French called 
Pour une révolution fiscale, which I wrote with Camille Landais 
and Emmanuel Saez (It was only available in French, this was 
to make a concrete proposal for tax reform).  But more gener-
ally we want to put online micro-files on income and wealth 
for Brazil, US, France, China, which then can be used by aca-
demics who want to do research on inequality, so these files 
will be fully consistent between national accounts that show 
income totals and distribution of income and wealth, so the 
objective is to reconcile microeconomics and macroeconom-
ics, and researchers and academics can use it. And it can also 
be used by civil society, by people who want tax information 
or to propose tax reform. So that’s the general plan, and once 
this is done we will move onto something else, but this will 
take time.
 
It seems like a nice agenda, and we are sure it will give very 
good results. We are out of time, so we would like to thank 
you very much for talking to us. 

Prof. Thomas Piketty holding The TSEconomist Issue #9 

 “You have created an amazing 
magazine! Please, contact the 
students of PSE and advise them 
how to create something like that 
here”





> <Academic Academic

10 11

by Jacopo Bregolin and Marica Valente

Interview with 

How do we process information? How selective is our memory? What information does our 
mind easily retain? Why do we need beliefs to shape our identity? 

These and other questions underlie the issues we address in this article, thanks to the inspir-
ing expertise of Princeton Professor Roland Bénabou.

On January 15th and 16th, the Institute for Advance Studies 
in Toulouse (IAST) organised a series of seminars on 

Cognitive Control and Social Decision Making. On this oc-
casion, we met Professor Roland Bénabou from Princeton 
University, who has lately been working in Economics and 
Psychology, and Behavioural Economics.

He joined the forum to present some of his latest work 
summarised in a presentation entitled “The Economics of 
Motivated Cognition”. The latter refers to the unconscious 
mental processes that makes us assimilate only those informa-
tions that go “in our favour” and best suit our goals and needs. 
This is also called biased information-search and assimilation. 
Sometimes we are motivated to deny or ignore information to 

protect a positive self-image, to reassure ourselves, to avoid 
displeasing feelings and unfavorable conclusions. Besides 
psychological motives, there may also be “instrumental” ones: 
decision-makers can also seek (or avoid) information that is 
more (less) useful to favour bargaining and to preserve oth-
ers’ motivation, groupthink, and identity. Professor Bénabou 
investigates , often in collaboration with Jean Tirole, a new 
class of models analyzing cognitive attitudes – like informa-
tion seeking or avoidance, realism or denial – their economic 
consequences, and when the resulting equilibrium achieved 
through such motivated cognition is socially beneficial or 
detrimental.

Neurosciences are increasingly intersecting with the less and 

Photo by  Steve Rhodes

How biased are our cognitive                 
abilities and decision-making?

 Roland Bénabou

Identity and beliefs:

> Academic
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less closed sphere of economics, and luckily many econo-
mists are facilitating this interdisciplinary process. Provided 
with an incredible competence and experience in these (and 
many other) fields, Professor Bénabou belongs to this group. 
Therefore, we felt extremely eager to interview him during the 
IAST forum in January, and we report here his very insightful 
answers.

1. We can imagine an individual as an open entity operating 
within society surrounded by an incredible amount of infor-
mation, inputs and feedback. How do individuals deal with 
all these external inputs given their constrained capacity to 
process and internalize them?

Attention is limited and so is memory, thus, necessarily, we 
are going to focus on certain things and omit the rest. For in-
stance, many researchers are working on Rational Inattention, 
which means precisely to have such constraints and, simply 
put, be subject to these constraints, which inevitably im-
ply making certain decision errors. There are also models of 
bounded memory, still relatively simple at this stage, where 
the individual can hold only a limited number of  “pieces” of in-
formation in memory. In our economic models it is very useful 
to have, as a benchmark, the rational agent without cognitive 
limitations, or just with some costly information acquisition, 
but it is also important to realize that cognitive resources are 
limited and therefore mistakes will arise due to the fact that 
simple,  “quick” heuristics and, very importantly, emotions 
compete with the rational part of the brain. Most of these 
bounded-rationality models, while important are still missing 
the key influence of emotions on cognition, however.

So mainly selective memory?

It depends on what you mean by selective memory. Memory 

is necessarily selective because we cannot remember every-
thing, so we tend to remember those things that are more 
likely to be useful to us, in particular to predict what we should 
do in the future, based on past experience. We also tend to 
remember or misremember things depending on how pleas-
ant or unpleasant they are to have in mind.  Even a computer, 
which has a finite memory, optimizes its memory manage-
ment for the tasks it is facing or likely to face. Emotional hu-
mans pick very different pieces of information from what a 
computer, or an ideal statistician, would have selected. 

2. Up to which point do you think individuals’ identity and self-
cognition are influenced by the external events of the world? 
And why does external information have different effects on 
different people in terms of behaviour and identity?

One may live in an information-rich or information-poor envi-
ronment, one where everybody is subject to very similar stim-
uli all the time and everyone thinks alike. Alternatively, one 
may be born into, or choose, an environment where one will 
meet many different people and be confronted to different 
opinion, like in a university setting. It depends on both your 
circumstances and your preferences. What psychologists tell 
us is that there are personality types who are novelty seeking 
and others who prefer to be in familiar situations, who either 
fear or look forward to changes, etc. The “type” you become 
has largely to do with your childhood experiences, the type of 
education you receive, and perhaps genetics as well. 

It is interesting to see if and why beliefs are irrational. What do 
you think?

Yes, they can be irrational indeed. This happens for instance 
when there is a strong need at stake, such as the need to feel 
reassured about your opinions and ideas, or feel good about 

Professor Roland Bénabou
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yourself. This need will then compete with standard value for 
accurate beliefs, and it may distort the latter severely.

Do you think that this may be modelled by including, in optimi-
zation problems, other components besides individual utility?

We model it as a maximization process with, typically, a non-
standard utility function – for instance one in which beliefs 
enter directly or indirectly. For example, if I care about pride 
and self-image, this means I “consume” the beliefs I have about 
myself, as the thought of myself being a good person provides 
me with utility. Thus, I want to think I am a good person, as op-
posed to “rationally” (in the standard sense) wanting to know 
exactly how good or bad person I am. People thus derive utili-
ty from self-reputation or self-esteem, concerning for instance 
their IQ, attractiveness or morality. Once we have that type of 
utility function, then we want to achieve and maintain beliefs 
that are in part serving the usual role of making good deci-
sions, in part serving the new 
role of satisfying those needs.

Sometimes we are affected by 
external inputs involuntarily as 
well, for example marketing can 
induce people liking things they 
didn’t before, or it affects the 
willingness to pay…

Sure, there is recent literature 
on persuasion and advertising 
as well. Of course we are not in 
full control of our beliefs. We 
may have some desire and some 
ability to shape them, but a lot 
of other things are affecting our 
beliefs: one is reality, hopefully, 
and another one you are allud-
ing to is other people trying to 
distort our beliefs for their own 
purposes. It could be marketing, 
ideology, politicians and so on.

3. In our globalised era, identifi-
cation can be challenging, given 
the disappearance of national 
communities and identities and 
the continuous questioning 
of one’s personal values. As a 
consequence we can imagine 
two possible extreme scenarios: 
one dominated by excessive 

individualism, and the other based on the search for identifi-
cation in a relatively small closed group. 

Do you see these two extreme scenarios in reality? Is there 
an in-between situation, which may be a realistic outcome 
nowadays?

This is a question for the young people like you, since you will 
be the ones who forge the outcome! Each of us has some need 
to identify with a group, searching for an identity, which could 
be professional, cultural or related to some other group. This 
need is highly variable, however, both individually and across 
societies. There are people who are relatively happy consid-
ering themselves not closely identified with any particular 
group – except for humanity in general, which is a form of 
identification but not linked to a specific religion, culture or 
place. Others need strong group identification. What formal 
analysis allows us to do is to study (and make testable pre-
dictions about) how these “types” reflect not just exogenous 
preferences but also the different kinds and amounts of assets 
that people have (whether by circumstance or purposeful ac-
cumulation), how likely each of these is to be a source of future 
utility or disutility and to what extent they are complements 
or substitutes. For instance, if you have ample social capital 
in term of friends, family, etc., or a solid professional capital, 
you have less need for a strong form of national, cultural or 
ideological identity, and vice versa. 

I am not that pessimistic about our world becoming increas-
ingly composed of completely atomistic and selfish individuals. 

La Reproduction Interdite. Renè Magritte, 1937

”We also tend to remember 
or misremember things                        

depending on how pleasant 
or unpleasant they are to 

have in mind”
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Many people feel a need to 
“find a meaning of life” oth-
er than maximizing own 
material consumption and 
will thus find other causes 
or groups to identify with: 
environmentalism, de-
fence of human rights, etc.

In general, I am more wor-
ried about going exces-
sively into a collectivist di-
mension – which involves 
many forms of identifica-
tion as ideology, national-
ism or religion – rather 
than into an individualistic 
direction, but that’s just my 
own personal view.

 

4. Looking at the current 
period of economic and 
political crisis, we might 
think that the crisis is per-
ceived as a big shock that 
could shift individual and 
collective preferences. So, 
how can our beliefs be af-
fected by political events, in particular referring to France?

If for some reason whether external or internal, the economy 
is not functioning well, a significant number of people lose 
much of the assets (professional, financial, social) they used 
to have, and so can no longer look forward to a strong or de-
sirable identity as a source of future wellbeing. They are then 
going to look for one somewhere else, redefining their values 
and molding their beliefs in accordance with them. For exam-
ple, if citizens have been disillusioned by mainstream politics, 
they look the extreme as a source of hope even if a rational 
assessment of the evidence does not support it. People have a 
need to believe in something that will bring them good stuff, 
in other word, utility. Traditionally, these assets were repre-
sented by one’s village, neighbours, family, church, etcetera. If 
these are no longer as relevant, then it will be one’s profession 
and human capital, and more broadly the economy and po-
litical system in which I have to function. If I get disappointed 
by these as well due to bad outcomes, or someone convinces 
me that they do not hold much of a promising future for me, 
I will find yet other things to believe in – maybe in fact more 
far-fetched – as sources of future utility.

Does the crisis create incentives for politicians to be more ef-
ficient? Due to resource constraints we may think that people 
would demand more, so that politicians may face a change in 
the “demand of politics”, towards better performance.

When the stakes rise, competition will intensify. A priori com-
petition can be good, but there is also the risk, given all we 
have talked about concerning motivated belief distortions, 
that politicians may just play on voters’ psychological needs, 
exploiting their desire for hope and something to believe in at 
almost all costs.

So indeed there will be more political competition, however, 
just as in a product market, it may not be about improving 
quality, it can also take the form of excessive differentiation, 
and thus too many varieties of, let’s say, ideologies.

5. About the recent tragedy of Charlie Hebdo (on January 7th). 
People reacted by identifying themselves with Charlie and 
with what it represents. The sentence “Je suis Charlie” may be 
emblematic. People’s reaction culminated in the mass demon-
stration in Paris. Now, starting from this evidence, what is the 
reason for this strong need of identification?

I think there was a need for those who participated in that 
movement – either in person or by expressing support – to 
send a signal to the world: to demonstrate that even if indi-
vidually we are all very different from the other, we have core 
common values, and in particular we strongly believe in free-
dom of speech.

In terms of identity, there was definitely also a feel-good 
aspect going on: those who demonstrated together – even 
though they came from different social strata and held very 
different opinions on daily issues – felt good about thinking 
that “we” are not just selfish individuals, each maximizing their 
own “utility”. They wanted to show that they shared common 
values and thus felt good seeing others do so at the same 
time. The latter comes from the fact that normally we tend to 
like when people around us agree upon our preferences, and 
conversely it is not so nice when they don’t. Demonstrating 
together and identifying (literally) with Charlie, not only made 
the people involved (others disagreed, of course) feel stronger 
in front of the threat, but also gave a sense of belonging to a 
larger community.

Le Désespéré. Gustave Courbet, 1843-45
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To conclude, few more questions about your and, generally, 
economists’ work. 

6. You devoted a large part of your career to macroeconom-
ics, how did you end up researching in behavioural economics 
and cognitive sciences? What are your research plans in the 
short-run? 

Well, I think it’s easier to start from your last question…From 
what seems more logical to me [laughs]. In the short term, I 
am interested in topics related to religion. This turns out to be 
a natural evolution of my research agenda as I devoted much 
work on studying beliefs, and religion is indeed the most im-
portant belief to many people in the world. Religion is that 
kind of belief people really want to pass on to the next genera-
tion, are ready to sacrifice a lot for, and even to die or kill for. In 
this and many other ways, it is one of the best examples of mo-
tivated cognition. Moreover, differently from self-confidence 
or anxiety, religious belief is also something on which there 
is a lot of data, and on which we can therefore carry out some 
empirical work. 

Now, going back to your first question, I think that switching 
from macroeconomics was a more complex decision, it was 
a gradual process that I would also like to fully understand. I 
first got interested in the growth implications of income distri-
bution, education systems and social interactions. In a sense, 
my concerns started with inequality, and developed to soci-
ology and ultimately psychology. These transitions are hard 
to explain, I think they are the result of observing the world 
under different lenses and responding to it. Being French, and 
arriving to the US (first to Cambridge) I was puzzled by things 
that looked totally different from here [France]. For example, 
discovering the US educational system at the primary and 
secondary levels especially, which is completely dissimilar to 
ours. Its structure is decentralized, with huge disparities in 
the allocation of even the most basic inputs, which depends 
critically on how each city or metropolitan area is organised 
into different jurisdictions, and geographically stratified more 
generally. Thus, I certainly don’t mean to say that I got bored 
doing research in macroeconomics, but, at some point – es-
pecially if you are a theorist – you have said what you have 
to say on a given topic, and you feel that literature needs to 
move on to investigating empirical questions and to come 

back later on with new puzzles in need of analysis. And in the 
meantime, there are just so many other tempting subjects to 
get interested in...

7. About the job as a researcher in economics or in any other 
science: why do we need to model reality, trying to make vis-
ible the invisible? What drives you to research?

The main reason is that the world is complex and we want to 
understand it either because we want to do something for it, 
like policy advising, or just because we are curious. In order to 
understand it, we need to simplify and organise it, and that’s 
what models in science do. This is the first purpose. The second 
step is to use models to make predictions. Last but definitely 
not least, perhaps even first, the researcher is searching for a 
certain beauty in models, an ideal mixture of simplicity and 
explanatory power.  

”I am not that pessimistic 
about our world becoming 

increasingly composed of com-
pletely atomistic and selfish 

individuals.  Many people feel a 
need to ‘find a meaning to life’ 

other than maximizing own 
material consumption“

1 R. Bénabou, J. Tirole, (2011) Identity, Morals and Taboos: Beliefs as Assets, Quarterly Journal of Economics, 126, 805-855. 
2 R. Bénabou, J. Tirole,  (2005) Belief in a Just World and Redistributive Politics, NBER Working Paper Series
3 R. Bénabou, J. Tirole, (2012) Laws and Norms, Discussion Paper series, Forschungsinstitut zur Zukunft der Arbeit, No. 6290.
4 R. Bénabou, (2013) Groupthink: Collective Delusions in Organizations and Markets Review of Economic Studies, 80, 426-462. 
4 G. A. Akerlof, R E. Kranton, (2000). Economics and Identity, The Quarterly Journal of Economics, 3, 715 - 753.                             
5 G. A. Akerlof, R. E. Kranton, (2005)  Identity and the Economics of Organizations, The Joural of Economics Perspectives, 1, 9-32.
                                                                                   

Among his contributions to the field, Bénabou’s curriculum 
enumerates various collaborations with Professor Jean 
Tirole. In “Identity, Morals and Taboos: Beliefs as Assets” 1 
they try to explain pro-social behaviour by modelling it as 
an investment choice, which gives benefit to the individual 
if she is pro-social, i.e. altruistic. The choice is non-trivial 
because if in a first period the individual receives a signal 
about her type (altruistic or not) and bases her first invest-
ment on that, in a second period she might forget about her 
characteristic, and will infer it from her past decisions. In an-
other paper titled “Belief in a Just World and Redistributive 
Politics”2 they develop a theory of “collective beliefs and 
motivated cognition” to study people’s need to trust oth-
ers in a “just” world, and its implications. The model studies 
the voting preferences and the effort choice with respect 
to a future individual outcome, and a redistribution policy, 
which will be applied in a successive period. The agent’s 
choice, which is based on a signal of the long-run return to 
effort, may be based on a “distorted awareness/recall of past 
signals”. In “Laws and Norms”3, Bénabou and Tirole develop a 
framework to analyze how both private decisions and pub-
lic policies are shaped by personal and societal preferences 
(“values”), material or other explicit incentives (“laws”), and 
social sanctions or rewards (“norms”). In the model, agents’ 
preferences include intrinsic motivation, extrinsic incen-
tives, and (social or self ) esteem-related concerns. Further, 
in a recent paper called “Groupthink: Collective Delusions 
in Organizations and Markets”4, Professor Bénabou studies 
group behavior, developing a model of (individually ratio-
nal) collective denial and willful blindness. Here, agents 
engage in a joint enterprise where their final payoff will be 
determined by their own action and those of others, all af-
fected by a common productivity shock.

These works contribute to the growing literature on identity 
and beliefs. Among other important contributions to the 
topic, we here list, as a reference, “Economics and Identity”5 
and “Identity and the Economics of Organizations”6 by 
Akerlof and Kranton. 
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Interview with 
 Paul

by Georgios Petropoulos

At the beginning of the financial crisis, Paul Kremperer in-
vented a new auction design, the “Product-Mix Auction.”  

In late 2007, after the Northern Rock bank run, the Bank of 
England urgently wanted to lend money to banks to keep them 
liquid, so it was willing to take weaker-than-usual collateral 
in return for a higher interest rate. To do this, Paul Klemperer 
designed an auction that would sell multiple related goods 
in an easy, informative and efficient way, and could be run 
fast.  In the simplest version of Klemperer’s design, each bank 
(bidder) could bid for two substitute “goods”: three-month 
loans against strong collateral (e.g. UK sovereign debt) and/
or 3-month loans against weak (“extended”) collateral (e.g. 
mortgage-backed securities). Mervyn King, then Governor of 
the Bank of England, told the Economist that the Product-Mix 
Auction was “a marvellous application of theoretical econom-
ics to a practical problem of vital importance to financial mar-
kets” (Economist, October 2012).

We interviewed prof. Klemperer on the occasion of 2015 
ECORES summer school in Brussels where he was one of the 
invited speakers.

1. You have an engineering bachelor degree and from young 
age you showed to have an inclination to mathematics and 
geometry. Why did you decide to become an economist?

I always enjoyed the beauty of mathematics when I was 
young, so it was natural for me to want to study mathemat-
ics. But I also wanted to do something useful with it. So I have 
an engineering degree because Cambridge taught the more 
practical mathematics through engineering at that time.  But 
I don’t know very much engineering – I really studied opera-
tions research, which is just practical applications of maths.

I then started working in operations research consulting, but 
economics seemed to present some even bigger and more 
important problems, so that’s why I went to do an economics 
degree at Stanford. 

At Stanford I got interested in oligopoly theory. Jeremy Bulow 
and John Geanakoplos and I invented the ideas of strategic 
complements and substitutes; I wrote my PhD thesis about 
markets with consumer switching costs; Meg Meyer and I ana-
lysed supply function equilibria which turned out to be useful 

Product-Mix Auction: 

Klemperer

Paul Klemperer is the Edgeworth Professor 
of Economics at Oxford University. He works 
mainly on industrial economics, competition 
policy, and auction theory. 

He was a Member of the UK Competition 
Commission from 2001–5. He was elected a 
Fellow of the Econometric Society in 1994, a 
Fellow of the British Academy in 1999, and a 
Foreign Honorary Member of the American 
Academy of Arts and Sciences in 2005. 

He is the author of the book “Auctions: Theory 
and Practice”, which provides a non-technical 
introduction to auction theory and empha-
sises its practical application.

Professor Paul Klemperer

How Auction Theory came to the 
rescue during the banking crisis
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in understanding electricity auction 
markets.

2. Why did you decide to study auction 
theory?

The way I got into auction theory was 
not because I was expecting to run real-
life auctions, but because an auction is 
such a simple economic structure. In 
principle we know what people are try-
ing to do in an auction, and the game 
they are playing – what the rules are. In 
practice, of course, things are usually 
more complicated. We don’t know ex-
actly what peoples’ utility functions are, 
whether they may try to help or hurt 
other competitors, whether they enjoy 
playing the game, or their participation 
costs. And the rules may be fuzzy: peo-
ple may try to bend them or cheat. But 
more than in most economic contexts, 
we have at least a rough sense of what 
people are trying to do and what the 
rules of the game are. So an auction is a very simple structure 
that we can try to understand. 

I thought that if we couldn’t understand auctions, then we 
probably couldn’t understand how the whole economy 
works. But by learning about auctions, we could learn about 
more complex environments, and auction models could be 
the building blocks for modelling more complex economic 
systems. In fact, one kind of work I have done is taking auc-
tion ideas and applying them in other contexts, for example, 
in models of political competition and financial markets. 

Although I did not particularly expect to find myself running 
actual auctions, I always wanted to do things that were ap-
plied. I loved academic work for the beauty of the ideas, but 
I also wanted to do something applicable. That is why I did 
economics. But that did not necessarily mean that I was going 
to apply it myself. 

3. How did you move from the theory to practice?

Because I became an expert on auctions, I was approached 
when the British Government wanted to sell its 3G mobile-
phone licences.  So Ken Binmore and I designed that auction 
together, and that then led to me running other auctions. For 
example, I helped the UK government run the world’s first auc-
tion for greenhouse gas reductions.  After all the hype about 
how much money our 3G auction raised – it was 2½% of our 
GNP – it was nice to show that auctions can achieve more im-
portant objectives than just raising money, in this case reduc-
ing global warming.

I also suggested new auction designs. For example, the 
“Anglo-Dutch” design I proposed 20 years ago has been used 
to procure automobile parts, to sell real-estate, and in several 
electricity auctions. 

More recently, some of the most exciting work I’ve done has 
been helping the Bank of England by inventing a new kind of 
auction to distribute cash to banks that needed it. It seemed 
to me to be the most useful thing I could do to help in the 

financial crisis, and in fact the Bank described it as “a major 
step forward to support financial stability” – again much more 
important than just raising money.

4. Of course, you are referring to your famous “Product-Mix 
Auction.” Why did you feel that a new auction mechanism was 
needed? Why not rely on an already existing one? Why not ap-
ply, for example, a similar mechanism to the one that the U.S. 
Federal Reserve used to supply liquidity during the crisis? 

I have done quite a lot of government advising in my time, and 
in most cases the right thing to do is to take something off the 
shelf that has already been tried and tested rather than invent 
new theory. For the Bank of England, the simplest thing would 
have been to run a separate auction for each “type” of money. 
(In this case, a “type” of money is a loan using a specific type 
of collateral). That is, in fact, exactly what the Federal Reserve 
did at roughly the same time as the Bank of England’s auction. 

But, it was clear that this approach would not do everything 
that the Bank of England wanted to do. The Bank of England 
wanted to be able to loan different types of money in a single 
auction, and set different prices for the different types of mon-
ey in a single auction, because that would get a more efficient 
outcome. 

Let me give you an example: I might be selling fruit, and you 
might want an apple or an orange for lunch. You might pre-
fer apples to oranges but, if apples are much more expensive 
than oranges, then you would rather buy an orange. So, if I 
run separate auctions for apples and oranges, you don’t know 
which auction to enter, because you don’t know which auc-
tion will offer you the better deal. So running two separate 
auctions creates a dilemma for you. And it can also create a 
problem for me, because I have to decide how many apples to 
sell in the apples-auction, and how many oranges to sell in the 
oranges-auction, before I know anything about the market 
demand for either kind of fruit. So, we may both be better off 
if I sell all my fruit together in a single auction that can take 
account of all the bidders’ preferences, and also of the seller’s 
preferences, all at the same time. 

The Microcosm of London (1808), an engraving of Christie’s auction room
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In the context of the Bank of England’s loans, some borrowers 
might only have good collateral, and others might only have 
inferior collateral, but some borrowers might have a choice 
(and as financial institutions become more sophisticated in 
managing collateral, more of them are likely to have choices). 
And the amount of money the Bank of England was willing 
to lend against inferior collateral depended upon the inter-
est rate difference. Only if there was substantial stress in the 
financial markets, which would be reflected by a large differ-
ence in the interest rates bid on the different collaterals, would 
the Bank of England be prepared to lend much money against 
inferior collateral. So we wanted to take all the bids on all the 
collaterals at once, to understand the extent to which there 
were stresses in the market, so that all the interest rates and all 
the amounts of money allocated against the different collater-
als would depend upon all the information—which would be 
much more efficient than just running separate auctions for 
the different collaterals.

5. Could alternatively the Bank of England fix the interest rates 
difference between different collaterals?

That only works well if you know what the right interest rate 
difference is. The Bank of England felt it did not have very 
good information about that. Furthermore, even if it had good 
information, it might not wish to signal this information. And 
it also wanted to obtain as much information as it could from 
the market – by having bidders express their preferences be-
tween the different collaterals, it could learn from the auction 
what the stresses in the market were.  For all these reasons it 
wanted to do something more sophisticated than what had 
been done in the past. 

6. In the Product-Mix Auction you assumed that bidders be-
have competitively. How well does this auction work with 
small number of bidders?

That’s an excellent question. Competitive behaviour seemed 
a good assumption in our context, but small-numbers issues 
may be relevant to other applications. It seems likely that the 
non-cooperative equilibrium of the Product-Mix auction game 
is more efficient than the outcome of running independent 
auctions (or of a single auction with fixed price differences 
between goods); and also that collusion is harder in a Product-
Mix auction, because collusion would require a complex form 
of cooperation over multiple types of goods and also would 
likely require involving more bidders. But some game-theo-
retic analysis (or perhaps experiments) would be very useful. I 
encourage your readers to explore this!

7. When you design a mechanism you can never be sure how 
it will work in the real market as some of the assumptions you 
make may not be so accurate. Did the Bank of England have 

concerns about the actual outcome of the Product-Mix auc-
tion, especially since it was based on a new mechanism that 
had not been tested in the past?

We introduced the auction in stages. We started with a slight 
improvement on the Bank of England’s old auction. And early 
on in the crisis, I was also advising the Bank of England on 
running auctions to improve the functioning of the corporate 
bond market, and I introduced some of my new ideas then. 
That helped make the Bank more comfortable when I used the 
same ideas later in the Product-Mix auctions. So, we evolved 
to a more sophisticated system in stages. And that evolution 
has continued. 

8. So what were the following steps in the evolution of the 
mechanism?

After a few years running the first Product-Mix auction, the 
Bank of England developed it further by extending it to more 
varieties of goods (that is, separating collateral into more dif-
ferent classes), and also by allowing the Bank of England to ex-
press more complex preferences. Both these steps increased 
the auction’s efficiency further, and two years ago the new 
Governor announced that the Bank would make greater use 
of the auction. So we have moved through a series of stages to 
a more sophisticated mechanism that uses more information.

                     

9. In the Product-Mix auction the dimension of time is fixed. 
All the offered loans had the same maturity. Why not offering 
loans of different maturity? 

That is another very good question. I do not claim any exper-
tise in what are the right choices to offer bidders. My expertise, 
if I have one, is in how to run auctions to meet specified objec-
tives in specific sets of circumstances. So, in this case, my job 
was to solve the general problem of how to run an efficient 
auction for multiple varieties of a good, when the auction has 
to be run very fast (so bidders each just make a single bid or 
a single set of bids, simultaneously, at a single point of time). 
Indeed my design isn’t specific to this application – it could 
apply to many other contexts. But whether bidders should be 
offered alternative loan maturities, or how different collaterals 
should be treated, is not my expertise. I think it is important 
that we, as economists, are not only clear not only about what 
we understand, what tools we have available, and how we can 
improve the workings of government or other institutions, but 
that we are also clear about what we do not have expertise 
in; we should be careful not to present ourselves as knowing 
more than we do. 

10. Did your involvement in the design of the Product-Mix auc-
tion influence your future research agenda?

Very much so – it turned out that thinking about develop-
ing the auction led Elizabeth Baldwin and me to new results 
about when a competitive equilibrium exists when goods are 
indivisible; and thinking about bidders’ preferences led us to a 
theory of “demand types” which gives a new way of thinking 
about substitutes, complements, etc. 

But most important, I think the Product-Mix auction is an 
important new auction form, so we have been developing it 
further for other applications. 

”I thought that if we couldn’t un-
derstand auctions, then we prob-
ably couldn’t understand how the 

whole economy works.”
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by Teresa Aguilar

Torsten Persson

1. In your work “Forms of Democracy, Policy and Economic 
Development” you discuss the influence of the form of 
democracy on growth and promoting policies. Could 
you tell us more about how a permanent parliamen-
tary political regime adopts more growth-promoting 
structural policies than a presidential democracy? 
 
This was what I did in the early 2000s. I was interested, along 
with my colleague Guido Tabellini, in the implications of having 
different types of political regime.  And if you had asked a ran-
domly sampled political scientist: what are the most important 
aspects of a political system? He or she would probably have 
replied that it’s the electoral system and the form of govern-
ment. The electoral system is either proportional or majoritar-
ian, and the type of government presidential or parliamentary. 
 
There is some theory in this work, which mostly concerns 
economic policy making. Theorists make some predictions 
about what one should expect, regarding the electoral sys-
tem and the type of government. We have some papers 
about that, and there is a monograph about it as well, which 
shows a systematic relation in the data. The paper you men-
tion also shows a systematic relation to growth. As you know, 
the political system directly affects policy, but then growth 
comes from many things, including the political system. 
 
 
2. Referring to the first question, what do you think about 
differences between countries with a presidential govern-
ment - like most Latin American countries - and others with 
a parliamentary government?

 

If we create a map of Latin America as a whole, we can see two 
blocks; the first one comprising the South American system 
(Chile may have a different electoral system) and the second 
is the Caribbean, with a limited inheritance of the British sys-
tem. This is typical; if you look at a map of the world, history 
and geography have played an important role in the choice of 
political system. If you want to map the systematic choices on 
policy, then you have to graph the effect of history and geog-
raphy on policy choices that affect political systems.

The results I believe to be systematic are as follows: looking 
at the size of government, places which have a presidential 
democracy rather than a parliamentary democracy seem to 
have spent 5% less of their GDP.  Similarly, a comparison be-
tween majoritarian democracies, as opposed to proportional 
democracies, shows that the former group spends on average 
5% less.

3. We have already talked about democratic government, 
but what do you think about growth in autocratic govern-
ments, such as China? Do you think the rapid economic 
growth China has been experiencing is sustainable? At which 
point is a system of government detrimental to growth?

China’s growth is really impressive. Some people talk about au-
tocratic institutions, that some institutions may be conducive 
to a positive outcome at the first stage of development. China 
is now a middle-income country and by definition it should be 
a poor country.  Also there is a notion of a middle-income trap; 
some countries - you mentioned Latin American countries - 
are facing that trap. I consider it to be an issue in the minds 
of Chinese leaders right now, because of the latest document 
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Institute for International Economic Studies in Stockholm, he is 
a member of the Royal Swedish Academy of Sciences, holding a 
seat on the Prize Committee of the Alfred Nobel Memorial Prize in 
Economic Sciences.  Furthermore, he is a member of the Scientific 
Council of the Toulouse School of Economics.

His research covers various topics of political economics and mac-
roeconomics, including political systems, electoral cycles, civil war 
analysis, tax evasion, and development clusters. One of his latest 
working papers is “Ethnicity in Children and Mixed Marriages: 
Theory and Evidence from China”. In collaboration with Ruixue Jia, 
he models the ethnic choice of children with interethnic marriages.
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about the new economic regime they have planned. This 
regime would make the transition from being the world’s 
workshop of cheap manufactured goods to becoming a more 
innovation-oriented economy. Hence, there are some ques-
tions about appropriate institutions, that come to mind if you 
want to support a regime of innovation-oriented growth. 

Innovators need the protection, provided by intellectual 
property rights and, you know, China may be judged interna-
tionally for protection of intellectual property rights.  Perhaps 
they need a different type of finance to assist activities, such 
as bank lending, financial innovation – e.g. having more so-
phisticated contracts – equity financing, and some others. If 
that is the case you need a lot of contract interest.  Financial 
contracts can help investors believe that there are important 
forces in China, in order to affirm innovation. Eventually, to 
uphold these intellectual property rights and to protect inves-
tors, you need stronger legal protection, which China does 
not have at the moment. Also, there is no truly independent 
judiciary, as found in other countries, and the reason is mainly 
political, because at each level the local government can inter-
vene, even in the legal process. So that is not a system of legal 
independence.

Thus, to answer your question, do you need some judicial re-
form to sustain growth? You will probably need some political 
reform as well in order to grant that independent system, rath-
er than the system dominated completely by the Communist 
party. These are the key issues that matter the most for the 
future of China’s growth.

4. In your book with Timothy Besley, “Pillars of Prosperity: 
The Political Economics of Development Clusters”, you state 
that there must be a correlation of income, absence of con-
flict, and state capacities. Which one of those outcomes do 
you think developing countries should consider focusing on 
first, to encourage the other outcomes and to have a rapid 
effect on development?

Now you are referring to some of my current issues. Taking 
a broader view on macro development, literature among 
economists is focused on growth of income per capita, which 
is important for wellbeing. But once you look at the data, if you 
look at the contrast between rich countries and poor countries   
you can see this difference as well. Among the rich countries, 
the state can do many things: it can collect revenues, can 
support markets, and can satisfy collective demand for pub-
lic goods such as schooling and health, while in developing 
countries the state is much weaker; it has difficulties collecting 
revenues, cannot support markets and cannot satisfy demand 
for public goods. So their institutions are not working, and 
there is a correlation with income. The third point is that in 
most developed countries, there is always a system for solving 
conflicts of interests; in developing countries there is a more 
violent solution or repression of resources in the population.

So these three dimensions work together, and we called that 
development clusters. It is somehow more ambitious, or a 
much more difficult task, to try to understand why we have 
these growing development factors. That is why we have to 
look at the data. We have some theoretical papers looking at 
the data, which explain what happens. 

That leads to the topic of your question: what should we do? 

The problem is those things are tied together, it is not a mono-
causal relation where A explains B. Rather than income ex-
plaining institutions and absence of violence, they are all de-
termined together, defined by the same drivers. For instance, 
if people become richer then there is a bigger tax base and the 
state gets more investment capabilities of collecting taxes, so, 
it is a very complicated process. 

According to that work, there are various things that can help 
a country transition from one development cluster to another.  
One example could be outside circumstances. Considering 
countries like South Korea or Thailand or Finland after World 
War II: each one of them faced a very powerful neighbour and 
was under threat. It makes sense; they forget a little bit about 
their internal conflicts and focus on perfecting themselves. In 
such cases, the interests of many people align and they invest 
in security, and in order to do that you need to pay taxes and 
reform the tax system. These complementarities become 
more important for protecting the economy. Those historical 
circumstances could be a factor that reinforces the three de-
velopment clusters.

Another driver that our research would isolate is the inclusive-
ness or cohesiveness of political institutions. One of the things 
that would promote this would be to have more constraints 
on how political institutions act. An example of this would be  
putting some checks and balances in the way governments 
can treat the opposition. 

When do you get that political reform? That becomes the next 
question and it’s a really big issue we have to think about.

5. Turning to another topic, today you lead the seminar 
“Individual vs. Social Motives in Identity Choice: Theory and 
Evidence from China.” at the IAST. Could you briefly tell us 
about the trade-off between the intrinsic benefits, the mate-
rial benefits given to the child and social status, such as edu-
cation and employment benefits given by the government?

We are talking about one research program I am currently in-
terested in, and is one of the five big projects I am working on 
in parallel right now. 

Let me give you the big picture first. There are many choices 
we make in life, where some of the motives of those choices 
are clearly individual or material or intrinsic, and some oth-
ers are social. For example: should I pay taxes or not? There 
is a material motive for doing it or not doing it, but there is 
also a social motive; in many societies it is pro-social to pay 

“There are many choices we make in life, where 
some of the motives of those choices are clearly 
individual or material or intrinsic, and some oth-
ers are social. For example: should I pay taxes or 
not? There is a material motive for doing it or not 
doing it, but there is also a social motive; in many 
societies it is pro-social to pay taxes.    Am I going 
to marry? There is a material or intrinsic individ-
ual motive that also makes us think about what 
is socially accepted.  Am I going to have another 
child?  We can go on listing issues. ”
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taxes.   Am I going to marry? There is a material or intrinsic in-
dividual motive that also makes us think about what is socially 
accepted.  Am I going to have another child?  We can go on 
listing issues. 

One of these issues can be: Am I going to marry across reli-
gious or ethnic boundaries? In China, mixed couples can 
make a choice. In a marriage, they can choose the child to be 
a minority or to be Han, and that is a choice of impact people 
have to make because there are some material benefits tied 
to marriages between a minority with a majority Han. There is 
also a pro-social expectation that the man has his own family 
name and its ethnic provenance.  In our analysis people trade 
off those material motives to get some potential benefits: if 
their child is a minority, they may get higher scores when they 
go to high school or college, and if they marry another minor-
ity then they get an exemption of the one-child policy, which 
is a potentially big benefit.

So there are these material benefits but also there are social 
concerns as well. Then, how do people trade off these indi-
vidual or social motives? How do they make this choice? This 
is the general question my colleagues and I are interested in: it 
is all about this interaction between social and individual mo-
tives. Our salient question: suppose you change the motives 
from the individual side, such as China made in the 1980s to 
make it more advantageous to be a minority child. Then, do 
these social motives help you? Do they crowd in or crowd out 
those stronger motives of the individuals? This is  the paper.

There is a local connection here with TSE. As you see, there is 
some theory behind these projects, and it builds on the work 
of Jean Tirole and Roland Bénabou; they have an interesting 
way of thinking about this topic. I am expanding that work in 
a different direction, trying to look for these crowding-in ver-
sus crowding-out effects, in this context.  I hope that the total 
value of these individual projects is greater that the mere sum 
of the parts.

6. We have heard that you had a close connection to John 
Nash. Do you have any anecdote you would like to share 
with our readers?

I am actually involved in the work on the Nobel Prize; I became 
the secretary of the committee in 1993, and in 1994 Nash got 
the Prize.

I think it was the most rewarding experience I had through the 
time I have been working on the Committee. Perhaps you read 
the book, perhaps you watched the movie; you know a little 
bit about the background: he is someone who had dealt with 
schizophrenia.

It is interesting that he left a successful career in the early 
1950s, and afterwards he suffered this struggle. And then 
somehow things got more stable over time, and by the time 
he arrived in Stockholm in December 1994 he was OK, but he 
was still someone very uncertain of how to behave in social 
situations.  He stayed for ten days in Stockholm, and during 
those ten days - I shouldn’t overstate, but -  you could see a 
clear transition, in how this uncertain person became more 
self-confident, and by the end it was easy to pursue a normal 
conversation with him.

The reason for this was explained by Avinash Dixit, a well-
known economist who was at Princeton for many years. He 
claimed that when most people get this prize, they get crazy, 
but Nash got sane. In a certain way it was true.  Nash spent 
most of his time in Princeton; he was recognised on campus 
and he soon got a position in the math department.

It is so ironic. Mathematicians say that Nash’s best work from 
pure mathematics was not his work on game theory but his 
work on partial differential equations. Apparently he was in 
line to get the Fields Medal in the early 60s - which is the finest 
prize for mathematicians - and once the schizophrenia struck, 
they didn’t dare give it to him. 

Now, this year, he received the Abel Prize in Norway for his 
work of partial differential equations and was literally on his 
way back to Princeton from the airport after the ceremony in 
Norway, when this accident happened.

An ethnic minority woman and her child. Photo by Yves Picq http://veton.picq.fr
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Pluralism could be defined (and ad-
vocated for) on many levels: facts, 

theories, methods and methodologies. 
The system of ideas and methods is a 
yet more complex system than what 
most current accounts seem to suggest. 
The key insight for methodology is that 
knowledge need not to be obtained 
only from analytical procedures, rather 
from a set of approaches, different in na-
ture. Pluralism at this level – the nature 
of the approach – would lead knowl-
edge to grasp more of the richness and 
complexity of the world, even though 
not the totality of it.

I first give a theoretical argument in 
support of Pluralism by highlighting 
that any argument for Monism fails, 
and that problems arising from Monism 
could be avoided by a pluralistic ap-
proach. Next, I explore the boundaries 
between complexity and Pluralism, and 
identify a new Pluralism in the horizon: 
an organic system of ideas and methods 
that is constantly mixing and changing 
through the concept of emergence. This 
Pluralism revives the non-scientific side 
of Knowledge, and revives merit to art, 
religion as much as reason.

A theoretical argument for Pluralism

Pluralism in theories and evidence re-
fers to the variety of theories in a field, 
for example the Keynesian-Monetarist 
debate in economics, as well as “the 
changing nature and scope of evidence” 
(Dow, 2008), for example, the use of ex-
periments in economics (Smith, 1989) 
in addition to econometric techniques, 
surveys etc. This sort of pluralism, Dow 

argues, is present in mainstream eco-
nomics. However, it remains monist 
when it comes to adopting mathemati-
cal formalism as the only method to 
do economic theory (to the extent that 
modern economics is defined through 
its formalist modeling approach to solve 
any problem1). 

Pluralism on the level of methods is ex-
actly the opposite where you have use 
of different methods, which is the case 
of the different schools of heterodox 
economics. Pluralism on the level of 
methodology refers to the position that 
accepts that “there might legitimately 
be other methodological approaches, 
which is not inconsistent with arguing 
forcibly for one’s own preferred meth-
odology” (Dow, 2008). It is important to 
note then that claiming that only a plu-
rality of method would lead to knowl-
edge is not a pluralistic position on the 
methodological level (or what Dow calls 
meta-methodological level). 2 

The argument for monism in methodol-
ogy is that it makes all argument com-
mensurate: “Mathematical formalism 
puts all arguments on an equal foot-
ing, allowing direct comparison, and a 
straightforward check on consistency” 
(Allen, 2000). Moreover, maths is a lin-
gua franca, facilitating understanding 
between subfields. 

Critics say mathematical formalism does 
not do this in practice. “Internal mathe-
matical consistency is insufficient; there 
inevitably remains scope for variety of 
opinion” (Weintraub, 1999 and 2002). 
“Anything goes” as long as it is expressed 

in mathematical form – and in main-
stream more than heterodox economics 
(Dow, 2008.) 

Or critics can attack from the other di-
rection, that maths narrows subjects 
down too far. Supposedly, abstracting 
from verbal language means theorists 
can perform more complex operations 
while keeping precision.  Actually, “the 
vagueness of the verbal language allows 
it to encompass shades of meaning, to 
evolve in meaning and to combine a 
plurality of types of arguments, both are 
lost in an effort to translation into math-
ematics” (Dow 2008). Giving meaning to 
the mathematical result is not as precise, 
since mathematical abstraction reduces 
the meaning of the problem treated 
(Coddington, 1975).  “Mathematical 
expression is therefore not neutral, but 
rather puts particular limits on the scope 
of subject matter and of argument” 
(Chick and Dow, 2001).

Yes, there is merit to commensurabil-
ity, but not enough to overcome these 
problems with mathematical formalism. 
Maths is not even all that necessary to 
communication: exchange of methods 
just like ideas could also be a mutually 
beneficial to sub-fields. There could be 
evidence supporting this thesis – the 
neoclassical economists of the 1970s 
could count on shared principles and 
methods (marginalism) to understand 
each other’s research, but today it is in-
creasingly rare to find individuals trained 
in different research techniques (game 
theory versus non-linear complexity 

1. Solow writes: “Today, if you ask a mainstream economist a question about almost any aspect of economic life, the response will be: suppose we model that 
situation and see what happens … There are thousands of examples; the point is that modern mainstream economics consists of little else but examples of this 
process (1997)” (Colander, 2002). However, it does not go wholly uncontested (Blaug 2003); some methodologists claim maths no longer the only method used 
and that some pluralism is taking its place (Colander 2002, Davis 2006 and Dow 2008 for different accounts).

2. “… a pluralist methodology is the best approach to knowledge, i.e. an apparently monist argument at the meta-methodological level” (Dow 2008).

Pluralism in Economics
by Hussein Bidawi

Hussein Bidawi.
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theory) who can understand one an-
other’s research. However, this “selection 
bias” is not enough “to overcome the 
pluralist tendencies in the field at the 
current time” (Davis 2006, 2010).

Summary: arguments to justify meth-
odological monism fail, while problems 
that arise from it (reductionism, abstrac-
tion, “anything goes”, etc.) could be 
avoided with a pluralistic approach.

Complexity and Pluralism

Recent advances have moved away 
from the deterministic, predictable and 
mechanical view of the economy to a 
process-dependent, organic and always 
evolving one. The new view, complexity 
economics, studies “the general emer-
gence of structures and unfolding of 
patterns in the economy” (Arthur 1991, 
1999). I think the system of ideas and 
methods can be seen as an organic sys-
tem as well. Economists and methodolo-
gists should explore the possibilities of 
interaction between methods and dis-
ciplines. To a certain extent, this is hap-
pening in the “new mainstream” where 
you have integration of ideas from 
psychology (behavioral economics) and 
neuroscience (see Camerer et al., 2004, 
for an account of neuroeconomics).  This 
section seeks to identify a new kind of 
pluralism that might be making its way 
into the academic community. 

The new kind of pluralism has two objec-
tives: achieving a better understanding 
of the world we live in and giving credit 
back to fields that have been neglected 
or seen as inferior to science, such as re-
ligion and the arts.

Rosen presents the limitations of reason 
in his book The Limits of Analysis:

My conclusion, baldly stated, is 
that the dream of Enlightenment, 
or full wakefulness, of which con-
temporary analytical philosophy is 
a kind of a decayed epiphenome-
non, leads us toward the ultimately 
destructive effort to transform the 
world into a concept.

The heavy reliance on reason to ex-
plain the world will eventually lead us 
to reduce it into an idea accessible to 
our mind, forgoing all that we can un-
derstand about the world using a more 
plural approach. The great danger of this 
idea is that it “transforms the conceiver 
[us] into a property of his concept [the 
world], [which] fails for technical as well 
as psychological reasons”. (See Rosen for 
the full argument.) The plural approach 

argument that this paper identifies con-
sists of going beyond reason:

The fact that we must live our lives 
forward into a ceaseless creativity 
that we cannot fully understand 
means that reason alone is an in-
sufficient guide to living our lives 
[because] Reason itself has finally 
led us to see the inadequacy of 
reason. (Kauffman, 2008)

We should admit that “reason, the cen-
ter of the Enlightenment, is but one of 
the evolved, fully human means we use 
to live our lives … we must therefore 
reunite our full humanity. We must 
see ourselves whole, living in a cre-
ative world we can never fully know.” 
(Kauffman, 2008.) Pluralism at this level 
entails that the world cannot be fully 
explained with reason alone. On the 
contrary, modern science seems to 
have advanced our knowledge of the 
world while taking away purpose from 
it: in Nobel laureate physicist Stephen 
Weinberg’s words, “the more we know 
of the universe, the more meaningless it 
appears”. Kauffman’s reiteration here of 
the sacred, and his global ethic might be 
a way to reintroduce purpose to scien-
tific knowledge. 

Another aspect of this new pluralism is 
that it is self-conscious about its limits: 
the limits of how much can we know 
about the world and our lives. It is con-
scious of the impact of human agency 
and human creativity on the world, and 
does not claim to grasp the totality of 
the world. As it was argued, any account 
that make such a claim (attaining the 
totality of knowledge), will inevitably 
reduce the world to a concept, forget-
ting that there is no concept without a 
conceiver, and that the conceiver can-
not link its existence to the concept it 
creates (Rosen, 2000).

Conclusion

This article started with a theoretical 
argument for Pluralism: any argument 
for Monism fails and that problems 
arising from Monism could be avoided 
by a pluralistic approach. Finally, the ar-
ticle explored the boundaries between 
complexity and Pluralism, and identi-
fied a new Pluralism in the horizon: an 
organic system of ideas and methods 
that is constantly mixing and changing 
through the concept of emergence. This 
Pluralism revives the non-scientific side 
of Knowledge, and revives merit to art 
and religion as much as reason. 
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Many economists think the rap-
id increase in population is the 

major bottleneck in the development 
path.  As the population expands, a 
country’s GDP must now be divided 
among increasing numbers, leading 
to poverty, unemployment, and lower 
per-capita incomes. This lowers the 

quality of economic resources avail-
able per person and results in a lower 
human development index. The cur-
rent evidence seems to support the 
fact that under-developed countries 
are generally the ones with high pop-
ulation and lower per-capita incomes. 
However, some economists think the 
exact opposite. A larger population can 
be an advantage rather than a drag on 
economic growth, based on two fronts: 
advancements of knowledge and econ-
omies of scale. 

Economics can find a negative statisti-
cal correlation between population and 
economic growth. Yet, this negative cor-
relation disappears when other factors 
such as country size, openness to trade, 
educational attainment and quality of 
civil and political institutions are taken 
into account. To understand the role 
of population in economic growth, it 
is important to consider three major 
aspects of the population: the demo-
graphic distribution, the population 
growth rate and urbanization. First, no 

country has ever achieved high-income 
levels with low urbanization. Growth in 
the population increases the density 
of population in a particular area and, 
together with rural-urban migration, 
creates high urban agglomeration. 
While agglomeration is inevitable, 
these large urban centres with a large 
number of low-income consumers act 
as big domestic markets. They are of 
great interest to investors and multi-
national companies who are looking to 
produce goods at lower labour costs. 
Companies thus produce goods in larg-
er numbers and more cheaply; this also 
allows for innovation and an increase in 
economies of scale. Second, the densi-
ty of population acts as a crucial factor; 
countries with a low density of popula-
tion and high population growth might 
be better off than countries with high 
density and low population growth. 
Third, the increasing number of chil-
dren used to drive population growth, 
but today and in the future, this growth 
is driven by the longer life expectancy 

The Strength in Numbers

1 Krugman, P. (2014). “Four observations on secular stagnation”, Secular Stagnation: Facts, Causes and Cures, 61
2  Piketty, T. (2014). Capital in the 21st Century, Cambridge: Harvard University Press.

by Apurav Yash Bhatiya

flickr.com  A lecture in human growth, far far away by  Frits Ahlefeldt

Apurav Yash Bhatiya
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and the base effect of the previous pop-
ulation boom. Thus, while the speed of 
population growth is unchanged, the 
sources are different. 

The density and age distribution of a 
population together determine the 
long-run impact of population on eco-
nomic growth. Controlling population 
growth poses the serious threat of 
population aging and dwindling the 
number of human resources, which 
many advanced economies now face. 
One major reason it will be hard for 
Europe to grow its way out of the debt 
crisis is the impact of demography. De-
mographic slowdown, as Krugman and 
others1  have argued, increases the risk 
of deficient demand and below-poten-
tial growth. But if the problem is inade-
quate demand, the danger can be avert-
ed. Governments and central banks 
can always create additional nominal 
demand if they are willing to use all pol-
icy tools available to them, such as debt 
or money financed public investments, 
and if there are underused resources, 
additional real growth will result. The 
slower population growth might also 
reduce the increase in wealth-to-in-
come ratios and the resulting increase in 
inequality that Thomas Piketty recently 
highlighted2. Therefore, controlling for 
population growth does not represent a 
solution to the problem. 

Can the high population be harnessed 
to give positive results? What can we 
say about the two most populous coun-
tries – China and India? China, being a 
communist country, went for “one child 

per family” policy a few decades ago 
to forcefully lower her high population 
rate. As the government could impose 
strict rules without people’s consent, 
China’s population growth rates fell 
dramatically.  This policy played a ma-
jor role in its extraordinary economic 
breakthrough in the past decades. India, 
being a democratic country, could not 
impose such rules on its population, but 
it tried the same through social persua-
sion: advertisement for social good and 
market forces for incentives and disin-
centives. However, the Indian scheme 
did not work well, and even today India’s 
population growth rate is more than 
China’s. But, there is a flip side too. With 
improvements in healthcare systems, 
medicine, and technology people are 
living longer. Thus China has an increas-
ingly older population (who are retired, 
living longer but do not contribute to 
the economic “pie”), and they have a 
smaller percentage of population in the 
economically productive age group (the 
20-50 segment). Similarly, India also has 
a large unproductive adult population, 
but it also has a large young economi-
cally productive population in the age 
segment of 20-50. Therefore, it is not 
the total population but the age distri-
bution of the population that has an im-
pact on the economic growth. Basically, 
economic growth comes from having 
more labourers, making them more pro-
ductive or a combination of these two. 
Thus, India’s high population growth 
now seems to be a blessing in disguise.  

Additionally, greater population con-
centrations force social change in the 

direction of a greater degree of organi-
sation, which may be costly in the short 
run, but in the long run increases the 
society’s objectives to reach its econom-
ic and social goals. If we were still living 
at the population densities of a hundred 
years ago, we would never have the 
vital complex social and economic ap-
paratuses that are the backbone of our 
society today. Thus, the current pattern 
of population growth can be used as a 
positive force. 

In the coming years, technological im-
provements in robotics and automation 
will boost productivity and efficiency. 
But unless proper policies to nurture job 
growth are put in place, it remains un-
certain whether demand for labour will 
continue to grow as technology march-
es forward. Additionally, cities need to 
be enlarged and infrastructure needs 
to be added; it is a multi-variable issue. 
With high population, the economic 
and social infrastructures get used more 
and more (roads, schools, bridges, dams, 
highways, hospitals, etc.) and hence 
have a higher depreciation rate. Forcing 
a declining working-age population to 
support an increasing number of retir-
ing people must also be addressed as 
in China and other developed countries.  
Easing restrictions on migration rep-
resents an ideal opportunity for global 
demographic rebalancing. A modest 3% 
increase in the developed country work-
force would provide a larger economic 
boost than removing all remaining trade 
barriers, making it an exceptionally sus-
tainable use of resources.3  

3 Fearon, J., & Hoeffler, A. (2014). “Benefits and Costs of the Conflict and Violence Targets for the Post-2015 Development Agenda”, Conflict and violence assess-
ment paper, Copenhagen Consensus Center.

wikimedia.org 2012 estimates provided by the Population Division of the United Nations Department of Economic and Social Affairs
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A bargaining situation refers to a sce-
nario in which several individuals 

interacting through some institutional 
arrangement seek to reach an agree-
ment on the way to allocate the pro-
ceeds of some cooperative venture. The 
main problem that affects individuals in 
a negotiation is the need to determine 
how to cooperate. In general, the estab-
lishment of an agreement is beneficial 
for all negotiators, and although this is 
known by them, it is not clear how they 
could reach such an agreement. The 
problem is that each individual wants 
the established arrangement to be the 
most favourable to him; this naturally 
happens at the expense of the welfare 
of the other negotiators. The Bargaining 
Theory analyzes how groups of individ-
uals who have conflicting preferences 
should and could make joint decisions 
that affect them all.

Many economic interactions involve 
negotiations on a variety of issues. 
Wages and other prices are often the 
outcome of negotiations among the 
concerned parties. Mergers and acqui-
sitions require negotiations over the 
price at which such transactions are to 
take place. Bargaining problems have 
been of great importance for econom-
ics, particularly those related to the 

optimal resource allocation. The sys-
tematic study of these problems dates 
back to (at least) Edgeworth’s (1881) 
work entitled Mathematical Psychics. 
In the second part of his book, Edge-
worth analyzes a pure exchange econ-
omy with two consumers only able to 
control their own private resources 
(endowments). He wondered what 
would be the final allocation of goods 
that both individuals could achieve; if 
the exchange process was conducted 
through a bargaining scheme in which 
offers and counteroffers extend until no 
individual have any interest to change 
the proposed allocation. Edgeworth 
found that for any agreed final alloca-
tion, there cannot be other feasible al-
location in which at least one consumer 
is better off and the other is not worse-
off. The idea is that if it is possible to im-
prove the welfare of an individual with-
out harming the other, then at least one 
consumer will find beneficial to change 
the allocation, without this change be-
ing rejected by the other individual. An 
allocation satisfying this optimality cri-
terion is called Pareto efficient. The set 
of all Pareto efficient allocations forms a 
continuum denominated the Contract 
curve.

Clearly, if an allocation belongs to the 

contract curve, then no other feasible 
allocation can make both consumers 
better off. However, this does not mean 
that there are no other allocations that 
each consumer individually prefers and 
that he (or she) can guarantee by his (or 
her) individual endowments. The set of 
allocations of a pure exchange econo-
my of two consumers, that cannot be 
improved neither jointly nor individual-
ly, was called by Edgeworth the set of 
final settlements. That is, an allocation 
is a final settlement if it belongs to the 
contract curve (i.e., it is Pareto efficient), 
and no individual prefers his private 
endowment to the specified allocation 
(i.e., it is individually rational). In the 
case of exchange economies with more 
than two consumers, the set of final 
settlements is formed by all allocations 
on the contract curve such that no 
consumer wants to renegotiate these 
allocations with some group of con-
sumers, i.e. those efficient allocations 
that cannot be improved for any sub-
set of consumers in the economy. This 
notion of stability was reinvented and 
generalized by Gilles (1959) in the con-
text of the Cooperative Game Theory, 
and it is known as the Core. Edgeworth 
observed that as the number of con-
sumers increases, the set of final settle-
ments tended to shrink, leading him to 
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speculate that the core of an exchange 
economy converges to set of Walrasian 
allocations when the number of agents 
tends to infinity.

Although a formal proof of this conjec-
ture was not provided by Edgeworth, 
his ideas contributed to its subsequent 
formalization. It was only until the early 
1960s that sufficient conditions for the 
convergence of the core were provided 
(core equivalence theorems). On one 
hand, Debreu and Scarf (1963) consid-
ered a series of replicas of the original 
economy; on the other hand, Aumann 
(1964) considered an economy with a 
continuum of agents. Unfortunately, the 
equivalence results established by these 
authors show that the convergence of 
the core can only be guaranteed under 
conditions of regularity of the economy 
more restrictive than those considered 
by Edgeworth. However, these findings 
have become a theoretical justification 
for the concept of perfect competition 
in large markets.

Many economic models of resource 
allocation have been studied using the 
traditional analysis of equilibrium in the 
absence of strategic externalities, partic-
ularly those related to exchange econ-
omies. An example of this is Lindahl’s 
(1958) equilibrium analysis for the distri-
bution problem in an exchange econo-
my with public goods. Lindahl taxation 
requires, however, information about 
the marginal benefits to each individ-
ual. Such information is not available 
in general. Then, consumers can lower 
their tax cost by misreporting their true 
benefits derived from the public good. 
Incentives to tell the truth under Lindahl 
taxation resemble those of a free-riding 
problem. The classical literature also as-
sumes that a “benevolent” government 
takes decisions so as to maximize the 
social welfare. See for instance Arrow 

and Kurz’s (1970) formulation of the 
problems of public expenditure in the 
context of the Growth Theory. Never-
theless, within a democratic system, a 
person can vote and try to influence the 
government’s decisions. Then, analyzing 
the government as subject to the influ-
ence of those who elected it introduces 
political aspects into the redistribution 
problem. Game Theory has proved to be 
a powerful tool for analyzing the strate-
gic incentives in these and other eco-
nomic problems. Although these two 
approaches, the traditional equilibrium 
analysis and the game theoretic analysis, 
are seemingly unrelated, Osborne and 
Rubinstein (1990) provide an extensive 
study of the connection between the 
theory of strategic bargaining and the 
fundamentals of Walrasian equilibrium.

John Nash (1950, 1953) developed two 
different (but related) approaches for 
the study of strategic bargaining. In his 
1950 paper, Nash proposed a model of 
bilateral negotiations in which the result 
of the cooperation is determined solely 
by the preferences of the two negoti-
ators. In his model, when individuals 

negotiate, the payoffs allocations that 
the two individuals ultimately get de-
pend only on the utility they would ex-
pect if negotiations were to fail to reach 
an agreement, and on the set of utility al-
locations that are jointly feasible for the 
two negotiators in a cooperative agree-
ment. The bargaining solution proposed 
by Nash to such problems of bilateral 
negotiation, is the unique feasible utility 
allocation that maximizes the sum of 
weighted utilities (utilitarian criterion) 
and then divide this maximal weight-
ed-utility worth in such a way that each 
individual gets the same weighted-utili-
ty gain over the disagreement outcome 
(egalitarian criterion). Here the utility 
weights accommodate utility scales to 
make them interpersonally comparable. 
Nash solution was originally defined as 
the unique solution that satisfies a set 
of “reasonable” axioms justified in nor-
mative arguments (see Myerson, 1991 
chap. 8). The idea is to consider several 
properties that would seem natural for 
the solution to have and then one de-
termines if such properties actually de-
termine a (unique) cooperative solution. 
This is known in the literature as the axi-
omatic (or cooperative) approach and it 
gave rise to the cooperative analysis of 
the strategic bargaining.

One might also consider a cooperative 
solution as the equilibrium outcome of 
a non-cooperative bargaining game in 
which all the details of the negotiations 
process are well specified. This obser-
vation led Nash in his article of 1953 to 
formulate a non-cooperative model of 
bilateral bargaining in which the unique 
“stable” equilibrium payoffs matched his 
axiomatic bargaining solution. By repre-
senting the institutional arrangements 
and negotiation protocols by means of a 
non-cooperative game, we get a deeper 
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understanding about how coalitions 
form and how players interact. In this 
non-cooperative approach, coopera-
tive solutions will be understood as the 
equilibrium outcome of the strategic 
problem faced by the individuals. As 
stated by Nash (1953, p. 129), “both 
approaches to the bargaining problem, 
via a negotiation model or via the axi-
oms, are complementary; each helps to 
justify and clarify the other”. This vision, 
intended to bridge the gap between 
the cooperative and non-cooperative 
approaches, is known in the literature 
as the Nash program (see Serrano, 
2005, for a comprehensive survey). A 
large body of the analysis of the strate-
gic bargaining in economic situations, 
however, has adopted the non-coop-
erative approach. Unfortunately, the 
non-cooperative analysis depends 
strongly on the particular form of the 
negotiation procedure. In general it 
is uncertain what is the best negotia-
tion protocol for analyzing a particular 
problem, or which are the communica-
tion schemes used by players in a bar-
gaining situation. Moreover, even when 
the outcome of a bargaining problem is 
robust to a variety of negotiation pro-
cedures, such procedures often do not 
lead to a unique equilibrium, so that 
results may not be conclusive. 

Given a strategic situation, we can de-
scribe it in the most informative way by 
specifying the timing and set of moves 
available and the information held by 
each player at each point in time (ex-
tensive form representation). We can 
also abstract away from this complex 
representation by suppressing informa-
tion concerning strategies and focusing 
only on the outcomes that result when 

the players come together in different 
coalitions. By doing that, one lacks 
the description of the procedures that 
coalitions follow to achieve particular 
outcomes. Nevertheless, the analysis 
becomes robust to irrelevant details of 
the different negotiation procedures 
that underlie the same set of feasible 
outcomes. This idea is better expressed 
by Aumann (1989, p. 8-9):

“Cooperative theory starts with a for-
malization of games that abstracts 
away altogether from procedures 
and… concentrates, instead, on the 
possibilities for agreement… There 
are several reasons that explain why 
cooperative games came to be treated 
separately. One is that when one does 
build negotiation and enforcement pro-
cedures explicitly into the model, then 
the results of a non-cooperative analy-
sis depend very strongly on the precise 
form of the procedures, on the order 
of making offers and counter-offers 
and so on. This may be appropriate in 
voting situations in which precise rules 
of parliamentary order prevail, where 
a good strategist can indeed carry the 
day. But problems of negotiation are 
usually more amorphous; it is difficult 
to pin down just what the procedures 
are. More fundamentally, there is a 
feeling that procedures are not really 
all that relevant; that it is the possibil-
ities for coalition forming, promising 
and threatening that are decisive, 
rather than whose turn it is to speak… 
Detail distracts attention from essen-
tials. Some things are seen better from 
a distance; the Roman camps around 
Metzada are indiscernible when one is 
in them, but easily visible from the top 
of the mountain.” 

This article is an effort to summarize 
some valuable contributions of the the-
ory of cooperative games to the study 
of bargaining problems in economic 
theory. I believe that both the coopera-
tive approach and the non-cooperative 
approach are complementary: on the 
one hand, axiomatic cooperative solu-
tions are appropriate for a wider variety 
of situations than those satisfying only 
the assumptions we made in a partic-
ular non-cooperative bargaining pro-
cedure. On the other hand, the models 
in the non-cooperative approach will 
enhance our understanding of a coop-
erative solution.  
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   Big Data = A big opportunity for 
   economic research?

Remember the time you …

… had a great idea you could use for 
a research project

… or thought about an interesting 
question that if you could answer would 
revolutionize economics

… or developed an amazing model 
which you would like to test with real-
world data but you did not have any 
data. 

Big Data could be a game changer and 
impact economic research and policy 
making as much as it has affected the 
functioning of modern businesses. It is 
still more a vision for the future than a 
project for class, but tools such as web 
scraping and the increase in openly 
available data will soon make it the 
reality. This is more than just up-to-
date data sets with a big sample size. 
Governments, international organiza-
tions and researchers are already dis-
covering the value of Big Data and at 
the same time arguing about obstacles 
and downsides. Sabine Gerdon gives us 
an introduction to Big Data and its usein 
economics research. 

In recent years, we have observed an 
explosion of data. The rise of informa-
tion and communication technologies 
and, in particular, the growing impor-
tance of the internet, and the digitisa-
tion of many areas of our everyday life 
has generated tremendous amounts of 
data. This exponential growth of data is 
not likely to slow down anytime soon. 
This oft-called data revolution will also 
impact economic research in various 
ways. Consider the stream of data you 
create everyday: your metro card re-
cords what time you caught the train, 
and you leave digital footprints through 
your online activities in social networks 
that tell stories about your interests and 
friendships. After your visit your doctor, 
your medical data is stored in a digital 
format and more data about your fitness 
is generated using, for example, a Fitbit 
or an App that tracks you while you are 
running. All of these activities feed into 
what is called the generation of Big Data 
and offers many opportunities for eco-
nomic research. 

So what do we mean exactly by Big Data 
and how is it different from traditional 
data? The large volume (number of ob-
servations and gathered parameters) of 
data sets is an important characteristic 

of Big Data as the name already sug-
gests. Due to the big volume of the 
data traditional processing techniques 
reach their capacity limits. Apart from 
volume, Big Data is often associated 
with other V’s such as velocity, value and 
variety. Velocity means that compared 
to the established and costly large data 
sources such as census data, big data is 
able to provide a richer source of infor-
mation that is kept constantly updated 
with nearly zero marginal costs. Further 
potential of Big Data comes from the 
fact that data sources and data sets can 
be increasingly linked and connected. 
This multivariate matrix of information 
lays ground for the high economic and 
scientific value of the data. Another im-
portant aspect that makes Big Data a big 
deal, and differentiates it from data that 
has been around for years, is that often 
modern data sets have a bigger variety 
of structures than the traditional cross-
sectional, time-seriesor panel data. The 
structure of the data sets can be very 
complex – some data sets do not even 
have a set structure and thus demand 
innovation in data cleaning, data pro-
cessing and data analytics.

Big Data has already changed the way 
many companies function and as well 

By Sabine Gerdon
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as fueled the development of a new gen-
eration of companies. The tech industry 
is a pioneer in Big Data analytics.Leading 
companies in the digital sphere have 
been collecting and analysing Big Data 
for several years. Amazon, Facebook, 
Google… – any firm that takes business 
seriously is tapping its data to better 
understand its customers and optimize 
processes, others build their business 
models on exploiting information from 
data traffic. Jobs for data scientists in 
firms are mushrooming and analyti-
cal skills are very high in demand. Hal 
Varian, the chief economist at Google, 
is known to have said, “The sexy job in 
the next 10 years will be statisticians”. 
To deal with the enormous amount of 
data, the firm develops algorithms that 
automatically filter and interconnect the 
desired information.  A famous example 
of the power of Big Data analysis is the 
story of the big American supermarket 
chain Target predicting the pregnancy 
of a girl before her father even had the 
slightest knowledge. Using data analyt-
ics the company identified products 
that when bought together increased 
the likelihood that a cosumer was preg-
nant. This allowed Target to assign a 
“pregnancy prediction” score to each 

of their shoppers which also estimated 
the due date within a small window, so 
Target could send coupons timed to 
very specific stages of her pregnancy. 
One unsuspecting and angry father than 
stormed into a Target to yell at them for 
sending his daughter coupons for baby 
clothes and cribs and accusing Target of 
having a bad influence on his daughter. 
Turns out, that somebody already influ-
enced the daughter before because she 
was actually pregnant, and just hadn’t 
told her father yet. How awkward. The 
father apologized to Target.

So why should we as economic research-
ers care? Big data can be not only useful 
to increase the sales of your company but 
also change the way economic research 
is conducted. Economists have been 
sophisticated data users for a long time. 
However, the technological change pro-
vides opportunities to do economics in 
a way that our predecessors could only 
have dreamed of. At the same time, the 
increase in computing power has made 
it relatively easy and cheap to analyse 
big amounts of data. A few decades 
back empirical analysis took a room full 
of research assistants punching cards for 
weeks, now the same can be done in a 

matter of seconds by any economist on 
their laptop. The biggest opportunities 
for economic research that go hand in 
hand with the Big Data revolution are 
most likely to be two following:

1) Economists will be able to conduct 
even more innovative and influential 
research. Today’s cutting-edge research 
can be based on crunching newly-
available data from the vast administra-
tive databases of schools, tax collection 
systems as well as the private sector 
making economic research even more 
relevant and influential. Many new sorts 
of questions can be tackled and Big Data 
also enables novel research designs 
that can inform us about the conse-
quences of different economic policies 
and events. The shift from a reliance on 
more-or-less small-sample government 
surveys to administrative data with 
universal or near-universal population 
coverage allows researchers to rigor-
ously examine variation in for example 
household income, health, productiv-
ity and education. The use of Big Data 
also increases the possibilities of testing 
existing models and theories that had 
previously been difficult to assess.

2) Learning from and liaising with meth-
ods used in data science will benefit 
economists. Data science that incorpo-
rates the field of statistics and computer 
science often makes use of predictive 
modelling tools that are useful in the 
field of economics. In contrast to tradi-
tional econometric methods that mostly 
study the relation between a particular 
treatment (e.g. being in a smaller class) 
and an outcome variable (e.g. adult earn-
ings), predictive modelling approaches 
are inherently multivariate. Their focus 
is not on how a single variable affects a 
given outcome measure, but on how the 
outcome varies with a large number of 
potential predictors, and the analyst may 
or may not use prior theory as to which 
predictors are relevant. A potential use of 
this is the introduction of heterogeneity 
into econometric models and analyses. 
Einav and Levin, for example, used “off-
the-shelf” credit and health risk scores to 
account for the default propensities or 
likely health expenditures of individual 
consumers (see Einav and Levin, 2014, 
The Data Revolution and Economic 
Analysis for further explanation). 

Although Big Data has great potential 
to benefit economic research it does not 
rival economic theory. When Big Data 
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and economics meet, it is important to 
note that although the role of economic 
theory is changing, it doesn’t mean 
that theory becomes less important. 
Instead of explaining the missing data, 
the theory has to be used as the basis 
of all work to be made, guide research 
and make sense of the vast, sprawling 
and unstructured terabytes on our hard 
drives. 

Besides all the great opportunities that 
go hand in hand with the triumphant 
success of Big Data, there are many chal-
lenges related to accessing and making 
use of this data. Obtaining access to gov-
ernment and private sector data, as well 
as the necessary computing resources, 
is often very difficult, since the data is 
often stored in data silos or not openly 
accessible due to data protection issues. 
Moreover, when accessible, the quality 
of captured data can vary greatly and 
thus accurate analysis depends on the 
veracity of the source data. Furthermore, 
one major advantage of Big Data is at the 
same time a big disadvantage. The com-
bining of different data sets and data 
sources to generate new insights can 

unlock great value but at the same time 
it opens doors for potential abuses, such 
as threats to privacy, or malfeasance 
from the possibility to use detailed data 
on its citizens/consumers in undesir-
able ways. It is crucial that methods for 
researchers are developed to access 
and explore data in ways that respect 
privacy and confidentiality concerns. An 
equally important point is the need for 
training economists to work with large 
data sets and the various programming 
and statistical tools that are commonly 
required for it. Economic researchers 
need to be curious when it comes to 
new techniques for data analysis, but at 
the same time critical and perfectionist 
to make way for improvement of tech-
niques and to avoid hazy conclusions. 
These challenges notwithstanding, the 
next few decades are likely to be a very 
exciting time for economic research.

The usage of Big Data offers great po-
tential for economic research and the 
low-hanging fruits are mainly rich up-
to-date data sources, which can boost 
the relevance of empirical economic 
research in various fields, as well as the 

opportunity to increase the economic 
tool kit by learning from for example 
computer science. There are still many 
obstacles to overcome until Big Data 
can be used in an efficient, effective 
and responsible manner for economic 
research. However, these challenges 
should not keep economist from be-
ing innovators but spur their ambition 
to keep up with technological change 
and influence the future of research. As 
concluding remark, it is interesting to 
note the point Justin Wolfers, Professor 
of Economics and Public Policy at 
the University of Michigan, made in a 
Freakonomics blog post. He stated that 
perhaps the most important insight 
drawn from the data explosion is the un-
derstanding of how economic reason-
ing suffuses almost every aspect of our 
lives. Economics has become a much 
broader social science; the field has be-
come more connected to reality. Seeing 
through the economic lens in parsing 
strategic interactions, the causes of dis-
crimination, patterns of marriage and di-
vorce, and how our political machinery 
operates. And many more. 
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1. What was your role during your in-
ternship?

I worked as a research assistant for Dr. 
Stephanie Giamporcaro, who is a re-
search director at the Graduate School 
of Business, an independent entity of 
the University of Cape Town. The school 
focuses its research in three thematic 
clusters: social innovation and sustain-
ability, values-based leadership and 
emerging markets finance, investment 
and trade. Based in South Africa, the 
school looks to build a business model 
that will explain the paradigm of this 
emerging market.

As a research assistant, I was asked to 
work on two distinct projects: prelim-
inary research on the Black Economic 
Empowerment policy and the African In-
vesting for Impact (IFI) Barometer, pub-
lished in collaboration with The Bertha 
Centre for Social Innovation. My task for 
the first project was to write interview 
guidelines and collect qualitative data 
among the available records concerning 
the subject. For the IFI barometer, my 

daily task was to look for all the financial 
information of investment management 
that was publicly available.

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

The IFI Barometer is an annual paper 
based on publicly available information 
that gives a snapshot of the growing im-
pact investing market in South Africa. 
The aim of the year was to extend the 
scope of the program to Nigeria, Kenya 
and Ghana. This required me to search 
for data daily, which was really similar 
to the experience of collecting data for 
the applied econometrics project in 
Master 1. Concerning the software used, 
I worked mainly with Excel to arrange 
and clean the data, and to plot graphs.

As you might expect, this line of research 
has both an economics and a business 
aspect, and also requires a strong un-
derstanding of sociology. This was chal-
lenging for me at first, but eventually 
complemented my experience.

3. How did you get the internship?

I got to know Dr. Stephanie Giamporca-
ro through Yann-Ange Kouassi, a now 
former student of TSE. He introduced Dr. 
Giamporcaro as a promoter of social in-
novation in finance. I was lucky enough 
to be recommended by someone that 
Dr. G trusts and had worked with, which 
made my search easier. Nevertheless, I 
went through a formal process: we ex-
changed a few e-mails and organized a 
Skype interview to discuss the project 
and my motivation to work with her.

If I have to give advice to someone 
looking to do a research assistantship, I 
would say that the best is to directly con-
tact the professor and tell him/her why 
you want to work with them. Usually, 
they do not publicly look for assistance, 
but they appreciate help. Another piece 
of advice is this: do not hesitate to ask 
for preliminary readings that can help 
you better understand the framework 
of their research. In my case, I needed 
to become familiar with the history of 
South Africa in order to understand the 
mechanism behind the complex policies 
implemented in companies and also 
through the government. 

Internship Reports
Mialy Rakotondrazaka – M1 Economics

University of Cape Town – Graduate School of Business

Mialy Rakotondrazaka
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1. What was your role during the in-
ternship?

I was part of the General Aspects of Ag-
ricultural Markets unit. I was in charge 
of the cost analysis of market measures, 
public and private aid for several ag-
ricultural products. I also conducted a 
study to analyse the inter-branch organ-
isation’s objective of “improving knowl-
edge and transparency of production 
and the market”, as set out in the CMO 
regulation in the context of competition 
rules. The main aim was to determine 
under which conditions, and to what 
extent, the economic effects of such 
practice could have a pro¬-competitive 
effect outcome that would legitimise an 
exemption from article 101 (1) TFEU. 

Beyond this case-study analysis, and a 
cost and benefit assessment, I closely 
participated in drafting the new Guide-
lines, co-written by DG AGRI and DG 
COMP, which provide a new legal frame-
work for the enforcement of competi-
tion rules to contractual negotiations 
by producers’ organisations in a specific 
sector.

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

The internship required strong quantita-
tive and analytical skills, and a deep un-
derstanding of European law. I had the 
opportunity to apply both my economic 
and legal background to concrete cas-
es, working on cost reports provided by 
Member States and European agencies 
concerning agricultural products. More-
over, my understanding of competition 
law allowed me to handle complex is-
sues that can arise in the practices and 
agreements between producers.

Finally, during my time at DG AGRI I 
worked exclusively in English, even with 
French native speakers. I believe my ex-
perience at TSE prepared me for work in 
a multicultural environment, and helped 
meeting the requirement of having 
good spoken and written English. 

3. How did you get the internship?

Partly, thanks to my personal network. 
I was in touch with someone working 
at the DG, who helped me to find who 
to contact and how to apply. Never-
theless, I eventually followed the same 
procedure as any candidate: I contacted 
directly the head of unit, sending him 
my CV and a cover letter explaining my 
academic background and what I would 

like to work on during the internship. 
As the “atypical” internship procedure 
differs slightly to the Blue Book one, I 
encourage every student that has a high 
interest in policy¬making and the Euro-
pean legislative process to get informed 
about the work carried out by each DG, 
and to target the unit which best fits 
your personal interests and career ambi-
tions. You may be positively surprised! 

Caroline Clerc – M1 Economics and Law
European Commission – DG Agriculture and Rural Development

Florent Laval – M1 Economics
OECD – Statistics Directorate

1. What was your role during your in-
ternship? 

As the title says, I worked at the OECD 
for 5 months in the Statistics Directorate. 
The OECD is gigantic. It has many differ-
ent directorates spanned over 5 differ-
ent buildings, in charge of completely 
different things. My building was more 
IT-related, I would say. Among the Statis-
tics Directorate, several units co-exist: I 
was in the Data Management unit, deal-
ing with countries’ main indicators. 

I have been working both on the data 
treatment of time series data (for differ-

ent papers) and on the development of 
different software.

During my time there, I tried to get in-
volved in as many projects as I could in 
order to learn the maximum amount of 
things. For example, I got involved in a 
Seasonal Adjustment project by the end 
of the internship, which gave me a lot 
of insights on this part of econometrics 
that we tend to skip at TSE, because we 
don’t have the right “gear” to work on it 
(it requires specialized software - there 
we used JDemetra+).

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

So my work was more about program-
ming than economics, but I truly think 
that any student should have a pro-
gramming background because TSE 
leads to a lot of data-oriented jobs 
(consulting firms, banks, organizations, 
research, etc.), where different software 
are used. The first thing I had to learn 
was Stata from scratch, but this was a 
pleasant experience, because it is easi-
er and friendlier than R. I also used SQL 
(not too much, just to check data some-
times), which we learned during the 

Caroline Clerc
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1. What was your role during your in-
ternship? 

My internship took place in Barcelona, 
at the UAB Campus, where I worked as 
a Research Assistant for Professor Cater-
ina Calsamiglia, who is working in ed-
ucation economics. Nowadays, this re-
search field is becoming an increasingly 
popular topic as society realizes that 
a good evaluation of educational pro-
grams is crucial to improve the system. 
This concept of good evaluation has an 
easy interpretation: as we should always 
remember, correlation between the pro-
gram implementation and outcomes 
(e.g. grades) does not necessarily mean 
causality, especially in the field of educa-
tion, where self-selection is an issue that 
arises everywhere.
 

Concretely, the professor had two proj-
ects to evaluate for which I did the pre-
liminary analysis. In the first project, my 
role was to study the impact of one of 
the programs ex-post (since it had al-
ready been running for some years). 
Even if it was impossible to design this 
experiment as a Randomized Control 
Trial (RCT) ex-ante, I had to treat this 
case as an ideal one, exploiting the avail-
able data in order to get the most robust 
analysis through a non-experimental de-
sign. It was exciting to discover that with 
a simple intervention like changing the 
curriculum of a single course in primary 
schools, one can explore a great variety 
of impacts across places and time.

The second project was a future re-
search idea. My task was to try designing 
an RCT at the regional level to evaluate 

the impact of a non-formal education 
institution. This institution combined 
leisure with ethic codes concerning the 
role of children in society and environ-
ment, while at the same time trying to 
develop each child’s personality. Unfor-
tunately, and this is a drawback of this 
field, we could only try to identify how 
participating in this institution affected 
the grades in the formal school system, 
which admittedly may not be the main 
goal of this sort of institution.

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

Of course, the microeconomics and 
econometrics courses in M1 where es-
sential: the former helped me under-
stand the incentives of the different 
agents participating in the program, 

Jacint Enrich - M2 ETE
Universitat Autònoma de Barcelona-Barcelona GSE

second year of undergrad and also in an 
elective I took during M1 (Data Bases).

But mainly I worked with time series: an-
other elective offered in the M1, which I 
did not take. Fortunately, the theoretical 
basics of econometrics were enough, 
even though at some point I did have 
to open a book and learn some more 
things. 

Macroeconomics also helped me a lot 
seeing as we only dealt with macro-re-
lated data and indicators (GDP, HDI, etc.). 
And I finally used the Taux de Croissance 
Annuel Moyen! For real! Students who 
did their first year undergrad at UT1 will 
understand...

3. How did you get the internship? 

Well, I don’t know how I got it. It is still 
a mystery. I started to send CVs to firms 
from August, because big firms usually 
close their recruitment processes early 
on. I remember the OECD was one of the 
first I filled the online form for. It was in 
August, I got called back in March. The 
interview went well and ten days later I 
was in their offices in Paris. I think if you 
don’t have connections or anybody to 
refer you to someone in a firm, there are 
not many other ways: just keep sending 
CVs.

My advice is to work on your resume, and 
use Latex templates! Your CV and cover 
letters will look much nicer. There are 
free (and excellent) templates available 
online, just google them. And again, 
keep sending CVs. Go to the Business 

Networking Day, not only the one at TSE, 
but try to sneak into other schools’ as 
well, even those that have nothing to do 
with Economics. In every firm they need 
economists, so they might take your 
CV anyways. Email people, call them… 
What do you have to lose other than a 
small piece of your ego if your applica-
tion is rejected?

R, SAS (and Stata, sometimes) - which 
we learn at TSE in the standard path - 
are “necessary but not sufficient” if you 
don’t master them. Most of the compa-
nies now use scripting languages like 
Python, Visual Basic, and sometimes 
even Ruby. Of course we can find jobs or 
internships knowing just R, but I think in 
the upcoming years there will be a ten-
dency to require a least one scripting 
language (the most frequently used is 
Python). In any case, even if companies 
don’t ask for you to know a scripting 
language, they will always prefer some-
one who knows both R and Python than 
someone who only knows R. Florent Laval
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and the latter armed me with the statis-
tical tools that helped in my way to get a 
robust analysis. Moreover, I had already 
worked with Program Evaluation tools 
for my applied econometrics project, 
which helped me realize the omnipres-
ence of self-selection and the always 
missing counterfactual, i.e. what would 
have happen to the individuals had the 
policy not been implemented.

3. How did you get the internship? Do 
you have any advise for students want-
ing to do a similar internship?

Unfortunately and even unfairly, RA po-
sitions are not usually formally posted. 
My procedure was to get in touch with 
a former professor at UAB, where I got 

my undergraduate diploma, and ask if 
someone in her department might be 
interested in hiring me. Since she had 
just started working on these two proj-
ects, she was rapidly interested in my 
proposal. I think this is the job that has 
required the least effort and bureaucra-
cy in my life!

I would definitely do this sort of intern-
ship again. First of all, it is a perfect match 
between a professional and a research 
one. Sincerely, after finishing my M1 I 
was afraid of writing a thesis because 
I thought I didn’t have the strengths 
and skills to do a good job. On the oth-
er hand, since I wanted to continue my 
studies in the PhD track, I thought it was 
a good proxy for my future career. 

Business Talk 

Interview with Gonçalo Vilaça

              by Julia Hoefer Martí

Jacint Enrich

Last February, employees of NERA Economic Consulting 
came to the TSE to present their talk, “Quantifying the 
economic impact of a green(er) worldwide transporta-
tion sector.”  The talk, based on a NERA’s contribution to 
the Michelin report on green transportation, dealt with 
one facet of what is surely one of, if not the, most import-
ant question of our time: how can we become environ-
mentally sustainable, and what might the effects on the 
world economy be?

Afterwards, the TSEconomist was able to pose a few 
questions to one of the presenters of the talk. Mr. Gonça-
lo Vilaça is a Principal based in NERA’s London and Paris 
offices, and holds an MPhil in Economics from the Tou-
louse School of Economics.
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1. You’re here today to discuss NERA’s 
contribution to the Michelin report on 
green transportation. Can you sum up 
in a few sentences what the NERA re-
port tells us?

For the Michelin Challenge Bibendum, 
NERA has assessed the economic im-
pacts of a significant reduction in the 
tank-to-wheel CO2 emissions of the 
transportation sector under different 
scenarios and policy levers. NERA found:
·         Economic and employment impacts 
from greenhouse gas reductions differ 
qualitatively across regions
·         Uncertainty in policy choices, tech-
nological paths, and market responses 
lead to large variations in impacts in the 
long run, 2030.
·         The most cost-effective policies are 
those enabling the development of ul-
tra-low carbon transport technologies 
and recycling carbon pricing revenues 
to lower existing taxes on individuals 
and corporations

2. In simple terms, can you explain 
more about the “NewERA Global mod-
el”, and what it is that distinguishes it 
from other general equilibrium models 
used by consultancies, regulators, etc.?

The NewERA Global model is a dynamic 
model of the world economy that cap-
tures all economic interactions between 
households, firms and governments 
across countries and time, taking into 
account available resources.
 
The main distinctive feature of our mod-
el is the integration of a detailed model 
of the energy sector with the general 
equilibrium macroeconomic model. This 
allows for a more realistic representation 
of the energy sector (electricity, natural 
gas, petroleum) regulations and techno-
logical constraints, which is critical when 
undertaking impact assessment studies 
of energy-environmental policies such 
as climate change mitigation policies.

3. Given that the environmental chal-
lenge is one of the greatest of our era, 
do you think that it necessarily means 
we must forgo economic growth?

Not necessarily. NERA’s work on climate 
change shows that climate change mit-
igation policies and economic growth 
are compatible for the world economy. 

However, climate change mitigation 
policies are likely to slow down the pace 
of global economic growth. It’s import-
ant to acknowledge that climate change 
policies will have a different impact 
across economies depending on their 
reliance on fossil fuels, thereby giving 
rise to winners and losers. For instance, 
oil-exporting countries are among the 
most adversely impacted countries by 
the required low-carbon conversion of 
the transportation sector.

4. Apart from the Michelin report, can 
you give us a brief overview of NERA’s 
other work in environmental econom-
ics? What is it that an economist work-
ing for your environmental depart-
ment does?

An environmental economist at NERA 
will evaluate the economic impacts of 
a wide variety of government environ-
mental policies and infrastructure in-
vestment. For instance they will analyze 
emission standards, greenhouse gas 
emission trading schemes, the design 
and financial instruments to promote 
energy efficiency and renewable ener-
gies, etc.

Project outputs consist of reports, white 
papers, presentations, testimonies, and 
other materials for a wide variety of au-
diences, including government agen-
cies, senior company officials and man-
agement boards, trade associations, 
courts, and the general public.

5. Speaking as a consultant, what does 
NERA value in prospective applicants?

It’s really a combination of skills:
· Exceptional quantitative and analyti-
cal skills
· Curiosity and critical thinking
·  Communication skills

6. How did you end up working at 
NERA?

At the end of my MPhil at TSE, I became 
interested in having a valuable industry 
experience, and apply my knowledge 
of economics and econometrics before 
deciding whether or not to pursue a dis-
sertation. After consulting with my net-
work, economic consulting in general 
and NERA in particular came out as a po-
tential interesting experience. It’s now 
been five years since I’ve joined NERA. 

Gonçalo Vilaça
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BDE Note  by Sarah Lacroix 

Last year we finished the year with a wonderful gala that 
I’m sure will stay in everyone’s memories. Thanks to 500 

people who attended the event including TSE staff and 
professors, also the TSEconomist for organizing the teaching 
awards.

This year, more than ever, the BDE will be the association 
gathering all the students in TSE. Aside from our classics 
like the Integration Weekend, the Ski Weekend, The Gala 
and several parties, the BDE will offer more diversity for the 
coming academic year. The BDE is also behind the custom 
designed TSE merchandise, Business Networking Day and 
the graduation ceremony, and closely collaborates with the 
other associations of the TSE.

This is not all! Myself, Jeremy Ndedy, the secretary, Margaux 
Lizano, the treasurer, and the rest of the BDE team are plan-
ning to implement lots of new events: cultural events at the 
beginning of the year, tours around the city of Toulouse, art 
and photography workshops and a Toulouse student football 
tournament to celebrate UEFA EURO 2016. 

To implement these projects our association needs all kinds 

of people. You can join us if you’re interested in organizing 
events, of course, but we’re also looking for web designers, 
partnerships managers as well as artists and designers. 
We also aim at becoming more international; even if you 
don’tspeak French we would be glad to welcome you in the 

team! We think that diversity is the strength of the school: 
we already have people from Egypt, China, Colombia, 

Andorra, Moldova, Bolivia and France as our active members! 
And it’s also a great way to build your network!.

This year, more than ever, the BDE will be 
the association gathering all the students 
in TSE

On Campus

This year join the BDE 

I f  you want to help us  on a  part icular  project , 
or  be  part  of  the  team dur ing the  whole  year 
d o  n o t  h e s i t a t e  t o  d r o p  b y  o u r  o f f i c e  M C 2 0 5 .

To keep updated about our events be sure add us 
as a friend on Facebook (Bureau des Etudiants 
TSE) and that you like our page (BDE TSE)



Junior Etudes Note

For those of you who do not know us yet, we are the “Junior 
Entreprise” of TSE, a student association, part of the 

National Confederation of Junior Enterprises (CNJE), operat-
ing as an independent economics and statistical consulting 
office. We have experience with a diverse portfolio of clients 
from a wide range of industry and company profiles: start-
ups, policy makers, big companies, researchers etc. They 
trust us with high sensitive projects that are carried out by 
our skilled and heavily trained experts and project managers 
on a rolling basis throughout the fiscal year. Getting involved 
with us, you will be trained as a project manager or an expert 
developing high-end skills through practical applications of 
the theoretical knowledge you will be getting from TSE. 

You can join us during our September recruiting campaign, 
either by becoming an active member, an expert, or both. 

 - Active members get involved in the association 
management. They are allocated to 6 departments: the 
Board, Treasury and Accounting, Project management, 
Customer services, Audit and Communication. Being an 
active member is a wonderful way of learning practical skills 
that wouldn’t be taught in a class, that you only learn  when 
confronted with decision-making in a real professional 
setting. You will certainly get business and management 
skills as well as entrepreneurship and team spirit. In addition 
to professional enrichment, being an active member is also 
a way to be part of a community, take part in fun events and 
make meaningful relationships with colleagues.

 - Experts are not only involved in management, but 
also in any project trusted to us, when they meet the neces-
sary requirements depending on the client’s needs. They are 
all added to our database so we can easily get in touch with 
them and send them job offers. It is of great interest for you 
to work with us as an expert because you would be paid for 
your time.

The interested candidates will be required to take a simple 
test about the material you will get during the information 
session just to make sure you understand what we do and 
how we work. The test will be followed by an interview 
where we will simply try to get to know more about you and 
your motivation.

by Narjiss ARABA 
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We strongly encourage you to attend 
our information sessions designed for 
newcomers, as an opportunity to get to 
know more about us, what our members 
do, the current vacancies and much more.

On Campus

The staff of TSE Junior-Etudes are pleased to welcome TSE's newcomers 
to our academic community. We hope you arrive prepared to excel.

Like us on Facebook: TSE Junior Études,
Follow us on Twitter: TSE Junior Études,
Follow us on Linkedin: TSE Junior Études
A n d  f o r  m o r e  i n f o r m a t i o n ,  co m e  t a l k 
to us in our office: MF002 or send us an 
e m a i l :  co n t a c t @ t s e - j u n i o r e t u d e s. co m

Fun fact: The luckiest will be welcomed 
to join us for a cocktail party as well as an 
integration day some place nice.
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In 2012, hundreds of thousands of 
Hong Kong teenagers took to the 

streets, occupied the government 
square and proclaimed their desire for 
free education, universal suffrage and 
democracy. The international media 
was amazed by the young activists, ma-
jority of them 15-years-old, who staged 
one of the biggest protests in Hong 
Kong history. Yet one British filmmak-
er had his lens on the story early on. 
Matthew Torne’s documentary “Lessons 
in Dissent” tells the story of those stu-
dents that pulled everything off from 
the beginning. Matthew Torne followed 
two aspiring Hong Kong teenagers that 
became heavily involved into the pro-
tests against “National and Moral Edu-
cation”: student activist Ma Jai, member 
of the socialist party, and Joshua Wong, 
convener and co-founder of the Hong 

Kong student activist group “Scholar-
ism”. The latter named one of TIME’s 
Most Influential Teens of 2014, having 
received a nomination for the most im-
portant person and featuring globally 
in the media.

“Moral and National Education” first 
appeared in 2012. It gave a name to a 
new school curriculum issued by the 
Education Bureau of Hong Kong. The 
new school curriculum, designed to 
strengthen national education received 
heavy criticism from students. National-
istic, and anti-republican, the teaching 
manual portrays the communist party 
as an “advanced, selfless and united rul-
ing group,” and denounces Democratic 
and Republican Parties of the United 
States as a “fierce inter-party rivalry 
[that] makes the people suffer.”[“Les-
sons in Dissent”] According to activist 

Joshua Wong, “Moral and National Ed-
ucation” seeks to encourage patriotism 
towards China and fealty to the com-
munist party while ignoring the Tianan-
men massacre. As the curriculum owes 
much to the writing of the centralist 
Chinese government, many regard it 
as an unconstitutional attempt to inter-
vene into Hong Kong politics.

Indeed, according to the Basic Law of 
Hong Kong, the Chinese government 
must not interfere in the affairs which 
the Special Administrative Region of 
Hong Kong administers. Yet opposition 
against those new measures was scarce 
in the beginning. It was only when 
students around Joshua Wong formed 
“Scholarism” that protests started to be-
come larger. Matthew Torne managed 
to stay close to the core movement up 
to its culmination point, when thou-
sands of students occupied the central 
government square, and three of them 
started a hunger strike. Eventually “Na-
tional and Moral Education” was not 
abolished, but it was not made man-
datory either. Yet, funding decisions for 
schools are often based on its imple-
mentation. Meanwhile Scholarism and 
particularly Joshua Wong has emerged 
as one of the leaders of the pro-democ-
racy movement in Hong Kong. Students 
continue to drive the current protests 
for universal suffrage, that is, the free 
election of Hong Kong’s leadership. In 
2014, the “Umbrella Movement” con-
tinuously found its way into the global 
news headlines.

This spring the TSEconomist inter-
viewed the filmmaker of the documen-
tary “Lessons in Dissent”, and, jointly 
with the BDE, organized a screening 
of the film. We would particularly like 
to thank Lorna Briot for helping us to 
make this possible.

1. Why is it that a British filmmaker gets 
interested in high schools’ curriculum 

by Agne Pupienyte and Christopher Sandmann

“Lessons in Dissent”

Hong Kong’s quest for democracy, 
still hitting the books
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in a place as far as Hong Kong?

I have been interested in Hong Kong 
since I was a teenager, mainly because 
of Hong Kong movies. And then I ended 
up getting more interested in Chinese 
cinema in general. When I graduated 
from my undergraduate (film studies), I 
decided that maybe rather than doing 
more studying, the best is to go and 
learn about China first-hand.

I arrived to Hong Kong two days later 
[laughs] after the biggest protest in 
Hong Kong history. Half a million plus 
people marched against the article 23 
[basis of a security law], anti-subversion 
legislation, which the Tong Chee Hwa 
administration in Hong Kong at the time 
was trying to push trough. If it had been 
on the statute books, I would probably 
be arrested for making this film.

It was very fascinating, because Hong 
Kong was at a major point of its histo-
ry in 2003. This was the first time Hong 
Kong really protested – this was the 
biggest thing since 1999 [the big debate 
on the right of abode]. With all those 
things happening, it felt like Hong Kong 
was going through a major identity cri-
sis, and I felt that you couldn’t not  get 
interested in it.

2. Anti-national education protests 
started in 2012, and they were initiated 
by teenagers. Where were the parents? 
Do you think that the older generation 
has let its children down?

In 2010, the government introduced 
national education. It was quiet and no 
one did anything. Joshua Wong with 
his friends founded Scholarism in 2011. 
I started filming with Joshua in August 
2011. At that point no one was paying 
any attention to him, and it wasn’t until 
July 2012 that parents finally under-
stood what was going on and joined the 
protest.

But I think to say that the parents have 
let down their kids is a little bit strong, 
perhaps. They are scared to provoke the 
party, essentially. Even Joshua’s mom, 
when I first started filming, corrected 
me and said that Joshua’s struggle is 
with the Hong Kong government, not 
with the Chinese government. People 
are fearful of the party and this fear is 
antagonizing them. 

The other key thing is that the parents 
(certainly the grandparents) remem-
ber the political turmoil of China. Most 
of those people fled to Hong Kong, 

whether during the Great Leap Forward 
(1950s-1960s), the Cultural Revolution 
(1966), or after more recent Tiananmen 
Square massacre (1989). So there is a 
feeling of not wanting to rock the boat 
on which you are sitting. 

And then I would also say that legal and 
moral arguments have unfortunately 
proven not to work. China just makes 
its rules as it goes along. So in my mind, 
what you are seeing between national 
education and the Umbrella Movement 
[the pro-democracy movement in 2014] 
is a move away from Civic party tactics 
(which is legal and moral arguments), 
because they have no effect now.

There is a generational shift where the 
kids are much more fearless (the kids 
also don’t know the history that well), 
and it certainly has to do a lot with so-
cio-economics. I think if the Hong Kong 
youth felt like ‘if I work hard, there will be 
an opportunity for me to achieve [pros-
perity]’, then a lot of the anger in Hong 
Kong could have probably dissipated.

3. What is your perception of Hong 
Kong? What do the majority of Hong 
Kong citizens want? Do they support 
Ma Jai and Joshua Wong in their 
struggle?

The popular vote shows that around 
60% of Hong Kong voters support 
democracy. Even before the Umbrella 
movement kicked off, so in the time of 
the Occupy Central movement [Occu-
py Central with Love and Peace], there 
was a poll, which revealed that 53% of 
population supported the movement’s 
goals. However, only 30 per cent of the 
population supported civil disobedi-
ence as a method of achieving them. So 
what you are seeing here is that the 23% 
gap is probably a generational gap – the 
younger generation is much keener to 
fight than the older generation. 

4. Joshua Wong and Ma Jai blocked the 
main square in front of the main gov-
ernment administration building. More 
generally, Occupy Central blocked ma-
jor roads within the city center, discour-
aging businessmen and investors alike. 
What makes their cause a case to pro-
test for, what justifies these measures?

There is no concrete evidence yet to 
suggest that it has harmed the econo-
my. For instance, my distributors’ offices 
are just right in the middle where the 
protest site was. Yet they were able to 
function entirely normally throughout 
the fire. Whereas I, a small businessman 
trying to make films, all of my staff, who 
work on this film [laughs] were too busy 
protesting than doing any work. So it 
hurt me more than it hurt business. 

But there is always going to be people 
who say that money beats everything 
else, hands down. Personally, I would 
rather be less well-off and live in a society, 
where I can say what I want, and be what 
I am, and be ruled by a fair government 
that sticks to the rule of law, isn’t looking 
to brainwash me or persecute me, than 
have loads of money in my pocket, but 
never know when  I am going to end up 
in jail. If you look at the rich in China, it’s 
amazing how many of them are leaving 
China. They get rich in China, because 
the system is not a fair system, there is 
a bit of corruption, but then they move 
their money into Swiss bank accounts 
and get Canadian passports. 

5. Is a culture far from the Western 
enlightenment tradition capable 
of being governed and governing 
democratically?

Yes, absolutely. It’s a bullshit argument 
to say that only westerners can accept 
western Enlightenment. It is a universal 
right, it does not matter, where you were 
born, how old you are, what language 
you speak what religion you are. De-
mocracy is far from perfect, but it is the 
fairest way of ruling in the interest of ev-
erybody. I cannot think of anywhere in 
the world where a dictatorship has ruled 
in the interest of the majority. 

Some people refer to Singapore as a 
paternal dictatorship, and the idea that 
Lee Kuan Yew benefited the majority of 
Singapore. I think people who make that 
argument genuinely are not that well 
informed about how Singapore is run. 
Hong Kong people are totally ready for 
democracy and this is really where the 
problem lies. They are educated, many 
of them are western educated, univer-
sities and schools in Hong Kong are still 
generating kids with intelligent brains 

“People are fearful of the party and this fear is an-
tagonizing them.”
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who are able to critically think about 
their future. Hong Kong has always 
been a trading port, it has always been 
open to the world, and it is not a closed 
society. Look at Japan, it is a democracy, 
but is it western enlightened? Thailand 
is now a democratic country, basically 
all the institutions are there. Likewise, 
South Korea. Hence the argument just 
does not add up, to be honest.

6. The rise of China as an economic 
power occurred despite its author-
itarian one-party system. This falls 
together with Western countries in-
creasingly reducing civil rights in ex-
change for better surveillance. There 
is a feeling of unrest in the face of the 
rise of nationalist parties in Europe. 
Lastly, Russia recommences elements 
of a new cold war. Have we entered a 
post-democratic era?

No, I don’t think so. The problem with 
democracy, the problem with western-
ers is that we are bloody lazy and we

think that we have got democracy and 
we don’t need to do anything for it. 
Democracy is like a plant, you have to 
nurture it, and you have to look after 
it. In Hong Kong they did not have the 
ultimate part of democracy, which are 
the elections. But in 1997, they had all 
the other elements of a democratic 
regime: free speech, independent juris-
diction and civil liberties. And yet look 
at all those things they did.

I am very worried, how our civil liber-
ties are being removed and people in 
Britain are too stupid to wake up and 
fight for this. France had a revolution to 
gain a lot of those rights, Britain didn’t, 
but maybe we should have had one. I 
think there are some serious concerns 
as China is becoming more powerful, 
and is able to silence its critics abroad. 
We can see it in the UK: Foreign & Com-
monwealth minister Hugo Swire, he 
has now come out and said that what is 
China saying to Hong Kong is democra-
cy. He is doing that, because Xi Jinping 
[president of the People’s Republic of 
China] is coming to London later on this 
year, and he wants to sign trade deals. 

It is not necessarily authoritarianism 
versus democracy; it is more corporat-
ism and sheer capitalism, where the 
problem lies. Potentially, China will 
need to liberalize its economy further 
to continue growing, but in doing so 
they will have to sort out the civil lib-
erty rights issue. I think it will be very 

interesting to see how China will find 
a way in opening up to these econo-
mies without owning up to their civil 
liberties. 

China right now is two generations 
behind Hong Kong. The current gener-
ation in China is a bit like the parents, 
grandparents in Hong Kong. They know 
too well all the things that happened, 
the political turmoil. They do not want 
to cause trouble in order to increase 
democratic rights, so I think it will be 
interesting to see what is going to hap-
pen in a generation or two.

Whilst China’s communist party is al-
ready quite concerned about the slow-
down in the economy, and the corrup-
tion is a big problem too, I don’t think 
we are seeing a post-democratic world. 
What we (Western Europe and the Unit-
ed States) do need to see is how lucky 
we are, and that we need to fight for 
our democracy a bit more.

7. When visiting the Open Hong Kong 
Film Festival this March you said that 
upon beginning the casting for your 
documentary you drew inspiration 
from the Chicago based documentary 
‘Hoop Dreams’. This film, a major suc-
cess back in 1994, equally depicts two 
characters and their struggle, in this 
case to become professionals in the 
NBA. Yet neither of them succeeded.  
What makes you think that the story 
of Joshua Wong, Ma Jai and Hong 
Kong is different? 

In the end of ‘Lessons in Dissent’, Josh-
ua Wong and Ma Jai fail. Ma Jai does 
not achieve his goal to get someone 

democratically elected. He also ends up 
being found guilty in the court and get-
ting a sentence. Joshua does not win 
over National Education. Although a lot 
of people think that the government 
backed down, it is just that National Ed-
ucation became optional. Schools that 
choose to implement the curriculum 
will receive large governmental subsi-
dies. So I wouldn’t say that Joshua had 
a clear-cut win. Maybe he made some 
gains, but certainly he did not defeat CY 
Leung. 

So in the short run there is failure, but 
in the long term, I believe, Hong Kong 
will become democratic. I don’t know 
how quickly, but it will, since Ma Jai 
and Joshua represent 60 per cent of the 
nation. In fact, I would argue that if you 
asked Hong Kong people whether they 
want to have a democratically elected 
Chief Executive without any downside 
in terms of China causing any trouble, I 
would guess 90% of people would say 
yes to that. While there are people in 
Hong Kong who appear not to support 
democratic goals, they are basically 
saying that they do not want to antag-
onize China. 

On the other side there are demo-
graphics. As I said, the majority of the 
supporters of democracy are young, 
and the vast majority of supporters 
of the government are old. Those old 
people are going to die, and the young 
people will come through. So I think 
there is going to be increased calls for 
more democracy in Hong Kong. The big 
question is what China will do in the in-
terim. Is China able to scare the current 
generation into silence as they did with 
the parent generation? 
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 “Where do you come from?” This is a very simple question 
for most people in the world but yet is complicated for 

those who come from “Hong Kong”, OR “China, Hong Kong”. Hong 
Kong was  an English colony for 156 years and was returned to 
the People’s Republic of China in 1997. Despite its return to the 
Chinese sovereignty, Hong Kong enjoys a high degree of auton-
omy which is guaranteed by the agreement between the English 
and Chinese Government, which is known as the Sino-British 
Joint Declaration, establishing the Basic Law . As ensured by the 
Basic Law, Hong Kong will retain its own currency, legal system, 
parliamentary system and people’s rights and freedom for fifty 
years from 1997 on. This agreement gave Hong Kong the free-
dom to function as its own country instead of as a part of China, 
having its own political system, legal, economic and financial 
affairs, as well as  external relations with foreign countries. Per-
haps more important is that the official languages in Hong Kong 
and China are different. Cantonese and English are the official 
language in Hong Kong while China uses Mandarin. These differ-
ences explain why part of  Hong Kong society, especially  people 
who were born during or after the colonial period, identify them-
selves as “Hong-Konger” rather than “Chinese”. In recent years, 
because of the fast growing economy and global influence of 
the Chinese Government, there have been  more (both direct and 
indirect) interventions of the Chinese Government in Hong Kong 
politics and  society, including the Proposal of the 23rd Article in 
2003, the Proposal of Moral and National Education in 2012  and 
Beijing’s Aug 31 2014 decision on an electoral reform. 

The identity issue mentioned above, lying below the social and 
economic problems, in my opinion is the main driving force of 
the conflicts between Hong Kong people and China in recent 
years and also the mass protest known as “Umbrella Revolution”. 
For instance, the “first” of a series of conflicts between Hong 
Kong citizens and Chinese tourists sparked an argument about 
whether Hong-Kongers are obligated to speak Mandarin with 
Mainland Chinese. Moreover, the word “Hong-Kongers” became 
more popular in recent years and was officially added to the Ox-
ford English Dictionary in 2014. While Hong Kong is, stated by the 
Basic Law, a part of China, it is arguably reasonable that while 
the Chinese Government has the rights to comment or intervene 
Hong Kong politics, Hong-Kongers have a much different view. 

For the concept of “One Country, Two systems”, Hong-Kongers 
put a much larger focus on the latter while China focuses on the 
former. China believes that the policies made by the  Hong Kong 
Government should also be in the country’s interests while the 
Hong-Kongers believe that the local Government should work 
solely for the its own local citizens. 

Although the goal of the “Umbrella Revolution” is to fight for 
universal suffrage for the Chief Executive and Legislative Council 
election and against Beijing’s Aug 31 decision, the deep-lying ob-
jective is to  regain a high level of autonomy,  to have a Govern-
ment that could freely work for Hong-Kongers instead of being 
controlled or intervened by the Chinese Government.  

The Government’s proposal for reform of the Chief Executive 
Election, which is based on Beijing’s Aug 31 decision, is that there 
will be a nomination committee of 1200 people which will elect 
two or three candidates before presenting them for a territo-
ry-wide ballot by ordinary voters. The members of the nomina-
tion committee are elected before the nomination takes place, 
by a set of eligible voters which is  comprised of a number of rich 
and powerful people in their sectors (only 7% of the ordinary 
voters). Some (include an economics  professor in Hong Kong ) 
argue that the territory-wide ballot would drive the candidates 
to be less pro-Beijing, as the median-voter theorem suggests 
the candidates want to catch the median voter. However, as 
it  is a two-stage election, the median voter of the nomination 
committee also matters. One could easily show that there is also 
an equilibrium where candidates commit to policies preferred 
by the median voter in the nomination committee. Therefore, it 
is not clear whether the proposal is a step towards full  democ-
ratization.  Protestors worried that the government gains too 
much legitimacy from a proposed election rule that looked pro-
gressive. The territory-wide ballot can still only choose from the 
pre-selected candidates – it is not free universal suffrage.  

The “Umbrella revolution” failed:  local police forces cleared the 
protest site in Dec 2014 and the proposed electoral reform pack-
age was vetoed by Hong Kong’s legislature in Jun 2015. Let’s see 
how the Chinese and Hong Kong Government will react to the 
pursuit of full democracy by Hong-Kongers in the near future . 

The Question of Ethnic Identity

Hong Kong-China Conflicts and 
Democracy Movements in Hong Kong 
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Football: an industry

The investments of football clubs include marketing 
strategies, the management of training centres, and the 

construction of a stadium for instance. These expenses have 
increased due the incredible growth of transfers’ values: from 
the most valuable transfer in 1984 – the Argentine Maradona 
– for the equivalent of €5.75 million we got to the Portuguese 
Cristiano Ronaldo with €94 million in 2009. This phenomenon 
has completely redefined the management and the expan-
sion strategies conducted by football clubs, mainly in Europe.

Sponsoring is commonplace now in football.  Mainly compa-
nies pay to put their logo on the players’ shirt or a company 
can buy the name rights of the club’s stadium.

An industry familiar with debts
Still, as any industry, football causes several issues, also in 
financial terms. Many clubs live beyond their means, result-
ing into incredible debts. The major reason explaining these 
debts is the strain exerted by the considerable salaries of play-
ers compared to the clubs’ sales. Yet, an absence in continental 
competitions and/or a bad season in the domestic champi-
onships mean less revenues, easing the path of debt. One 
may say “Football clubs’ debts simply result from buying more 
than they sell”. Of course, yes. Yet, the salaries of players-in top 
clubs-increase much faster than the clubs sales, for all the ad-
vertisement and sponsoring contracts. Meaning that, sooner 
or later, any top club could be in the red “overnight”.

Football or Business Football?

Over the last decade, football has seen dramatic changes. Club revenues have 
been increasing with a dramatic acceleration in the 2000s, such that clubs can 
be regarded as powerful multinational firms. European leagues gather the 
world’s top players and they are the most watched worldwide. Has football 
become more of a business than a game?

by Daouda Ngack
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An industry familiar with scandals
Furthermore, the “feet race” – sending recruiters around the 
globe to find the talents, ideally when they are still sucking 
on their pacifiers – of football clubs can lead to excesses. The 
recruitment of young or even “baby” footballers – as most 
clubs want to establish long term competitiveness – tarnishes 
the image of football, which is game before anything else – at 
least in theory. How can clubs commit themselves to be the 
example for the youth and at the same time be cynical? One 
may say “Yeah, but it brings up ‘football-y’ kids and give them 
a chance they would have never got in another way”. Even if 
it is detrimental to their social balance? Because that is reality. 
Those kids – wherever they are from – often have to choose 
between staying in their families or moving to Europe. And 
that is a big deal when you are young, extremely young.

People already feel strange with watching some millionaires 
playing on the pitch. Let us not forget that these millionaires 
do not represent the daily life of all football players on Earth, 
at all.

Eventually, illegal bets, bribery and corruption scandals con-
vey a bad image for this sport at levels: from fixed matches to 
the allocation of the 2022 World Cup to Qatar.

By fixed matches, I hint at any match where one or both teams 
try to exert an influence on the result of the game. Be it by 
forcing your team or your opponent to lose, or by influencing 
the referees. We can quote scandals that hit the Italian football 
in the mid-2000s: the ‘calciopoli’. Several clubs were accused 
of imposing precise referees for their matches thanks to an 
agreement with the entity meant to attribute ‘independently 
and randomly’ the referees.

Another scandal that shook the “Calcio” (“Football” in Italian) 
is the “calcioscommesse”. Upstream, you have entities special-
ised in bets and based in South-East Asia for instance, with 
intermediaries in Central Europe and in Italy. Downstream, 
you have Italian football-related entities that were requested 
to arrange to score of matches. This would allow the bettor 
entities to gamble big amounts of money. And all participants 
would get away with it, with a nice cheque.

With respect to the awarding of the 2022 World Cup to Qatar, 
several issues and concerns were raised. The main issue is the 
weather. How is it possible to create comfortable conditions 
for players and fans in a country where temperatures are up to 
50°C? This demands a lot of specific facilities, like cooling facil-
ities for instance. But Qatar said it could cope with it, thanks to 
their financial means among others. Surprisingly enough, the 
2022 World Cup was awarded to Qatar. Several testimonies 
claim that bribes in favour of the Qatari candidacy were made. 

They resulted into an unparalleled international scandal for 
football and a credibility gap for the FIFA and for football in 
general. The FIFA’s stance on the matter? Minimizing these “ru-
mours” and rejecting these allegations of corruption. At least, 
that was the plan before a “Breaking News” time-brought by 
the leak that unveiled the arrest of several FIFA executives, for 
corruption charges- turned the “rumours” into truth.

Football is a game that has been turned into business. And 
it actually seems to be run by money, exclusively. There is, to 
some extent, opacity in football institutions. But this has been 
falling apart since the FIFA leak. Like the banking industry 
in 2008, football is going through a crisis with an uncertain 
outcome. We talked with Pim Verschuuren who kindly volun-
teered his time for an interview. (The whole interview is avail-
able on the TSEconomist blog)

1. What makes football and football clubs in general, stand 
out from traditional businesses?

 From one point of view, we can see that football clubs very of-
ten are directed, or managed like a classic business – because 
very often, the investors who are putting money into a club, 
they are putting money in the club like they would do with a 
classic business. However, the economy of football clubs has 
very strong differences with a classic business, for example, 
many clubs represent the identity of a city, of a region, or a 
country. And that’s why what they are selling, the football 
show, is not like any product...

There is also a part of entertainment.

Yes, there is a part of entertainment which you can sell if you 
go to a cinema or a theatre. But for example, many people can 
invest in a club but they will do it because they are attached 
to this club. Or you can have fans putting money into a club, 

“Football today is free 
capitalism, players can 

go everywhere they 
want.”
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or a city putting money into a club because the club is a very 
strong symbol for the city, for the population, et cetera. That 
is why many people say that football clubs are not a classic 
business because you almost never make money, if you buy a 
football club. It’s not like a classic business where you prepare 
a product, you make the product, and then you can sell it for a 
few years. In football, it’s very erratic.

2. Can its business model - if there is one - be summed up into 
‘making profit’? To what extent can it be met?

Abramovitch, the Russian multi-billionaire who bought 
Chelsea FC, got a return on investment after ten years, after 
he won his first Champions League. So I think you can make 
money, but it’s very difficult, quite rare and you have to wait 
a long time.

You need a considerable amount of financial means.

Yes, a very big initial investment. Especially now because the 
market is getting more and more competitive. The concentra-
tion of the best players, most of the money, they are going 
to a handful of clubs. I think it is getting deeper and deeper. 
By the way, about the financial fair-play that UEFA wanted to 
impose: We have seen last week that it’s a failure (indeed Par-
is-Saint-Germain has seen its UEFA-imposed restrictions lifted 
by the first week of July). Nobody is going to change in the 
short term the model of competition between clubs and the 
overbids. It is like a snowball effect.

3. Most of big football clubs are indebted, with huge figures 
for some. What is the specific mechanism of debt for football 
clubs?

As I said, there is a snowball effect. We are an open market in 
Europe. And because of this European market, the few best 
players are wanted by everybody. And to attract them, you 
have to put more money on the table. It is a classic economic 
concept, like an auction. When you are in an open market, 
you get what is called concentration. Football today is free 
capitalism, players can go everywhere they want. And if you 
do not become a big team, or one of the biggest team, you 
lose. That is the reason why they are indebting themselves. 
What we have seen two years ago with Gareth Bale [whose 
transfer value is between €94 and €100 million] is that it was 
clearly overvalued. I think it is a lot for a player that has not 
fully proven his quality for all his talent. It shows that it is a 
kind of irrational.

4. Last but not least. More than being serious - as it involves 
institutions like the FBI, the American justice - the recent 
FIFA-related scandal is unprecedented for football. It claims 
the corruption of current and former members of the exec-
utive board with bribery charges among others. To what 
extent does this scandal affect the World Cups, the football 
and the FIFA’s transparency and legitimacy?

This scandal as you have seen over the last few weeks, direct-
ly affects the FIFA’s legitimacy and credibility, of course. The 
World Cups and the football activity in general are not much 
affected, and each World Cup edition gets more popular than 
the previous one. In Brazil, we saw many protests before the 
World Cup, with many critics also accusing FIFA of spoiling 
Brazil, making profits that were detrimental to Brazil. But in 
the end, the 2014 World Cup was very popular, very much 
followed, more than the previous one. I do not think that the 
scandal that is affecting FIFA is affecting the World Cup and 
the football in general. However, I think that there is more and 
more disappointment from the public towards the institu-
tions which are governing football. Not only FIFA, but also the 
federations. When you have so much money managed by a 
few number of people, there is a tendency or a possibility to 
cheat, to make personal profit out of the money of contracts.

Pim Verschuuren is an IRIS (Insti-
tute for International and Stra-
tegic Affairs, a French thinktank) 
research fellow. He is a graduate 
of the Political Study Institute in 
Rennes (IEP) and holds a Master 
II degree in Law and Politics of 
International Security at the Uni-
versity of Amsterdam. He con-
ducts research and reports on 
several subjects such as sports 
competition among others. He 
also works on spatial policy is-
sues, international security being 
his broader area of expertise. 
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Can you guess these terms from the world of Econometrics? 

Submit your four answers by November 1st to tseconomist.com and enter the draw to win one of two TSE sweatshirts!

Economic Jokes

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

Last Issue's Answers: 1.Ultimatum game 2. Framing effect
3. Hyperbolic Discounting 4. Status Quo Bias

Picture Quiz

Q: Did you hear of the economist who dove 
into  his swimming pool and broke his neck?
A: He forgot to “seasonally adjust” his pool.

I asked an econometrician for her phone num-
ber... and she gave me and estimate.

Q: Why was Christopher Columbus an econo-
mist?
A: When he left for America, he didn’t know 
where he was going; when he got there he 
didn’t know where he was, and all this was 
done on a government grant.
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