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Editor’s Note 

 

What a year 2017 has been. 

In the last edition, this journal looked forward to an 

end to the uncertainty plaguing both the British and 

global agendas. I think it is safe to say that little has 

changed. Perhaps, the only constant, the only 

assertion we can make with any certainty, is that the 

chaos has only just begun. 

At home, we have seen growth stagnate, as the UK 

begins to adjust to the reality of Brexit, with every 

round of negotiations bringing with them another 

aspect of our economy which needs to be rethought 

and reworked. Inflation is on the rise, above 2% for 

the first time in years, bringing with it the customary 

debate over interest rates and monetary policy, 

which Sohayl deliberates in his analysis of the Bank 

of England. As both consumer and business 

confidence continues to fall, whilst the pound hit 

record lows, the breadth of the challenges facing our 

economy are immense. 

Of course, a review of 2017 could not pass without 

a mention of perhaps the most surprising General 

Election results in decades, as Jeremy Corbyn’s 

Labour outperformed all expectations, and denied 

the massive majority the Prime Minister had 

expected to gain with ease. Now, a weakened 

government faces the problem of getting the most 

divisive change in modern British political history 

through a Parliament they barely control, and Gwok 

explores the economic implications of this political 

instability. An exclusive interview with Defence 

Secretary Michael Fallon offers a unique insight 

into government policy and decisions, on the deal 

with the DUP amongst other prevalent issues. 

 

Across the globe, socio-economic stability is 

threatened by conflicts, both old and new, from 

North Korea to the Middle East, with Nick providing 

a perceptive look at the latter. The first year of the 

Trump presidency, has been just as hectic as 

expected, which Oskar delves into further, although 

former student James Goodman offers a powerful 

challenge to political pessimism. The future of the 

EU and its constituent nations is still up in the air, as 

Tanay discusses, with the crucial German election 

in particular and its significant consequences 

explored by Owen.  

We have aimed to tackle many of the major 

challenges facing our world with this publication, on 

both a macro level, such as with Harry and Laiq’s 

articles on inequality, and a micro level, like 

Ishaan’s informative piece on drug prices. Covering 

a wide range of topics, from endowment mortgages 

to the economics of basketball, by Alec and Tom 

respectively, along with many more, we hope you 

will find something that interests you. 

This journal is the result of a lot of time and effort, 

on the part of all the contributors, editors, and of 

course, Mr Greenwood, without whom this could not 

have happened. We would like to pay tribute to 

everyone that helped, in whatever capacity, for 

making what seemed like an impossible task at the 

start, a reality. 

Thanks,  

Tanay Vankayalapati, Anavi Banga, Laiq Nagi and 

Oskar Lewns 
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The Divided Continent 

How the rise of populism has jeopardised the European project                               
| Tanay Vankayalapati |                                                                                

Europe was once a continent devastated by war and 

conflict, broken along state lines. The rise of the 

European Economic Community, and its successor, 

the EU, sought to bring about a new era of peace, 

through the core principles of free trade and 

economic reliance. However, conflicting opinions 

and desires for the institution and its future are 

beginning to dominate the political agenda, and with 

the continent still reeling from the large recession in 

decades, political radicals from across the spectrum 

are starting to gain significant influence. Whether 

the project can survive in an era of unprecedented 

polarisation is in doubt, and its downfall could signal 

the end of the Golden Age for European co-

operation. 

So, how did it get to this? The union, which began 

as a modest trans-national agreement on coal and 

steel, began to expand, a process which started 

notably with the ascension of the United Kingdom in 

1973 to the then EEC. Under the Presidency of 

Jacques Delors, the creation of the single market in 

1987 bound these nations economically, allowing 

for significant prosperity across the continent. By the 

time the Iron Curtain fell, and the Maastricht Treaty 

was signed, eastward expansion and greater 

monetary integration were at the top of the agenda. 

The Euro, despite the widespread economic 

concerns over its viability, was a political success for 

those who wanted a united Europe. 

However, these worries were proved to be justified, 

as the Financial Crash destroyed the economies of 

several European states, who without the ability to 

control their own interest rates, saw their recovery 

programs struggle. Whilst Euroscepticism had 

always been prevalent, it is now, nearly a decade on 

from the recession, that its beliefs have come to the 

forefront. Whilst Brexit dominates the news, and 

rightfully so, as the biggest setback the institution 

has faced, it is arguably the representation of a 

different issue than the rest of the EU is facing. 

For Britain, whilst suffering a great deal, had 

retained its own currency, and it was able to 

generally recover, albeit at a very slow rate. The 

issue always facing the relationship between our 

nation and the rest of the EU, was a fundamental 

difference in the perception of its purpose. Whilst 

continental politicians and ideologues dream of a 

politically united group, the British public have 

largely seen it as an economic project, which served 

their needs. So, when they saw low-skilled 

immigration enter the country on mass, and the 

perceived loss of sovereignty to Brussels, it was 

perhaps inevitable that Britain could not maintain its 

membership, for it was part of a European Union it 

felt it had not signed up for. 

On the continent however, we are seeing a different 

kind of Euroscepticism – not a misunderstanding or 

disagreement over the end goal of the EU, but rather 

a larger refute of its existence. Whilst the economies 

of Spain, Greece, Italy and Ireland amongst others 

were facing major hardship, their situation 

contrasted with the relative growth of Germany, with 

similar differences were exposed through the 

migrant crisis. This has bred the belief that Europe 

cannot be united, when the goals of its component 

parts seem, at this point, so far apart. 

What has the EU got to do with state-level political 

polarisation? Well it has fuelled the fire for anti-

immigrant parties to gain a swell of support, against 

the principle of free movement of labour. In Austria, 

the Freedom Party came within 30,863 votes of 

winning the presidential race last year. In 

Scandinavia, nationalist movements are gaining 

significant Parliamentary representation, whilst 

Geert Wilders, a man convicted of inciting hatred 

and discrimination, came second in Dutch elections 

earlier this year. The most high profile case, was the 

French populist Marine Le Pen, who despite failing 
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to secure a victory, took her party to the final round 

with a deeply nationalist agenda.  

These parties are especially notable, not because 

their rhetoric is anything new – nationalism has 

always been a clear ideology, but rather in their 

divisive manner. Other parties have refused to co-

operate with them or quickly face up to the issues 

they campaign for, and this has only served to 

compound their support, as it plays perfectly into 

their anti-establishment narrative. For the European 

Union itself, the threat of these parties coming into 

power, all in favour of holding their own exit 

referendums, is acting as a direct threat to their 

existence. 

It is important to understand how close we came to a 

complete breakdown. Marine Le Pen was projected 

to have a significant chance of winning against the 

other establishment candidates, and only through the 

political positioning of her opponent, Emmanuel 

Macron, more on him later, did she suffer such a 

major loss in the second round of the French 

Presidential election. If she did win, and called the 

referendum, polls show it would have been a close 

run race, with 61% of French people holding an 

unfavourable opinion of the EU according to polls, 

second only in the bloc to Greece. If ‘Frexit’ had 

occurred, it would have signalled the end of the EU 

as we know it. 

European struggles have not only lent themselves to 

the rise of the political right however. High 

unemployment levels, especially for young people, 

and stagnating wage growth, have also led to the rise 

of the populist left. This is especially notable in 

Southern Europe, where perhaps memories of 

fascism have caused people to channel their anger 

elsewhere. Podemos in Spain and Syriza in Greece 

are the two most notable examples, whilst close to 

home, the unexpected success of Jeremy Corbyn’s 

Labour Party is emblematic of the same 

manifestation of frustration with the establishment. 

What the rise of both the left and the right shows us, 

is that politics in Europe is polarising at a dramatic 

rate. Whilst for the decades prior, the centre-left and 

centre-right were beginning to converge into a 

political class largely united on principle and only 

differing on policy specifics, the economic and 

social failings of the current decade, mostly notably 

the euro crisis and the rise in migration, were 

attributed as failings of this group. This left a major 

gap in politics, for new, radical ideas which appeared 

different to the current system, which people 

believed had failed them. Whilst all the populist 

movements vary massively on policy, it is now the 

principal of being anti-establishment, a solution to 

the problems they created, which unites them. 

This is no more evident than in the incredible victory 

of Emmanuel Macron in the presidential election in 

France. For Macron should have been the very 

embodiment of the politics people were unhappy 

with. He was just a year ago, a member of Francois 

Hollande’s government which was the most 

unpopular in decades. A man who made his wealth 

as an investment banker, part of the very class 

vilified for their greed which had been blamed for 

the financial troubles of the masses. Somehow, with 

the foresight to set up his own populist movement, 

‘En Marche!’ rather than stand for the Socialist 

ticket, he was able to portray himself as the 

candidate for change and for hope, proving in doing 

so that people wanted to feel like they were finally 

being heard, and did not mind in particular who was 

listening.  

So, clearly Europe is in the grip of populists, but 

what does this actually mean for its future? Well, 

pessimists will argue that it will likely bring with it 

major troubles for the EU, with some protectionist 

movements spurred on by Brexit to project their own 

vision for life outside the bloc. This in turn, 

coincides with a global trend against the kind of 

globalisation at the organisation’s core, and hence 

could spell the end of free trade. Furthermore, it can 

be said that politics is reaching a level where 

compromise is increasingly inconceivable, and co-

operation impossible, for populist movements 

cannot work with those they supposedly 

fundamentally oppose.  

There is however, a more optimistic possibility for 

the future. The rise of these populist movements has 

shook up the entire political class which reigned 

dominant for the past decades, and exposed their 

vulnerability. It has brought forward the notion that 

listening to the people must be at the heart of 

whatever movement or party seeks to govern, and 

that they must present a positive vision in order to be 

successful. The Macron moment is perhaps the 

single most significant event in European politics 

since the formation of the EEC all those decades ago, 

as it signals what the new age of politics will look 

life. 

A kind of policy-making which is receptive to the 

needs and concerns of the people, which challenges 

extremism not with fear, but with hope. In that sense, 
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extremist populism from both the left and the right 

has perhaps done its job, in making the elite finally 

understand the power of the people, and the need for 

them to listen. Hopefully, that will be the legacy of 

this decade of division and disunity – a political class 

which is motivated and ready to tackle the problems 

facing the people, with innovative, radical policies 

to improve their lives. 

Perhaps we are all populists now. 

 

Has a Hung Parliament Doomed Britain’s Economy? 

The effects of political uncertainty on the future of Brexit Britain | Gwok Tong |

The recent snap election in the UK has resulted in a 

hung parliament. This has forced the Conservative 

party to strike a deal with Northern Ireland’s 

Democratic Unionist Party to enable her to form a 

government. The result was highly unexpected with 

many polls during the election campaign pointing 

towards a Conservative majority.  

Rising Uncertainty 

With May’s plan to strengthen her hand in Brexit 

negotiations by increasing her majority ending in 

nothing but a failure, Britain now faces more 

uncertainty than ever. There are now inevitably 

doubts on whether article 50 talks can be completed 

within the deadline as well as more doubt on what 

the final deal will be like. Furthermore, as a minority 

government, the Conservative Party now must also 

rely on the votes from opposition parties. This results 

in a less stable government which must seek a 

consensus and make concessions when introducing 

legislation. With the given political circumstances, 

Britain’s economy has faced further added stress 

with problems that have persisted from the Brexit 

vote. Most notably a depreciation in the value of the 

pound (Fig 1). This depreciation was made evident 

following the release of the exit polls, where the 

pound saw a 2% drop against the dollar. A further 

fall in the value of the pound could occur in the 

coming months due to the persisting uncertainty. 

The depreciation of the pound against the dollar 

could potentially increase inflation – this is 

particularly significant as a rise in inflation would 

cause real wages to fall. This could cause a fall in 

household spending and thus a fall in aggregate 

demand as well as economic growth. On the other 

hand, it is important to note that the impact of the 

exchange rate on inflation depends heavily on the 

price elasticity of demand, and so the economic 

impact of a depreciation in the exchange rate may 

not be as severe as expected. 

Additionally, such severe political uncertainty has 

the effect of not only reducing business investment, 

but it poses the threat of overseas investors delaying 

investment in to the country, resulting in less 

horizontal FDI. Although foreign direct investment 

accounts for only a small percentage of aggregate 

demand, a reduction in foreign investment could still 

lower GDP growth and add to the economy’s woes. 

This is compounded by the fact that foreign 

investment is very beneficial as it helps create jobs 

directly. Furthermore, investment may also help 

improve the technological capacity of the economy 

as well as improve the skills within the economy. 

Overall, rising uncertainty is highly negative for the 

economy with UBS stating that uncertainty will 

simply “exacerbate the weaknesses that have started 

to appear over the past few months”.  

Brexit Negotiations  

Guy Verhofstadt, the Brexit negotiator for the 

European parliament, has already stated the 

outcome of the election will make “already 

complex negotiations even more complicated”. 

Indeed, the election results have prevented May 

from strengthening her hand in Brexit negotiations 

Fig 1 
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and they appear to indicate that Britain’s threat to 

pull out of negotiations is lacking public support. 

This weakened negotiation position raises fears that 

Europe is now able to ignore the UK’s demands, 

resulting in unfavourable trade deals that could 

severely weaken Britain’s economy. On the other 

hand, the election has resulted in a lack of a 

parliamentary majority for a hard Brexit. This 

means that May is not able to pursue a hard Brexit 

as initially planned and must instead target a softer 

Brexit which could allow the UK to retain its access 

to the customs union and single market. This would 

be highly beneficial for Britain’s economy as they 

would not be in a position where they need to pay 

fees and tariffs for the trading of goods as well as 

services.  

Overall, it is clear that the highly unexpected snap 

election result will have a multitude of different 

impacts on Britain’s economy. Many of these 

impacts are expected to be negative, with the falling 

value of the pound likely to push up inflation and 

the increase in political uncertainty possibly 

causing a reduction in foreign direct investment. 

Despite this, the prospect of a softer Brexit 

following the election is certainly positive and 

means that Britain’s long term economic prospects 

may not be as dim as initially expected.  

 

Terrorism on the Economy 

Is the UK’s economy suffering because of terrorism? | Rory Yeates |

Over the past few years, the United Kingdom and 

other European nations have seen a surge in potential 

terrorist threats and attacks, sparking fear and 

distress into governments and the public alike across 

the continent. When such devastating events arise, 

the focus is brought to the social effects upon a 

country, whether it be the stigma brought towards 

certain groups of society, or the underlying fear of 

danger brought to day-to-day life. However when 

the subject matter is looked upon from a purely 

economic perspective, one will soon realise that the 

problems created go far beyond just how a society is 

affected, but also how a country and its economy is 

heavily damaged, mostly without anyone even 

realising. 

To get an idea of how the UK economy is and will 

be affected from recent terrorist incidents, we must 

first look at a less recent example: the 9/11 attacks 

on the Twin Towers of New York City. The overall 

damage caused by the devastating attack was 

estimated in a report published by the New York 

Times to amount to a grand sum of $3.3 trillion; 

including insurance, infrastructure, security and war 

costs. That’s equivalent to 18% of the USA’s current 

GDP. The huge costs this event spurred across 

various sectors of the US economy shows just how 

great of an impact an attack like this truly has, even 

when considering a less grand example. To put it 

into perspective, the money funded towards the 

Afghanistan and Iraq wars by the US government 

following the attack, could have instead funded 

62,000 new schools, 2,000 new hospitals or 5.5 

million new houses. 95% of the costs accounted 

were due to the government’s response to the attack, 

highlighting how great the repercussions of these 

horrific events are. Whether such investment 

decisions be solely blamed on terrorism, or poor 

decisions by the government, that truly is a travesty.  

 

 

Not only did this create direct effects on government 

expenditure and investment, but it also had indirect 

effects in other industries. Insurance premiums 

became more expensive as confidence and security 

were lowered, which subsequently led to more 

inequality and for many, only decreased their 

security further with ever-rising prices. As well as 

this the tourism and travel industry was hit hard too. 

Following the attack, there was a downturn in air 

passenger numbers of up to 50%, and this proceeded 

to lead to the first year of negative growth in the 

travel industry in two decades. 25,000 jobs were cut 

across airlines including British Airways and 

American Airlines. Only seeing here how a few 

other industries were indirectly affected, this proves 

Fig 1: Total costs resulting from 9/11 
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how truly damaging terrorism can be at its worst on 

a country and its economy. 

Are the effects on the UK’s economy quite as 

extreme following recent cases as that of the 9/11 

attack? Of course not, but the damage still lies there 

and should not be ignored just because it is not of the 

same scale. Over the past decade, the United 

Kingdom has seen twelve terrorist-related attacks, 

and eight failed attempts of terrorism.  Although 

each may not seem of great significance on their own 

(many may even struggle to name more than five of 

them), the economic costs and effects are prominent 

and must be tackled. Unlike in the case of the 9/11 

attack, most of the economic effects from terror in 

the UK come indirectly, which is proven simply by 

the lack of real investment and policy undertaken by 

the government following such events. The cuts in 

the number of police on the streets in the past seven 

years, regular and armed alike falling from 144,353 

to 122,859 and 6,796 to 5,639 respectively, show 

that the opposite has happened in terms of security 

investment; police force have not been increased, but 

merely reallocated (e.g to train stations or high 

streets). Instead the policy the government has been 

fuelled to undertake is to tackle the issue of 

immigration, as it believes that this will cut down on 

the number of potential terrorist threats who are 

allowed to enter the country initially. Although 

terrorism is not the sole factor relating to this issue, 

it plays a big role in the discussion and the economic 

effects are even greater. Research conducted by 

institutes such as OBR and the National Institute of 

Economic and Social Research conclude that 

immigrants in the UK fill gaps of labour in industries 

such as construction, manufacturing and cleaning 

that would otherwise not be taken up. These sectors 

contribute largely to the UK’s GDP, and it is clear 

that to cut immigration would be to damage these 

industries.  

Furthermore, the fact that almost all terrorist attacks 

in the UK have been conducted by British natives, 

only further undermines the stigma created towards 

immigrants, especially of Middle Eastern origin, and 

also the government in the reasoning behind their 

policies. Consequently it seems that in the long run, 

if the government conducts the same policies, the 

economic effects from terrorism will have even 

greater damage, as a result of not tackling the issue 

with a larger and stronger police force; one that 

would be able to crack down on the dangerous 

threats on home soil. Overall, although these effects 

are not so direct, the wider impact they have on the 

economy in the long and short run are still very 

significant and affect all members of society. 

As well as this, coming back to the issue of tourism 

and travel, the industry is also predicted to face 

impacts following recent terrorist attacks in the UK. 

Firstly, following the attack at London Bridge in 

June, various companies saw dips in their interest 

and sales; HenHeaven saw a 60% drop in traffic to 

their site, and British Airways & Merlin saw their 

shared across the sector dropping. Overall, tourism 

levels have been predicted to stagnate or fall in the 

following months to come in London, a city which 

sees a large sector of its GDP rely on the tourism 

industry. This again shows the strong indirect effects 

that terror attacks can have on business and 

consumer confidence and well as their security. With 

the uncertainty we are currently facing, and with 

further terrorist threats becoming unfortunately 

more likely, it poses the question of how threatening 

the effects will be on our economy in the months and 

years to come, and leaves us to wonder if our society 

and economy will ever become truly resistant to the 

seemingly endless threat of terrorism. 
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The Failure of Monetary Policy 

The Bank of England’s recent run of poor policy decisions invites drastic change  
| Sohayl Ujoodia | 

The British navy’s crushing defeat by the French in 

the Battle of Beachy Head in 1690 signalled the end 

of Britain’s dominance of the seas. However, it also 

signalled the start of the British government’s efforts 

to rebuild their defeated navy by establishing the 

Bank of England a few years later in 1694. 

Nowadays, the Bank of England’s mission is “to 

promote the good of the people of the United 

Kingdom by maintaining monetary policy and 

financial stability”. May 2017 marked the 20th year 

since the government handed the Bank of England 

power to set the base interest rate for Britain, and 

thus it seems only very recently that the Bank has 

become the most important and the most powerful 

financial institution in Britain 

The Bank of England was founded in 1694 by the 

British government as a means of raising funds to 

revamp the navy, who, once the dominant force of 

the seas, were annihilated by the French in the series 

of battles around the end of the 17th century. It was 

simply impossible for the government to raise the 

£1.2m it needed to begin the reconstruction of their 

navy since the interest to be paid on this loan was a 

staggering 8% per annum. So, in order to get around 

this rather large obstacle, the government created a 

new institution for subscribers to the loan, and this 

corporation was named the Bank of England. The 

terms of their incorporation as a body under judicial 

law was that they were the only corporation who had 

the jurisdiction to issue bank notes. To put it simply, 

the lenders (i.e. the Bank) would give the 

government cash, and issue notes against 

government bonds, which could be lent again. 12 

days later, the government had raised £1.2m, half of 

which was used in order to rebuild their navy. 

Nowadays, the most important people at the Bank of 

England are the Monetary Policy Committee. The 

MPC is formed of 9 men and women who are 

leading economists and experienced in monetary 

policy, and the decisions that are made regarding 

what type of monetary policy to pursue are down to 

them. The MPC meet on a regular basis to discuss 

the state of the economy, and they are headed by 

Mark Carney, who is the current Governor of the 

Bank of England. 

Price stability is a major factor in what determines 

the financial stability of the economy, and it forms 

an integral role in the Bank of England’s mission to 

“promote the good of the people”. It refers to the 

Bank wanting to maintain a low and stable inflation 

rate, where inflation is the sustained increase in the 

general price level in an economy, and in the UK the 

Bank of England’s inflation target is 2.0% (±1%). In 

layman’s terms, this means that if you pay £100 

today for a basket of goods whilst shopping, the 

same basket will cost you £102 next year (if the 

inflation rate is 2%). 

The main tool that the Bank uses to tame inflation is 

the setting of interest rates. This forms a part of 

monetary policy, and the Bank of England sets what 

is known as the ‘base rate’. This is the minimum rate 

at which commercial banks can set their interest. 

Currently (May 2017), the rate of inflation in the UK 

is 2.7%, and the base rate set by the Bank of England 

is 0.25%. This means that the cost of borrowing for 

commercial banks is relatively low in comparison 

with recent decades, where the highest rate of 

interest was a staggering 17.0% in 1979. 

One possible explanation of this expansionary 

monetary policy is that the Bank is trying to 

stimulate the economy after the Great Recession of 

2008 via pushing “cheap loans” to firms who will 

then invest this money and boost aggregate demand 

in the economy. This will lead to GDP growth as 

money is injected into the economy and as a result, 

real incomes rise along with living standards and the 

employment rate. 

However, there are several evaluative points that can 

be used to cast doubt upon the effectiveness of 

expansionary monetary policy. Theoretically, loose 

monetary policy should cause economic growth as a 
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result of stimulated demand. In practise though, the 

extent to which the economy does grow is highly 

dependent upon the responsiveness of the private 

sector to this lowering of the base rate by the central 

bank. This is due to the possibility of herd behaviour 

by the public, which means that if the general 

consensus among people is that even if interest rates 

are low I will still save instead of borrow, then even 

more people will follow suit and not behave 

rationally. 

Furthermore, since the Bank of England merely sets 

a base rate, and it is up to commercial banks to set 

their own, the significance of the central bank is not 

as large as previously thought. For example, if the 

Bank sets the base rate at 1.0%, then Commercial 

Bank X could set their rate at 1.25%, 2.0%, or even 

3%, forcing their customers to save and borrow at 

the rates at which they have determined, and not the 

Bank’s rate. Thus, the previously imposing 

significance of the central bank is largely negated by 

the commercial bank. 

Finally, another reason as to why expansionary 

monetary policy can be deemed an ineffective 

method that central banks use in order to stimulate 

the economy is that by providing an incentive for 

firms to borrow and invest money, instead of saving 

it, they can actually cause demand-pull inflation as a 

result of this excessive boost in aggregate demand. 

In the short-run, the loose monetary policy provides 

an almost superficial method for the central bank to 

improve the state of the economy, whereas in the 

long-run, it will only lead to increased inflationary 

pressure within the economy. There are numerous 

hazards that are associated with high inflation 

including regressive effects on low-income families, 

the disabled and the elderly as prices for necessities 

such as both food and utilities increase by 

extortionate amounts, as well as severe implications 

on the unemployment rate. More workers are laid off 

by firms as they are simply too expensive to keep 

hold of (wages-wise) and as such people suffer as 

they lose their source of a real income. 

Although the importance of central banks around the 

world cannot be stressed enough, they do face a 

constant stream of criticism from both the general 

public and economists. And for good reason: despite 

their supposed expertise in setting interest rates and 

delegating monetary policy, the Bank of England 

failed to predict the financial crisis of 2008 or the 

Eurozone’s debt crisis. More recently, they 

incorrectly forecasted the economic impact of the 

Brexit vote, and as such, much doubt and uncertainty 

overshadows each and every policy that they decide 

to pursue. 

It only seems viable to question if, in the future, 

members of the MPC should instead be 

democratically elected. The people of Britain, 

ultimately, are most of all impacted by the Bank of 

England’s policy decisions, and as such it only 

seems right for the people to have a say in who 

makes these economy-altering decisions. The Bank 

of England’s arguably successful track record has, in 

recent years, been tarnished by a number of incorrect 

predictions and policies, and arguably these can be 

attributed to the fact that the MPC are unelected. The 

Bank of England’s monetary policy has been failing, 

and it seems inevitable that there will be a drastic 

change in the near future. 

 

Deutschland’s Decision 

An analysis on the outlook of Germany’s politics and economy | Owen O’Leary |

On 24th September 2017, the people of Germany 

will vote in a federal election to determine the 

members of the 19th Bundestag. The Bundestag, 

alongside the Bundesrat, holds a legislative function 

within the German political system, the former being 

comparable to the British House of Commons. The 

economic significance of the upcoming election is 

clear- not only does Germany have to maintain its 

strong economic record, but, as is increasingly the 

case, it needs to address concerns for the future.  
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Merkel müde? 

Since 2005, Angela Merkel has held the position of 

German Chancellor. During her time as head of 

German government, Merkel has had to attend to a 

number of great challenges- most notably the 

financial crash, the migrant crisis and the European 

terror threat. Although a symbol of stability in 

uncertain times, Merkel’s popularity has seen 

fluctuations in recent years. An August 2016 poll, 

likely influenced by recent attacks in Germany and 

anti-refugee sentiment, found only 42% of Germans 

to be in favour of a fourth term for Merkel. Although 

more recent polling suggests a revival of support 

(one November 2016 poll found 59% in favour of 

Merkel running again for Chancellor), there is, to a 

certain extent an appetite for change in Germany 

typified by the phrase ‘Merkel müde’ meaning ‘tired 

of Merkel’. 

Germany’s political system runs on a general basis 

of proportional representation. Despite slight 

differences to a truly proportional system designed 

to keep smaller parties out, the German Bundestag 

has so far seen 18 sessions, and 18 coalition 

governments. The past three governments, headed 

by Merkel, have had the ‘Union’ parties as the 

largest political group. This centre-right alliance is 

made up of the Christian Democratic Union of 

Germany (CDU), which Merkel leads, and the 

Christian Social Union in Bavaria (CSU). Due to 

their common political views, the parties cannot by 

law contest elections as opponents, meaning the 

CSU operates in Bavaria only, and the CDU in the 

remaining German states. 

 

In the current Merkel government the Union parties 

have 310 of 630 Bundestag seats, and are in a 

coalition with the Social Democratic Party (SPD), 

with 192 seats. The SPD remain the main political 

rivals to Merkel on the current election campaign. 

The party saw a surge in support following the 

appointment of Martin Schulz, former President of 

the European Parliament, as their candidate for 

Chancellor. His programme of welfare reform, now 

headed by the slogan ‘More Social Justice’, seemed 

for some to be a realistic alternative to Merkel. 

Support for the SPD neared that of the CDU/CSU, 

raising the prospect of a left-wing coalition with The 

Greens and The Left. The so-called ‘Schulz-train’ 

however began to run out of steam, and the Union 

parties pulled ahead in the polls. Their support was 

highlighted by the success of the CDU at the North 

Rhine-Westphalia state election in May, unseating 

the Social Democrats in a state they have run for the 

majority of the post-war period. Another Merkel 

coalition, therefore, whether it be with the SPD or 

the preferred Free Democratic Party (FDP), a right-

leaning liberal party which lost all Bundestag seats 

in the previous election, appears to be the most likely 

outcome. The failure of the far right Alternative for 

Germany (AfD), to capitalise significantly on the 

rise of populism means Germany is set for a renewal 

of its political consensus, and Merkel, as the face of 

German politics for the past 12 years, is the perfect 

figurehead for such political stability. 

A ‘model economy’ 

Germany, as the worlds 4th largest economy, and the 

largest in Europe, remains a major economic player 

on the global stage. Its strong recovery following the 

financial crisis greatly outstripped that of the 

Eurozone as a whole, returning to and overtaking 

2008 levels of GDP whilst the Italian and Spanish 

economies saw continued downturn.  
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Germany’s real GDP growth for 2016 has been 

estimated at 1.9% by its Federal Statistics Office. 

The figure for the first quarter of 2017 was 0.6%, and 

the most recent IMF growth forecast for this year 

saw an upwards revival to 1.8%. As of May 2017, 

the German economy had 44m people in 

employment, giving a seasonally adjusted 

unemployment rate of 3.9%, a rate which a number 

of economists believe signals full employment. In 

June, the consumer prices index had increased by 

1.6% from a year previously, a more healthy rate 

following brief periods of deflation in 2015 and early 

2016. The government is currently enjoying a strong 

fiscal position, with a budget surplus of €23.7 bn in 

2016, equivalent to 0.8% of GDP. The main 

macroeconomic indicators (see below for discussion 

of the large current account surplus- a given for 

Germany in recent years) point towards a successful 

German economy.  

The advancements made since the late 1990s are 

indeed admirable. At the time, Germany had been 

dubbed 'the sick man of Europe'. A June 1999 

Economist article titled ‘The sick man of the euro’ 

paints a rather dismal picture of the German 

economy. The article reports that the rate of German 

growth has been lagging behind that of the rest of 

Euro 11 by around 1%, and over a tenth of the 

workforce are unemployed. The piece indicates that 

that recent shocks, including the reunification of 

Germany in 1990, are in part to blame, but that there 

are also fiscal and structural weaknesses in the 

German economy, including an inefficient tax 

system and high labour costs. Such damning of the 

German economy by a number of economists 

signalled the need for a period of change. The 

subsequent reforms in Germany have led to the 

'German model' being the envy of much of Europe, 

with many other nations looking to it for inspiration.  

Surplus to requirements? 

It would nonetheless be wrong to believe that the 

German model is without fault. Even the strongest 

economies have, somewhat inevitably, their own 

weaknesses. At the heart of critique of the German 

economy is its huge current account surplus. In 

2016, Germany’s surplus of €270 bn was the largest 

in the world, beating even China’s. Aside from 

discussion of the effects on other countries- the fact 

that Germany’s surplus forces other countries to rack 

up debt with current account deficits has been well 

documented- the surplus is arguably damaging for 

Germany itself. It has a number of links to other 

issues within the German economy.  

One potential issue is that of savings and investment. 

A current account surplus can also be thought of as 

a surplus of savings over investment. To a certain 

extent, this can be understood by the fact that a 

greater propensity to save leads to lower demand 

both for domestically produced goods and services, 

and also for imports, leading to a more positive 

current account position. There are also links to the 

other part of the balance of payments- the capital 

account- which does not involve current economic 

activities but instead the transfer of purchasing 

power for the future through asset ownership. The 

balance of payments must have a value of 0 overall, 

and so a current account surplus must be supported 

by a capital account deficit. If savings in an economy 

exceed investment, then there is a glut of savings 

which can be used to finance investment abroad- 

hence there is a capital outflow from the economy 

and a capital account deficit, as is the case in 

Germany. The levels of saving and investment 

which support the German surplus are worrying. A 

2013 DIW Berlin report found that Germany has 

since 1999 had an average annual investment gap of 

3% of GDP (calculated as the difference between 

investment in the euro area and in Germany). 

The lack of investment in Germany has meant a 

current account surplus based more on wage cuts 

than on greater productivity. Overall, low levels of 

public and private investment hold back potential 

economic growth in the economy due to a failure in 

expanding its productive capacity. They may also be 

holding back current growth-  calculations from the 

DIW report ‘indicate that if the German investment 

gap had been closed, annual German economic 

growth per capita would have been in the last 15 

years on average up to one percentage point higher’. 

The German government is in a strong enough fiscal 

position, largely due to tax receipts from high 

employment levels, to finance greater public 

investment through government spending, and to 
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encourage private investment through tax incentives.  

A 2017 IMF report into Germany titled ‘Spend More 

At Home’, urged investment in infrastructure as well 

as kindergartens and the integration of refugees. 

There has indeed been some response. According to 

OECD figures, gross fixed investment rose 2% year-

on-year in 2016, and is expected to rise by 2.8% in 

2017 and then 3% in 2018. The government has 

benefitted from low interest rates. Both the 

CDU/CSU and the SPD have pledged high public 

investment in the ongoing election campaign. Martin 

Schulz has promised an ‘investment offensive’ and 

Angela Merkel has confirmed plans to sustain recent 

increases in government spending.  

As already mentioned, the success of Germany’s 

exports has involved low labour costs. Wage 

restraint in Germany has been made possible 

through good labour relations- German workers 

often get job security in return, a point which was 

made clear after the financial crisis, as German firms 

retained a high number of their employees. 

Nevertheless, the cost-cutting measures of German 

companies have been at the expense of greater focus 

on productivity, and thus long-term growth 

prospects (as well as actual growth due to 

adjustments in short run aggregate supply). Low 

wages may also cause current growth in the 

economy to suffer due to their effect on 

consumption. The downwards pressure on wages 

has led to a smaller share of Germany’s GDP going 

to households as disposable income (see figure 4) 

and as a result consumer spending plays a lesser role 

in the Germany economy. 

Figure 5 shows that there have been larger real wage 

increases in recent years, but more needs to be done 

to rebalance the German economy and allow for 

higher rates of consumption. The IMF has even 

called on Germany to allow wages and inflation to 

rise to help the euro area reach the 2% inflation 

target and to allow the European Central Bank to 

normalise monetary policy and raise interest rates 

(one issue of which for Germany is the potential 

encouraging of saving and discouraging of 

investment). Wage rates have not been at the centre 

of the election campaign, but both the CDU/CSU 

alliance and the SPD have promised tax cuts- the 

former for all earners, amounting to €19 bn of 

personal income tax cuts in the next four years, and 

the latter for lower and middle income earners- 

which in themselves should encourage higher levels 

of spending by households. The current 

compounded effect of lower investment and 

consumption as a result of Germany’s export-first 

approach and the way it has been developed is 

clearly a major concern not only for the prosperity of 

foreign powers, but for Germany itself.  

The road ahead 

The current account surplus and its related factors 

are not the only faults that could hold back the 

German economy in the future. One particularly 

concerning element of the economy is the low birth 

rate. Since the 1970s, the birth rate in Germany has 

been below the replacement rate of approximately 

2.1- the fertility rate in industrialised countries at 

which population levels are sustained. The German 

labour force is therefore under threat, despite recent 

high levels of immigration, and employment levels 

are expected to fall in the near future. Falls in the 

human capital of the German economy of course 

place present and future levels of economic growth 

in great jeopardy. Even with improved productivity, 

something which has not been at the forefront of 

economic policy, it will be extremely difficult for 

German workers to sustain present increases in 

actual and potential output unless significant action 

is taken. As well as productivity, the encouragement 

of both women and older workers to join the labour 

force would appear advisable. A 2017 OECD report 

recommended improvement in full day childcare and 

the introduction of full-day primary schools to allow 

Figure 5  

 

Figure 4 
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women with children to maintain full-time 

employment. This example illustrates how the focus 

on human capital would need to be coupled with 

policy aimed at physical capital- an issue which has 

already been highlighted.  

Such critical dissection of the German economy 

could well continue. The levels of inequality and the 

lack of inclusive growth could be analysed, and the 

government’s fiscal position inspected. Such 

evaluation does not mean systematic failure in 

Germany’s economic system. It simply points out 

the flaws of an otherwise admirable economy. It is 

worth determining what exactly makes the ‘German 

model’ so successful, and also what lessons can be 

learnt. Yes, Germany’s economy does appear to be 

firing on all cylinders and recent adjustments do 

seem to have been made in the right direction. 

Whoever becomes Chancellor following the election 

in September will however have to continue to 

perform the careful balancing act of economic policy 

in a way that addresses any mounting concerns. For, 

whilst the sun shines down on a rosy macroeconomic 

picture, there may be storm clouds brewing ahead.  

Tax Avoidance and Evasion in the EU 

How tax avoidance is done and how to stop it | Jack Rothwell | 

It has been estimated that the EU is losing roughly 

€1 trillion in potential tax revenues per year which is 

a result of tax avoidance and evasion. When this is 

compared to the EU’s total revenue, which was just 

under €5.8 trillion in 2015, the scale of the problem 

is clear; in 2015, for example, around 17% of 

potential tax revenue was lost based on this estimate. 

With governments across Europe currently facing 

bankruptcy, it is clear that the money being lost 

needs to be recouped and the methods of avoidance 

and evasion prevented as soon as possible. So, how 

does the EU and the governments of countries within 

it go about tackling tax avoidance and evasion?  

The smaller of the two problems is addressing tax 

avoidance, which makes up just €150 billion of the 

estimated losses. The main premise of it is 

minimising tax liability while operating within, but 

often on the edge of the law. While it may seem like 

a malpractice at face value, tax avoidance is actually 

utilised by the majority of taxpayers in Europe; 

investment into pension schemes and retirement 

plans both reduce the tax paid on an individual, as 

little or no tax is paid on money invested into these 

schemes. This is encouraged by government policy 

in many European countries; in Britain, 100% of 

income can be invested into pension schemes tax-

free, and in Germany, the state pension scheme is so 

generous that most employees do not contribute to a 

private pension. This type of tax avoidance is known 

as tax relief, other forms of which include giving to 

charity and investment into small businesses, which 

is often incentivised by governments by offering low 

tax on returns on these investments. Clearly, though, 

these types of tax avoidance are not really what 

governments are focusing on trying to reduce. There 

are certain shadier forms that are closer to the edge 

of the law, such as self-employed individuals 

‘employing’ someone, such as a husband or wife, so 

that the income of the business is split in a way 

which manipulates tax brackets, as the incomes of 

the individuals can be set at the top of these brackets, 

and hence minimises taxation. Furthermore, a larger 

proportion of lower incomes is tax-free, and the tax 

on the rest of the income is lower than it is on greater 

incomes, and therefore these benefits are reaped by 

dividing the income of the business. At a firm level, 

tax is often avoided simply by transferring profits to 

countries with low taxes, known as ‘tax havens’, 

through investment into offshore accounts or shell 

companies, which are inactive companies that are 

used solely to store money. In Europe, countries 

such as Ireland, Luxembourg and the Netherlands 

are the main offenders, as they offer favourable tax 

deals to international companies to encourage them 

to set up subsidiary companies within the countries. 

A prime example of a company benefitting from this 

is Starbucks, who managed to legally pay just £8.6 

million in corporation tax in the UK in 14 years 

through tax avoidance, partly by directing their 

supply chain through tax havens in Europe: their 

coffee beans are bought from a subsidiary in 

Switzerland, and are then sent to another subsidiary 

in the Netherlands to be roasted. As a result of this, 

a proportion of their profits was allowed to be sent 

to the subsidiary companies in these countries, 

where it was taxed at a lower rate, and as a result the 

tax paid by the company was reduced. 
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So, what is the EU doing to try and combat these 

more sinister forms of tax avoidance? Well, in recent 

times it has begun to put pressure on countries such 

as Ireland, Luxembourg and the Netherlands, all of 

which have offered favourable tax deals to 

international companies to encourage them to set up 

subsidiaries in their countries. However, there is 

only so much the EU can do when countries outside 

of its jurisdiction, for example the Cayman Islands, 

continue to be an attractive location for firms to set 

up shell companies in due to its 12% corporate tax 

rate (in comparison to 19% in the UK). As a result it 

has more companies (85,000) registered within its 

borders than residents. Because of this, the EU has 

also signed international agreements which aim to 

prevent tax abuse and target tax havens. On top of 

this, in June 2016 it adopted the Anti-Tax Avoidance 

Directive. Amongst other more complex forms of 

tax avoidance, this directive targets the shifting of 

profit to tax havens through the Controlled Foreign 

Company rule, which directs income on subsidiary 

companies (such as shell companies) in ‘tax haven’ 

countries back to the parent company, and hence the 

income is taxed at the rate in the country in which 

the parent company is based, instead of that of the 

tax haven. Furthermore, various forms of aggressive 

tax planning by businesses- of which employing 

someone in order to reduce tax liability is an 

example- are addressed in the General anti-abuse 

rule. However, this is far broader and it has been left 

to the discretion of member states how they see fit to 

implement it. Whether these measures actually work 

is yet to be seen, as member states are only required 

to have complied with the Directive by the start of 

2019. However, the fact that there is a large-scale 

operation underway to try and put an end to tax 

avoidance in the EU shows a step in the right 

direction, if these measures work.  

However, even if these measures do work, it will still 

only tackle a fraction of the overall problem, as tax 

evasion makes up the remaining €850 billion of the 

annual potential tax revenue that is being lost, and 

therefore represents a problem more than five times 

as large. How tax evasion and tax avoidance differ is 

that tax evasion is an illegal underpayment or non-

payment of tax. The forms of it fall into two main 

categories; they either involve deliberately under-

reporting taxable income or deliberately 

underpaying taxes on income, both of which are 

done by firms and individuals alike. A method 

employed by firms and wealthy individuals is to hide 

income or assets abroad- this differs from the 

aforementioned tax avoidance method that uses this 

same principle in that no tax is paid on the income at 

all, as it is ‘hidden’ completely, rather than just being 

moved to a tax haven. For example, footballer 

Cristiano Ronaldo has recently been accused of 

evading tax by hiding €14.7 million in taxable 

income from his image rights in an account in the 

British Virgin Islands, which is known for being a 

tax haven. Another technique used by firms is to hire 

a third-party payroll service in an attempt to conceal 

employee salaries, and hence also conceal the firm’s 

taxable income, meaning that, within reason, they 

are able get away with under-reporting their income. 

They may also intentionally try to take too much 

money off taxable income in deductions, which 

allow portions of incomes to be tax-free or eligible 

for reduced tax for a variety of reasons, which in 

most countries include expenses incurred by firms in 

business and trade. Both businesses and individuals 

alike can also evade tax simply by not filing a tax 

return, however while this sometimes goes 

unnoticed in the short-term, it is very difficult to get 

away with entirely and will incur a fine which will 

rise over time if it is still not filed and eventually lead 

to a prison sentence. This method is obviously 

largely useless, but one that is very useful for small 

businesses and individuals is to deal as much as 

possible in cash. This allows them to discreetly 

under-report income, as there is no physical record 

of the transaction taking place. However, it becomes 

less feasible on a larger scale due to the logistics of 

transferring large sums of cash, which would 

probably end up costing more to distribute than the 

tax itself would be.  

As well as striving to prevent the use of tax havens 

(as mentioned earlier) in order to combat the use of 

offshore accounts to evade tax, the EU also has a 
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system by which its member states exchange 

information on taxation, which allows unpaid taxes 

to be recovered from one country to another and 

helping to limit the use of tax havens within the EU. 

Furthermore, in May 2016, the EU launched the 

European Platform on undeclared work, which aims 

to clamp down on undeclared work by forming a full 

overview of undeclared work in the EU, and 

encouraging member states to share practices that 

help to combat it. However, similar to the Anti-Tax 

Avoidance Directive, this initiative is still in the 

early stages, and it remains to be seen whether or not 

it will actually have any effect. 

While it is clear that the EU is making headway in 

laying the foundations for schemes to deal with both 

tax avoidance and evasion, it is also evident that they 

have a long way to go before the problem can be 

reduced to any degree. A €1 trillion gap is clearly an 

incredibly large-scale task and, with accountants and 

lawyers devising more complex methods to avoid 

and evade tax all the time, the EU may never be able 

to significantly reduce this figure. Despite this, it is 

good to see that they are at least trying, and there is 

every chance that the schemes that are currently 

beginning to be introduced will help to combat the 

problem.  
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The Trump Administration  

Is Trump delivering on his promise to make America great again? | Oskar Lewns |

In order to gain the position of leader of the free 

world back in November 2016, Donald Trump 

played on the frustration of those just managing in 

the rust belt and out in the middle, and white 

resentment reaching boiling point. “Make America 

great again” convinced a patriotic nation that the 

political elite had failed them, and while Trump can 

be considered elite, he has great empathy for the 

desperation of the lower-middle class. This 

desperation has been greatly underestimated for 

many years, and politicians’ failure to recognise it is 

the cause of this populist’s uprising. In a year of anti-

establishment politics, his opponent having a terrible 

track record in office as Secretary of State, a 

reputation for catering to the whim of big business, 

and a husband that served as president for 8 years 

definitely didn’t hurt either. 

 

There was extraordinary uncertainty in the air, 

protests were frequent, attempting to get Trump out 

of the White House before he was officially in it. 

Trump’s “incendiary rhetoric” led to a dramatic 

spike in hate crime, and resulted in the extreme right 

becoming energised, the number of Islamaphobic 

hate groups tripling in 2016, according to a report 

from The Southern Poverty Law Center. Despite this 

uncertainty, receiving a country already greatly 

divided, and having the lowest approval ratings of 

any president in history, Trump has achieved a 

strong economic start to his administration. 

 

So has Trump been delivering on his promises to a 

disillusioned population? Arguably the keystone of 

his campaign was immigration, and since becoming 

president there has been a 40% increase in the 

number of raids by the Immigration and Customs 

Enforcement Agency, however this has not led to 

more deportations as there is now a backlog of 

600,000 awaiting their final ruling from immigration 

judges. While numbers staying the same may seem 

unsatisfactory for some, there were already a lot of 

deportations under Obama, with 2.5 million 

deported in between 2009 and 2015. Trump has 

signed executive memos that instruct officers to be 

tougher while enforcing current laws, which 

combined with his rhetoric has led to illegal border 

crossings going down according to estimations, as 

the number of people apprehended for crossing 

attempts is at its lowest level in 17 years. The wall 

on the US-Mexico border that was so prominent in 

Trump’s election campaign has a bill in motion that 

will give it a start to funding, but Trump claimed 

he’d get Mexico to pay for the wall. To do this, 

Trump will impose a trade tariff on Mexico, 

potentially up to 35%, and this will happen when 

NAFTA is renegotiated. Immigrants living in the US 

currently make up 13.4% of the population, and 

Trump also intends to cut legal immigration. New 

legislation is in the works, proposing the current 1 

million allowed to enter annually should be halved, 

and applicants accepted on a points based system, 

favouring those better educated, more skilled, and 

with greater fluency in English. 

 

Trump has stuck to his other promises, doing all in 

his power. He issued notification of intent to 

withdraw from the Trans-Pacific Partnership, 

slashed federal regulations, and kept Guantanamo 

Bay open. Another symbolic promise that Trump has 

kept is leaving the Paris Climate Agreement. This 

may help the agreement as the USA always hold up 

talks, as everything has to go through Congress 

before it is accepted, however climate change denial 

from the USA is likely have cataclysmic 

consequences.  

However, Trump is experiencing a lot of pushback. 

One of Trump’s biggest campaign promises was to 

repeal the Affordable Healthcare Act, as premiums 

are sharply rising in many places, but the bill to 

replace it failed to get through Congress. He has also 

faced resistance from judges when trying to suspend 

immigration from terror prone places, and states 

continue to obey the Paris Climate Agreement 

despite Trump’s orders. His lack of success can be a 

good thing, as even more families would be torn 

apart by country specific immigration bans and 

deportations, the climate would be becoming 
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irreversibly damaged to an even greater extent, and 

the proposed Republican Healthcare Bill would’ve 

led to a projected 24 million more uninsured 

Americans by 2026, but this is seen as weakness, and 

confidence in Trump as a president will fade with 

each failure.  

 

The economy has been performing well since Trump 

was voted in. The election result led to a significant 

spike in business confidence, with the surge in 

optimism being a large factor in stock markets 

hitting record highs. The reason for this confidence 

under Trump, despite most having the view he has 

many shortcomings as a president, is his business 

friendly policies. He signed an executive order 

meaning now for every new regulation issued, at 

least two prior regulations must be eliminated, and 

he also promised to cut corporation tax rate from 

35% to 15% and to eliminate the corporate 

alternative minimum tax. Consumer confidence has 

done the same, hitting a 17 year high in March this 

year, according to The Conference Board, an 

independent non-profit economic research 

organisation. This high household confidence is due 

to the well performing job market. People are happy 

with the conditions now, as unemployment is just 

4.3%; lows not seen since the turn of the millennium, 

rather than how successful they think Trump will be. 

Although people are confident in the economy, 

they’re still not confident in their president. 

Regardless of the reason for the confidence, 

consumers and businesses are, and this increased 

consumer spending and business investment has 

caused the US economy to pick up speed, as more 

jobs than expected are being created, the goods trade 

deficit narrowed in February, and growth was at an 

annualised pace of 2.6% in the second quarter of this 

year. 

 

However confident consumers are, it is worth noting 

that the last time confidence levels were at their 

March high was December 2000, when stock 

markets took a massive plunge, the dot-com bubble 

burst, and was partly responsible for a recession the 

next year. Another important point is that the peak 

of confidence came just before Trump failed to 

repeal the Affordable Care Act, which reminded 

Americans of the difficulties Trump will face as 

president, including a potential struggle to get the 

desired tax cuts through Congress. Confidence has 

since tailed off, but is still extremely high in 

comparison to the last decade. 

 

There is still a lot of uncertainty surrounding politics 

and the economy in the next few years. Trump is 

causing even more uncertainty than the 2008 

financial crisis, according to the Economic Policy 

US Uncertainty Index. The only events that have 

caused more uncertainty in the index’s 30 year 

history are the fiscal cliff in 2011, and 9/11. The 

Democratic Party is attempting a populist rebrand 

based on the support for socialist Bernie Sanders, 

showing the political polarisation that is currently 

sweeping large parts of the western world. It is yet 

to be seen how Trump will take to the world of 

geopolitics and diplomacy, and also what his future 

policies will be like and their success in getting 

through Congress. Alleged ties with Russia could 

also be a pivotal part of his presidency,  affecting the 

population’s perception of him, or potentially even 

causing him to lose the position, so many will wait 

with baited breath for the conclusion of that 

investigation. Many have called for his 

impeachment, and believe Trump has done nothing 

but destroy families, global relations, and the globe 

itself in the early stages of his administration, 

whereas others are happy that he is trying to fix bills 

and trade deals many see as broken, and are 

convinced he can and will make America great 

again.  
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Is the Economic Growth in the US Sport Industry 

Beneficial to Society? 

An analysis of America’s sport industry on the economy | Tom Lambourne | 

 

In 2009, when the NBA franchise Golden State 

Warriors drafted Stephen Curry to their team, the 

club was worth $450million. Yet just 8 years later in 

2017, the franchise is worth almost $2.8billion. This 

is just one prime example of the staggering growth 

seen in all major sporting leagues in the United 

States. In the NBA since 2001, the league has seen 

annual revenue increase by $2.13billion. In the 

NHL, this has been the 14th year in a row where the 

sport has experienced growth in participation, with 

550 000 registered players in the US in 2017 

compared to just 398 000 3 years previous. An 

average NFL franchise is now worth approximately 

$2.35billion, a 19% increase from 2016 alone. Even 

in the MLB, in 1992 total revenues in the sport 

accounted to $1.2billion yet now in 2017 they have 

increased to massive 600% increase to $7.5billion. 

Looking at these figures, it is extensively clear that 

the US sports industry has massively grown in the 

recent future. However, is this growth in sport 

beneficial to society? Or is it actually a hindrance to 

the American people?  

To start with, one major benefit is that the 

availability of watchable sport is at the best it has 

ever been. In all major sporting leagues, the amount 

of games viewable on television has risen by an 

average of 26% over the last 3 years alone. This 

means that people can get a better value for money 

from television subscriptions to sport networks, as 

they can see more games for the same price. In 

addition to this, US sport is being viewed more than 

ever before from in Europe, Asia and Australasia 

highlighting the expansion of the industry eastward. 

This shows that the growth of their sports industry is 

causing more revenue to enter the country through 

the exportation of the rights to view these fixtures 

and television events from abroad. So, this once 

again benefits society as the overall GDP in the US 

can increase due to sport directed export led growth.  

Another major economic benefit to the US society is 

the public image the athletes give to the people. 

Adverts and marketing schemes, such as the ‘NBA 

Cares’ programme, use the exponential growth of 

the US major sports leagues to promote beneficial 

ideas to society through the use of the athletes. In all 

cultures around the world who view and experience 

any type of professional sport see the players as role 

models. This is no exception in the United States, 

and athletes are regularly in adverts and have 

endorsements with companies which aim to benefit 

people. ‘NBA Cares’ is a scheme which many 

professional basketball players take part in which 

builds houses and leisure centres for poorer people. 

Since 2005, this programme has raised over 

$270million to build these centres and houses. This 

is mainly due to NBA athletes from being involved, 

meaning people donate more money as well as 

young children look up to these role models and aim 

to aid society themselves in the future.  

However, growth in the US sport industry does have 

some downsides. The most obvious negative that 

comes to most people’s minds is the saturation of 

this gain in revenue to sport being spent effectively. 

Andrew Luck of the Indianapolis Colts has a 

contract worth $25million a year for five years. 

James harden of the Houston Rockets has is under a 

6-year contract worth $228million. These new age 

contracts are absolutely staggering. These are clear 

indications that player salaries take up a large part of 

the total revenue of professional sport. This has 

always been a problem that people have; players 

being overpaid compared to the average person. 

People believe these athletes are massively overpaid 

and the money from these contracts should be used 

elsewhere.  

However, a clear argument against such criticism is 

the idea that athletes are achieving the American 

dream of working hard to better their financial state. 

Just as a multi-millionaire banker must go to 

university and work hard to get to the place they are 

at, athletes must invest enormous lengths of time into 

perfecting their skills. This means that athletes are 
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lucky in that their profession is heavily regarded as 

a cornerstone to most cultures in the world, 

providing sport with a greater access to money than 

other professions.  

In conclusion, it is clear that economic growth in 

sport is beneficial to society. The increased funding 

and revenue in the US sports industry leads to 

cheaper prices for fans, better league regulations to 

prevent problems from occurring and it leads to 

more money being invested into sport which 

increases its growth further. But another question 

remains unanswered as to whether athletes 

genuinely are paid too much. That is for you to 

decide. 

 

The Importance of the American Arms Trade  

How the controversial trades industry drives the economy | Alex Hutchinson | 

As a result of the 2008 financial crisis, the United 

States has increasingly fallen short in several world 

economic rankings that it had previously topped. 

One such ranking has remained firmly in place; 

however, the US still maintains the pole position in 

the world for top arms exporter and it has maintained 

this position almost every single year since the Cold 

War ended. Top arms exporter is a measure of 

international arms transfer agreements which has the 

US as the exporter and is defined as the “total values 

of conventional arms orders made in a given year, 

which include all categories of weapons and 

ammunitions, military spare parts, military 

constructions, military assistance and training 

programs and associated services”.  

 

Every year the Abu Dhabi International Defence 

Exhibition takes place and houses the latest 

technological advancements in warfare from 56 

countries and almost 1200 international arms 

exhibitors meet in an area of 133.000 square meters. 

A large percentage of exhibits were no doubt 

American as an effort to assert their global 

dominance. The expo is run by the President of the 

UAE His Highness Sheikh Khalifa Bin Zayed Al 

Nahyan who is also the Supreme Commander of the 

UAE armed forces. The UAE armed forces alone 

signed contracts worth $5 billion at the 2015 

exhibition in a market which seems relatively large. 

Yet this is only 0.31% of the world’s military 

expenditure this year coming out at $1.613 trillion.  

During this modern day and age, business is 

booming. Conflicts tearing up parts of the world just 

means more money for industrial powerhouses like 

the US. Conflicts particularly in the Middle East has 

driven up the defence spending their by 12.1% to 

almost $121 billion. However, it is not only warfare 

that is a lucrative area of business, the US civilian 

market had been hugely incentivised in 2015 by the 

US Bureau of Alcohol, Tobacco, Firearms, and 

Explosives whom approved several new collections 

of personal weapons made in Pakistan. This has 

made their expansion away from the Bahrain 

military forces particularly lucrative. 

Since the cold war, the US has driven to maintain its 

leading position in advancement of technology 

especially in that of weaponry, yet the tension at 

such exhibition is still noticeable and can only be 

expected when you are bringing thousands of 

enemies and allies together under one roof. An 

American journalist witnessed one such act of 

tension when interviewing a Yury Savenkov, who 

found it increasingly difficult to contain his laughter 

when he explained that they were working with the 

Americans to securely defend the UAE but could not 

help himself from giggling when he explained that 

America supplied all aircraft for the UAE fleet but 

Russia were the nation which provided the weaponry 

capable of shooting down such aircraft.  

This continued rivalry from two of the biggest 

nations in the world has driven the economy. An 

economy has not thrived nearly as well as another in 

comparison to one which is striving towards a single 

goal. War and the threat of conflict allows 

governments to take control and push their economy 
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is a single unified direction. The most significant 

example of this is no doubt Hitler helping to recover 

Germany’s economy after the harsh reparation of the 

Treaty of Versailles. The direction provided by 

Hitler and the objection of Lebensraum and 

ultimately World War II. Some may say that this 

even lay the foundations for the industrial nation of 

Germany today that maintains a solid current 

account surplus.  One may argue that such 

specialisation of labour (i.e. pushing many 

workforces into developments and manufacturing of 

arms) is diverting skilled labourers from other 

workplaces that could also attract investment from 

other countries such as the commercial sector.  

Alternatively, by pushing new and more skilled 

workers into the defence sector and increasing the 

division of labour, it speeds up the development of 

new technologies whilst also contributing to 

reducing their costs of production. There is an 

argument that government demand of an item is 

connected to commercial demand and hence if a 

government is striving towards more arms then the 

commercial sector will follow suit. This link can be 

seen nowadays where we see the US developing new 

and increasingly more dangerous weaponry and 

simultaneously the weapons available to civilians 

are also on the rise leading to an increase in gun 

crimes.  

The US controls 31% of the global market for 

weapon exports in 2014 according to the Stockholm 

International Peace Research Institute which are 

well known for being the world’s best-known 

collector of defence related statistics. Russia on the 

other hand came close in second, controlling 27%. 

Currently, US arms corporations dominate the 

global industry with six of the top eight global firms 

being American. The revenue generated between 

these top six in 2014 came to $139 billion. 

Obviously, a lot of the money generated comes from 

the US’ own Department of Defence however 

exports still remain vital. The more these 

corporations sell, the more they can produce; by 

producing more they are driving down the cost per 

unit of the goods. This not only means that the US 

can make more for less and assert their global 

dominance even further, but they can also help the 

American taxpayers. Effectively, less of the taxpayer 

money will be pumped into defence to maintain the 

same output if cost are decreasing, this could result 

in a reduction of taxes for the average American 

taxpayer, leading to a wealth effect (consumers have 

more money so feel more comfortable about their 

wealth thus causing them to spend more) and this 

will more than likely contribute to the multiplier 

effect (where a given change in output leads to a 

more than proportional change in output). 

Alternatively, the American government could 

invest the taxpayer money elsewhere, perhaps into 

infrastructure.  

In conclusion, the US arms trade ultimately has 

helped their own economy develop. Not dissimilar 

to how other nations have developed through 

exporting arms. The arms trade is vital for national 

security and exhibited by both the US and Germany, 

however such positives always have negatives. The 

US objective of arms has led to higher rates of gun 

crimes within its own borders. The number of illicit 

gun markets worldwide have sharply risen. One 

must ask the question, “Does the revenue generated 

from this colossal market outweigh the emotional 

strain and psychological damage put on people who 

lose loved ones as a direct result of this weaponry?” 

Economically; the arms industry is a sound business 

model, ethically; it is riddled with flaws. 

 

 

Irrational pessimism. The United States: past, present 

and future. 

Are we wrong to second guess America? | James Goodman |

“I have observed that not the man who hopes when 

others despair, but the man who despairs when 

others hope, is admired by a large class of persons 

as a sage.” John Stuart Mill. 

For 241 years it has been a terrible mistake to bet 

against America, and now is no time to start. In 

1776 nine out of ten Americans lived on the farm, 

working seventy hours a week to maintain little 

more than subsistence living standards. One 

hundred years later fewer than one in two people 

worked in agriculture and today fewer than two in a 

hundred do. But here’s the thing, those two workers 
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not only feed 320 million Americans but also 

produce an enormous surplus that is sold overseas.  

American GDP per capita is now about $56,000. In 

real terms fifty six times larger than in the late 18th 

century. Perhaps more staggering, an 87-year-old 

American born in 1930 has seen real GDP per 

capita increase six-fold. If America can keep that 

up then real GDP per capita will be around 

$300,000 in 2100. Maybe today’s youth don’t have 

it all bad. 

Why has America been so successful? Location 

certainly helps. As Tim Marshall describes in 

‘Prisoner of Geography’ if you won the lottery, and 

were looking to buy a country, the first one the 

estate agent would show you would be the United 

States. America has huge natural resources, terrific 

water features and deep natural harbours with easy 

access to both Atlantic and Pacific oceans. 

America’s advantages don’t stop at physical 

geography. The transport links, railways, roads and 

airports, are also excellent. The neighbours are no 

trouble at all. They buy America’s goods and 

services, supply cheap labour and rely on 

America’s economy for exports. A single language 

unifies the fifty states that add up to one nation in a 

way that the twenty-eight states of the European 

Union never will. A single currency promotes 

integrated markets across a massive expanse of 

land. With such significant advantages it is easy to 

see why some have named the 20th century as 

America’s century. 

So why does pessimism about America’s economic 

future sound so smart? Morgan Housel of the 

Collaborative Fund puts it neatly when he writes, 

“Tell someone that everything will be great and 

they’re likely to either shrug you off or offer a 

sceptical eye. Tell someone they’re in danger and 

you have their undivided attention.” Pessimism 

generates clicks, sells newspapers and gets prime 

time TV slots.  But it also tends to focus on the 

short-term – next quarter’s GDP growth statistic or 

this month’s new jobs number. Amid an extreme 

focus on the short term, people miss the long-term 

incremental improvements America makes every 

decade. The process of progress in the American 

economy, like all capitalist economies, involves the 

exposing of weaknesses and the destruction of what 

isn’t working. Which means improvement over the 

long-term has to be interrupted by short-term 

adversity. Short-term difficulty is the fuel driving 

America’s long-term advancement.  

Many commentators focus on lacklustre real GDP 

growth of 2% since the Global Financial Crisis. Of 

course Americans would prefer if this number were 

higher. But even this anaemic growth number still 

has the power to produce excellent results over the 

long-term as Warren Buffett showed with some 

simple maths in his 2015 shareholder letter. Buffett 

wrote, “America’s population is growing at 0.8% 

per year (0.5% from births minus deaths and 0.3% 

from net migration). Thus 2% of overall growth 

produces about 1.2% of per capita growth… In a 

single generation of 25 years that rate of growth 

leads to a gain of 34.4% in real GDP per capita. In 

turn, that 34.4% gain will produce a staggering 

$19,000 increase in real GDP per capita for the next 

generation. Were that to be distributed equally, the 

gain would be $76,000 annually for a family of 

four.”  

And what about manufacturing? A follower of the 

2016 Presidential election or reader of newspapers 

could be forgiven for believing that US 

manufacturing is dying a slow painful death. The 

reality? US manufacturing is the largest in the 

world producing 18.2% of the world’s goods 

according to the National Association of 

Manufacturers. That’s more economic output than 

Canada, Korea or Mexico. For sure China is 

catching the US quickly, producing 17.6% of the 

world’s products. Yet China produces low-margin 

electronics, textiles and machinery. On the other 

hand America builds highly complex, sophisticated 

high-margin products. America’s economy has 

developed these manufacturing skills over many 

decades, through trial and error, success and failure. 

This advantage in high-margin complex 

manufacturing is unlikely to disappear quickly. 

Manufacturing remains a key competitive 

advantage and attracts the some of the best talent 

from around the world. 

“A Nation of Immigrants” by J F Kennedy was 

originally written in 1958 and posthumously 

published in 1964. Notwithstanding President 
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Trump’s short-termism and populist dogma, 

Kennedy’s doctrine is as true today as sixty years 

ago. As in 1958, the economic geography of the 

world today is lumpy. High levels of human capital 

clusters together in small centres of excellence – 

think Silicon Valley, New York and Boston. 

America’s history is built on open immigration 

laws, abundant resources and relative political 

freedom. Add enormous financial gains on offer to 

anyone who could make a success of it, and the 

incentives are intoxicating. Those powerful 

incentives are still attractive to the best and 

brightest from India, China and the rest of the 

world.  

America may not dominate the economic world in 

the 21st century as it did in the 20th. It doesn’t have 

to. Entrenched competitive advantages in 

geography, natural resources, political institutions 

and human capital suggest even modest progress 

will ensure that America’s youth will be more 

prosperous than their Founding Fathers could ever 

imagine. A myopic focus on short-term pessimism 

ignores the incremental progress that is constantly 

being made in the world’s largest economy. 
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W£alth: Questioning the Norm  

Why GDP may not be the best measure of a country’s wealth | Demi Ogunwusi | 

When asked to describe the wealth of a country, it is 

likely that one will turn to the accepted 

measurements of Gross Domestic Product (GDP: 

The total level of good and services produced by an 

economy in a year) or Gross National Product (GNP: 

the total value of all the final products and services 

produced in a given period by the means of 

production owned by an economy's residents) and 

correlate these figures to the wealth of a country. 

Normally, I would too. Conventional economics 

teaches this. It is just the standard. However, upon 

closer inspection, it can be argued that the standard 

measures of growth do not give an accurate view of 

a country’s “wealth”. 

I first questioned the efficacy of GDP as a 

measurement of wealth after briefly studying the 

economy of Congo. As of 2016, Congo is the 

world’s 81st largest economy with a GDP of 34,999 

million US dollars. However, in my research, I 

discovered that Congo has $24 trillion of untapped, 

extractable raw materials. The value of Congo’s raw 

materials is 686 times higher than their GDP and on 

its own, eclipses the 2016 GDP of America by $6 

trillion. Can a country that owns this really be 

considered poor? 

In my opinion, measurements of a country’s wealth 

need to incorporate the value of the raw materials 

that a country owns.  If we look at the word “wealth” 

in a general and not economic sense, wealth can be 

defined as “value of all the assets owned”. As 

humans, we often gauge a person’s wealth by giving 

a valuation to their possessions. You see your 

neighbours’ wealth as the number of cars that they 

have or by how much nicer their garden is than 

yours. When we do this, we are looking at the value 

of our neighbour’s assets. If we were to view a 

country in the same perspective, we would look at 

the assets of a country – namely its raw materials. 

Raw materials such as precious rocks and oil are 

contained within the land of a country and hold 

monetary value and therefore should be considered 

as part of the wealth of a country. Therefore, I do not 

believe that the value of goods and services 

produced should be the sole determinant of a 

country’s wealth.  

What would happen to rankings such as GDP if we 

instead looked at the value of raw materials and 

minerals as opposed to the volume of goods and 

services produced as we currently do?  My initial 

curiosity on this topic led me to research the value of 

raw materials within countries and try to rank their 

wealth. 

 

The most interesting examples were South Africa 

and Guinea.  

South Africa became a member of the BRICS in 

2010 following consistent economic growth of 

around 5% per annum before the world recession. 

South Africa has only begun to prosper in the last 20 

or 30 years but it has always been able to boast of a 

large mineral reserve. As of 2011, South Africa 

actually had the most valuable reserve of raw 

materials. However, its GDP in 2011 deemed it the 

27th wealthiest country in the world. 

With Guinea, the discrepancy between raw material 

wealth and GDP wealth is far wider.  In assessing 

Guinea, I found that there has been little progress in 

terms of standards of living or economic growth. 

Guinea’s faltering economy is the direct 

consequence of political instability and a 

misallocation of government expenditure. Guinea 

had three Presidents of two differing political parties 

between 2008-2010 and as a result, no coherent 

economic policy was implemented which led to 

short term issues (-0.3% GDP growth in 2009) and 

long-run issues which can be seen today where GDP 

has contracted by 0.05% since 2015 despite a 

growing population. Unsurprisingly, Guinea was 

ranked a lowly 150th for its GDP in 2011. However, 

its reserves of raw materials were ranked 5th most 

Country* GDP 

rankings 

(2011)3 

GDP 

(2011), 

(millions 

of dollars) 

Raw 

Material 

Wealth 

rankings 

(2011) 

Russia 10th  1,857,770 2nd  

Australia 13th 1,379,382 3rd  

South 

Africa 

27th  408,237 1st  

Ukraine 54th  165,245 4th  

Guinea 150th  5089  5th  

*Congo is not mentioned for the fact that its $24 

trillion reserves are not being utilized. 
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valuable in the world which is a stark contrast to its 

GDP ranking.  

The high levels of minerals in Guinea and South 

Africa could be channelled to try and induce GDP 

growth. Minerals are abundant so their supply would 

be inelastic and furthermore, because new minerals 

and reserves are hard to discover, prices tend not to 

be as volatile as other commodities. In addition to 

this, minerals are constantly demanded. Minerals are 

vital in the production of a number of everyday 

goods and services. 

In countries such as Guinea and Congo which, 

despite an abundance of raw materials, fail to create 

sustainable GDP growth and living standards 

improvements, there is a lack of effective 

entrepreneurship and managerial control over the 

raw materials which means that they are not used 

efficiently. In Congo, authorities have failed to 

devise a way to profit from their $24 trillion 

reserves. If operations were to be directed 

efficiently, the high level of minerals in these 

countries can be used to create long-term sustainable 

growth which could eventually see them rise up the 

GDP rankings.  

It would not be correct for me to say that we should 

look purely at the value of raw materials wealth 

within a country to gauge the country’s wealth. GDP 

is a valid way to look at growth for the fact that it 

considers the effective capacity of the country. 

Looking at the raw materials is analysing the 

potential capacity as raw materials in reserve are not 

being used to create growth. Furthermore, the 

measurement of GDP per capita considers the wealth 

of individuals – it would be extremely difficult to 

quantify the wealth of an individual by looking at the 

raw material wealth of the country. Even if raw 

materials were managed efficiently, they may still 

have little effect on per capita wealth within a 

country as the government may choose not to 

reinvest its revenue in the public sector.  

Due to corruption in African countries, often this is 

the case. Wealth from raw materials often widens 

inequality as it is the owners and not the workers 

who reap the rewards of the materials. Despite 

Guinea’s high standing in raw material wealth, it is 

without a doubt, still an impoverished nation. 

Looking solely at raw material wealth would paint 

Guinea as a wealthy country – despite a GDP per 

capita of 531.32 USD. 

However, I feel that it would make sense to consider 

the raw materials that a country possesses when 

trying to assess its wealth for the fact that those raw 

materials are assets that hold monetary value. But 

substituting GDP for raw material wealth would not 

make sense – GDP is far more inclusive. Instead, I 

believe that it would be sensible to aggregate them 

and use them both to determine the wealth of the 

country. 
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The Scars of Apartheid  

Has South Africa become more unequal? | Ted Cranston |

Having rubbed shoulders with the South African 

economic elite at the dazzling, exuberant Victoria 

and Albert Waterfront - a $230m luxury 

development project situated in the heart of Cape 

Town's working harbour, in which 2 bedroom 

apartments are frequently listed for over $1.2m - on 

returning to Cape Town Airport, any tourist would 

pass through and experience seven native townships 

along their 20-minute journey. Seven areas where 

equivalent 2 bedroom properties are passed on for 

less than $25,000; seven communities where some 

of the 45.4% of South Africans (93% of whom are 

black) deemed to live below the poverty line reside; 

seven neighbourhoods that display a crippling 

contrast in access to healthcare, sanitation, education 

and overall standard of living. 

Impatient voters enduring long queues in the 

Gauteng Province at the 2014 election were hastily 

reminded and reassured of ‘how far we’ve come’ 

from the political system just 20 years prior - but has 

anything really changed? 

Although the collapse of apartheid law in 1994 

brought with it an end to inequality in an 

ethnological sense and the conclusion of racial 

classification, segregation and discrimination 

throughout the country, overall income and 

especially wealth inequality has certainly not 

followed suit. Between 1995 and 2011, the Gini 

coefficient (an international, standardised index for 

measuring income inequality) has increased from 

0.64 to 0.69, statistically making South Africa the 

most unequal country in the world of all whose data 

is measured.  

Analysis shows that 60-65% of South Africa’s 

wealth is concentrated in the top 10% of earners, 

compared to 20-30% in most advanced economies, 

and between 1994 and 2011, while the wealth of the 

poorest 10% remained unchanged at $1bn, wealth of 

the richest 10% had increased by 92% to $69bn.  

Inequality has in fact de-racialised somewhat since 

apartheid - the black middle class grew by 78% from 

1995-2000 compared to just 15% in whites, and the 

number of black company executives increased from 

8% to 41% from 1996 to 2015. This initially 

promising and stirring evidence is still detrimental to 

South Africa’s progress however, as increasing 

inequality between black people and within racial 

groups has now become the main contributing factor 

to overall inequality in South Africa. 

How has South Africa become so unequal? 

A common misconception of apartheid is that, due 

to its foundation of vast racial inequality and the fact 

that white people owned the majority of assets, 

labour and business, it implicitly encouraged 

economic inequality as well, and was a radical 

capitalist scheme. This would imply that its 

dissolution would lead to an end to inequality and 

create a more equally distributed, left wing society.  

However, features like strict government control of 

business and the economy, reduced labour force and 

lower paid workers revealed apartheid to be far from 

a free market and more of a socialist, statist ideology, 

explaining why the anticipated outcome was not 

achieved at all. 

Therefore, South Africa’s late 20th century 

economic journey represents a classic conflict 

between a sacrifice of economic growth for wealth 

inequality. In the 15 years following the end of 

apartheid, before the 2008/2009 global financial 

crisis, the country experienced its longest period of 

sustained economic growth in its history as real GDP 

increased from just over $100bn to $299bn. 

Conventionally, economic growth would mainly 

benefit the higher-educated and those with more 

wealth and assets anyway, but the residual scars of 

the deeply divisive and oppressive policies 

perpetuated by the apartheid law only exacerbated 

this inequality and reinforced it further. 

One of the largest remaining legacies of apartheid is 

South Africa’s drastically failing education system. 

The Bantu Education Act of 1953 set out to ensure 

segregation and inequality in the way different 

ethnic groups were educated, and its effects have 
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long outlasted apartheid. Even now, as little as 25% 

of students pass their tests on leaving primary school 

(213,000 out of 800,000 in 2014) and just 37% of 

students starting secondary school go on to pass their 

matriculation exam, while an even more alarming 

4% of students starting school at the age of 5 will go 

on to study at university.  

These statistics become even more significant when 

the youth unemployment rate of almost 50% is taken 

into account, and the fact that this drops to 5.2% for 

those with a university degree. Surprisingly, South 

Africa invests the highest proportion of its GDP 

(6.4%) of any African country into education. 

However, either corruption or poor utilisation of 

funds render this investment rather futile as a living 

standards survey in 2008 found 40% of South 

African schools operate with inadequate classrooms 

and electricity and 49% don’t possess sufficient 

textbooks, while up to 52% of teachers are under 

qualified for their position.  

The fact that the majority of low-income South 

Africans have been poorly educated has led to a dire 

lack of skill and massively reduced social mobility 

of un-skilled workers within the labour market, 

further amplifying South Africa’s crippling 

inequality at an elementary level. 

On the topic of un-skilled workers, job creation and 

economy structure has been another major downfall 

for inequality during South Africa’s post-apartheid 

economic growth. As the country gained global 

respect and approval, it transitioned into world trade 

liberalisation and became a member of the IMF and 

the World Bank. However, as it grew, the structure 

of the economy evolved from primary and secondary 

orientated, with a very large mining industry, to a 

more tertiary focus, centred around finance and 

communication. Between 1990 and 2004, the 

agricultural, mining and manufacturing sectors 

slumped with growth rates of 0.8%, 0.5% and 1.3% 

respectively, while the communication and finance 

industries flourished with growth of 5.5% and 4% in 

comparison. 

Although re-engineering the economy with a tertiary 

emphasis was successful in terms of economic 

growth, it produced largely high-skilled jobs, 

completely alienating and excluding a large 

proportion of the labour market which had been 

poorly educated and was lesser-skilled. As 76% of 

jobs created between 1994-2004 were semi to high-

skilled, this again only served to escalate inequality. 

Contractionary fiscal policy was implemented in an 

effort to curb inflation, lower debt and gain 

international credibility after the political turmoil 

during the end of apartheid. This did not result in job 

creation and employment either, and neither did a 

complete lack of foreign direct investment due to 

very low confidence in the new government and 

economy. 

Arguably one of the greatest drivers of South 

Africa’s current inequality stems from a policy over 

100 years old. The Natives Land Act 1913 passed on 

86% of the country’s land to white farmers and 

restricted black land ownership to just 8%. Despite 

multiple reform acts and efforts to redistribute land 

equally, in 2006 the rich white demographic still 

owned over 70% of all land and the poorest third of 

the population only held 13%, mostly in indirect or 

secondary forms.  

The lack of land ownership amongst the poor 

reduces ability to accumulate wealth through these 

assets and the opportunity to utilise this land in low-

skilled work through agriculture. It is already 

estimated that the top 10% of South Africans own 

90-95% of all assets, and as assets have the potential 

to accumulate additional wealth over time, this is 

probably the most dangerous and damning statistic 

of them all. 

Effects of inequality 

The principle effect of inequality is its massive 

social impact, and the large amount of poverty that 

has been created and sustained by it, is morally 

reprehensible. As mentioned previously, a shocking 

amount of South Africans live in poverty (the current 

figure exceeds 40%) while the proportion of those 

living in ‘severe poverty’ has stopped decreasing as 

of late and hovered around 16% between 2013 and 

2015. 

This poverty and inequality perpetuates poor 

healthcare, sanitation, access to water and education 
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and lack of these basic indicators of standards of 

living leads to significant civil unrest and frustration 

at the system. This unrest materialises mainly in the 

form of crime, as South Africa notoriously has one 

of the highest crime rates in the world. With an 

average of 49 murders per day and 1 in 4 males 

admitting to have raped at one point (leading to the 

staggering 65,000 rapes in 2012 alone), South Africa 

ranked first and second in rapes and murder/assault 

respectively in a 1999 UN survey of 60 countries.  

Citizens also express their frustration and 

dissatisfaction through rioting, which is extremely 

commonplace throughout the country and frequently 

has xenophobic motives. Political disengagement 

and lack of participation in democracy or support for 

the government is also another large consequence of 

inequality. The share of votes for the leading party, 

the ANC, who have ruled throughout the surge in 

inequality, has fallen 9% since 2004. 

Beyond social impacts, however, this inequality has 

had large negative economic effects also. Since the 

2009 financial crash the economy has completely 

stagnated, with current growth at 0.26% compared 

to 5.8% in 2006. This is largely down to the 

extremely high unemployment (27.3%) in which 

South Africa is a complete outlier, as no other 

middle-income country’s employment has exceeded 

20% in the last 20 years. This very low utilisation of 

the labour market and lack of a strong primary and 

secondary sector has created an enormous spare 

capacity and positive output gap, limiting the 

economy’s potential and GDP.  

The civil frustration and political uncertainty also 

induces extremely low confidence amongst South 

African capital owners as well as foreign investors. 

Consequently, there is a large amount of local capital 

injection into the safer option of financial markets as 

opposed to the more productive agricultural sector 

and small business. This lack of investment only 

adds to the consequences of high unemployment and 

lagging aggregate demand, due to a large absence of 

disposable income, further limits GDP and potential 

growth. 

What can be done? 

South Africa has already sought, largely in vain, to 

redistribute assets, wealth and income.  

The government has traditionally taken a very 

narrow-minded, quantitative approach, and tried to 

resolve inequality largely through taxation and 

welfare. The country has one of the largest social 

protection schemes in the world, with 49% of all 

social spending going to services and welfare in 

2002, only increasing over time as social grants grew 

from 2.5% to more than 3% of GDP between the end 

of apartheid and 2005. 

These schemes have benefitted an enormous 

proportion of South African society as between 

2001-2015 the number of citizens receiving social 

grants increased from 4m to over 17m. However, 

this scheme and consequential economic growth of 

the poor presents a very short-term and crude 

solution, and sacrifices the wellbeing and support of 

the also struggling middle class. 

Admittedly, the country has pursued more 

qualitative redistribution policies in the past, such as 

the 1994 Restitution of Land Rights Act attempting 

to address spatial inequality, however to limited 

success. Despite 250,000 black nationals receiving 

land after 1998, only 1% of land actually changed 

hands, far short of the ANC’s 30% target. This was 

unsurprising as funding was quite frankly pitiful: 

only 12% of that spent on housing reform and 5% of 

the pensions budget. 

Many economists are calling for more effective 

progressive taxation schemes, targeting investment 

and inheritances, which are currently taxed at just 

1% and 0.1% respectively, while famous French 

economist Charles Piketty has called for a ‘more 

ambitious land reform’ and a national minimum 

wage. The most drastic suggestions of South African 

experts include ‘a complete re-industrialisation’ and 

‘total political overhaul’. 

Inequality is ingrained deep within South African 

society and history, and would prove an extremely 

long, exhaustive process to resolve in whatever 

manner. The light at the end of tunnel seems just a 

faint speck in the horizon, as Nelson Mandela once 

said - “After climbing a great hill, one only finds that 

there are many more hills to climb.” 
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Shifting Sands  

The struggle for power in the Middle East | Nick Leigh |

When on the 5th of June 2017 a group of Gulf-states 

cut off all diplomatic ties with Qatar it was a 

statement of intent. For years Qatar had been 

gradually growing in power in the region and was 

increasingly involved abroad as well, the cutting of 

diplomatic ties was seen by many as being intended 

to ‘clip their wings’ and restore Saudi Arabia to 

being the most powerful force in the region. 

 

However there were many factors leading to Saudi 

Arabia, the UAE, Egypt, Bahrain and Libya, to name 

but a few, cutting off diplomatic ties. In the media 

the reasons given for the decision were mainly 

around Qatar’s support for terrorism and financing 

of it with Saudi Arabia describing them as 

embracing “various terrorist and sectarian groups 

aimed at destabilising the region” while Bahrain  

accused them of “media incitement, support for 

armed terrorist activities, and funding linked to 

Iranian groups to carry out sabotage and spreading 

chaos in Bahrain”. There was some merit to these 

claims, Qatar’s links to terrorist groups and 

individuals is well documented, with Dr. Andrew 

Weinberg’s Congress Reports highlighting this, the 

graphic below highlights just how close members of 

the ruling Al-thani Qatari royal family have been to 

terrorism. Perhaps the most significant example of 

this was Abdullah bin Khalid Al Thani, previously 

Interior Minister, who helped Khalid Sheikh 

Mohammed (KSM), one of the chief 9/11 organisers 

evade capture from the CIA. Qatar has been widely 

criticized for openly allowing terrorist financiers to 

operate within its country with impunity, with al-

Nuaymi being a key example of this (someone who 

is banned from doing business in Britain and the 

USA due to his alleged financing of terrorism) yet 

given he has acted as an official adviser to the Qatari 

government and is reportedly close to the Royal 

Family, it is unsurprising that no action is taken. 

Allegations of individuals and groups within Qatar 

even allegedly including the government itself, 

financing groups such as ISIS and supporting 

extremist groups such as the Al-Nusra front (which 

was previously a branch of Al-Qaeda) have been 

widespread, yet due to Qatar’s business interests in 

the West they have never been significantly acted 

upon - underlined by Hillary Clinton being revealed 
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in leaked diplomatic cables to have told American 

agents that it was “counterproductive” to engage the 

Qatari government on “disrupting financial support 

of terrorist groups”. Thus overall initially from the 

outside it can be seen that the cutting of ties was 

justified; however, Saudi Arabia especially is 

extremely hypocritical in criticizing Qatar for this. 

Saudi Arabia’s involvement in the 9/11 attacks was 

for many years kept secret, with the 28 pages 

describing it being kept redacted from the publicly 

released Congress 9/11 report. Although the 28 

pages when released did not contain the 'smoking 

gun’ that many had expected they still did reveal 

links between the attackers and individuals within 

the Saudi Arabian Embassy. The UK government is 

currently sitting on a report detailing Saudi Arabian 

terrorist financing and many see Saudi Arabia as 

being just as much involved in terrorist financing as 

Qatar.  

 

 

The real reason for the diplomatic breaking of ties is 

the struggle for power within the region, the proxy 

war between Iran and Saudi Arabia currently being 

fought in Yemen is a key example of this. The 

refusal of Qatar to back down, and the support it is 

now receiving from Turkey and Iran even down to 

their flying food in, highlights that the cutting of ties 

is to do with a struggle for power in the region - 

rather than having anything to do with terror 

financing. The demand for Al-Jazeera to be shut 

down underlines this; Al-Jazeera, which is funded by 

the Qatari government, has often been highly 

criticized for being biased as well as for stirring 

unrest - this was perhaps most clearly seen in the 

‘Arab Spring’ where Al Jazeera was seen as being 

one of the main drivers behind the wave of social 

unrest in countries in the region.  

Overall it is hard to see a resolution to the current 

cutting of diplomatic ties coming about in the near 

future, as neither side look likely to back down. 

Donald Trump’s reaction to the crisis has only made 

things worse, with his perceived backing of the 

Saudi Arabians and divisive tweets on the subject, 

signally a marked change in USA foreign policy in 

diplomatic disputes such as this, as well as 

seemingly giving the Saudi Arabians seeming Carte 

Blanche to do as they please in the region. Arguably 

both sides are equally at fault for their support of 

extremist groups as well as for spreading unrest, it is 

unfortunate that President Trump seems to think it is 

such a clear cut issue. 
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Is China’s economic growth sustainable? 

The problems behind China’s growth | Gowrish Rajarajan | 

China’s socialist-market economy is one of the 

largest and fastest growing economies in the world, 

and is currently the world’s second largest economy 

based on nominal GDP. Since the economic reforms 

introduced by premier Deng Xiaoping in 1977, 

China has enjoyed an almost unprecedented rate of 

economic growth, with its GDP more than doubling 

between 2009 and 2015. Despite average GDP 

growth being above 10% over the past 30 years, 

many issues have developed in China’s economy, 

and questions have been raised over how sustainable 

their economic growth really is. 

China’s economic growth has been largely export-

driven, due to its extremely low cost of production, 

allowing them to undercut virtually any other 

country in the world, including other developing 

economies. The value of the renminbi is incredibly 

low compared to other foreign currencies (some 

argue this is due to artificial manipulation of the 

currency’s value), which makes Chinese goods 

much more competitive in the global market. This 

had led to China having a huge current account 

surplus, of around $18.4 billion in the first quarter of 

2017. As a result of this China has accumulated 

massive amounts of foreign currency reserves, and 

is estimated to earn $1 billion a day simply from the 

interest rates on these reserves. However, the 

problem with export driven growth is that it heavily 

relies on the state of the global economy. During the 

years after the 2008 financial crash, the demand for 

Chinese exports shrank as a result of lower consumer 

demand, decreasing from 10.1% of overall GDP in 

2007 to just 1.9% in 2011. Due to fact that China’s 

economy is so heavily reliant on that of its trading 

partners, China will be hit hardest by any global 

economic shocks.  

Another issue with China’s economic growth is the 

resulting environmental impact. China is by far the 

largest emitter of carbon dioxide in the world, and its 

failure to take part in the 2015 Paris conference on 

climate change highlights the unwillingness to 

address the problem. Furthermore, Chinese CDM 

(Clean Development Mechanism) companies have 

been accused of flooding the global market with 

‘subprime’ carbon credits, which are credits from 

very questionable projects which contribute very 

little to the fight against reducing carbon emissions. 

China is plagued by environmental disasters, such as 

the oil spill in Dalian, which illustrates the need for 

tougher environmental regulation in the country.  

 

Despite this, China is the largest producer of CDM 

projects in the world, which are projects aimed at 

lowering carbon emissions in less economically 

developed countries, which does indicate the 

government are making a commitment to tackle 

environmental issues. 

In conclusion, China faces many barriers in the 

continuation of its rapid economic growth in the 

future. However, China has an incredibly large and 

increasingly wealthy population as a result of its 

economic growth, and such a large domestic market 

will increase China’s attractiveness to investors, and 

they will thus see a sustained increase in foreign 

direct investment in the future.  Furthermore, whilst 

China’s exports are affected by global demand, low 

costs of production and their ability to create 

economies of scale will mean that there will always 

be a demand for China’s incredibly cheap exports. 

This therefore means that China will continue to 

grow and prosper, albeit at a slightly slower rate, into 

the future. 
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South Korea’s growth in the 1900s 

How did industrial policy lead to growth? | Mustafa Rauf | 

Between the early 1960s to the 1990s the Asian 

tigers consisting of: Hong Kong, Singapore, South 

Korea and Taiwan experienced some of the highest 

economic growth rates in history. Roughly speaking, 

these economies have grown at a rate of 5-6 per cent 

in per capita terms during the second half of the 20th 

century. Today, all these countries have highly 

developed economies, education systems and some 

of the most productive and skilled workforces.  

How did they achieve such explosive economic 

growth?  One of the major reasons for such success 

was the use of industrial policy; which is often 

defined as a “policy aimed at affecting particular 

industries to achieve the outcomes that the state 

perceives to be efficient for the economy as a 

whole”.  It is an interventionist measure employed 

by the government.  

In South Korea up to and well into the 1960s the 

country had a backward, desolate economy based on 

subsistence agriculture with all the difficulties facing 

a typical developing country today. To put it in 

perspective, South Korea’s per capita income in the 

early 1960s was lower than those of Haiti, Ethiopia, 

and Yemen and about 40% below India’s. However, 

in the period of 1962-1979, Korea’s real GNP and 

exports grew at the average annual rates of 9.3 and 

33.7%, respectively. This consisted of moving away 

from import substitution which details how domestic 

industry should make up for what you would 

otherwise be importing and more towards increasing 

exports and thus improving trade relations.  This 

export driven growth was partly due to the highly 

successful industrial policy implemented by the 

nation in the 1960s.  

Initially in the 1960s, we saw greater outward 

orientation in the export market with growing 

manufacturing exports in light industries such as 

textiles.  

This was largely due to both South Korean Prime 

Minister Park Chung-hee’s vision at the time and 

also because South Korea provided low cost 

manufacturing and could supply manufactured 

goods to a rapidly industrializing Japan in the sixties. 

The South Korean government persisted with 

industrial policy especially when it came to 

promotion of more heavy industry manufacturing 

such as steel, shipbuilding; using import barriers to 

protect such industries from foreign goods such as 

the use of quotas and tariffs.  

 

Furthermore, government intervention was used 

extensively to help establish such industries through 

subsidies and loans to allow for expansion and 

improvement, helping make South Korean firms 

more competitive. The most prominent example in 

this regard is the now privatised Pohang Steel 

Company (POSCO), which was once the second 

largest steel producer in the world.   

Another key feature of the policy used by the Korean 

government was “export discipline” which was used 

to ensure that only companies which were successful 

in foreign markets and were exporting large volumes 

of goods would receive government subsidies, a sort 

of market test. Firms which failed such market tests 

and were deemed to be inefficient were allowed to 

fail such as the “Chaebol” (these are large 

conglomerates) and so they could be liquated or part 

of a merger if they failed. This helped ensure that 

domestic industry remained efficient and innovative 

even with government support, so that exports 

continued to grow and the country experienced trade 

surplus. 

Overall, we can see that one of the main drivers of 

robust economic growth in South Korea from 1960s 

to the early 1990s was the booming export base 

partly due to the use of industrial policy which 

helped support certain domestic industries allowing 

them to expand and innovate. 
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The Key to Reducing Inequality: Ending Globalisation? 

The problematic nature of inequality and why we need it | Laiq Nagi |

With the election of Donald Trump last December 

we saw the majority of Americans vote for a party 

that boasted protectionist agendas. This mirrored our 

vote to leave the EU which we know to be influenced 

by the proposal of limits on immigration – more 

protectionism. This political swing we see towards 

isolationist policies reflects perhaps the ‘end of 

globalisation’ as Stephen King suggestively titled 

his talk in March. The question I’m asking is, would 

this reduce inequality? 

How significant is inequality? 

The redistribution of wealth to improve income 

inequality is seen as a secondary macroeconomic 

objective and just a decade ago we saw how pivotal 

it can be. Maybe not a direct cause of The Financial 

Crisis, but certainly a factor, wealth inequality led to 

a huge build up of debt. This occurred as consumer 

confidence was so high that low and mid-income 

earners continued to borrow and spend even though 

their incomes weren’t rising by a proportionate 

amount compared to the top 1%. In the US between 

1979 and 2007, the top 1% (the rich) saw a 277.5% 

rise in income, whereas the next 20% saw a 68% rise 

and the bottom 20% saw only an 18% rise.  

This is why the ever impassioned slogan of the 

Occupy Wall Street movement that ‘We are the 

99%’ still resonates so strongly – yes the economy 

was growing but it was those at the top that 

benefitted the most. The overall picture looked great; 

incomes were rising and people were spending and 

so there seemed to be nothing to worry about. As 

soon as the Lehmann Brothers disaster occurred, 

lenders rediscovered the risks of debt and debtors 

were forced to start deleveraging (paying down 

debt). 

Now you ask, how is this relevant to globalisation?  

It’s relevant because this period that led up to The 

Financial Crisis was a time of perhaps the largest 

scale of globalisation we’ve experienced as a world 

economy. These decades were times of economic 

prosperity where communication became easier and 

cheaper and transport got faster and technological 

innovation was immense and transnational 

corporations outsourced labour and China opened 

their doors to investment and so on and so forth. 

The Distraction: Global Inequality 

One big positive that people repeat regarding 

globalisation is that it increases average income 

across all countries – and yes it’s absolutely true. 

Despite the simplicity of this idea, it’s important as 

it’s a key reason for our pursuit of increased trade 

and interconnectedness in general. As a result, 

global inequality has indeed reduced as the 

developing world is essentially catching up.  

 However, it is also where some analysts fall. A lot 

of research concerning the link between 

globalisation and inequality is done on a global scale 

– looking at inequality between countries using 

measures like GDP per capita. The flaw here is clear 

– using GDP per capita assumes everyone in the 

country receives the same amount; an average 

income. This is never true. Therefore, this doesn’t 

account for different income groups within a 

country. Whilst the wealth gap between countries is 

a problem that should be addressed, regional 

inequality is what affects us more directly. Research 

shows that regional inequality has actually 

increased, and that globalisation is a key reason for 

this. 

The Misconception and The Real Link 

First the misconception: earlier I mentioned the 

outsourcing of labour – this is a significant factor of 

globalisation that causes regional inequality. The 

general consensus is that developing countries like 

China, India and Vietnam have large pools of cheap 

unskilled labour that multinational corporations take 

advantage of. They outsource labour from their host 

countries (usually a developed country like the US) 

to a place like Shenzhen in China which is a tax 

haven and where labour is cheap. This saves  
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These corporations paying lots of corporate tax and 

wages so cost of production is hugely reduced.  

The thinking is that they don’t need to employ 

skilled workers in these countries as they already 

have plenty ‘at home’ so to speak. This diminishes 

the wealth gap between those skilled workers that 

have smaller employment opportunities and those 

unskilled workers that are in high demand and so can 

easily get a job along with wage boosts.  

That’s if you go by basic economic theory. The idea 

was that once developing countries enter world 

markets the theory above explains a fall in 

inequality.  

However, when developing countries showed 

indications of increasing regional inequality with 

globalisation it pushed economists to look from 

other perspectives. They found that when 

outsourcing occurs, multinational corporations tend 

to employ skilled workers and pay them high wages. 

As these workers are often supervised by 

experienced managers and made to meet higher 

standards in terms of production, this boosts their 

efficiency. Additionally the past few decades have 

seen progressive technological innovation which has 

resulted in more advanced capital. These factors 

combine to boost the workers’ productivity – this 

means that they can demand higher wages. Unskilled 

workers on the other hand see no such opportunities 

to experience wage boosts. Consequently, we see 

growing inequality between skilled and unskilled 

workers.  

Gini Index 

The Gini index or coefficient is a scale used to 

measure inequality. A score of 100 means one 

person owns the entire country’s income and 0 

means total equality. We can use these figures to  

 

 

 

 

 

 

 

 

 

prove that regional inequality has indeed been 

increasing. E.g. China saw a whopping 34% rise in 

its Gini coefficient over 20 years and Sub-Saharan 

Africa saw a 9% rise from 1993 to 2008. This is 

because they have seen increased interest from 

multinational corporations. Above is data for the US 

– the green line shows a steady increase in the Gini 

value from 1970 onwards. 

With Globalisation vs Without 

 It’s all good and well saying that inequality has risen 

due to globalisation and hence we should decrease 

it...but what would a world with less globalisation 

actually look like? Imagine less trade and less 

overseas investment; less of workers in developing 

countries working with workers in developed 

countries. What does this mean?  

This can be explained using the work of Nobel 

laureate Eric Maskin who categorises workers 

depending on where they are from: low and high 

skilled workers from richer countries and relatively 

low and high skilled workers from poorer countries. 

I say ‘relatively’ because a skilled worker in a poor 

country could be seen as less skilled in the West. He 

theorised that when unskilled workers are paired 

with more skilled ones, they (the less skilled) work 

more productively.  

With globalisation, low skilled workers in rich 

countries are often paired with high skilled workers 

in poor countries. Thus, the latter are relatively low 

skilled and so they become more efficient and their 

wages rise. Without globalisation, pairings would 

happen mostly within countries – meaning that low 

skilled workers in either a poor or rich country will 

see wage rises and the high skilled ones will see it 

less so. This leads to a shortening of the wealth gap 

between the two groups, reducing inequality. Thus, 
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standard of living for the unskilled raises and so 

more of their wants can be fulfilled.  

Is this a good enough argument to decrease 

globalisation? Most would argue no. The reasoning 

above doesn’t explain that average income within 

the country would fall and also that we would be 

more reliant on local businesses to pick up redundant 

workers. Therefore, we could see a rise in 

unemployment which partly disproves the argument 

against globalisation. It would be seen as regressive; 

we’d be pushing the world back to the pre-1970s.  

Personally, I stand with the view that equality is an 

opportunity cost of globalisation, but a necessary 

one. Globalisation has created billions of jobs, 

hugely increased profit-making abilities for firms 

and been a catalyst for development. It has been 

essential in the advancement of the global 

economy. So yes, we need some inequality for the 

sake of economic incentives – but when it becomes 

mass poverty then it’s a serious problem and a 

whole new debate.  

 

Is Redistribution of Wealth a Good Idea? 

How taxing to tackle inequality is economically inefficient | Martin Senior | 

In the majority of modern states, richer people make 

a net loss through government taxation and benefits, 

whereas poorer people make a net gain. That is 

redistribution. Is it then morally justifiable to take 

from more successful people to help the 

unsuccessful? Shouldn’t everyone have to earn what 

they get? Does wealth redistribution even work? 

Most people in the UK believe in redistribution of 

wealth, with a YouGov poll in 2014 showing that 

over 50% of the country believe that there should be 

increased redistribution of wealth from the rich to 

the poor, with only 9% believing that there should be 

lower redistribution of wealth. This can be explained 

by most people being below the mean average wage 

and understandably wanting more money, as the top 

20% of earners are 12x richer than the bottom 20%, 

according to the Office for National Statistics. There 

is overwhelming evidence that humans are innately 

selfish, as has been argued by philosophers such as 

Hobbes, Plato and Dawkins, and more recently 

scientific studies, such as George Price’s 

mathematical elaboration of the Selfish Gene, where 

supposedly selfless acts are only carried out for self-

interest: it is only natural to want what you don’t 

have.  

There is however selfishness on both sides of this, as 

the rich tend not to want to share their wealth. One 

of the justifications that poorer people use for 

redistribution is equality, but instead of seeing it as a 

fair sharing of wealth, could it not be seen as 

appropriating money from people who have earned 

it to give it to people who have not earned it? This 

disincentives growth-the creation of wealth- on both 

sides of the equation, as poorer people have a sense 

of entitlement and the rich don’t have a motivation 

to work as their wealth is promptly swallowed up by 

the state. This is of course an extreme example, but 

it does raise questions which go past how much you 

should tax to should you tax at all? Adam Smith 

believed that rich people thrived on vanity, so giving 

them non-monetary rewards such as a knighthood 

incentivises them to give to the poor rather than 

forced taxation or their good will.  

The economic concept which is valuable in this 

instance is the Laffer Curve, which indicates that 

there is an optimum rate of taxation.  

This shows that if you tax too little you won’t raise 

a lot of money, and likewise if you tax too much. An 

example of this is in 1920s USA, where they cut 

income tax for high earners from 70% to under 25%, 

and got a 61% increase in tax revenues after only 7 

years, as people at the margin found it not worth their 

while to avoid tax by hiring expensive accountants. 

This demonstrates that increasing tax will not always 

give the poor more money. However, motives other 

than monetary ones seem to play a role: a recent 



The Olavian Economist  Economic Policy and Welfare 

 

 
37 

 

YouGov poll shows that 40% of the UK thinks that 

income tax for high earners should increase from 

45p to 50p even if it didn’t bring in any extra money. 

This proves that a vast proportion of the population 

don’t only want money from the rich, it’s almost as 

if they wish to punish them. This, in my opinion, 

pushes them off the moral high ground, as the top 

1% of earners in the UK already pay twice as much 

tax as the bottom 50% of earners. Higher earners can 

generally facilitate jobs so that more people can 

work, so it seems a bit ironic that some people are 

targeting the very people who make sure that they’re 

not on unemployment benefits. 

Another argument against the redistribution of 

wealth proposed by economist Arthur Okun, is that 

it is economically inefficient. He uses an illustration 

whereby redistributing money from the rich to the 

poor is likened to using a leaky bucket, from which 

money spills out and is lost. This was purely 

theoretical until Nathaniel Hendren added an 

empirical element to it by using government data to 

measure this effect. He found that in the USA 

between 34-56 cents in the dollar are lost when you 

take from the rich and give to people either on Food 

Stamps, Housing Benefit or Earned Income Tax 

Credit, which is a tax benefit for low income workers 

with children. This creates inefficiency within the 

economy, which can ultimately make everyone 

poorer. An extreme example of this is the USSR, 

where a very high redistribution of wealth took away 

incentives and crippled the economy, and more 

recently China has moved from its communist ideals 

to a capitalist framework, as they have seen success 

in their special economic zones such as Shenzhen, 

China’s technology hub. China’s economic success, 

in the form of wealth creation, is very significant. 

This all indicates that even without morality 

involved, it makes little sense economically to 

redistribute wealth. 

Overall it is evident that there should be less 

redistribution of wealth, in order to make society 

fairer and richer. Taxes are of course necessary to 

pay for public goods such as roads, schools, and 

hospitals, and to provide a safety net for the poorest 

in society, but beyond that, there should be little 

redistribution of wealth, as it disincentives both the 

rich and the poor to create wealth. Redistribution 

should also be discouraged, as the process whereby 

it happens is wholly inefficient and immoral. Taxes 

should therefore not be raised, as they are high at the 

moment, and increasing them would actually reduce 

the amount raised, although many see this as 

worthwhile as it hurts richer people. 

 

Why Inequality Matters and What to do About it 

Solutions to the pressing issue of inequality | Harry Haynes | 

We are living in a time of massive income and 

wealth inequality, globally the richest 8 people in the 

world have the same level of wealth as the poorest 

50%. This trend we have seen only appears to be 

getting worse, but there seeming to be a resigned 

acceptance that this is the way of the world and 

nothing can change.  

The UK has one of the highest levels of income 

inequality and is at an all-time high, the poorest fifth 

of society has only 8% of total income and the 

richest fifth has 5 times as much at 40%.  In the 

1980s Europe the richest 10% had a disposable 

income 7 times greater than the poorest 10%, now it 

is 9.5 times greater. These levels of inequality have 

not been seen since the 1920s, the period of course 

just before one of the largest economic crashes in 

history, the Great Depression.  
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I think it is important when discussing inequality to 

highlight two words, “work” and “earning”. In 

today’s society these words have completely lost the 

meaning they once had, in times gone by the amount 

you earnt and the wealth you had was in proportion 

to the work you put in. Now, wealth and work seem 

to have a decreasingly significant relationship, in 

2013 Bill Gates is believed to have earnt around 

$11.5 billion, the median household income is 

around $50,000, does Bill Gates work 230000 times 

harder than the median household? No of course he 

doesn’t, if anything he works far less than the 

average household, mainly getting returns from his 

shares in firms and yet he is the wealthiest man in 

the world. Now, Bill Gates is obviously an extreme 

example but it is not a unique case. Up until very 

recently house prices have not stopped rising since 

Q4 2012, a landlord especially in or around London 

can “earn” a great deal more than the average 

worker. 

Inequality is a very large problem, something I 

believe the government must address soon. 

Inequality stifles economic growth, if people have 

less disposable income consumption will fall, this 

will cause profits to fall, meaning firms will have to 

reduce their workforce, potentially leading to a 

recession. Inequality also leads to wasted potential, 

future leaders and thinkers may be born into 

households who are unable to give the opportunities 

for their children to excel as all wealth is 

concentrated at the top of society. Also with this 

break in the relationship with earning and overall 

wealth means that without change inequality will 

only get worse, as only those who are already rich 

have the potential to buy property to make their 

money. As there is a high return on people not 

necessarily “working”, just merely owning property, 

stock or other factors of production, their incomes 

will rise faster than the ordinary worker, causing 

further inequality. Inequality also leads to an angrier 

society, we have seen in recent years the rise of 

angry, radical political parties such as UKIP and 

Britain first, who have used immigrants and other 

poor people as a scapegoat for why they feel their 

lives have got worse. If wages were rising and 

people felt their standard of living improve it is far 

less likely that these groups would’ve become more 

popular. 

There is no easy solution to inequality, though there 

are certainly ways to combat it. An interesting idea 

is a tax system based partly on your income and 

partly on your contribution to society. For example 

a nurse working for the NHS has a far greater 

positive impact on society than a financial trader and 

as such should pay far less taxes. This is already the 

case but I believe this idea needs to have greater 

weight. Bankers are some of the highest earners in 

the UK but again their contribution to society is 

minimal, as a result they should be taxed heavier. 

This would also help the problem of great minds 

being wasted, imagine what could be accomplished 

if the brightest thinkers were tackling society’s 

problems, instead of being recruited by google and 

trying to increase the amount of ads people click on, 

attracted not necessarily by the job itself but the big 

pay cheque that comes with it. As previously stated, 

we are moving towards a society where you need 

money to make money and another way inequality 

could be tackled is through a Universal Basic 

Income, an idea I predict will become far more 

popular in the common years if inequality continues 

its trend. A UBI could solve the basic problem of 

inequality, wealth being distributed unequally, by 

moving money from the rich to the poor wealth 

would be better distributed.  

Like I said, there is no simple solution to inequality, 

though I think the most important change is the one 

which needs to happen not in policy, but in society 

itself. Since the financial crash people have accepted 

squeezes to their standard of living, with the 

understanding that it is temporary and necessary to 

get the economy back in shape. But the people of 

Britain need to finally say enough is enough. Public 

opinion has been twisted, so that if a group of 

workers asks for a pay rise they are seen as selfish 

and lazy, and firm is the helpless victim. This 

attitude needs to change, otherwise, inequality will 

continue down this path, and fixing it will only 

become harder. 
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Do members of society truly act to maximise welfare? 

Why many go against what experts say is best | Temi Talabi | 

Why do people make decisions that ultimately go 

against everything that they have been advised to 

do? I remember when I was younger and my mother 

would tell me not to climb trees (so I wouldn’t hurt 

myself) and the first thing I would want to do is 

climb the largest tree I could find – only to a fall off, 

brush myself down and get back up again. That is 

how I pictured voting to leave the European Union; 

88% of experts feared that it would result in a long-

term fall in the UK’s GDP and 82% were alarmed 

over the impact that it would have on household 

income. This would suggest that a vote to leave the 

European Union would result in a decrease in 

economic growth and a decrease in household 

consumption. The combination of these two factors 

would ultimately lead to a worse standard of living 

in the UK which made me start to question; is 

financial wellbeing the number one priority when 

aiming to maximise social welfare or do other 

factors have a greater importance?  To tackle this 

question, two main arguments came to mind; the 

economics of happiness and the factors other than 

income people viewed as an important variable of 

welfare. 

Carol Graham defines the Economics of Happiness 

as “the quantitative and theoretical study 

of happiness, positive and negative effect, well-

being, quality of life, life satisfaction and related 

concepts, typically combining economics with other 

fields such as psychology, health and sociology.” It 

is known that GDP measures the income of the entire 

national economy; however, national income is not 

the same as national welfare.  Happiness and well-

being may (or may not) increase as employment and 

incomes rise due to the fact that other economic and 

social variables may be of a greater importance to 

members of society. As the Russian-American 

economist Simon Kuznets said to a US 

Congressional hearing, there is not necessarily a 

connection between GDP and real social welfare. 

Rising GDP can often be distributed very unevenly 

resulting in a few people having a great deal of 

money whilst others have very little, meaning that an 

increase in GDP upon voting to remain in the 

European Union may not have actually maintained 

or increased the social welfare in the UK. Also, other 

factors that contribute to the happiness of society 

such as familial or friendly relationships aren’t 

accounted for in GDP however it is widely believed 

that an increase in GDP – even when not perfectly 

matched with welfare – would move social welfare 

in the same direction. 

This assumption was challenged by Richard 

Easterlin in 1974. When looking at surveys in 19 

countries for the past three decades, he realised that 

GDP and social welfare weren’t as interlinked as 

first thought. This was shown as an increase in 

income within a country did slightly increase 

welfare; however for people earning more than the 

subsistence levels, the difference in happiness was 

not directly proportional to the difference in income. 

This suggested that slight differences in income did 

not change people’s happiness indicating that the 

expected decrease in GDP would probably not have 

as great of an impact on the social welfare on the 

UK’s population. 

In addition to addressing consequences of a decrease 

in GDP, I needed to discover what else was 

important enough to sacrifice predicted profits. 

Control. This was ultimately, the crux of these main 

factors. Whether it be having the ability to regulate 

our own laws in the UK or to be able restrict the 

levels of immigration into the country. It seemed that 

the people wanted to take the country “back into 

their own hands”.  

 

The European Union does, in fact, generate a large 

number of laws; however the sectors and areas of 

law affected by the EU are related mostly to 

agriculture, fisheries, external trade and the 

environment which are all sectors/issues which need 

to be protected by the law to reduce the negative 

externality produced. Other important areas such as 

welfare and social security, education, criminal law, 

family law and the NHS have a significantly more 
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limited influence from the EU therefore laws from 

the European Union have less of an impact on 

everyday life in the UK.  

The basic economic problem is there are finite 

resources which are insufficient to satisfy our wants 

and needs. In essence, the means to satisfy the 

human wants are scarce. There is also scarcity in the 

UK which means that we are forced to choose what 

to allocate our resources for and who to allocate 

these resources to. With more people from the 

European Union coming into the country, there are 

also more people to share these limited resources 

with. This would’ve been in the forefront of many 

people’s minds when deciding to vote to leave the 

EU without fully understanding all of the benefits 

that immigration provides the economy. Acquiring 

skilled labour without having to pay for its training 

or education would ultimately increase the full 

capacity of the economy. This would mean that 

people would be voting to maximise their own 

personal utility with the information that they knew 

at that point. Ultimately not knowing the benefits of 

immigration would lead to information failure which 

in turn would not produce the welfare gain that 

would be capable with immigrants. 

In my opinion, people are easily captivated by false 

propaganda of politicians and the media on how their 

decisions would affect their social welfare. It is the 

failure of providing the complete story and failing to 

understand what variables people hold with a greater 

importance which allows people to make decisions 

in ignorance leading to actions which do not increase 

social welfare. Then again, society could just act like 

my younger self and try to oppose what they’ve been 

advised, fall over, brush themselves down and get 

right back up again. 

 

Doughnut Economics 

A new way to look at economics | Tara Pain | 

Now, that we as a nation, and yes, I use the pronoun 

intentionally, are living in the era of the ‘planetary 

household’, economists and policy makers need a 

collective and holistic approach to proposals. They 

need to adapt their models and perspectives of the 

inevitably dynamic world we live in to ensure that 

everyone in the planetary household can and will 

prosper. Kate Raworth sets out these intentions in 

her book ‘Doughnut Economics; Seven ways to 

think like a 21st-Century Economist’, published on 

the 6th of April 2017. Having read economics at 

Oxford University, Kate found herself disillusioned 

with the mainstream economics taught by her 

lectures which seemingly “gloss[ed] over the very 

issues [she] cared about most”. Finding it too 

embarrassing to call herself an economist, Kate set 

out to become involved in “real-world economic 

challenges” and spent the next three years of her life 

living in Zanzibar experiencing, first hand, the 

challenges faced by people living in severely 

impoverished, rural communities. Having worked 

for the United Nations for four years and Oxfam for 

more than a decade, Kate realised the obvious: she 

could not simply walk away from economics for it 

shapes the world we inhabit. Instead, she decided to 

embrace economics and the plethora of its flawed 

models, as she views them, to re-evaluate one of its 

core diagrams: the circular flow of income. And 

what did she produce? The doughnut. 

The doughnut, as shown in the picture above, is a 

revised model of the circular flow of income and its 

structure is as follows:  

Below the inner ring – the social foundation – lie 

critical human deprivations such as hunger and 

illiteracy.  
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Beyond the outer ring – the ecological ceiling – lies 

critical planetary degradation such as climate change 

and biodiversity loss.  

Between the two rings lies the doughnut itself. This 

is the space in which we can meet the needs of all 

within the means of the planet. It is the “sweet spot” 

that society aims to move into - the safe and just 

space for humanity.  

Paul Samuelson, an economist and the first 

American to win the Nobel Memorial Prize in 

Economic Sciences, famously drew in 1948 the first 

ever model of the circular flow, which depicted 

income flowing round the economy as if it were 

water flowing round plumbed pipes. His textbook – 

simply titled Economics – was published for the 

hundreds of thousands of ex-servicemen returning 

home at the end of the Second World War. Many 

enrolled in engineering courses, containing an 

economics module. The text acclaimed vast amounts 

of attention and eventually “became America’s 

bestselling textbook – across all subjects – for nearly 

thirty years”. His success is partly put down to the 

70 diagrams in the first edition, which simplified the 

complexities of many specialist economic equations 

into diagrams, graphs and charts to be understood by 

the masses.  

In economics, the English idiom of ‘a picture is 

worth a thousand words’ really does serve as a core 

principle, when translated to ‘a diagram is worth a 

thousand words’, in explaining economic theory. 

Raworth’s appreciation of the sheer power of visual 

framing which she believes to be as influential and 

if not more influential than verbal framing, is 

something she hopes to take full advantage of with 

her new model, the doughnut. She states “rethinking 

economics is not about finding the correct model 

(because it doesn’t exist), its about choosing or 

creating one that best serves our purpose – reflecting 

the context we face, the value we hold and the aims 

we have. As humanity’s context, values, and aims 

continually evolve, so too should the way that we 

envisage the economy”.  

In doing so, Raworth intends on shifting the current 

perspective of politicians, economists, policy 

makers and influences all around the globe from 

“today we have economies that need to grow, 

whether or not they make us thrive…and we are now 

living through the social and ecological fallout of 

this inheritance” to “what we need are economies 

that make us thrive, whether or not they grow”.  

These fundamental changes are set out in her seven 

ways to think and include:  

1. Change the goal 

2. See the big picture  

3. Nurture human nature 

4. Get savvy with systems 

5. Design to distribute  

6. Create to regenerate  

7. Be agnostic about growth 

 

It is at this stage that you may find yourself asking, 

how and why did economic growth become the most 

prevalent policy for the leaders of nations all over 

the world? 

 During the mid 1930s and following the 

appointment of Simon Kuznets as the first 

commissioned economist to the US Congress, Gross 

National Product became the new measure of 

America’s national income. Kuznets newly devised 

calculation not only transformed economics into an 

empirical science but also changed the way 

President Roosevelt monitored the success of the 

implementation of his New Deal policies in response 

to the Great Depression. The data was also used 

before entering the Second World War to aid the 

conversation of the American economy from its 

primarily industrial focus into an intentionally 

military one. The success of such policies, which for 

the most part came down to understanding the data 

underlying the GNP accounts, meant that by the end 

of the 1950s, “output growth had become the 

overriding policy objective in industrial countries”. 

Later analysis of the data by Arthur Okun, the 

Chairman of President Johnson’s Council of 

Economic Advisors, lead to the discovery of a trend 

which was prevalent amongst the figures – an annual 

growth of 2% in US national output corresponded to 

a 1% fall in unemployment. This later became 

known as Okun’s Law and with this knock on effect 

of pursing economic growth known, others surfaced 

subsequently leading to the exponential increase in 

the focus on economic growth as a policy.  

However, Raworth argues growth is a ubiquitous 

noun and GDP a “fickle, partial and superficial term” 

unable to express the sheer division in wealth 

amongst a nations citizens, to which I’d agree. 

Measures that aim to take a more holistic approach 

when measuring a countries’ economy such as the 

United Nations Human Development Index I 

believe, in many circumstances, are much better 

suited calculations in explaining the reason for 

pursing growth in the first place. That is, instead of 
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an increasingly expanding economy which 

continues to grow in terms of monetary value and at 

the cost of human wellbeing, measures such as the 

UNHDI which measure the impact of growth on 

people rather than the economy by taking into 

account measures such as life expectancy, equitable 

distribution of income and access to education 

should be more widely used. If the purpose of 

growth is to improve the standard of living of a 

nation’s citizens, then surely we should be using 

measures that serve to reflect its main aim.  

In addition to the first diagram depicted in this 

article, Raworth has produced another version of the 

doughnut to show the shortfalls that we, as a planet, 

are experiencing due to our growth fixated policies. 

As you can see, climate change, biodiversity loss and 

land conversion are amongst a few of the overshoots 

of the ecological ceiling and health, gender equality 

and political voice some of the largest shortfalls of 

the social foundation. Raworth outlines the factors 

which play key roles in determining whether or not 

we can move into the safe and just space in the 

doughnut including population, distribution, 

aspiration, technology and governance. However, as 

economist Tim Jackson quite bluntly states, we are 

‘persuaded to spend money we don’t have on things 

we don’t need to make impressions that wont last on 

people we don’t care about’. This rather pessimistic 

but shockingly plausible thought serves to 

encapsulate the unnecessary nature of the 

consumerist world we’ve come to live in and be 

active members of, producing the monstrosity of the 

problem shown in the diagram below. This diagram 

really is worth a thousand words.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

So, why do we need to widen our perspective and 

how on earth do we go about doing so?  

As economist Herman Daly once said, negative 

externalities are those things that ‘we classify as 

external costs for no better reason than because we 

have made no provision for them under our 

economic theories”. Raworth goes on to explain “the 

systems dynamic expert John Sterman concurs 

‘there are no side effects – just effects,’ he says, 

pointing out that the very notion of side effects is just  

 

‘a sign that the boundaries of our mental models are 

too narrow, our time horizons too short’”. 

Globalisation means we are now living in a world of 

increasing global interconnectedness and can no 

longer afford to treat these ‘externalities’ as a 

“peripheral concern ‘outside’ of economic activity”. 

If we do, the probability of creating an economy that 

enables us all to thrive would be close to zero. 

Raworth suggests that due to the dynamic and 

inevitably volatile nature of the economy, we should 
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“build diversity and redundancy into economic 

structures to enhance the economy’s resilience, 

making it far more effective in adapting to future 

shocks and pressures”. The notion of implementing 

an Economist’s Oath, similar to that taken by 

aspiring medics, which outlines ethical principles for 

the twenty-first-century economist to abide by, 

seems a credible first step that should be taken 

towards successfully implementing this incredibly 

challenging goal of widening perspectives. Four 

preliminary principles, which Raworth outlines 

include:  

1. Act in service to human prosperity in a 

floundering web of life, recognising all that it 

depends upon. 

2. Respect autonomy in the communities that you 

serve by ensuring their engagement and consent, 

while remaining ever aware of the inequalities and 

differences that may lie within them. 

3. Be prudential in policymaking, seeking to 

minimise the risk of harm – especially to the most 

vulnerable – in the face of uncertainty.  

4. Work with humanity, by making transparent the 

assumptions and shortcomings of your models, and 

by recognising alternative economic perspectives 

and tools.  

It is through small changes such as the ones 

mentioned above that we will begin on the trajectory 

towards entering the sweet spot in the doughnut.  

Another interesting question Raworth explores in 

her book is ‘can there ever be a limit to economic 

growth?’ Here she unpicks the S curve as a 

projection of growth and asks the question ‘can we 

slow growth down by design and not disaster?’ to 

which she follows with some very plausible and 

thought-provoking answers. She amends W.W. 

Rostow’s five stages of growth to six stages of 

growth (the twenty-first-century update) and 

explores some possible solutions to the problems we 

are facing today. These range from the 

implementation of complementary currencies, to 

tiered pricing and most controversially, in my 

opinion, demurrage.  

To conclude, Kate Raworth’s plea that “if there is 

one task that merits the attention of the twenty-first-

century economist, it is this: to come up with 

economic designs that would enable nations coming 

towards the end of their GDP growth to learn to 

thrive without it” is something we should all take a 

moment to consider. It is on this notion I believe that 

new economic policy can and should be built as 

earth’s non-renewable natural resources continue to 

dwindle and we search for alternative ways of 

sustaining current living standards.  
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A Word or Two on International Drug Prices 

How hunger for profit is detrimental- a change is needed. | Ishaan Lal | 

Money, or the pursuit of it, has had a rather large 

effect on prices of drugs worldwide. Pharmaceutical 

corporations have long been accused of extortionate 

prices, highlighted in cases such as Martin Shkreli, 

who raised the cost of AIDS medication in the USA 

from $13.50 to $750, or Heather Bresch who raised 

the costs of the EpiPen by 461% whilst increasing 

her pay by 671%. Such cases have shown people that 

something is seriously amiss in the pharmaceutical 

industry. But how are drugs made, and what 

determines how prices are set? 

Different countries have different approaches, but 

the same basic idea. Chemicals are isolated from a 

range of sources, whether that be from nature as with 

aspirin from willow bark, or computer aided 

discoveries, and these go through some preliminary 

tests on computers to attempt to simulate metabolic 

pathways. After this, animal testing follows before it 

finally is tested in humans in stage I, II, III and IV 

clinical trials. As a result of all this testing, many 

chemicals never make the cut, something less than 1 

in 10000, and rightly so, as there is huge danger in 

putting a drug to the market if it is not perfectly 

functional. Take the case of thalidomide, which led 

to thousands of birth defects, the aftermath of which 

led to tighter drug testing and controls. 

So it’s understandable that drug prices are higher 

than you’d expect. But the current prices are higher 

than this. It doesn’t make any sense that the AIDS 

medication was ever allowed to reach prices of $750. 

Basic economic theory states that through the price 

mechanism, if the cost is too high to be affordable, 

other companies will enter the market, increasing the 

supply and decreasing the price. But this has clearly 

not happened. 

Drug companies are like regular companies, but they 

have the additional strings attached of having their 

products pass through high cost stages of drug 

development, costing something like $500 million. 

The problem begins here. The odds of finding a 

successful drug are low as discussed and can take 7 

to 10 years to bring onto the market, so the high costs 

of pursuing it mean that incentive to produce is very 

low. As a result it is far more cost effective to focus 

on marketing already produced drugs, and there is a 

huge push towards marketing the drugs, making sure 

that doctors prescribe their drug instead of another 

company’s, rather than pushing to discover new 

drugs. This means that the companies that do have 

the money to research end up spending more on 

advertising. 

The pharmaceutical industry is also mired with 

issues of monopolies. Because of patents, companies 

scour to patent their drugs, preventing the addition 

of new firms into the market. This is why the price 

mechanism doesn’t work, as soon as a new drug is 

discovered, manufacturers quickly patent it to 

prevent others, keeping the costs so high. Coming 

back to AIDS, South Africa in the late 1990’s had 

nearly a quarter of its working class diagnosed as 

HIV positive. Being a poor country at the time, it 

was simply unable to afford the branded HIV 

medicine, and instead opted for generic HIV 

medicine from India at nearly thirty times less. But 

the decision was legally challenged by US trade 

regulators who attempted to block this decision, but 

were thankfully unsuccessful. Others are not so 

lucky however. The monopoly-dominated industry 

within rare diseases causes a business structure that 

could fit in the scenes of Wolf of Wall Street. 

Alexion, a producer of drugs for rare diseases has 

been accused of bullying doctors to lock and keep 

using their drugs, for example Soliris for atypical 

haemolytic uremic syndrome.  Below is an extract 

from former employee: 

If somebody had stopped taking Soliris, the 

managers would turn to the nurse assigned to that 

patient: What steps did you take to keep the patient 

on the drug? Have you told the patient he could get 

a potentially fatal blood clot if he stops? Did you 

steer the patient to a different doctor who might 

resume treatment? “It was your feet to the fire, 

sweat pouring down your back,” 
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Essentially it shows that the constant drive for profit 

meant that companies were valuing profit over 

patients, potentially adversely, as it may cloud 

judgement, of course taking off medication has its 

risk, but staying on them can be equally dangerous. 

Sky-high drug prices disproportionally affect poor 

countries. Incentive, the catalyst that allows research 

is lacking in developing countries. Companies do not 

see a profit incentive to treat diseases in these 

countries, because they know that they are unlikely 

to make a profit. Hence treatable and common 

diseases like dengue fever and sleeping sickness lack 

good treatments. Even treatments that do exist can 

be inaccessible in poor countries; hence epidemics 

like AIDS were only fully treated in richer countries 

that were able to afford the treatments. But 

developing countries, to the dismay of drug 

producers, are fighting back. Nexavar, a drug 

designed for liver cancer was priced at around £3500 

a month, but in India, this is simply unattainable. 

Instead the government allowed other companies to 

produce the drug despite it being patented, and 

brought the price down to £84 a month by creating a 

generic non-branded version. Bayer, the company 

that produces Nexaver, has contested the decision 

but unsuccessfully. 

What can developed countries learn from this 

success story? Or was it even a success story? Critics 

would argue that such blatant disregard for patents 

would just dissolve any enthusiasm for development 

of new drugs. India or South Africa’s governments 

might argue that innovation isn’t helpful if the end 

result is unaffordable. Both are correct. There is a 

reason that generic medicine from developing 

countries is not the norm, regulators have found fly 

swarmed factories or ones where the safety checks 

are fraudulent in India and China, leading both the 

EU and US authorities to block hundreds of drugs 

coming from here. And on top of this is the question 

of whether this is even legal, as government policies 

allow monopolies with patent rights to prevent 

generics in the hope of raising innovation.  

Here in the United Kingdom, it can be easy to forget 

the high costs of medicines, because for all the 

criticism it gets, we are lucky to have an NHS that 

pays for a great deal of medication that we need. But 

it is fracturing all over from the excessive costs of 

running it. One way of solving some of this pressure 

would be to lower drug prices meaning that the NHS 

is not forced to pay for such high priced drugs. It is 

clear that the pharmaceutical industry needs a 

revamp. Right now Big Pharma are pumping prices 

ever higher to extortionate levels meaning that far 

too many people are unable to buy their medicines. 

Companies selling stuff for money isn’t the problem, 

the definition of a company is an organization that 

sells goods for money. The problem is that no one 

can buy the stuff.  

There are two solutions to this problem, lower the 

prices or make people richer, and the latter is a 

different problem altogether. To fix the system, drug 

prices need to be lowered. The iron fist approach 

from India’s and South Africa’s governments, whilst 

it does work in the short run, will prevent innovation. 

The solution is competition policy and more 

government funding for drugs.  

Instead of letting established companies run the 

scene, governments should take a stance and push 

for more innovation by allowing more companies 

into the market, and reward the companies for 

producing affordable drugs that everyone can buy so 

that their profit motive is the number of patients they 

actually help rather than the patients they could help. 

No one should have to wonder whether they can 

afford a medicine they need. 

 

How Behavioural Economics Helps Design Technology 

Have biases in our judgement developed the industry?  | James Tate |

We all love getting our hands on and using the latest 

technological devices- and it has been designed to 

have that exact affect through careful advertising and 

design, capitalising on our need for short term 

satisfaction over long term rational behaviour. 

Classical economists believe that humans are 

rational maximisers, able to make wise decisions for 

our long-term wellbeing. Yet, research suggests 

otherwise. This is because humans generally have 

poor self-control. We want the instant, short-term 

satisfaction- we eat a donut, knowing full well that 

the health effects outweigh the taste but we are less 

concerned about the long-term. This has resulted in 

the new era of technology capitalising on these 

findings in unique and innovative ways. 
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A recent study by Dr. Sean Lyons highlighted a 

human bias, calling it ‘time discounting.’ This study 

found that all consumers, although the strength 

varied with age, were susceptible to offers with 

immediate benefits rather than long-term value. This 

concept has resulted in more focused advertising 

campaigns by companies, such as offering the ‘first 

two months free’ but the deal is ultimately still more 

expensive in the long-run. Unsurprisingly, it was 

found that youths are most swayed by these type of 

messages, as generally their minds are more focused 

on immediate benefits rather than thinking ahead. 

This all means that not only will companies continue 

to offer these deals but technology will become 

increasingly sophisticated to target these human 

biases, using algorithms that are continually tweaked 

and improved to offer maximum profit for the firm, 

often at the expense of the consumer. 

This understanding of human behaviour helps 

explain the popularity of technology. It gives users 

the convenience to tempt us away from making the 

positive choice. A prime example is Amazon, where 

they have designed the interface to be as user-

friendly as possible, thus decreasing the decision-

making time, so we have clicked ‘buy’ before even 

considering the long-term impacts or other uses of 

the money. This technique had previously been used 

in physical stores, by placing goods, often 

discounted, near the till in the hope the consumer 

will see it, pick it up and bring it to the till without 

thinking it through- the impulse purchase. Thus, the 

fact technology has been able to replicate this feeling 

that has been so successful for high-street stores, 

demonstrates the almost-worrying advancement of 

technology and the potential power of abusing 

human nature.  

Moreover, a study by Nobel-prize winners, 

Kahneman and Tversky, identified another bias 

typical by humans known as ‘loss aversion.’ The 

experiment conducted in 1979 used the flip of a coin, 

so if it landed heads the participant won £100 and if 

it was tails the participant had to pay £100. For this 

example, there is an exactly 50% chance of winning 

or losing, yet an overwhelming majority would not 

take the bet. The experiment continued by gradually 

increasing the size of the winning to £200 whilst the 

loss by landing on tails remained at £100. Only once 

the size of the gain was double the size of the loss, 

were the majority of people willing to take the bet. 

Therefore, the results can be summarised as ‘losses 

loom larger than gains’ and this irrational behaviour 

has become increasingly used within the 

development of technology. A common example can 

be found on retailers websites, as once you have 

signalled any interest in the product, they will 

immediately ask you to add it to ‘your basket’ as the 

means of coming back to the product if you wish to 

continue browsing or come back later. The effect this 

has is that it creates a sense of possession, thus to not 

buy the product would now be a loss to you rather 

than a gain, making you more likely to now go 

through with purchasing the good.   

However, technology can be used as a driver for 

positive change. In the future, we may be able to use 

technology to address the flaws in human behaviour 

and therefore allow us to act truly rationally. Coming 

back to my original example, to stop us eating that 

extra donut, we may have a body monitoring implant 

and if daily sugar levels have been reached, you will 

be told and even penalised if you go against it. This 

means that human actions will become more 

predictable for the better as we are forced to make 

decisions always with our long-term goals in mind.  

Furthermore, I feel that once the loss aversion bias 

has been understood by the consumer as one of their 

traits, it has the potential to be used in a positive 

manner. An example being that if you wanted to 

achieve a goal by the end of the month, you would 

tell your friend and give £50 to them if you fail. 

Although this would clearly incentivise the 

consumer, an even more effective method would be 

to give them the £50 at the start, so you would feel 

an actual loss initially, therefore motivating you to 

achieve your goal- as the loss hurts more rather than 

the fear of potential loss in the future. This shows 

that there is the possibility for technology to 

capitalise on similar situations, helping consumers 

become more productive, by utilising their biases 

rather than removing them.  

There is no doubt that technology has had mixed 

impacts on human decision making. The 

increasingly refined technology means that human 

behavioural flaws are becoming exploited by profit-

hungry businesses. Yet, the technology does offer a 

unique opportunity for humans to become more 

rational through carefully designed applications with 

the consumers wellbeing at the forefront.
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Were Endowment Mortgages Mis-Sold?  

Do endowment mortgages deserve their disgraced legacy? | Alec Hong | 

Introduction to Mortgages 

There are two main types of mortgage; interest only 

and repayment. For both, the borrower starts with an 

initial amount of mortgage debt known as the 

‘Principal’ and they then pay a fixed amount each 

month over a period of usually 25 years.  

For a repayment mortgage, the monthly payment 

covers the interest on the mortgage for that month 

and repays some of the money borrowed. Assuming 

the interest rate is constant, the amount paid on 

interest should decrease over time and the amount 

repaid from the total mortgage debt should increase. 

Here is how the fixed monthly repayment is 

calculated: 

 P = amount of money borrowed Principal 

 I = annual interest rate percentage 

o Monthly interest rate = I/12 

o Monthly interest rate multiplier = 

I/1200 

 a = monthly payment 

 bn = interest payable for nth month 

 cn = amount chipped away for nth month 

 

If repaying over 25 years of monthly repayments 

there will be 25*12=300 equal payments in all 

 

1st month:    𝑏1 =
𝑃×𝐼

1200
           𝑎 = 𝑏1 + 𝑐1 

2nd month:     𝑎 = 𝑏2 + 𝑐2 = 𝑏1 + 𝑐1 

𝑏2 =
𝐼(𝑃 − 𝑐1)

1200
 

𝑃 × 𝐼

1200
+ 𝑐1 =  

𝐼(𝑃 − 𝑐1)

1200
+ 𝑐2 

𝑐2 = 𝑐1(1 +
𝐼

1200
) 

3rd month:     𝑎 = 𝑏3 + 𝑐3 = 𝑏1 + 𝑐1 

𝑏3 =
𝐼(𝑃 − 𝑐1 − 𝑐2)

1200
 

𝑃 × 𝐼

1200
+ 𝑐1 =  

𝐼(𝑃 − 𝑐1 − 𝑐2)

1200
+ 𝑐3 

Sub in equation for c2 derived above 

𝑐3 = 𝑐1(1 +
𝐼

1200
)2 

From this we can hypothesise and prove by 

induction that: 

𝑐𝑛 = 𝑐1(1 +
𝐼

1200
)𝑛−1 

After 300 payments, all the debt should be repaid; 

𝑐1 + 𝑐2 … + 𝑐300 = 𝑃 

Using the sum of a geometric series 

𝑆300 = 𝑃 =
1200𝑐1((1 +

𝐼
1200

)
300

− 1)

𝐼
 

𝑐
1=

𝑃𝐼

1200((1+
𝐼

1200)
300

−1)

 

𝑎 = 𝑏1 + 𝑐1 

𝑎 =
𝑃𝐼

1200
(

1

(1 +
𝐼

1200
)

300

− 1

+ 1) 

 

Interest only mortgages are much simpler; a=b. 

Every month you only pay off the interest on the 

borrowed capital. The term ‘endowment mortgage’ 

is given to a plan involving both an interest only 

mortgage and an endowment policy. Whilst paying 

the interest on your loan, you invest savings into an 

endowment plan through fixed monthly payments. 

The investments (in areas such as stocks, 

government bonds and property) are made with the 

hope that at the end of the mortgage term, the 

endowment will mature and pay out a lump sum that 

can pay off the Principal with the potential of out-

growing the capital borrowed and providing a 

surplus. 

Background 

In the 1980s, the UK economy was in a volatile state. 

By 1980, inflation had risen to over 15% due to 

‘cost-push’ inflation from rising wages and oil 

prices. Tight fiscal and monetary policy in response 

to this saw inflation drop towards 5% with falling tax  
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and interest rates boosting quarterly economic 

growth above 1%, strengthening animal spirits. As a 

result, a boom in both the housing and stock markets 

was born leading to more mortgages being taken out, 

particularly endowment mortgages. In 1988, 83% of 

new mortgages were backed by endowment policies. 

Fast forward to now and endowment mortgages have 

been kicked to the curb by ‘mis-selling’ scandals. 

But is this harsh legacy truly well-founded? 

The endowments taken out in the 80s and 90s will 

have started and finished in vastly different 

economic climates. Back then, when inflation was 

around 7%, a nominal rate of return on investment 

of 7% would have been easily achievable. At the 

time, endowment policy managers were anticipating 

growth rates of around 7% if not higher (particularly 

in the 80s) with trends in endowment performance 

predicting that endowments would likely give large 

surpluses.  

As inflation fell, the nominal return on investments 

dropped proportionally. It quickly became clear that 

projected investment returns were overly optimistic 

and that the endowments, by the time they matured, 

would result in a shortfall.  

 

 

 

 

 

 

 

 

The interest only mortgages have also seen vast 

changes. The graph below shows mortgage rates 

falling from around 9% in 1992 to around 2% now. 

During this time, the payments on an interest only 

mortgage also falls, leaving you with extra savings. 

The resulting claims of mis-selling can be attributed 

to a case of information failure. Many people were 

advised, by the media and a general herd mentality, 

to terminate their endowment policy and seek 

redress or switch to a repayment style mortgage. 

This ignored the endowment managers’ advice to 

take the savings from falling interest rates and either 

begin repaying the mortgage or invest elsewhere. 

Post-Mortem: Endowment mortgages 

The table above shows how the monthly cost 

changed when the mortgage interest rate moved 

from 9% to 2% for both repayment and endowment 

mortgages on a standard loan of £40,000. Focusing 

on the ‘monthly cost’ for each mortgage type we see 

that the change in interest rate appears to favour the 

endowment policy being £53 cheaper per month. 

It should be said that during the mortgage term, the 

monthly payment into an endowment cannot change 

despite changes in the interest rate whereas a 

repayment mortgage is automatically recalculated 

with respect to changes in the interest rate. The ‘£53’ 

is the savings that should be invested or used to 

repay the outstanding debt as mentioned earlier. 

Ultimately the ‘£53’ is not there to be spent. 

When interest rates fell, interest-only / endowment 

mortgages experienced the full benefit in reducing 

the monthly payment whereas the repayment 

mortgage re-calculation set aside more money for 

the need to pay off the principal more quickly.  The 

reason for requiring higher payments (c1) to erode 

the principal may seem unintuitive but is a feature of 

the repayment mortgage calculation.  

Principal (P) £40,000.00 £40,000.00 £40,000.00

Mortgage Interest Rate % (I) 9 5 2

number of monthly payments(n) 300 300 300

Repayment mortgage monthly payment (a) £335.68 £233.84 £169.54

Interest payable for 1st month (b1) £300.00 £166.67 £66.67

Amount chipped away for 1st month (c1) £35.68 £67.17 £102.88

Monthly cost (Repayment Mortgage) £335.68 £233.84 £169.54

Interest only due £300.00 £166.67 £66.67

Endowment £50.00 £50.00 £50.00

Monthly cost (Endowment Mortgage) £350.00 £216.67 £116.67

Difference between Monthly Costs -£14.32 £17.17 £52.88
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Perhaps the best way to explain this is to consider 

the repayments (c1, c2, … etc) as generating a rate 

of return equivalent to the prevailing mortgage 

interest rate. As the interest rate falls, one needs to 

make up for the lower rate of return with greater 

repayments.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

The spreadsheet above shows theoretical return on 

monthly repayments of £50 with the rate of return 

equal to the 2-year fixed rates for a 75% loan to value 

ratio, shown in the graph from earlier. First consider 

the column excluding life insurance. The annual 

investment of one payment of £50 a month totals 

£600 each year. It is a practical estimated adjustment 

to look at the repayments performance through 

annual £600 investments. Similarly, when life 

insurance (typically around £9 a month for a 30-year 

old male) is included we can see the annual 

investments as being 600-9*12= £492.  

It is worth noting that in each year the first £50 

would experience the full 12 months of interest, 

whilst the twelfth £50 would return only one 

month’s worth of interest for that year. As a result, 

the actual return of monthly £50 investments would 

be less than quoted in the spreadsheet, favouring the 

endowment. 

When life insurance is ignored the difference 

between the return on repayments and the ‘worst 25-

year endowments’ is borderline, however when the 

more expensive life insurance is considered, then 

even the ‘worse’ endowments clearly perform better.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

        

Moreover, in the 80s and 90s, ‘Mortgage interest 

relief at source’ (MIRAS) was available as a 

discount on interest. This tax relief serves best the 

interest only policy as it maintains a larger monthly 

interest relieved. This further supports the argument 

for endowment policies. 

What’s important, by inference, is that provided the 

growth rate of your endowment is greater than the 

mortgage interest rate, you would be ‘winning’ when 

compared with a repayment mortgage, whilst using 

the ‘£53’ to either start repayments or invest in 

something that will at least match the mortgage 

interest rate. 

In practice, the re-calculation is more complex as the 

change in interest rate is some time after the 

mortgage began with some of the capital having 

been repaid for the repayment mortgage. However, 

the growth of the endowment investments should be 

at least equivalent to any repayments made and so, 

ceteris paribus, we would merely compare 

Year Value (No Life Insurance) Value (with Life Insurance) Interest Rate %

annual investment £600.00 £492.00

1993 1 £654.00 £536.28 9

1994 2 £1,363.10 £1,117.74 8.7

1995 3 £2,129.96 £1,746.57 8.5

1996 4 £2,948.36 £2,417.65 8

1997 5 £3,796.74 £3,113.33 7

1998 6 £4,704.52 £3,857.70 7

1999 7 £5,596.26 £4,588.94 5.5

2000 8 £6,568.04 £5,385.79 6

2001 9 £7,526.44 £6,171.68 5

2002 10 £8,492.13 £6,963.55 4.5

2003 11 £9,455.82 £7,753.77 4

2004 12 £10,508.33 £8,616.83 4.5

2005 13 £11,663.74 £9,564.27 5

2006 14 £12,876.93 £10,559.08 5

2007 15 £14,150.78 £11,603.64 5

2008 16 £15,635.83 £12,821.38 6

2009 17 £16,885.26 £13,845.91 4

2010 18 £18,132.21 £14,868.41 3.7

2011 19 £19,387.84 £15,898.03 3.5

2012 20 £20,687.41 £16,963.68 3.5

2013 21 £21,819.60 £17,892.07 2.5

2014 22 £22,980.09 £18,843.67 2.5

2015 23 £24,098.85 £19,761.06 2.2

2016 24 £25,192.83 £20,658.12 2

2017 25 £26,308.69 £21,573.12 2
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recalculations using the remaining term of the 

mortgage (e.g. 20 years after 5 years into a 25-year 

mortgage).  The point being still valid that the 

monthly payment of a repayment mortgage would 

have been significantly higher than the monthly 

payment of an endowment mortgage.  

In addition, a parliament briefing paper reported; 

The FSA argued that holders of endowment policies 

in recent years had fared at least as well as holders 

of repayment mortgages on average, and had 

benefited from lower mortgage interest rates.  

However, the FSA recognised that because 

investment returns (like interest rates) had fallen 

over recent years, higher contributions might be 

needed to pay off their mortgage. 

Conclusions 

One should not simply judge endowment mortgages 

based on its shortfalls but rather its performance 

against repayment mortgages under the same vastly 

changing conditions. 

There is no doubt in the fact that most endowments 

wouldn’t have achieved the return anticipated at the 

beginning of the mortgage term. But in nearly all 

cases this return would never have been promised 

and endowment policy holders will have been 

informed of the likely shortfall during the mortgage 

term. The large backlash in response to the shortfalls 

can be attributed to asymmetric information between 

the lenders and borrowers. Had people decided to 

keep their endowment and either begin making 

repayments on their mortgage or make further 

investments with the interest that they saved (i.e. the 

£53 in the example above) then the mortgage could 

likely be repaid. Instead most people either just spent 

the windfall or used it to support further borrowing. 

In any case the endowment would perform better 

than a repayment mortgage particularly when 

MIRAS and the cost of life insurance is considered.  

It is also worth noting that in some cases, people 

terminated their endowment mortgage and with that 

they also lost their life insurance. Tragically there 

could have been instances where some of these 

people died and the burden of debt carried over to 

their dependents. In these scenarios, ending one’s 

endowment mortgage could have proven yet more 

costly.  

Perhaps what was mis-sold was not the endowments 

themselves but rather the idea that they were mis-

sold and certainly the notion that terminating the 

endowment and switching to a repayment mortgage 

would improve the situation. 

Finally, it can be further argued that the publicity 

from this so-called mis-selling scandal contributed 

to the beginning of public distrust in financial 

services as well as the country’s low savings rate and 

mistrust of the authorities in general. 
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Michael Fallon: Exclusive Interview 

| Boyan Popov, Nick Leigh, Tara Pain and Alex Walker | 

Alex: You were recently photographed with Boris 

Johnson at my local pub. The press ran the story of 

whether you and Boris were discussing ‘the 

leadership’. I shall instead ask why you do not call 

out the skulduggery within your own party, in this 

case, your drinking mate’s EU campaign. It could be 

said that you would do so to protect party unity, but 

what is that without party integrity? 

Sir Michael: Thank you for attending my surgery 

appointment on Friday 21 July and for sending me 

your questions, which I will answer below.  

You have asked me about the June 2016 referendum 

on the UK’s membership of the EU. Ministers were 

given a free vote on the referendum, which means 

individuals were free to choose how they would 

vote. Naturally in a party that represents many 

different people of many differing views, some 

members of the Conservative Party campaigned for 

the UK to leave the EU, whilst others, like me, 

campaigned for the UK to remain a member of the 

EU. Therefore, I had and continue to have complete 

respect for my colleagues who disagreed with me on 

the issue.  

It is testament to this country’s deep duty to 

democracy that we are able to disagree on big issues 

such as whether or not we belong in the EU, but still 

maintain respect for one another and continue to 

work together in the national interest. Indeed, there 

is no greater symbol of integrity than a Government 

that words hard to enact the expressed will of the 

people it serves expressed in an open referendum, 

which is one of the purest forms of democracy. 

 

Alex: Our parliament is built like a gentleman’s 

club, MPs consistently say it is too complex, and 

creaking. Our defence agencies, as you have 

championed, are always said to be the vanguard of 

modernity. Is it not time for that overhaul of 

Whitehall? Starting with the architecture and 

finishing with the customs that at best make our 

politics a game, and at worst a joke? 

Sir Michael: You have asked me about the 

traditions of Parliament. The traditional costume, 

ceremony, and setting of Parliament create a solemn 

and dignified framework to allow the important 

political discussions and votes that have a real 

impact on your life to take place.  

To give you one example of an important custom 

derived from centuries-old tradition, during the 

debate in the Chamber, Members refer to each other 

by the names of their constituencies rather than their 

actual names. I was referred to as the ‘Honourable 

Member for Sevenoaks’ for a long time. Now, I am 

more commonly referred to as the ‘Secretary of State 

for Defence’.  

The use of these forms of address is long-standing. 

The purpose of using ‘Honourable’ is to maintain the 

dignity of the House and its Members and to make 

criticism and comment less direct, as well as 

showing respect to the Speaker, who is the chief and 

highest authority in the House of Commons and who 

must remain politically impartial and keep order at 

all times. 

It is vital that these traditions are maintained to 

ensure that our Parliament operates in a dignified 

and solemn manner and not, as you say, as if politics 

were a game or a joke.  

Boyan: The government cut our Armed Forces by 

20,000 troops since 2010 and have consistently 

failed to meet their own recruitment targets since. 

Does this erode Conservative policy, or worse, 

threaten national security? 

Sir Michael: The Government have committed to 

maintaining the overall size of the Armed Forces, 

including an Army that is capable of fielding a war-

fighting division. The Army is committed to offering 

exciting career opportunities, and over 8,000 people 

have joined the Regular Army in the last 12 months. 

The Army is meeting all its current commitments at 

home and abroad, and has enough people to do this. 

Boyan: Why does the UK government continue to 

sell arms en masse to Saudi Arabia given their 

appalling human rights record and barely concealed 

sponsorship of terrorism?  

Sir Michael: Saudi Arabia is a key member of the 

65-country coalition against Daesh. Its defence 

minister attends coalition meetings and fully 

supports the campaign. Saudi Arabia has established 

a major centre in Riyadh, which I have visited, to 

tackle Islamist extremism. The UK Government sell 

arms to Saudi Arabia only if each sale complies with 

very strict criteria. Saudi Arabia is being shelled 

across its southern border by Houthi forces in 
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Yemen, and has every right to protect itself and to 

call on allies for assistance. Saudi Arabia is also a 

very important partner to the UK commercially and 

for sharing intelligence. 

Tara: What do you perceive to be the major threat 

across the globe which HMS Queen Elizabeth and 

its sister ship HMS Prince of Wales will help us 

defend against?  

Sir Michael: HMS Queen Elizabeth is the largest 

and greatest warship this country has ever built. She 

is a clear demonstration of British power and our 

commitment to our global standing. She will defend 

our country, safeguard our sea lanes, and save lives 

across all the seven seas for the next half-a-century. 

The demands of modern warfare means Britain 

needs aircraft carriers. The coalition would not have 

been successful in Iraq in defeating Daesh terrorism 

in Mosul without the strikes the American jets flew 

from their aircraft carriers in the Gulf. Aircraft 

carriers give us the ability to project power and work 

with allies.  

Tara: Why the decision to power HMS Queen 

Elizabeth and its sister ship HMS Prince of Wales 

with non-nuclear engines? Why power such a 

modern aircraft carrier with diesel engines when 

nuclear power is so much more efficient? 

Sir Michael: Many countries do not permit nuclear-

powered vessels to enter their territorial waters, and 

access to these territories outweighs the additional 

power advantage a nuclear reactor provides. The 

principal benefit of powering a ship with a nuclear 

reactor is that fewer ships are needed for fuel 

resupply, which reduces the reliance on forward 

positioned supply bases. The UK has a robust 

network of supply bases. Whilst nuclear reactors 

may be efficient for US aircraft carriers, which need 

to travel across two oceans in order to reach the 

locations where they are most likely to operate, the 

UK’s geographical position is different.  

Nick: What message do you think it sends to the 

population of Great Britain that while they undergo 

continued austerity here, Northern Ireland gets a 

billion pounds for public services and 

infrastructure? 

Sir Michael: Northern Ireland’s unique 

circumstances, and the legacy of the Troubles, 

means that it faces specific challenges. The 

employment rate in Northern Ireland, for example, is 

over 6 percentage points lower than in England. 

That’s why HM Government has made available up 

to £2.5 billion of financial support to Northern 

Ireland over the course of the past three years.  

Nick: Do you think that in order to achieve the 

objective of wiping out the deficit by 2025 it is 

necessary to have austerity up to that point?  

Sir Michael: The foundation of national economic 

success is responsible public finance. It is what the 

Conservatives have practiced in government over 

the last seven years, and it is what the Government 

will continue to pursue over this parliament. This is 

necessary if we want to ensure that future 

generations are not saddled with our generation’s 

debts. The Conservatives have already reduced the 

deficit by two-thirds. We will borrow less and 

continue to grow the economy. The fiscal rules 

announced by the Chancellor last year will guide us 

to a balanced budget by the middle of the next 

decade. From that point we can start to reduce the 

national debt. 
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