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The ONS report cut out the small talk. The UK economy was set to contract 35% this 

quarter. Before our eyes, a tug of war has ensued: finance ministers on one side, health 

institutions on the other. Pay checks are getting smaller. Uncertainty is the new authority. 

Central banks and governments are scrambling. This newsletter, quite logically, dissects 

various threads related to the current crisis. It also goes beyond. 

 

Vishaal examines the poor defences which many poor countries are equipped with, and 

Jemima later provides an accurate case-study on how the crisis could shatter all economic 

progress Rwanda has seen in the last two decades. Furthermore, Ishkaar evaluates various 

forms of Foreign Aid options which are best suited to the cash crisis facing many 

emerging countries today. 

 

The notion that ‘this virus doesn’t discriminate’ is put under the lens by Ruby, who 

provides a coherent argument to suggest that Covid-19 is exacerbating social and 

economic inequality. Sukhi looks at the moral argument of bailouts and federal support, 

and Sanjana outlines her viewpoint why India’s age-old problem with the caste system is 

limiting growth potential. Meanwhile, I explore the blurring of the monetary and fiscal 

lines as countries expand their toolkit to deal with the crisis. 

 

Whilst Devaj writes a blow-by-blow account on the unprecedented oil flood, Shreyas 

examines our society with a new viewpoint, asking whether Crime holds net benefits. As 

some firms become ever more powerful, Aditya explains why their track record regarding 

acquisitions has a historical basis. Ansh examines why low levels of unemployment has 

not resulted in strong wage growth for the UK in the previous decade, whilst Jack 

provides an invaluable overview of how the news which we see and read can be observed 

in micro-economic principles. 

 

To contribute to The Olavian Economist Blogs and the Newsletter, please talk to Ishan 

Kalia or Lasith Siriwardana. We hope you enjoy this month’s issue and stay safe during 

these unsettling times. 

 

Ishan 
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WHY COVID-19 WILL 

HAVE A SEVERE 

IMPACT ON THE 

DEVELOPING WORLD  
 

THIS VIRUS DISCRIMINATES 

 

VISHAAL PRASHAR 

 

Whilst it is difficult to make real-time 

predictions, as much may depend on the 

ultimate spread of the disease, especially in 

Africa, Latin America, Asia and the Middle 

East, and the measures various Governments 

have and will look to maintain in the coming 

weeks and months, this article looks to explore 

some of the approaches taken by developing 

world governments and the possible economic 

impacts that will hit the hardest and why. 

 

At the time of writing, despite having less than 

10 confirmed cases of COVID-19, a plethora 

of developing nations such as El Salvador, 

Kenya, Senegal and Ethiopia, all recently 

announced lockdowns of their citizens in an 

attempt to curb the spread of the global 

pandemic. It is beyond doubt that the worst 

affected nations by the COVID-19 crisis in 

terms of absolute deaths associated with this 

virus so far, have been wealthier nations, with 

8 of the 10 countries with the highest number 

of deaths being advanced countries (“ACs”) at 

the time of writing. However, these countries 

did not implement lockdowns until the number 

of diagnosed hospital cases reached the 

thousands. So why exactly are the leaders of 

developing nations taking an extremely risk 

averse approach to dealing with COVID-19?  

And why exactly will poorer economies be 

hardest hit by COVID-19 crisis? 

 

Without any doubt, it is right for developing 

nations to be fearful of COVID-19. If the 

numbers seen in Europe were seen in any low-

income developing country (“LIDC”) around 

the world, the impact would be catastrophic. 

Infrastructure in place would be unable to 

cope, with hospitals completely over-run. For 

example, Kenya only has 155 ICU beds and 

450 isolation beds across all of its hospitals, 

meaning an outbreak of more than a few 

thousand would easily overwhelm the 

healthcare system in place, one that would 

need to facilitate up to 10,000 COVID-19 

patients if a similar pattern to Europe was to 

occur. The well-funded and established 

healthcare systems of western nations cannot 

be compared to those of other nations, thus 

explaining why lockdowns and restrictions 

were not put in place until the virus was a 

well-established issue. As expressed by El 

Salvador’s President, Nayib Bukele, in a 

national address on March 11, who put the 

country on lockdown despite having no 

confirmed cases, "Our health system is not at 

Italy's level. It's not at South Korea's level." 

The prospect of an outbreak, and the economic 

impact that it would have in the long-term, is 

what developing nations are fearful of; 

developed nations do not have this fear as their 

healthcare systems can cope. The priorities of 

ACs are much different, more focused on 

keeping their economies open for as long as 

possible to avoid recession. 

 

So why exactly is COVID-19 going to have a 

disproportionately severe economic impact on 

underdeveloped nations? 

 

Firstly, the limitations on travel will damage 

the international tourism industry, an industry 

upon which many developing countries rely on 

for a significant portion of their income. For 

example, 14.9% of Rwanda’s GDP comes 

from tourism and a figure of around 10% is 

standard for most EDC/LIDC nations. 

Therefore, with internationals flights 

cancelled, and only essential travel for things 

such as funerals permitted, a large chunk of 

the third world’s GDP will be halted until 

restrictions are loosened. This indefinite period 

of time will prove a strain for economies all 

around the world, but disproportionately affect 

poorer nations, whose tourism workers will be 

unemployed and income, that would otherwise 

contribute towards things such as welfare, be 

slashed. 

 

Secondly, the industries upon which poorer 

economies are based on are dominated by 

skilled and unskilled labourers of primary and 

secondary industries such as farming and 

manufacturing. For example, 25.9% of 

workers in India are industrial workers, where 

social distancing is impossible, and work is 

therefore terminated. Millions have had to 
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return to their villages from cities, without 

pay, after Prime Minister Narendra Modi 

introduced a nationwide lockdown on the 25th 

of March. Advanced nations do not have to 

face the issue of mass unemployment on the 

scale seen in underdeveloped nations, during 

nationwide lockdowns, as the majority of their 

workforce is based in the services sector, 

where people are able to work from home e.g. 

the workforce in France is 77.28% services 

based. Therefore, underdeveloped nations will 

have more people unemployed compared to 

developed nations, and less income as a result 

of their main industries having a shortfall in 

labour supply. The supply chains of such 

nations are also less equipped and prepared 

such circumstances in comparison to those in 

place in ACs, where long supply chains are the 

norm rather than the exception. This would 

further contribute to supply side problems in 

LIDCs in terms of essential imported goods 

and spare parts. 

 

The emerging countries need help. Fast 

 

It is clear to see why underdeveloped nations 

are fearful of a full-blown COVID-19 

outbreak, like the ones endured in Italy and 

Spain. Not only are their healthcare systems 

unprepared for such a situation, but the 

economic impact of a sustained nationwide 

lockdown (which would be required to quell 

the spread) would be too damaging on the key 

industries of tourism, agriculture and 

manufacturing, upon which underdeveloped 

nations rely on for employment and income.  

 

Therefore, it is imperative for developing 

nations to keep their stringent measures in 

place for as long as necessary in order to avert 

a COVID-19 disaster, thus ensuring that long-

term economic damage is mitigated in the 

process. It is also up to ACs to aid in the effort 

to provide relief to poorer nations. External 

debts of developing countries, by both 

Government and the private sector, have risen 

sharply in the last decade as a result of low 

interest rates, high commodity prices and 

availability of credit due to quantitative easing 

by developed countries. For middle and low-

income countries external debt (excluding 

China) now stands at around $6 trillion – more 

than the combined GDP of France and UK. 

The poorest countries (those with Gross 

National Income per capita of below $1,175) 

have doubled external debt since 2008, further 

emphasizing the role that ACs can play in 

mitigating the impact that COVID-19 can have 

on the world’s poorest. 
 

MONETARY FINANCING 

– EXTRAORDINARY 

TIMES CALL FOR 

EXTRADORDINARY 

MEASURES  
 

ISHAN KALIA 

 

In theory, the Bank of England (BOE) is an 

independent institution, a decision by the 

‘New Labour government ‘of Tony Blair in 

1997. In reality though, the unprecedented 

actions undertaken recently by the Bank might 

Wider Reading 

“We may be in this together, but that doesn’t mean we are in this equally” – IFS  

“Bank of England to directly finance extra government spending” – Financial Times  

“Bank of Japan steps up coronavirus stimulus with bond-buying pledge” – Financial 
Times 

“Prospects for the UK economy” – National Institute of Economic and Social Research 

“The State we’re in:  will the pandemic revolutionise the role of the government?” – The 
Guardian  

“After the disease, the debt” – The Economist 
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seem to convince the public otherwise. During 

such a crisis, the treasury and the Bank of 

England are directly and indirectly combining 

unorthodox demand side policy tools in an all-

out war against the pandemic. 

 

With a historic recession now imminent, the 

government has followed a counter-cyclical 

measure of widening its fiscal deficit. Now 

that the tax revenues are shrivelling up, it is 

worthy to take a closer look on how this extra 

spending provisions, such as the 

Unemployment benefits to furloughed 

employees and self-employed workers 

(equivalent to 80% of profits, up to 

£2500/month) or the 80% state guarantee on 

potential defaults of £350 billion worth 

Coronavirus Initiative Lending Scheme. After 

all, the common notion is that Governments, 

unlike the central banks, cannot simply create 

money from thin air. Or can they? 

The government had to turn to some of the 

rarely used monetary financing tools: 

 

1. Buying government bonds: BOE 

buying substantial sums of 

government bonds in the primary 

market which helps to partially 

finance £200 billion Quantitative 

Easing (QE) program. 

 

2. Borrow via emergency channel: The 

UK government is also set to borrow 

billions of pounds from the emergency 

ways and means facility which 

provides emergency short term 

funding directly from the bank to the 

treasury. 

 

It is important to decipher the pretext of 

resorting to these methods. Which begins with 

the currency which has dominated the world 

for last 70 years - the dollar. The king 

currency; a safe haven, underpinning 4/5ths of 

global supply chains and 2/3rds of securities 

issuance and foreign-exchange reserves. The 

heydays of the pound sterling were gone the 

moment the economist John Maynard Keynes, 

coined the first fictional reserve currency, the 

Bancour in the 1940’s. So, the concern for the 

treasury is simple: Will investors always buy 

the securities issued by the UK government to 

finance the new Government pledges or 

continue the exodus to the dollar? 

 

Last week, the BBC reported that a short-term 

auction for the UK government bonds (known 

formally as gilts), failed to attract adequate 

interest from investors. This was the first time 

such an event had occurred since 2009, and 

this came in the backdrop of Moody’s warning 

that there was to be a “deterioration in 

Britain’s public financing”.  Trust in the UK 

has eroded. Investors are worried that the UK 

government, with a cloud of impending Brexit 

negotiations hanging over its head, 

compounded with a weak economic outlook 

post the first wave of the coronavirus (The 

ONS predicts that the economy to contract by 

up to 35%),  have reason to believe that the 

government will not be able to pay back in a 

given, defined time frame (called the maturity 

date). In the end, all governments will pay the 

initial amount, but the true fear for investors is 

for the short term. 

 

To the government’s rescue, the central bank 

undergoes a makeover, and enters the market, 

as a buyer in the primary market. 

Some grim statistics are being set at the 

moment, and it is a new dawn for the world of 

debt. The debt management office, which is 

responsible for the sale of the UK gilts, is set 

to raise up to £45 billion, the highest raised not 

only in nominal terms, but also as a percentage 

of the GDP.  The same discourse taken back in 

2008 had a real value of £42billion worth of 

borrowing. The estimated value of figure in 

the time of this year’s budget (what seems like 

an age ago), was only £16 billion. 

Quoting Benet Wilson, and much recently the 

head of the ECB, Christine Lagarde: 

“extraordinary times call for extraordinary 

measures”. 

 

 

 
 

 

A record of 18 auctions for the UK 

government gilts are taking place across April. 
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With record low interest rates, it seems 

sensible that governments build up a war chest 

to finance this crushing pandemic. With 

investors hesitant, it is the central banks who 

will buy a bulk of this issuance. By buying 

these securities, this will act as a partial input 

for the QE program, an unorthodox monetary 

policy in itself, whose aim is to lower the 

average interest rates which commercial banks 

offer to consumers by injecting liquidity in the 

financial market. The central bank should not, 

in theory, help finance the government 

spending directly, but many have now warmed 

up to this idea, including the former deputy 

Bank of England governor Sir Charles Bean, 

currently holding a position as a governor for 

the Office for Budget Responsibility. In light 

of the fact that the budget deficit has now 

reached 10% of GDP, or equivalent to £200 

billion (Providing fierce competition to the 

Great Recession of the 1930’s), Sir Bean has 

labelled it as entirely “appropriate for the Bank 

of England to help out by buying some of the 

securities directly from the government in the 

primary market”. 

 

The strategy seems to be working. Well, at 

least the transactions have taken place. UK 

two-year yields have plummeted to 0.08%, and 

this is the index to bear in mind, given that the 

investors are largely worried about the short-

term foreseeable problems for the UK 

government’s budget. Yields work inversely to 

the price: once an investor (or in this case the 

central bank as well) decides to buy some of 

the existing securities, this bids up the price, 

and given that the formula for yield = income 

derived/ price, the yield subsequently 

decreases. 

 

In the short run, this will allow for the 

immediate funding for short-term 

commitments such as the job-retention 

scheme, and crucially allow for some 

flexibility in procuring PPE equipment and 

other medical equipment (e.g.: ventilators). In 

the long run, the temptation for the 

government is that some of the money will 

inflate away (it is entirely possible that the 

interest rate charged by the Bank is not 

indexed to inflation). However, with a U 

shaped recovery more likely than ever for the 

UK economy, it is possible that inflationary 

effects don’t kick in (although certainly not 

inevitable – as demand increase in the short-

run for commodities and services will spike 

once the lockdown eases) 

 

But what has been the reaction to the ‘Ways 

and means’ facility? The draft was last used 

back in 2008, and although the move is largely 

unprecedented, the response has been greeted 

with relief: the news was first released on the 

9th of April, (sales of securities moved little, 

and yields also moved only a little in response 

to the news). Overall, investors are grateful 

that Andrew Bailey has decided to step in, 

after previously denying that any further 

monetary financing tools (also known as 

helicopter money) were on the table. In theory, 

such acts of the government (and the QE 

programme by the central bank) of simply 

printing money, or in reality crediting 

themselves electronically, should lead to 

inflation (money supply is increasing).  

 

However, today’s mayday call is unique: an 

overwhelming oversupply of oil, alongside the 

general downwards push on wages more than 

compensates for this upward inflationary pull. 

Hence, monetary financing is back on the 

cards. While interest rates are impossible to 

move downwards any further, it is imperative 

that the state looks to other ways to finance its 

ballooning commitments. However, these 

unprecedented movements do carry their own 

risks. Sadly, temporary measures taken by the 

central bank to purchase government bonds 

might become permanent. This is also a 

disadvantage provided of normal QE. 

Uncontrolled, monetary financing can lead to 

reckless spending, which could lead to 

excessive inflation in future. Fighting these 

dangers might lead to the central bank curbing 

lending via regulations. This would inevitably 

only throttle the private sector. 

 

Therefore, monetary financing has its pros and 

cons, rather specific to the circumstances. 

Right now, when the government deficits are 

exploding, it is an obvious mechanism. 

We must use it. But responsibly. Most 

importantly, to get us out of this mess. 
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FOREIGN AID: AN 

ANALYSIS 
 
ISHKAAR UJOODIA 
 

On 10 December 1948, the United Nations 

released the Declaration of Human Rights. 

This stated that all people should be equal in 

the eyes of the law and set out a “common 

standard of achievement for all peoples and all 

nations”. Despite this, there are currently 

billions of people still living in extreme 

poverty and suffering under corrupt 

governments. These people are denied their 

basic human rights, and the countries they live 

in are often extremely under-developed. 

Consequently, governments of more 

developed countries are pushed by their 

citizens to deliver aid in an effort to ease the 

predicament at hand. 

 

Theoretically, foreign aid is a coherent 

concept; those with excess wealth help those 

with not enough. This would make the world 

more equally developed by distributing wealth 

and narrowing the inequality gap. As well as 

this, it strengthens relationships between 

governments globally, however, foreign aid is 

frequently delivered inefficiently and 

ineffectively. In many cases, this is shown by 

either some or all of the aid not reaching 

grassroots level, where it is needed the most, 

or by lengthy delays involved in the process. 

Furthermore, it creates unprecedented side-

effects or backs tyrannical, corrupt 

governments. Moreover, the receiving of 

purely monetary aid can often weaken the 

relationship between a Government and its 

people due to the perceived lack of provision 

from the domestic Government for its 

population 

 

In this article, I will be analysing various 

methods of delivering aid, and will evaluate 

their effectiveness. 

 

Bilateral Aid 

The first method I will discuss is bilateral aid. 

This type of aid is given directly from one 

country to another. It can be given in the form 

of monetary aid, or through development 

projects. The type of aid given is chosen 

through technocratic means; this is where a 

government assigns the role of decision maker 

based on one’s expertise. The experts find 

technical solutions to the problem at hand 

through their own prior knowledge in the field. 

This is effective in dealing with the problem as 

it provides the most straightforward, useful 

resolution. 

 

However, technocrats do not account for the 

social, political and economic environment of 

where the aid is being delivered to – they are 

blind to it. This means it is not uncommon to 

see unprecedented externalities alongside the 

implementation of the technical solution. An 

example of this is the distribution of 

Insecticide-Treated Nets (ITNs) to countries 

ravaged with malaria, which were distributed 

free of charge. The lack of costs associated 

with the nets was an essential factor in the 

effectiveness of this aid as many people could 

not afford them, even at greatly reduced 

prices. The nets helped decrease the child 

mortality rate in 12 different regions (9 in 

Africa, 3 in Asia) by 17% on average, 

demonstrating their effectiveness. However, 

net donors did not account for the fact that 

families were starving and cared more about 

finding food than being protected from 

malaria. As a result, families began using the 

nets for fishing, and this affected the aquatic 

ecosystems which had not been exposed to this 

external pressure previously. This is just one 

example of many surrounding how bilateral 

aid often causes unforeseen repercussions. 

Another reason bilateral aid is ineffective is 

the fact that it is sometimes given with an 

expectation of the donor making profitable 

Political Economy Society 

 

Political economy society has decided to continue with weekly lectures, albeit in the form 

of pre-recorded presentations for now. Students are encouraged to send their names to 

Polecon society so their presentations can be scheduled for weekly release. 
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returns on their donation – they are giving aid 

for strategic, economic and political purposes, 

not humanitarian. This is most prominently 

evidenced by the Marshall Plan of 1948, where 

the USA donated cash to countries in Western 

Europe to help them rebuild after World War 

II. However, the US had an ulterior motive: 

they wished to prevent these countries from 

turning to the Soviet Union for help and 

becoming Communist. 

 

A more recent example of bilateral aid given 

with strategic intent is the influx of aid to 

countries such as Nigeria and India, who are 

not the poorest countries in the world, but are 

middle economies with massive potential to 

become economic powerhouses.  This shift in 

where donations are targeted can be seen by 

the decrease in aid given to the actual poorest 

countries in the world, who need more help, 

and this demonstrates how bilateral aid may 

not be the most effective method of providing 

assistance to the poorest people. Currently, a 

mere 8% of the EU’s member states’ aid 

reaches the 16 poorest countries, and so they 

are left suffering with little help, while those in 

less need of it see rises in their levels of 

foreign aid. 

 

For these reasons, I believe that bilateral aid, 

although it has the potential to be the most 

effective form of long-term aid, is not as 

successful as it should be, and does not help 

those most in need because it is often done for 

selfish reasons, and carried out using 

ineffective methods. 

 

Multilateral Aid 

 

The next type of foreign aid I will discuss is 

the aid given to one country by a combination 

of other governments, for example, the United 

Nations. This aid is effective because it is able 

to use money from various governments and 

can therefore donate larger sums of money and 

higher quantities of supplies to the poor 

countries. As well as this, multilateral 

organizations can have a bigger impact than 

independent governments in the worldwide 

community. The interconnected global nature 

of multilateral agencies lends itself to the 

greater cooperation and brain power from 

countries across the world. Multilateral 

organizations can work together to plan and 

coordinate the most theoretically effective 

development schemes for those countries most 

in need and can amalgamate their resources to 

deliver it as efficiently as possible. Moreover, 

these institutions generally make decisions on 

where to direct their aid based on those who 

need it the most, and, for the most part, do not 

make strategic decisions with ulterior motives 

behind their aid.  

 

However, multilateral aid also has the 

capability of failing. The biggest drawback of 

this type of aid is the complexity caused by the 

existence of multiple different governments 

with different viewpoints attempting to come 

to one solution. This makes any negotiations 

lengthy and time consuming, delaying the time 

taken to deliver aid. Alongside this, it is less 

evident for the public to see how their 

domestic Government is putting their tax 

revenue to use. The taxpayer cannot see their 

money going to a country in need, but rather to 

a large organization who takes an extensive 

period of time to send the aid to those in need. 

This has the potential to weaken the public’s 

confidence in their Government, which has 

knock-on adverse economic repercussions. 

 

Due to these reasons, multilateral aid is not the 

most appropriate form of aid for short-term 

relief of a country in need. However, it could 

be very effective in helping countries develop 

over the long term by setting up development 

schemes that benefit those at the bottom. 

 

Non-Governmental Organizations 

 

A third method of delivering aid is through 

charities and Non-Governmental 

Organizations (NGOs). NGOs are independent 

philanthropic organizations who are not 

funded by the government, but instead rely on 

private donations and membership dues. In the 

short-term, NGOs are usually efficient and 

effective, as delivering aid immediately is 

often in their setup remit. With regards to 

long-term aid, NGOs approach problems 

without ulterior motives, genuinely looking to 

help better people’s quality of life. Therefore, 

their development projects often do not have 

ramifications that adversely affect those most 

in need. 
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WILL COVID-19 

EXACERBATE 

EXISTING 

INEQUALITIES?  
 

RUBY ZHANG 

 

Coronavirus may not be the so-called ‘great 

leveller’ we once thought it to be.  

‘Coronavirus does not discriminate.’   

Except it does.  

The world has never been richer, or less equal, 

with the richest 1% having more than twice as 

much wealth as 6.9 billion people. Now with 

more than 1.5 million cases and over 100 000 

victims, the coronavirus pandemic exposes the 

harsh realities of the world’s inequalities. But 

will the coronavirus pandemic accelerate the 

growth of these inequalities, or present an 

opportunity for reform?  

 

No. 

 

On a global scale, tourism and FDI, which 

many developing countries depend on, has 

plunged, with foreign investors pulling $83 

billion from emerging markets since the start 

of the crisis, the largest capital outflow ever 

recorded at the Institute of International 

Finance.  The slump in demand and the 

paradox of thrift makes all countries worse off, 

but especially developing economies, that 

depend on the export of manufactured goods. 

Rising nationalism, with EU restricting the 

export of medical kit, is combined with the 

sudden rise in demand for medical supplies, 

pushing up costs of treatment. This restricts 

financial access to medical care for existing 

illnesses and results in weaker immune 

systems, thus amplifying the chances of death 

from coronavirus. As coronavirus spreads to 

less developed countries, most of which do not 

have sufficient medical infrastructure to 

combat Covid-19, the spread and death rate 

will further increase, with an estimated 

infection rate of up to 80% without social 

distancing campaigns. This means the worst of 

the economic burden from coronavirus is 

passed to those with the lowest incomes, in the 

poorest countries.  

 
 

Economic inequality increases the spread of 

coronavirus among the poor. 

 

This economic inequality has also developed 

into widening racial inequality in America, 

where almost 30% of employed African 

Americans work in the education and health 

services and 10% are in the retail sector, 

according to U.S. Bureau of Labour Statistics. 

This results in disproportionate amount of 

deaths amongst minorities with African 

Americans accounting for more than 70% of 

deaths in Chicago.  

 

The poorest groups also have worse living 

conditions. Living in close quarters increases 

the likelihood of contraction and presents 

obstacles to maintaining wellbeing during self-

isolation. With a lack of access to green spaces 

amongst the poorest communities and risks of 

getting fined if found loitering in parks, many 

low-income households will face a physically 

and emotionally challenging quarantine. This 

will intensify unequal distribution of poor 

mental health amongst classes, with the 

poorest 20% already two to three times more 

likely to develop mental health problems than 

those in the highest. Stress also contributes to 

higher risks of chronic illness and ‘deaths of 

despair’, a term used to describe deaths due to 

suicide and substance abuse, a looming 

tragedy in groups with low levels of education.  

 

In a vicious cycle where coronavirus 

reinforces inequality and inequality worsens 

coronavirus, the gap between the have and the 

have-nots widens evermore. However, in 

every recession and economic shock, comes an 

opportunity to reform.  
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Recent history has seen large-scale reforms 

after an economic shock raises socio-economic 

problems. After the first world war, the 

housing act of 1919 solved the shortage of 

housing for the poorest families. Similarly, 

post-World War Two, the UK established the 

NHS while improving social welfare and 

education, part of a Keynesian fiscal stimulus 

that triggered 68 quarters of economic growth 

and unemployment rates of as low as 0.1%. 

The same can be done after coronavirus. The 

pandemic has highlighted the issue of 

inequality, problems within the social security 

system and a lack economic resilience. With a 

large spare capacity and need for government 

injections, this is the time where measures to 

promote equality and improve the welfare 

system will be most effective.  

 

The government plays a key role in preventing 

further growth of inequalities, through a 

globally coordinated response to control the 

spread and using Keynesian fiscal stimulus to 

boost the economy and provide a ‘cushion’ for 

the most vulnerable groups.  The virus 

highlights the importance of the redistribution 

of wealth, a macroeconomic objective that has 

been overlooked for far too long, because, 

faced with this pandemic, economic inequality 

is not simply about the standard of living, but 

the unequal right to life.  

 

Between rich and poor, developed countries 

and developing countries, white and minority, 

north and south, there will likely be two types 

of deaths. One caused by the ‘misfortune’ of 

contracting the virus. Another murdered by the 

class they were born into. Looking back at the 

biggest pandemic in modern history, the 1918 

H1N1 flu pandemic (Spanish Flu), the first 

outbreak affected mostly low-income workers 

and the second outbreak hit the rich. Indeed, 

like the Spanish flu, coronavirus could kill 

anyone. Therefore, in an economic structure 

where the most essential workers are paid the 

least, perhaps it is not the disease itself that 

discriminates, it is our society. 

 

 

WHY THE CASTE 

SYSTEM IS 

HINDERING INDIA’S 

ECONOMIC GROWTH  
 

SANJANA CHANDA 

 

India faces a unique challenge when it comes 

to inequality. Unequal access due to caste. 

Despite being a prominent issue, its effects on 

the economy are often dismissed. On a recent 

visit to India, I was shocked at the extent to 

which the caste system is still in play today, 

encouraging me to further explore how its 

effects on education, the labour market and 

business are impeding growth. 

The caste system originated over three 

thousand years ago; it was a form of social 

stratification where society was split into four 

main categories, one of which was known as 

the Dalits or otherwise known as ‘the 

outcasts’. The rigid hierarchal categories were 

allocated depending on karma (work) and 

dharma (duty) and those born into a certain 

caste could not interchange into a different 

Key Macroeconomic Indicators  

 GDP* Unemployment Rate Budget Balance Currency 

units 

Interest rates 

      

Britain  -4.7 4 -14.8 -4.9 0.4 

United States  -2.9 4.4 -12.3 N/A 0.6 

Euro Area -5.9 7.3 -5.8 -3.3 -0.4 

China 1 3.6 -5.5 -5.2 1.9 

India 2.1 8.5 -5.1 -9.1 6.2 

Japan -1.6 2.4 -5.4 3.8 0 

  

*The Economist Intelligence Unit Forecast  

Source: Haver Analytics  
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one. The problem for the economy lies 

predominantly in the Dalits category due to 

them being locked into a poverty trap which 

only gives them access to unskilled and 

significantly low paying labour. 

Discrimination based on caste was banned by 

the Indian constitution in 1950 but continues 

to suppress the most vulnerable. 

To begin, the hierarchal system has been 

entrenched into the education sector. In a study 

conducted by researchers at the World Bank, 

social psychologist Claude Steele’s idea of the 

‘stereotype threat’ was demonstrated in the 

Indian state of Uttar Pradesh. Lower caste 

children competed against higher caste 

children to solve a maze and it was found that 

the performance of those of a lower caste 

deteriorated if they were first asked for their 

name (which revealed their caste to the 

audience). Therefore, the children performed 

poorly merely due to the fear that they may not 

be judged in a fair way. Similarly, in Abhijit 

Banerjee and Esther Duflo’s book Poor 

Economics, this idea is investigated further. 

The study aimed to find out whether this 

prejudice influenced teachers’ behaviour with 

students. Teachers were asked to grade a set of 

exams but only half of these teachers knew the 

child’s full name and caste. Findings showed 

that teachers were more likely to assign worse 

grades to low caste students when they were 

actually aware of what their caste was. 

Banerjee and Duflo describe how ‘a 

combination of elevated expectations and little 

faith can be quite lethal’ to India’s economy. 

A poverty trap is created by the combined fact 

that teachers have lost faith in the student 

which means that the parent simultaneously 

loses interest in their child’s education. In the 

long run, this lack of belief prevents the child 

from entering the steep part of the S shaped 

poverty curve (shown in figure 1). 

 

The Lucas growth model demonstrated how 

this can have a pernicious effect on the 

economy. A lack of human capital 

maximisation prevents the possibility of 

human capital accumulation. This is where 

knowledge gained from one person can be 

transferred to others and people can learn from 

each other’s skills. Therefore, the positive 

externalities that arise from an improvement in 

education are compromised as the uneducated 

are unable to reap the indirect benefits of 

education. This could constrict the potential 

productivity of the economy, reducing overall 

output, hence growth. 

 

 
Education is a prerequisite for a healthy labour 

market. However, India’s employment is for 

the most part informal, with 92.4% of work 

being informal according to the IMF. On a 

microeconomic scale, this makes individuals 

prone to external shocks as they do not have a 

constant income or sick / maternity pay. 

Amidst the COVID-19 pandemic, this has 

proved to put strain on the labour force, 

pushing a potential of 400 million workers 

deeper into poverty as they have been made 

redundant and have even less access to 

healthcare facilities etc. On a macroeconomic 

level, excessive informal sector domination in 

a labour market can reduce tax revenue gained 

by the government, acting as an opportunity 

cost as the government have less money to 

inject back into public services. How does this 

relate to the caste system? 

 

Traditionally, Dalits were only able to have 

jobs such as street sweepers and latrine 

cleaners. This constricted view of what 

occupations they are capable of holding is still 

evident and they are only able to have access 

to these low paid jobs, the majority of which 

are part of the informal sector. According to a 

New York Times article, 71% of Dalit farmers 

do not own their land and work for negligible 

wages. Not only is this an exploitation of 

workers’ rights, which goes unspoken, but as 

discussed this can have treacherous effects on 

several aspects of the economy, hindering 

growth. 

 

Entrepreneurship often requires reliance on a 

legitimate government in order to expand ones 

business, an assurance which Dalits lack. A 

very recent study has shown that this is 

partially due to the fact that Dalits are less 

likely to receive credit from financial 

institutions and those that do, receive them on 
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exploitative grounds. Whilst this could solely 

be due to a disparity in income/assets, 

evidence has shown that discrimination is 

evident based purely on caste. Manipulation of 

the system has been done so subtly, in various 

manners such as demanding higher collateral 

requirements, imposing higher interest rates 

and long waiting times. On the one hand this is 

highly unethical as loans should be provided 

based on economic and not social terms but it 

is also draining up to 20% of India’s 

entrepreneurial potential. This creates an 

opportunity cost as a fair system of providing 

credit could further stimulate business activity 

and competition hence improving the 

productive potential of India’s economy. In 

my opinion, to resolve this issue, micro 

financing schemes that specifically help those 

vulnerable to caste prejudice could be 

implemented. This could ease credit access for 

Dalits and allow them to set up businesses in 

order to lift themselves out of poverty and 

ameliorate their standards of living. On a 

macroeconomic scale, this is also important 

for investment which acts as an injection into 

the economy and leads to a multiplier effect in 

order to expand the aggregate demand of the 

economy. 

 

Final Thoughts 

From the pandemic to Modi’s demonetisation 

scheme, those of a lower caste have on the 

whole been affected most dramatically and are 

struggling to cope in a society that is resistant 

to change. There have been conspicuous 

bureaucratic attempts to help those affected 

such as ‘reservation seats’ for public higher 

education where around 22.5% of seats are 

allocated only for the ‘scheduled caste’. 

However, the subtle discrepancies in 

education, employment and business 

accumulated constrict the Indian economy’s 

potential. 

 

This extra aspect of discrimination unique to 

India is acting as a ravaging parasite that is 

devouring the chance for further economic 

growth. Society must work together in order to 

nurture the economy. 

 

 

 

 

                                             

THE 2020 OIL FLOOD   
 

DEVAJ KEERTHI 

 

Oil is considered to be the lifeblood for 

industrialized and emerging countries, and 

2020 has been an eventful year to say the least, 

with a drastic decrease in demand and 

squabbles between two world oil superpowers 

leading to prices plummeting and the industry 

facing unprecedented action. 

 

The story begins in late February with a barrel 

of crude costing roughly $50 per barrel. The 

forecast for the year looked gloomy but the 

events which were to ensue in the following 

months set the stage for a price war to occur 

amidst a global pandemic. 

 

By early March, the world was slowly coming 

to terms with the severity of the Coronavirus 

with China reporting 80,000 cases and exports 

dropping 17.2%. Countries were realising the 

extreme measures that they would have to 

result to, in order to curb the spread of the 

virus and Saudi Arabia understood the 

repercussions this could have on their oil-

based economy. By Friday 3rd March, 

decreased demand from manufacturing-based 

economies and slowly imposed travel 

restrictions mainly from China had dropped 

the price for Crude to $45 a barrel. Saudi 

understood this was a sign of things to come 

and began talks with Organization of 

Petroleum Exporting Countries (OPEC) and 

Russia (who isn’t officially part of the 

organization but holds deep influence), but this 

was fruitless. Saudi Arabia wanted to reduce 

global output by at least 1.5 million barrels a 

day – but no deal was concluded 

Supply of oil was to continue at its steady pace 

as Russia wanted to wait longer to make an 

informed judgement – meanwhile, demand 

nosedived. 

 

Predictably, as every basic supply/demand 

diagram would show, price continued to drop 

– it was 30% lower than the price it started the 

decade with and still no action had been taken. 

 

By the 7th, Saudi Arabia, desperate to keep 

market share and maintain profits, decided to 

drop prices by $8 for its market in the 
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Americas and Europe – one of Russia’s 

primary sources of income – a direct threat to 

Russia to abide with the regulations it called 

for. The following day, Saudi followed up 

with further aggression – increasing their 

supply to 11 million barrels a day – in an 

attempt to get more customers and, 

unsurprisingly, the price per barrel continued 

to slide. It dropped from roughly $45 to $31.52 

in of the biggest one day falls ever recorded. 

 

 

 
 

 

 

 

The price war was shaping up and it had 

seemed to leave OPEC in tatters 

 

The shockwaves of this decision were global 

with experts predicting that the poorer OPEC 

countries would fare the worst – such as 

Venezuela, Nigeria, Angola and Algeria. This 

was primarily due to the fact smaller output 

countries will take a greater impact on their 

revenues as they are outcompeted by the 

larger-scale producers – and revenues were 

expected to fall 50-85%. This is primarily due 

to the fact they have a smaller scope to 

increase output and require higher prices from 

each barrel to make profits. But the impact 

was not limited to the poor. The S&P 500 

tumbled nearly 5% the day the production 

boost was announced, as it threatened the shale 

industry in Texas – a much more expensive 

form of digging for oil. 

 

Despite the dropping prices, the demand for oil 

continued its downward spiral as more and 

more countries went into lockdown – the first-

time oil demand had dropped since the 2008 

Financial Crisis. 

 

Big Oil also faced concerns with a decreased 

revenue. Investors had mounted pressure to 

maintain dividend payments and most firms 

were forced to cut expenditure to account for 

the lack of money entering the companies, in 

an attempt to remain profitable. Royal Dutch 

Shell (the fourth largest oil company) and 

Total (seventh largest) were the first 

companies to publicly admit spending cuts. 

They announced that they had stopped share 

buybacks (a process used to regain ownership 

of the company by offering market value price 

to buy back shares from shareholders) whilst 

allowing their dividend scheme to proceed 

unaffected. 

 

All of this oil digging has produced its own 

problems – more specifically regarding where 

is this oil actually going to be stored. Oil 

which is not bought has to be stored 

temporarily until demand picks up again, but 

places to do so are running out. Companies are 

being forced to rent out storage tanks and in 

extreme cases are using oil tankers as 

temporary offshore facilities to accommodate 

for the excess supply, with reports of one 

tanker costing close to $200,000 to rent per 

day. But why don’t the countries just cut 

supply? 

 

Other than the primary reason of losing market 

share to their competitors, switching of oil 

pumps and machinery is not a simple process 

and doing so would ‘permanently damage 

reservoirs and conventional production wells’ 

due to complications with a loss of pressure. In 

addition, the cost of restarting pumps would 

sum to several million dollars per pump and 

usually the pumps will not be able to operate 

at their original rate. Given all these 

circumstances, it is easy to understand OPEC’s 

reluctance to reduce the current supply by a 

significant amount. 

 

On the 30th of March, the markets saw a brief 

glimpse of hope as speculators claimed Trump 

would intervene in Saudi Arabia and Russia’s 

affairs. A barrel of Brent jumped over the $30-

dollar mark, but this hope was short-lived as 

no agreement materialized. By now research 

showed that global consumption would drop 
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by a third in the coming months and the 

situation was still dire. 

 

The first week of April rolled by and, amidst 

reports that the US and Canada would impose 

tariffs on Russian and Saudi Arabian oil 

imports, G20 ministers finally called for an 

emergency meeting on Friday 10th. 

 

The outcome was the largest supply cut in 

global production ever made with the hope 

stabilising the price of the commodity. 

However, the decision to cut production by 10 

million barrels a day (10% of global output), 

was met with mass scepticism, with traders 

wondering if the cut would be enough in 

matching the demand slump. This was clearly 

shown by the fact that by Tuesday 14th, Brent 

had dropped to the sub-$30 region once again. 

 

There is still large uncertainty about how new 

oil is going to be stored with tanks continuing 

to be filled up faster than ever before. Further 

spending cuts have also been publicised such 

as Exxon cutting capital investment by $10bn 

and this sets out a worrying period for the 

energy industry. 

 

The unparalleled cuts seem to be insufficient 

for now but only time will tell how the 

industry will recover from these trying times. 

 

BRITISH AND 

AMERICAN FISCAL 

STIMULUS 

RESPONSES TO 

COVID-19: KEYNES 

VINDICATED? 
 

JOSHUA SELFRIDGE 

 

The COVID-19 pandemic has been very 

revealing. As we have all heard and seen, this 

crisis has highlighted many structural 

problems in our economies and societies. It 

has shone a new light on the growing 

inequality in industrialized countries; the 

federal US minimum wage has stayed stagnant 

at $7.25 for over a decade, and the situation is 

similar in the UK with median pay down 4% 

in real terms since 2008. Whilst studies have 

revealed that 40% of American families could 

not afford a $400 emergency expense, CEOs 

have seen ever-increasing salaries. 

The flaws of the Private Sector  

 

Last month, American airline companies 

warned they could go under if the US 

government did not provide loans or bailout 

money. It was those same airlines that spent 

96% of their profits on stock buybacks in the 

decade following the financial crash. Not on 

investment, not on raising wages or improving 

workplace conditions – but on buying up their 

own shares to drive up their value, to accrue 

even more money, to spend buying up even 

more shares. 

 

Those corporations and the billionaires that 

control them are now engaged in a great public 

relations effort to appear charitable. Some 

have suggested that multinational 

conglomerates such as Amazon make giving 

back to society a regular occurrence – perhaps 

as a given percentage of their annual profits... 

One saviour, one villain? 

 

But another shocking truth has been 

uncovered. With the US Congress passing a 

$2.2 trillion stimulus bill – the largest in 

history – and the UK government announcing 

a similarly historic £330 billion economic 

rescue package in an attempt to mitigate the 

economic decline brought about by the 

pandemic, the dogma of the Republican and 

Conservative Parties has been exposed as 

downright fabrication. The parties that brought 

you deficit hawkism and austerity have thrown 

their ideology out the window in recognition 

of its failure to provide any real solution to a 

crisis such as this.  

 

One could be forgiven for feeling symptoms of 

political whiplash watching the Conservatives, 

who have led the country through a decade of 

cuts in the name of a balanced budget, now 

announce the biggest rise in government 

borrowing in thirty years. No doubt this 

unprecedented increase in government 

spending is absolutely necessary to keep the 

economy afloat and to safeguard British 

businesses and families against ruin, but it puts 

the lie to every claim since 2008 by the 

Conservatives to have concern about the 
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national debt. The American public has been 

victim to similar concern-trolling by 

Republicans over the debt ceiling in the US, 

but with a Republican president in the White 

House the party suddenly finds politically 

popular government spending attractive. We 

now even see Republicans embracing 

something that looks somewhat like universal 

basic income, although of course it isn’t 

universal (families above a certain income 

threshold got nothing, and college students fell 

through the cracks) nor basic (a one-off $1200 

payment won’t fulfil Americans’ basic needs 

for the duration of this crisis). Nevertheless, 

some form of direct payment to citizens that 

was once a fringe idea espoused by reformists 

like former Democratic presidential candidate 

Andrew Yang has now found its way into an 

economic relief bill. This process has of course 

been pushed along by Congressional 

Democrats. Control of the House, the lower 

chamber of Congress, certainly provides 

Democrats with a significant amount of 

leverage in setting the terms of the debate. But 

even in the Republican-controlled Senate, 

Democrats have the power to force changes 

and compromises given that any bill needs a 

two-thirds majority to pass. If only the 

Republican minority in Congress in early 2009 

had been so willing to help the Obama 

administration set the American economy back 

on track as the Democratic minority in the 

Senate are to help the Trump administration do 

the same now. One gets the sense that one side 

cares purely for political power, and the other 

for the welfare of American citizens. 

 

It may be argued that in the midst of this crisis, 

the parties are perfectly justified in changing 

tack. Desperate times call for desperate 

measures. But the inconvenient truth is that the 

world before COVID-19 was already in a state 

of crisis. With inequality on the rise and 

climate change an ever-present existential 

threat, governments including those in the US 

and UK have refused to act with the necessary 

urgency for too long. The swift and decisive 

response to this pandemic can serve as a 

blueprint for the action that must be taken to 

tackle other catastrophes once this immediate 

danger is behind us. We should heed the words 

of the adage to never let a crisis go to waste – 

it is now clearer than ever how broken our 

systems are. Now is the time to fix them. Now 

is the time to realise that the underpaid 

workers who Home Secretary Priti Patel calls 

‘unskilled’ are in fact essential. Now is the 

time to realise that our underfunded public 

services are in fact calling out for reform. Now 

is the time to realise that we must act to save 

ourselves from ecological collapse. 

 

The world is never going back to ‘normal’ as it 

was before this pandemic. We have seen that 

we are all in this together, and that we can – 

and must – take bold action to avert disaster. 

Keynes’ theory of spending our way out of a 

recession was right. Times like these demand a 

large role for the state, and even opponents of 

Keynesian economics seem to recognise that. 

Finally. 

 

COVID-19: MORAL 

HAZARDS, BAILOUTS 

TO BENEFITS 
 

SUKHI SURESH 

 

Concerns about the moral hazard during the 

Covid-19 crisis have been relatively muted. 

With both fear and uncertainty ravaging 

through economies, these unprecedented 

stimulus packages have injected liquidity into 

markets, preventing them from seizing up and 

setting stable foundations for a quicker 

recovery. However, with the enormous scale 

of these packages outstripping those offered in 

2008, the moral hazard associated with 

bailouts and aid in the future should not be 

avoided. 

 

Moral hazard is “any situation in which one 

person makes the decision about how much 

risk to take, while someone else bears the cost 

if things go badly.” - Paul Krugman. It can 

occur due to asymmetric information - one 

example is the principle-agent problem, 

whereby one entity (agent) is able to make 

decisions for the other party (principle). The 

dilemma exists when one agent’s intentions, 

based on their own self-interest, are different 

to the principals, where the agent may have an 

incentive to behave too riskily. 

 

Leading up to the financial crisis, the build-up 

of moral hazard was evident. With asset 
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managers’ incentives to boost their bonuses 

through riskier behaviour, partly shielded from 

their losses by the simple fact they dealt with 

other people’s money. With mortgage loan 

originators being paid per-mortgage basis, they 

had the incentives to understate the risk of 

loans as they were sold on as mortgage-backed 

securities. As these institutions didn’t hold 

onto these risky assets, they passed the risk on 

to other institutions. Many didn’t bear the 

costs of their behaviour. “Too big to fail” 

banks believed that because of their 

interconnectedness and being ingrained into 

the economy, that the government would have 

not let them fail, in order to avoid an economic 

crash similar to the Great Depression. 

 

Some argue bailouts have increased moral 

hazard in terms of risky lending, with the 

CARES Act and Fed’s own initiatives to inject 

liquidity into the financial system, aiding 

companies to access the credit they need to 

survive and bailing out those on the verge of 

collapse. However, it depends on corporation’s 

valuation and with the incentive to have a 

strong valuation before any bailout, it may 

prevent risky behaviour and encourage proper 

due diligence in business transactions. 

 
 

Acknowledging the perverse incentive doesn’t 

undermine the importance of the rescue 

packages implemented during this pandemic. 

These policies ensure that people and firms 

won’t continue with normal activities, thus 

reducing the spread of the virus and increasing 

the chance of a quicker recovery, reducing 

economic damage.  Furthermore, preventing 

economic calamity requires a quick response. 

By trying to minimise the moral hazard 

through slower, crafted interventions, the aid 

will be distributed too slowly, whereby the 

harm to the economy caused by minimising 

moral hazard will be greater.  

 

Although this very much reduces the short-

term losses, moral hazard may become more 

frequent in the future.  With the Fed’s decision 

to buy high-yielding debt and bonds issued by 

the state and the local governments, to avoid 

cascading defaults by injecting liquidity, the 

perceptions of future risks may change in the 

market.  Non-financial corporate debt is at 

record high levels, partly due to the low 

interest rate environment and with the recent 

interventions, they shield the large corporate 

creditors from risks they had to bear.  The 

moral hazard this time lies in the likelihood of 

more debt being taken on, perhaps on more 

dubious terms and debt with a higher credit 

risk.  This could potentially lead to a future 

debt crisis, worsened by the fiscal deficits 

advanced economies run, with gross 

government debt across the rich world 

increasing from 105% to 122% of GDP 

according to IMF. 

 

What governments should do this time is 

employ effective policies that aid productive 

businesses to receive the financing, while 

forcing creditors and shareholders to take 

losses where appropriate. Bailouts of crucial 

and productive enterprises and industries have 

to come with conditions attached - preventing 

layoffs, stock buybacks and dividends. For 

example, the Airlines industry, which has 

received nearly $60 billion in the US. After the 

crisis, aid will have to crafted carefully in 

terms of when the aid will no longer apply, 

and new regulations may need to be 

implemented to ensure firm’s incentives are in 

line with what society needs. Generous 

unemployment benefits could incentivise more 

workers to be laid off for a longer period 

instead of going to work after lockdown 

restrictions are eased - a moral hazard.  

 

There is no doubt that this unprecedented 

crisis has wreaked havoc across the globe. 

Unwilling to respect borders and with many 

economies unloading fiscal and monetary 

packages left, right and centre, the pandemic is 

definitely changing what we think about moral 

hazard and collective responsibility. The 

bailouts and the unemployment benefits had to 

be implemented at a rapid pace and it seems 

that for now, moral hazard isn’t sending any 

major warning signs. Nevertheless, 

governments and society need to be vigilant to 

the risk. 
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With the threat of climate change on the 

horizon, the frequency of economic shocks 

will increase, and the government may need to 

intervene more frequently if firms aren’t 

prepared. Thus, governments will need to 

ensure both firms and individuals act in a 

responsible way. Whether this comes about 

naturally as society turns to favouring 

experiential value over valuations and market 

value (Mark Carney). It may increase the role 

of stakeholder capitalism and create a new 

incentive for firms to treat employees, 

consumers and suppliers fairly to uphold and 

improve their images. Climate change will test 

this and what this all means for new incentives 

and moral hazard in the future. 

 

LOW 

UNEMPLOYMENT 

WITH LOW REAL 

INCOME GROWTH: 

AN UNLIKELY DUO 
 

ANSH BATURA 

 

The drastic decrease of unemployment under 

Conservative Britain has been one of the 

parties’ main success stories, having more than 

halved U.K unemployment since 2010, down 

to a 44-year record low of 3.8% in 2019. 

 

Typically, such decreasing unemployment 

leads to economic growth and suggests that 

employees would be able to pressure salary 

increases. However, in recent years, not only 

has growth been very shaky, wage increases 

have struggled to keep pace with inflation. 

Real income in January 2020 was lower (by 

0.4%) than before the financial crisis. As 

unemployment has fallen lower and lower over 

the prior decade, economists have been 

stumped again and again as predictions of 

meaningful increases in real incomes fall 

short. 

 

One of the falsely accredited reasons for such 

huge increasing employment and a lack of 

upwards wage pressure is due to the flexibility 

of the U.K labour market. Employees can be 

hired and fired with ease in comparison to 

other OECD countries, such as France in 

which the hassle employers can face removing 

employees can lead to not hiring in the first 

place. Since the 1980s a closely supervised 

job-seekers allowance program as well as 

rapid de-unionisation and greater job 

insecurity, some argue, have led to greater 

freedom for employers in the private sector, 

with a greater supply of labour and less 

upward pressure on wages, as workers are both 

less able and willing to push for higher wages. 

The public sector, with a higher union density, 

despite not taking the brunt of wage reductions 

amidst the financial crash has overall fared no 

better, plagued by pay caps in the following 

years. 

 

However, the U.K labour market has not 

become more flexible since the 1980s and 

such a lack of real income growth with 

decreasing unemployment, has led some 

economists to question the usefulness of 

unemployment statistics in seeing how tight 

the labour market truly is. A major problem 

the U.K suffers from is underemployment. 

Nearly 8% of British workers desire to work 

more hours – suggesting there is still a notable 

labour demand deficit. This begins to lay 

questions on whether there is enough demand 

for labour to tighten the market enough for 

greater real income increases. Nevertheless, 

these speculations have little evidence. 

 

A more pragmatic view is held by Bell and 

Gardiner from the Resolution Foundation 

Thinktank – that in the aftermath of the 

recession many households had their incomes 

reduced and forced more into work. When 

David Cameron enacted austerity measures in 

2010, major cuts to the welfare system and 

more stringent controls on benefits contributed 

to reductions of both households’ using 

benefits and the value of these benefits. 
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Due to taxation and income changes between 

2010 and 2014, the poorest two-tenths of the 

population (which are more likely to rely on 

benefits as a greater proportion of income) 

have seen the greatest proportional cuts to 

their net income, then every other group, 

except the very richest tenth. Indeed, the 

employment of women has increased from 

65% to 72% since 2010, which could imply 

that the main earner (typically, but not always) 

a man was not earning enough for the 

household. Employment has increased 

particularly rapidly for women in their early 

60s and for those in the lowest income 

brackets, especially single parents. 

 

One of Bell and Gardiner’s key findings is the 

stalling of decades-long decline in working 

hours since 2008: working hours are almost 

one hour per week higher than they would 

have been if the post-1980s trend had 

continued after the financial crash. The pay 

squeeze from a prolonged recovery has led to 

some workers looking for longer hours and 

more entering the workforce as the shrinking 

welfare system reduces household income. 

 

Despite the job losses in the public sector from 

budget cuts, overall unemployment has been 

drastically decreased, as those in voluntary 

unemployment are forced to look for work or 

more work, catalysed by austerity measures. 

Increased underemployment is suggestive of a 

workforce more eager to secure more hours to 

increase income. 

 

The best way to improve real incomes is 

through addressing U.K productivity. The 

productivity growth averaging 2% a year 

witnessed before the financial crash remains to 

be rediscovered. In the past, real wages have 

correlated closely with productivity. 

Intrinsically, productivity growth suggests an 

increase in the value a worker’s output per unit 

time, and thus leads to a worker’s time 

effectively being worth more – and thus often 

leading to pay raises 

 

The reason for a decline in U.K productivity 

can be linked to the increase in employment – 

as more have been forced into employment, a 

rapid expansion of low productivity jobs in the 

U.K has taken place, dragging down overall 

productivity – with the number of hairdressers 

having increased by over 50% since 2010. 

However, Britain appears to have wages hit 

harder than other OECD nations. 

 

Many other OECD nations have also seen 

more employment from the income shock of 

the financial crash. Those entering work in all 

countries are more likely to initially have 

lower wages, but British low-paid jobs are 20 

to 30 percent less productive behind equivalent 

roles in Germany, France, the Netherlands and 

the United States. In 2016 output per hour 

worked in Britain was 15.1 percent behind the 

OECD average: meaning a British worker’s 

time is essentially less valuable in comparison 

to other OECDs. Compared directly to other 

economic heavyweights in the region, British 

workers fare worse being an estimated 27% 

less productive than their German 

counterparts. 

 

The low productivity in low-paid jobs could be 

caused from the lack of an incentivise for low 

income workers to work harder – despite cuts, 

Britain’s welfare system for low-income 

workers far exceeds other countries such as the 

United States. Many migrant workers take jobs 

that locals find undesirable from seasonal 

harvesting in Lincolnshire to cleaning services 

in London – with these sometimes seen as too 

hard or not worth the effort. British workers 

have not had a lack of jobs, but lack of skilled 

labour, and a lack of an appetite for certain 

types of jobs. 

 

David Cameron insisted in 2019 he should 

have ‘ripped the plaster off’ and made deeper 
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and faster cuts in his austerity measures. In 

2013 some families were trapped within a 

situation in which working a low-paid job 

could ultimately mean they earn less than 

living on benefits. Without a greater advantage 

for those in the lower deciles of personal 

income to work harder and more efficiently to 

keep their jobs, productivity growth cannot 

follow. 

 

Britain’s ultra-low unemployment rates have 

mainly stemmed from more people working. 

An increase of labour supply, and growth of 

low-paid jobs has clearly depressed the 

average income. If the U.K wishes to see a 

meaningful rise in the average real incomes it 

must find a way towards driving greater 

productivity growth, especially within low 

paid jobs. 

 

THE EFFECTS OF 

COVID-19 ON THE 

RWANDAN 

ECONOMY 
 

JEMIMA CATTERMOLE 

 

Rwanda is a small East-African country not 

much larger than Wales. However, with a 

population of over 12 million people (Wales in 

comparison has just 3 million), it is the 5th 

most densely populated country in the world. 

Rwanda has a GDP per capita of $773, 

compared to $43,000 in the UK, and over 50% 

of people live on under $2 a day. 

 

Yet, as much as these figures are significantly 

different to those of countries like the UK, 

Rwanda has made a lot of progress since the 

genocide of 1994 with economic growth 

averaging 7.5% per year (the 3rd fastest in the 

world). Since 2000, life expectancy has 

increased from 49 to 66.6 years and the under-

5 mortality rate has decreased from about 1 in 

5 to 1 in 29. 

 

In 1994 the country saw about 10% of its 

people killed, another 20% flee and 20% of its 

women raped over a period of 100 days. After 

this, GDP decreased by over 50%. Many of the 

working force had been killed and hundreds of 

thousands of babies were born from rape. This 

disproportionate age distribution meant labour 

decreased. Goods and services could not be 

produced to the same degree and exports 

decreased which meant less money was 

injected into the economy. 

 

In 2015 my family moved to Rwanda for two 

years so that my dad could take part in a US 

programme training Rwanda’s emergency 

doctors. He said that although the hospitals 

have improved a lot over the past 20 years 

they are nowhere near as equipped as Western 

hospitals. There are only 35 ventilators in the 

whole country. Diarrhoeal diseases, malaria, 

HIV and road traffic collisions are some of 

main causes of death, many of which are 

preventable. 

 

Rwanda is already running a budget deficit 

and it cannot afford to give much welfare to 

the disabled or orphans. Five million 

Rwandans do not have access to clean water, a 

concerning figure normally, let alone now that 

COVID-19 is killing hundreds of thousands of 

people across the globe. To put this into 

perspective, the NHS spends around £1000 per 

person every year, the Rwandan health budget 

spends about £13 per person every year. 

 

The World Health Organisation, among other 

things, has asked people to regularly wash 

their hands, self-isolate and seek medical 

attention where necessary to stop the spread of 

this virus. However, in a country where nearly 

50% of people do not have clean water this is 

more easily said than done. Seeking medical 

attention is costly, difficult to access and there 

is only one medical doctor per 8000 people 

and very limited resources. 

 

The average woman has over four children so 

households are large, and, in such a densely 

populated country, self-isolation could do 

more harm than good as viruses will spread 

easily in crowded areas. Even if the spread of 

COVID-19 is slowed down by self-isolation, is 

it slowed down enough to justify the effects of 

taking people out of work when many families 

are already struggling to survive, as well as the 

impact on mental health and the inevitable 

increase in domestic violence? 
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At the time of writing, Rwanda has 176 

confirmed cases of COVID-19. This may not 

seem like a significant figure, but it is likely 

that the number of people who have the virus 

without knowing is much higher. For many 

Rwandan people, the fever caused by the 

coronavirus will be overlooked as malaria and 

correct quarantining measures will not be put 

in place, escalating the spread of the virus. 

Even if symptoms are recognised, many 

people do not have access to a hospital, 

transport to get there or the money to be 

treated. It has the potential to spread like 

wildfire across this small country, but, having 

a median age of 20 will hopefully work in its 

favour and keep the death toll to a minimum, 

as will the fact that smoking and obesity in 

Rwanda are uncommon. 

 

I spoke to a man in Kigali, the capital city, 

who explained that unlike countries like the 

UK, most Rwandans do not have access to the 

internet, smartphones or computers, meaning 

working from home is not possible. Most 

parents do not have a sufficient level of 

education to teach their children and most 

importantly, many families do not have a 

secure house to isolate in and are without 

money and food. The government has given 

food to the poorest families, but this may not 

be enough. He also mentioned how the 

nationwide closure of churches has affected 

people. 95% of Rwandans identify as Christian 

and churches play an important role in 

communities by supporting people and giving 

people hope. 

 

I also spoke to a university-educated academic 

from Rwanda who said that people have been 

forced into camps against their will and rape 

cases have increased. Five journalists have 

been put in jail to reduce unfavourable reports 

about the country. Moreover, Rwanda have 

stopped public transport which means it is 

very hard to access essential care unless you 

have a car, which most people do not have. 

For example, women in labour will not have 

access to care nor will those with severe cases 

of malaria, which is normally treatable. These 

premature deaths will have a negative effect 

on GDP due to labour decreasing. 

 

Since the genocide, Rwandans have been 

determined to change. Despite being such a 

small country, it is leading the battle for 

climate change being one of the only countries 

to prohibit the use of plastic bags. Tourism has 

also significantly boosted the economy. 

Gorilla trekking, for example, will cost 

someone around $1500 excluding 

accommodation and food costs. Last year it 

brought the country $19 million, a figure 

which will increase disproportionately due to 

the multiplier effect and boost the country’s 

GDP. 

 

It is therefore unsurprising that Rwanda was 

the first African country to enforce a total 

lockdown, including closing the airport, on the 

21st of March. They have also fixed food 

prices to avoid exploitation from shops, 

rationed food and promised people that 

nobody will starve, an otherwise inevitable 

outcome for some people now with no income. 

Hand-washing facilities have also been set up 

in the capital city. This not only helps 

physically to contain the virus but also 

psychologically as people are continually 

reminded of the gravity of the situation and the 

importance of stopping the spread of the 

disease. 

 

In a worst-case scenario, the coronavirus could 

reverse most of the economic and social 

progress the country has worked so hard to 

achieve over the past 25 years. Early 

government intervention is a positive thing but 

with a virus as contagious as this, the national 

outbreak is suspected not to be a question of if 

but of when and to what degree. We can only 

hope that the hot weather combined with a 

young, healthy population will keep it to a 

minimum. 
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THE IMPACT OF 

COVID-19 ON THE 

MICROECONOMIC 

WORLD  
 

JACK RODER  

 

With the effects of coronavirus mainly being 

portrayed on a macro level, I thought it would 

be interesting to look into the micro side of 

things in a bit more detail. Within this article, I 

will identify and explain a number of the 

microeconomic effects of coronavirus, and this 

should help you to get a fuller understanding 

of the economic dangers coronavirus brings. 

 

The basic economic problem 

 

To begin with, the fundamental core of 

economics is the basic economic problem. 

This states, simply, that we have limited 

resources for unlimited wants, i.e. we will 

never have enough resources to satisfy 

everyone’s wants. This has never been more 

relevant, with the shops empty, and people 

scrambling for that last toilet roll or bag of 

pasta. In a healthy economy, needs should 

always be met, as these are required for 

survival, and yet this pandemic is taking this 

basic right away from many. The UN World 

Food Programme have warned that 256 

million people are being pushed to the brink of 

starvation as a result of the coronavirus; these 

people could only just afford to buy food with 

their income, and now this income has been 

stopped, they are left without their needs, let 

alone their wants. This fall in income across 

such a large population will most likely lead to 

many goods becoming more price elastic, 

meaning that a small change in price will lead 

to a huge change in quantity demanded, as 

people become more price aware, and try to 

only spend when they need to. Of course, 

necessity goods such as housing costs and 

education will remain largely inelastic, but we 

will see huge falls in demand for other goods 

if their prices rise slightly, and I think that this 

will last for the next 6 months or so, until 

people become more secure about their 

finances. 

 

Market Failure Another key element of 

microeconomics is the idea of market failure. 

Market failure occurs in free markets when 

there is an inefficient allocation of resources in 

a market, leading to welfare loss. There are a 

number of ways market failure can occur, and 

I will talk you through how coronavirus will 

impact them. After the lockdown has ended, 

there will be a huge rise in production as 

businesses attempt to make as much money as 

they can to bring profits back to normal. 

However, this will lead to many negative 

externalities, particularly pollution. China is 

responsible for 30% of the world’s pollution, 

but pollution levels there have decreased by 

10-30% due to the drop in economic activity. 

When business returns to normal, their 

factories will reopen and once again pump 

pollution into the atmosphere, acting as a 

negative externality in production as the 

marginal social costs (MSC) are greater than 

the marginal private cost (MPC), producing a 

welfare loss, as shown in the graph below. 

Externalities can also be positive – when 

someone’s consumption or production leads to 

a positive impact on society. When we finally 

develop a vaccine for the coronavirus, positive 

externalities will occur as someone’s 

immunity to the virus will reduce the risk of 

others getting it; this is an example of an under 

allocation of resources, and is a form of 

market failure. 

 

Market failure can also occur if there is an 

information gap between the consumer and 

producer. During the lockdown period, many 

goods are unavailable, which means that many 

turn to the black market to get them. 

Cigarettes, for example, have nearly doubled 

in price in the black market since lockdown 

began, because of the combination of a lack of 

supply and excess demand for the product, 

which is a clear example of market failure. 

Cigarettes are an example of a demerit good, 

which is associated with negative externalities 

in consumption, thus creating market failure. 

The scale of this market failure is huge; for 

every 100 American adults, 14 currently 

smoke. On the black market, consumers never 

really know where the products are sourced 

from or whether they contain the levels of 

nicotine that the producer promises. This leads 

to multiple information gaps, especially as the 

use of the black market will rise due to the 

lockdown period, creating market failure. 
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Missing markets may also become more 

significant due to the virus. With lockdown 

firmly put in place now, many people choose 

to exercise in public parks and open 

countryside, examples of public goods. Public 

goods are non-excludable, meaning that you 

cannot prevent someone benefitting from the 

good or service. This leads to the free rider 

problem, which is when people benefit from 

the good without paying for it, thus providing 

no incentive for producers to supply the good, 

leading to a missing market and therefore 

market failure. Also, when lockdown ends, 

many will flock to the beach for holidays and 

days out after this period of staying at home. 

This again is an example of a public good, and 

so further market failure will take place. 

 

Factor immobility is when the factors of 

production are not put to their most efficient 

use due to an inability or unwillingness to do 

so. Factor immobility is inevitable with any 

virus going around, even more so with this 

lockdown. Clearly, the lockdown has 

prevented capital and land being put to its 

most efficient use, as it is not being used as the 

shops are shut and economic activity has 

ground to a halt. Labour is being used 

inefficiently as well; many people are forced 

to work from home, where the distractions of 

the household may prevent them from working 

as efficiently as before, thus leading to a fall in 

productivity and a misallocation of the factors 

of production, again creating market failure. 

 

Government Failure 

 

Government Failure Governments can 

intervene to help prevent this market failure by 

using subsidies or campaigns. However, this 

can often lead to government failure, and 

coronavirus will most likely lead to this 

occurring more often. During the lockdown, 

the government have decided to provide 80% 

of eligible workers’ salaries, up to £2500 a 

month, in an attempt to keep some companies 

running until they reopen shops. However, the 

government may not have enough information 

to fully determine to what extent this will help 

the business. Especially with the 6 million 

smaller businesses in the UK, few people may 

be employed there, and so salaries aren’t much 

of a concern to the business owner; the main 

concerns may be access to capital stock, or 

more likely, rent costs. Even with the largest 

companies, they may be able to afford to pay 

the workers in full even without sales, and 

would be more concerned about keeping their 

suppliers. Clearly, the government don’t know 

all the ins and outs of every company, and so 

really shouldn’t be providing companies with 

£30-40bn in three months, when some of it is 

unnecessary. 

 

This could turn out to be a huge government 

failure, as a result of the lack of knowledge 

from the government. The UK government 

have also promised £350bn worth of business 

loans, with 80% of them guaranteed by the 

government. Despite this huge amount, only 

£290 million worth of loans have been taken 

out. This is because of the difficulty in 

applying to the loans, as well as the banks’ 

uncertainty, and so we can again see the 

inefficiency of government policies, which has 

led to government failure. The response of the 

government has been one of panic, cutting 

interest rates, frantically trying to pump money 

and confidence back into the economy. 

Unfortunately, this will only lead to huge 

losses, misallocation of resources, and a wide 

range of unintended consequences, creating 

even more government failure. 

 

Final Thoughts 

 

Overall, we can see that the microeconomic 

impact of coronavirus is huge. The social 

distancing restrictions, set to run until the end 

of the year, have led to market failure across 

so many markets, and the government 

intervention schemes are short term, panic-

driven responses and I predict the adverse 

effects of this will last for decades. 

 

IS CRIME GOOD FOR 

SOCIETY? 
 

SHREYAS BHARADWAJ  

 

It’s no secret that in a Capitalist society such 

as the one we live in there are winners and 

there are losers. There are those who can say 

that they have vanquished life and have 

claimed its bounty, and there are those who 

fell short and now lay at Fortune’s feet. Crime 
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is like a certain purple Titan: it is random, 

dispassionate and manifests in the rich and 

poor alike. No matter your state in life, crime 

is destined to be a part of it and whether you 

dread it or run from it, destiny arrives all the 

same. 

 

The idea this discussion poses is that destiny 

should be run from, but should be embraced as 

part of the natural cycle of life as based on 

Joseph Schumpeter’s theory of ‘creative 

destruction’ and in fact isn’t a hinderance to 

progression, but is the catalyst for it. 

 

Firstly, we must consider what would happen 

to society if there was no crime. You may 

think we would be living in Utopia, where 

there would be no hunger nor suffering, where 

everyone is content with what they had. No 

crime in the world would mean people would 

be happy. 

 

But that is the problem: people would be 

content with what they had. We would 

essentially be robots leading a scripted life, 

one where there is no desire to move forward, 

no desire to innovate, no desire to truly live 

life. It is basic human nature to want to move 

forward, some people using any means 

possible to carry this out. 

 

This is where crime comes from. It stems from 

people living out their subconscious dreams 

when they feel they have no legal means of 

realising this. As long as someone has even £1 

more than someone else, that person would 

chase this pound, and if they can’t legally 

acquire it, then they’ll steal it. 

 

This situation is nicely framed in the Basic 

Economic Problem in that there are infinite 

human wants but a finite supply of resources. 

This theory is used by economists to explain 

the forces of supply and demand, but can also 

be used to explain the existence of crime, as 

eventually, the world cannot cope with the 

demands of humans, and so to relieve their 

wants, people resort to crime. 

 

Crime is the price society pays for growth, for 

as long as growth and innovation exist, crime 

follows hand in hand due to the psychological 

make-up of those driving said growth. If we 

choose to move into the future, crime will 

follow, which is why even though a life with 

no crime seems perfect, it is a treasure we 

cannot ourselves possess, which then begs the 

question how much crime is too much crime? 

 

We must firstly define what crime actually is. 

There are said to be three types of crimes, 

which are crimes against person (i.e. rape and 

murder), crimes against property 

 

(i.e. arson and larceny) and victimless crime 

(i.e. drug use and prostitution). Contrary to its 

name, victimless crimes are the most common 

in everyday life and have gargantuan 

consequences for those involved that take a 

lifetime to recover from. 

 

In 2016 alone, more than 10.6 million people 

were arrested in the USA for one of those 

three types of crime, which is around 3152.6 

arrests per 100,000 residents, with the total 

cost of incarceration for these people coming 

out to well over $500 billion. 

 

Now, some people may argue that this is 

money is being poorly spent on a justice 

system that favours the rich more than the poor 

is a misallocation of resources, but the fact of 

the matter is this money is hugely beneficial to 

the economy. It creates millions of jobs and 

allows those people to contribute to the 

welfare of society through taxes and also by 

spending their income at other people’s 

businesses, giving them an income. This cycle 

repeats and forms the basis of the circular flow 

of income model that depicts transactions in 

the economy. 

 

Over 450,000 are employed in the US as a 

corrections officer (actively working in 

prisons), with more being temporary plumbers, 

electricians, construction workers to build the 

prison and those that make the goods needed 

to construct prisons. The building and running 

of a prison is a very labour intensive process 

which allows for many people to benefit from 

work they otherwise wouldn’t get. 

 

When a crime is committed, it is always at 

someone’s expense be it the criminal 

themselves or a second party the crime is 

committed on. In either case, be it a crime of 

person, property or victimless crime, there will 

be a service to compensate the victimised 

party. Typically, this would include private 

doctors (who treat victims and sometimes 
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perpetrators of violent crimes), lawyers (who 

defend and prosecute the perpetrators) and the 

police force (who try to stop crime). 

 

If there was more crime, there would be 

greater demand placed on these services, 

which would cause economic growth as more 

money would be spend on acquiring them. In 

the USA, over 20,000 people were victims of 

homicide in 2017, which means there were 

20,000 more people that needed some sort of 

funeral. This increase in demand creates jobs 

that were not previously there. Furthermore, 

the prices of these funerals (and these services 

more generally) would decrease, as stated by 

the law of demand, making them much more 

affordable for everyone in the short run. In this 

sense, crime is an efficient regulator of the 

price of certain goods and services yet is 

neglected by economists as it is too immoral to 

warrant scientific attention. 

 

As previously mentioned, “creative 

destruction”, which states that by nature, 

Capitalist societies constantly create new 

systems that destroy and replace the old ones, 

is a key theory to this topic. Here, systems are 

taken to mean whenever progress or 

 

development has been made in society, one 

example in Joseph Schumpeter’s book 

‘Capitalism, Socialism and Democracy’ being 

the development in transportation from horse-

wagon to the aeroplane. 

 

Creative destruction is a style of thinking 

derived from the work of Karl Marx and 

allows for horrific tragedies in society to be 

very beneficial economically, essentially 

pointing out the silver lining that always 

existed. The example I shall explore is 

organised crime. 

 

In Miami during the late 70s and early 80s, 

organised crime ran rampant with the Medellin 

cartel (Pablo Escobar’s gang), other minor 

drug traffickers and the US government 

fighting a war over cocaine. During this time, 

Miami’s reputation for being America’s ideal 

holiday destination was being slaughtered due 

to riots and political tension and was replaced 

by being the home of the most dangerous place 

in the country: South Beach Pier. 

 

During this turbulent time, Miami boasted the 

highest crime rate in the country, with 573 

homicides in 1980 alone, and became the 

hotspot of cocaine distribution in the US. To 

contextualise the idea of creative destruction, 

the “system” in place (i.e. way of life) was one 

filled with drugs and violence. 

 

Every day, millions of dollars earned by the 

cartels as a result of their criminal activities 

were being deposited into the 250 banks in 

Miami, causing immense growth in the area. 

Some people even claim that cocaine money is 

what funded the building boom of the 80s in 

Miami. But once the government got involved 

and destroyed this system, implementing a 

new one that no longer needed crime to fund 

its progression. 

 

This new way of life was built on the thriving 

banking industry built by drug money and on 

the hit TV show ‘Miami Vice’ which 

documented life under the rule of the cartels. 

Its reputation as one of America’s best holiday 

destinations returned as violence disappeared 

and South Beach Pier became one of the most 

popular tourist destinations. The old way of 

life was made redundant and replaced by a 

new one, thus becoming the quintessential 

example of creative destruction taking place. 

 

Crime is a necessary evil caused by people’s 

wants and desires being more prevalent than 

their ability to supply them. As much as wants 

will cause society to grow, it will also lead to 

its undoing with more crime as the symptom. 

Society has been centred around crime and 

dealing with its fallout since antiquity, so if 

there was no crime, we would be living a life 

straight out of a dystopian novel, one where no 

crime leads to no freedom. There would be no 

individuality, no thirst, no relentless pursuit of 

excellence, just an acceptance of mediocrity. 

That is the only way in which humanity can 

truly live, not just exist and so we as a species 

must pay the price that is crime. 
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WHY ESTABLISHED 

FIRMS SHOULD FEAR 

DISRUPTIVE 

INNOVATION  
 

ADITYA PALANIAPPAN 

 

The mantra “disrupt or be disrupted” is one 

that existing, market-leading firms should 

dread. The innovator’s dilemma poses a 

question to all established companies: Should 

we sustain the market where we are in our 

comfort zone, and hope we do not get knocked 

off the podium? Or should we focus on 

opportunities that have the potential to open up 

new markets? Disruptive innovation describes 

a process by which a product or service 

initially takes root in simple applications at the 

bottom of a market – typically by being less 

expensive and more accessible – and 

relentlessly moves upmarket, eventually 

displacing established competitors, as defined 

and first analysed by Harvard Business School 

professor, Clayton Christensen in 1995. What 

it is not however, is a technology that makes 

good products better also known as 

incremental innovation, rather they are 

innovations that make products and services 

more accessible and affordable, consequently 

making them available to a larger population 

 

 
 

 

The rise of Apple is a prime example 

disruption, one that Blackberry found out the 

hard way. At its peak in 2009, BlackBerry sold 

more than 50 million devices owning 20% of 

the worldwide smartphone market and 50% of 

the United States’. In stark contrast, today they 

own nought. The reason behind its downfall 

was due to its ignorance towards the market 

and competition. The introduction of Apple’s 

touchscreen iPhone led to the mass consumer 

renouncing BlackBerry’s physical keyboard. 

BlackBerry focused on their existing 

customers that generated most of its revenue 

whilst neglecting the market that would 

eventually become the most important. The 

reason for BlackBerry’s success had indeed 

led to its failure. The negligence to 

acknowledge touchscreen devices as the way 

forward was a fatal mistake, one that was 

realised all too late as BlackBerry’s grave had 

already been dug, before they hastily released 

the touchscreen BlackBerry Storm which 

suffered execrable reviews. 

 

Whilst Apple’s initial success was 

characterised by the idea of touchscreen, its 

continued success permeated thanks to 

disruption, not by disruption of other phones, 

but of the computer as the primary access 

point to the internet. Apple had opened up a 

new market for internet access and challenged 

laptops as the mainstream device to a web 

connection. Having the ability to view the 

internet on the go had changed the game and 

from 2008-2012, their annual net income had 

increased by 650%. Steve Jobs stated that PCs 

would become the “trucks” whilst 

smartphones and tablets would become the 

“cars” in the technology world, and he was 

right. Now Apple focuses on incremental 

innovation. Ironically, Apple, as of 2020, owns 

about 20% of the worldwide smartphone 

market and just under 50% of the United 

States’. An unsettling resemblance to their 

predecessor. 

 

It compares product performance trajectories 

(red lines showing how products improve over 

time) with customer demand trajectories (blue 

lines showing customer’s willingness to pay 

for performance). Profitability is highest at the 

high end of the market, therefore incumbent 

(established) companies introduce high quality 

products in order to satisfy this, neglecting the 

needs of the mainstream and low-end markets. 

In doing so they leave a breach for entrants to 

exploit and take hold of the less profitable 

markets. Eventually, entrants on the disruptive 

trajectory increase their product performance 

and move upmarket where profitability is 

highest, challenging the superiority of the 

incumbents. This allows a whole new 

population of consumers in the low-end and 
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mainstream markets to access a product that 

was historically only available to high-income 

groups. Once the entrant has started to attract 

the incumbent’s main customer base, 

disruption has occurred. 

 

The reason established firms disregard entrants 

is not due to obliviousness, but due to the fact 

that they are innovating themselves and 

focusing on making their products better for 

their existing users – known as sustaining 

innovation. The opportunity cost of not 

pushing out small companies in the market 

allows them to target the upper end where 

profit margins are the highest. They are willing 

to sacrifice paying attention to disruptors at the 

bottom end of the market as it appears to be 

too low margin to justify attention. Thus, 

established firms have a choice between these 

two options – the Innovator’s Dilemma. 

 

Example of disruptive technologies in the past 

include video streaming; the success of 

Netflix, displacing Blockbuster (a video rental 

company) took the entertainment industry by 

surprise, rising from the low-end of the 

market, becoming a more affordable and 

convenient way to watch shows and movies. In 

doing so, Blockbuster suffered huge losses and 

put itself up for sale at a miserable $290 

million in 2011. Sony’s transistor radio was 

initially small, portable, low quality and cheap 

at the time of invention compared to the 

dominant vacuum tube radio at the time where 

the industry was dominated by companies like 

Zenith. In the 1950s radios were meant for 

middle class families but the introduction of 

the transistor radio allowed lower income 

households to afford a radio. Zenith 

disregarded this market as it barely existed but 

over time the transistor radio improved in 

standard dramatically and by the 1970s, 

billions were being manufactured. Zenith filed 

for bankruptcy in the 1990s. 

So how can the dominant firms prevent 

decimation by disruption? Acquisition of 

disruptors is one way to protect themselves. 

By offering a deal that is too good to be 

rejected and forcing a deal to go through can 

cut out the competition that pose a threat to 

large firms in the future and may be an ideal 

way to stop disruption. However, identifying 

small firms early is necessary, in order to get a 

good price and stop them from growing into a 

hazardous competitor. The Big Five tech 

giants (Google, Microsoft, Amazon, Apple and 

Facebook) have 734 acquisitions worth over 

$4.4 trillion between them as of 2019. Whilst 

most of these acquisitions may not have been 

disruptors, some certainly were and have 

saved these companies a lot of their share in 

the market. Bayesian strategy is another way 

to counter disruption and one that established 

firms should adopt. It is based on the idea that 

you determine the probability that a theory is 

true based on existing data. As data comes in, 

these theories can be refined, based on 

evidence and this acts as a way for firms to 

become less wrong over time. Data is 

knowledge, and knowledge is power in today’s 

society. Oil, if not already, will no longer the 

world’s most valuable resource. By using data 

to spot existing trends before others, mighty 

firms can safeguard their equity in their 

industries. 

 

Final Remarks 

 

The eradication of companies that had once 

dominated their industries, such as Blackberry, 

Blockbuster, Zenith and others, serve as a 

warning for businesses that think they have a 

firm foothold in their markets. Everyone is 

susceptible to interruption from initially 

insignificant firms. Existing, market-leading 

firms need to focus on sustained growth whilst 

simultaneously keeping an eye on the market 

below their feet in unease of those who may 

supersede them. And this is why firms should 

fear disruptive innovation – the potential 

antagonist to their success and delegate for 

their downfall. 

******* 

Thanks for reading this month’s edition of 

the Olavian Economist monthly.  

Be sure to check out the Olavian 

Economist Blogs at: 

https://stolavesgrammarschool.sharepoint.

com/sites/OlavianBlogger 

for even more wider reading 

recommendations and student 

perspectives. 

 

We are always looking for people to 

contribute to this publication. If interested, 

please contact Ishan Kalia or Lasith 

Siriwardana. 
******* 
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