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Edito
Brand New World

« We are at the beginning of a tremendous acceleration of [economic] history », said Prof. André Sapir in From SBS-EM Magazine in 2008. Advances in our understanding of the behavior of individuals, companies and
societies have facilitated and standardized the decision-making process
worldwide. Those advances have been further accelerated by the exponential collection of data, the development of statistics, business and Management science. Major realizations of these scientific breakthroughs
can be seen in the rapid development of South Korea, the creation of the
WTO and the process of European integration, which have all contributed
to give to these sciences an aura of natural sciences with universal laws.
However, one should not believe in the “end of History” as announced by
Francis Fukuyama in 1989. As evidenced by all the torments and armed
conflicts around the world, the doldrums into which political instability
continues to plunge Africa, the ceaseless questioning of economic mo-
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dels in the E.U., the U.S. and Asia, the world is becoming more and more
complex. Today, understanding this complexity is sometimes a condition
for survival.
It is in this particular context that the Solvay Student Review has been
created as it offers every reader a unique opportunity to learn more about
our complex world from an economic, financial and political points of
view.
On behalf of the whole team of the SBS Student Economics Club, I would
like to thank all people who, thanks to their expertise, advice, active support, careful reading and enthusiasm have enabled the Solvay Student
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A word from the president

A WORD FROM THE PRESIDENT

Current affairs

Edito: T.B. Graulich
I

n the “Current Affairs” section, you will find articles about hot economic topics that
have defrayed the news. These topics are analyzed and examined from a Macro and

Microeconomic perspective. We also hope that this section will provide reader with
a good example of the SBS-EM’s professionalism in the field of economic analysis.
In this number, we have focused on the debate around the fear of deflation in
Europe and the controversies surrounding interest rates. The special opinion column
“Heracles” is devoted to the hedge funds responsible for Argentina’s bankruptcy.

Deflation for dummies:
The dangers behind a complicated phenomenon
By T.B. Graulich

F

or a couple of years now, deflation has been depicted as
the coming threat facing the developed world, particularly the
euro area. The latter, with an annual inflation rate flirting near
zero percent in August 2014,
can already see this menace
materializing. Although falling
prices might seem economically
attractive at first glance in terms
of an increase in purchasing power, many dangers lurk behind
this strange phenomenon.

Disease or symptom?

have resulted in a shift in aggregate
Since the European debt crisis, austerity

demand, resulting in low inflation and

As it stands, deflation is not always a

measures have trimmed public expen-

economic stagnation. According to this

negative phenomenon. Prices may start

ditures in an unprecedented way, high

analysis, deflation or disinflation (which

falling because of the increased tech-

unemployment and low wages have

refers to very low inflation) appears

nological and economic performance of

depressed private consumption, low le-

thus more as a symptom than as the

the supply-side of the economy, just as

vels of lending to European firms have

original disease, but just like a wound

cell phone or computer prices have dra-

put a strain on investment and a strong

that is not cured, it can have disastrous

stically dropped over the last decade

euro has put downward pressure on net

knock-on effects.

for this reason. Unfortunately, the type

exports. Put simply, a Keynesian profes-

of deflation that the euro area may be

sor in Macroeconomics would say that

experiencing is of another type: depres-

the decline in all determinants of ag-

sed aggregate demand.

gregate demand, G, C, I and NX would

Deflation for dummies

Falling prices and sticky wages
One first negative effect of falling pri-

Deflation for dummies

5

Solvay student review
ces is the subsequent rise in net wages.

A euro which is too strong, in turn,

Since wages are rigid and do not move

is likely to have a negative effect

easily downward because of legal re-

on European net exports and com-

strictions and monetary illusion, com-

petitiveness, depressing growth

panies might end up laying off people

and fueling disinflation or outright

or refusing to hire more employees as

deflation in the end, which would

they become too expensive to hire. Low

create another vicious cycle. Mr

inflation or outright deflation therefore

Draghi got that point, since the

tends to exacerbate unemployment. In

ECB’s decision in September 2014

fact, it may be no coincidence that Por-

to purchase asset-backed securi-

tugal, Greece and Spain, three critical

ties and slash interest rates was

countries that are already experiencing

partially designed to break this

deflation, are also among the ones with

cycle. Put simply, the rationale was

the highest levels of unemployment in

that once the euro starts to de-

the euro area (this being a prediction

preciate, inflation in the euro area

of the well-known Phillips Curve) [See

will gain momentum quasi spon-

charts below]. In turn, high unemploy-

taneously according to the model

ment leads to low levels of consumption

underlying the purchasing power

and low aggregate demand, feeding the

parity theory.

vicious cycle even further, as a symptom

* July 2014 compared with July 2013 (Sour-

than rather the original disease, but just

ce: Eurostat)

like a wound that is not cured, it can

Sovereign debts

have disastrous knock-on effects.

** February 2014 (latest datas), seasonally
adjusted (Source: Eurostat)

Deflation and low inflation also make
Depreciating a strong euro

debtors worse off since debts are issued
in nominal and not in real values, incre-

Finally, the ultimate danger lurking be-

The link between inflation and exchan-

asing the opportunity cost of debt. The

hind disinflation and deflation is the

ge rates can easily be highlighted by

combination of economic stagnation

self-fulfilling aspect of this phenome-

the theory of purchasing power parity.

and deflation can thus have the drama-

non known as the “deflation trap”. Basi-

According to the latter, which implies

tic consequence of pushing the debt-to-

cally, from the moment when deflatio-

several simplifying assumptions such

-GDP ratio of many European countries

nary expectations get firmly anchored

as free movement of capital, exchange

upward, reigniting the fear of another

in the mind of economic agents such

rates between two countries only reflect

European sovereign debt crisis. That be-

that the economy gets trapped in kind

differences in inflation rates. Therefore,

ing said, 10-year sovereign bond yields

of overall deflationary mood, it beco-

it means that if country A is facing slo-

for most European countries have been

mes really difficult to get things back on

wer inflation than country B, currency A

relatively low recently, suggesting that

track. Because of falling price expecta-

will depreciate with respect to currency

investors do not seem to fear this issue

tions, consumers may want to postpone

B and vice-versa. Historical data from

much.

their spending such that businesses see
their revenues shrink and eventually

2009 to 2014 tend to confirm this theory to a certain extent [See charts be-

However, as everyone knows, market

decide to cut prices among other me-

low] and, as a consequence of the euro

sentiment does sometimes change very

asures, fulfilling the prediction. In the

area’s slack inflation rate, the euro ap-

quickly.

meantime, deflation might deter banks
from lending to businesses for the re-

preciated steadily with respect to the
US dollar and other major currencies

In the mood for deflation: the Japanese

ason cited above, this credit tightening

between 2013 and the summer 2014.

lesson

leading to further depressed aggregate
demand, which leads to more deflation.
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*Source: ECB website ; www.usinflationcalculator.com

*Source: oanda.com

In conclusion, deflation is a symptom
with many undesirable side effects
such as pronounced unemployment,
reduced economic competitiveness and
increased debt burden. It also involves
a powerful psychological aspect that
tends to be self-fulfilling. The Euro area
and the European Union as a whole,
given their fragmented political landscape, the rise of populist parties and
the remaining scars from their past two
crises, cannot afford a “Japanese-style
lost decade”.
To contact the author : tgraulic@ulb.ac.be
To join the debate visit
solvaystudentreview.com

Deflation for dummies

Deflation for dummies
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Waking up from Monetary Illusion:
Should negative nominal rates on savings accounts be
welcomed?

By T.B. Graulich
The ECB’s historic moves in June and September 2014
to impose negative nominal interest rates on bank
deposits in order to prevent banks from hoarding
cash with the ECB raised several important questions:
What if banks in turn follow the same idea and impose negative nominal rates on savings accounts? In our
opinion, this partially justified fear misses the point
and is the perfect example of what economists call
“monetary illusion”.
Pros and cons of negative nominal sa-

bank runs. Such reactions though do not

position sounds less harsh than negative

ving rates

seem to be likely to happen on a large

interest rates, the final effect would be

scale, partly because people still value

exactly the same: savers end up with less

There are good reasons why nominal

the service provided by banks to keep

return regarding their bank accounts. So

saving rates should go negative in order

their money in their bank accounts. In

far Mr Geens’s proposition has not rece-

to prop up the economy. First of all, too

this sense, people would therefore be

ived the backing of many political parties

much cash is currently stashed in Euro-

ready to pay for that service. According

even though a wide range of economists

pean retail deposit and savings acco-

to these views, the benefits of negative

in Belgium have been advocating an end

unts. In a period of stagnation and weak

saving rates seem thus

economic growth, this represents a huge

to outweigh the costs.

opportunity cost as all this money could
be invested elsewhere, in bonds or equ-

Not politically feasible

ities for instance or to finance new inve-

to the current tax subsidy
„The tax advantage on savings

granted to savings acco-

accounts has changed from be-

unts. To quote Mr Eric De

ing an enticement for savers to

Keuleneer, head of Credi-

being a subsidy for banks, and

be, talking to the Solvay

stments and new businesses. In addition,

One should not forget

a bias that discourages savers

Student Review: „the tax

the current bottom-low return offered by

that politicians make

from useful financial instru-

advantage on savings ac-

savings accounts does not seem to deter

laws, not economists.

ments” E. De Keuleneer

counts has changed from

economic agents from stashing substan-

Therefore, even though

tial amounts of their money away from

negative interest rates would be welco-

savers to being a subsidy for banks, and a

where it would be most needed. More

med according to some of the preceding

bias that discourages savers from useful

dynamic measures could therefore chan-

arguments, such a move is hard if not

financial instruments”. However, despite

ge the current situation and lead to a

impossible to make if we take into con-

these recommendations, it seems likely

better allocation of resources.

sideration the political dimension of this

that Mr Geens will have to fight hard if

issue.

he wants his rather unpopular project to

being an enticement for

be more than just a draft law.

Nonetheless, implementing a negative
nominal rate on savings accounts could

Quite recently, Koen Geens (CD&V), the

have many adverse effects, including

ex-Belgian minister of Finance expressed

It is also worth remembering what hap-

people pulling all their cash out of their

the idea of winding up the existing fiscal

pened in Cyprus in 2013: banks were in

bank to keep their savings at home in a

advantages on savings accounts as a way

trouble and on the verge of default, the

safe or, in the worst scenario, potential

to boost the economy. Although this pro-

government stepped in and decided to

8

Waking up from Monetary Illusion

Current affairs
Visit us at solvaystudentreview.com

levy a ”tax” on all domestic bank accounts to refinance its banking sector,
with savers being compensated with
shares that were likely to fall in value
in the near future. This led to unprecedented popular demonstrations and to
public disapproval worldwide.
Stimulating inflation to boost…financial repression
As long as inflation is at bay and nominal saving interest rates are near zero
but not negative, real interest rates are
negative and there is an implicit tax on
savings accounts. In addition, this so-called tax does not produce any fierce
reaction from economic agents thanks
to monetary illusion and the situation
directly benefits banks and national
governments as the latter do not have
to take some unpopular measures to
refinance the banking sector, such as
levying more taxes. However, if inflation peters out (as has been the case
since 2010: growth in CPI accounted for
3.49% in 2010 compared to about only
0.03% in August 2014 so far), and nominal interest rates on savings accounts
are already near zero, real interest rates
surge, making both banks and governments worse off.
In this context, we could ask ourselves
the following question: Is the ECB’s
concern about bolstering inflation and
preventing deflation strictly motivated
by purely economic reasons such as
boosting employment and entrepreneurship or are there other underlying
reasons that seem to be much less acceptable, such as supporting the implicit tax on savers? The answer to that
question remains open to debate.
To contact the author: tgraulic@ulb.ac.be
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Naked Greed
S

By Heracles

uppose that you and your friends

recover at least some of their money

consequences such as cuts in staff, a

decide one day to buy some

back, you and your friends, enthused

fall in revenues and austerity which

bonds issued by the highly-renow-

by some abstract sense of justice and

would put a serious strain on the ma-

ned Solvay Student Review - bonds

fairness, refuse the deal and decide to

gazine’s future activities.

that, by the way, do not exist but let

go for the full repayment. As years go

Also, it appears that the Solvay Stu-

us suppose they do for the purpose

by, you sue the Solvay Student Review

dent Review does not want another

of this exercise. Some time later, the

in court, fighting for your cause with

bankruptcy.

Solvay Student Review (SSR) expe-

the utmost conviction.
What would you and your friends do?

riences serious economic and financial problems to the extent that it

Ten years after the SSR’s bankruptcy,

Have mercy on us, the team of the

finally goes bankrupt. As a result, it

your relentless crusade finally bears

Solvay Student Review, or continue to

appears that you and your friends will

fruit as an American judge rules that

ask for full repayment? Please think

not receive much of your money back,

the Solvay Student Review will have

about it for a second… Now, if you

just like other Solvay Student Review

to satisfy its commitment to all of

have chosen for the first option, we

bondholders. However, as the latter

its creditors, without discriminating

would like to thank you. If, on the

start losing their nerve and sell the-

against any of them. At this point in

other hand, you have opted for the

ir bonds, you and your friends keep

the story, you know that the Solvay

second option because you think that

calm, take a deep breath and start

Student Review, which has recove-

you are within your rights (or just be-

buying more Solvay Student Review

red from its past crisis, has the cash

cause you think that the team of the

bonds at a discounted price.

to make the full repayment but that

Solvay Student Review are morons),

it does not want to do so because it

well, we disapprove of your choice

Then, a few years go by until the So-

prefers to keep the money for other

but unfortunately, we have no legal

lvay Student Review comes up with a

purposes. Nonetheless, thanks to your

grounds to make you change your

proposal for you and the other bon-

legal victory, the Solvay Student Re-

mind.

dholders: the SSR is ready to swap

view now has only two options at its

your bonds for new ones valued at

disposal: to pay you and the other

Now, replace the three words “Solvay

around sixty-five percent less than

bondholders or go bankrupt…again.

Student Review” with “Argentina”, a

the older ones. Whereas the majo-

You know that the two options are

country of more than 40 million pe-

rity of bondholders accept the deal

likely to be disastrous for the com-

ople, and you get a glance of what Mr.

as they see it as an opportunity to

pany and will lead to several adverse

Paul Singer, head of Elliott Manage-
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ment, and other hedge fund mana-

vernments for full repayment.

gers went through in order to bring
the country to its knees in the sum-

This strategy is actually the core busi-

mer of 2014. Plus: now you are the

ness of these kinds of funds and what

bad guy.

they make a living from. For example,
Elliott Management succeeded in suing Peru in 1995 and Congo-Brazza-

However, some people might disagree

ville in 2002-2003, so Argentina was
not their first attempt.

with you being depicted
as the bad guy. Instead,

„A healthy and successful rela-

Put simply, this deliberate

you might be an ide-

tionship between creditors and

strategy is not what we

alist, a man or woman

borrowers should be based on

would normally expect

of values who fights for

mutual interest and should ne-

from a sound debtor-cre-

what he or she thinks

ver be based on one party se-

ditor relatioship.

is ethically and morally

eking to extort profit from the

right - in other words

other”.

What Mr. Paul Singer and
his friends did to Argenti-

not the kind of ruthless
financial shark that is only interested

na thus has nothing to do with some

in money. After all, in this case, you are

hypothetical pursuit of justice. Far

the upstanding defender of the rights

from being an idealistic or noble cau-

of poor neglected creditors as the

se, their strategy was one motivated

latter, like debtors, also have rights.

by simple greed and nothing much

If someone owes money to someone

else.

else and has the means to meet his

To join the debate, visit :

commitment, why should he not pay?

solvaystudentreview.com

Don’t you think that the same rules
should apply to governments as well
as companies and individuals? You,
like Mr. Paul Singer and other “vulture
funds” are just trying to seek justice,.
But here is why this argument is flawed. A healthy and successful relationship between creditors and borrowers should be based on mutual
interest and should never be based
solely on one party seeking to extort
profit from the other. Creditors should
make a profit and thrive along with
their debtors and not at their cost. Mr.
Singer and his company did not abide by these basic principles from the
outset as their “vulture fund” strategy consisted of deliberately looking
for bad government debt, buying the
bonds cheaply and suing these go-

Naked greed
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Edito: B. Gersey
L

iving and studying in the heart of the European Union, it has to be said that this Europe
section means something special to me. Twelve years ago when I arrived in the diverse

and multilingual city of Brussels, I was seen as “someone coming from a far-away country Hungary”. Since then everything has changed: after 10 years of EU membership, Hungary and
the other V4 countries are no longer distant members but key players in today’s European
Union. Naturally with the growing number of member states, EU decision-making and the
involvement of its citizens has become more complex and raises several questions regarding
efficiency. However, important decisions need to be taken, in relation to the ageing of the
European population, and the fear of deflation. Without a doubt, the Europe section covers
exciting topics, which I truly hope you will take the opportunity to discover in our future
editions.

Trade in Central and Eastern Europe:
the case of the Visegrad Group By B. Gersey
In May 2004, the European Union
experienced its largest-ever round
of expansion by welcoming 10 new
countries – including the Czech
Republic, Hungary, Poland and
Slovakia. Formally known as the
Visegrad countries (or V4), these
member states have experienced
considerable economic progress
over the last 10 years which is hard
to overlook.

J

oining the political-economic union
as relatively weak economies, the

Visegrad Four have gained several benefits from their EU membership by exploiting their huge potential over the last
decade. The biggest success clearly hap-

Export expansion and specialisation.

duction processes. In fact, looking at the

pened in exports with these countries

Visegrad Four’s trade composition in

contributing heavily to the European

While

EU

2013, more than 50% of their commo-

trade balance. In fact, V4 countries have

membership on the V4’s economies is

dity exports concerned SITC7 products

seen their exports (of goods and services

not easy to assess, their accession to

(i.e. machinery and transport equipment

as a percentage of GDP) grow by 22.65

the Single market contributed to several

goods). Since their accession to the EU,

percentage points on average between

economies of scale, leading not only to

the V4’s exports of SITC7 goods have

2003 and 2013, which is well above that

lower average production costs because

considerably increased, the largest pro-

achieved by older member states.

of larger scales but also contributing to

portion of these products being sent to

a certain level of specialisation in pro-

other European countries. This follows
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the

direct

impact

of

Europe
a general trend already in place in the

and specific incentives. Even though

that of the EU15 in 2012, from 46% in

EU: intra-EU trade accounts for more in

intra-EU exports, especially to the V4’s

2003, the price gap narrowing by a fifth.

the total trade of European countries

hub country in terms of exports, i.e.

Tackling the highest price gap in state

than extra-EU trade (even though the

Germany, are important, looking further

regulated services (e.g. healthcare, edu-

latter is gaining in importance with

afield than the Western European mar-

cation) constitutes a challenge for the

the increasing international presence

ket and being less dependent on the

future, where “lack of market liberali-

of emerging countries). The Visegrad

German economy are clearly just some

sation and a government preference

Four are no exception to that: the hi-

of the several challenges the Visegrad

to provide many services for free or at

ghest contribution to exports growth

Four will have to deal with in the fu-

low costs, albeit often at the expense of

has come from their exports to older

ture.

quality”, remain relatively frequent.

The catching-up theory

Financial crisis: the trigger of V4’s com-

member states. Nevertheless, the V4
countries are successful in external

petitiveness?

markets too, a stronger international
presence demonstrated by a four-fold

In addition to expanding their export

increase in their exports to non-EU28

opportunities and allowing the V4 to

An interesting finding about trade and

countries since 2003.

become a real heavyweight among

the V4, which is not especially related

EU exporters, the accession to the

to the accession of its members to the

Undoubtedly, EU enlargement was not

political-economic union has also an

only beneficial for new member states.

impact on V4 citizens’ quality of life.

It provided Western European countries

In fact, three out of the four Visegrad

with “a unique opportunity for their

countries jumped in the quality of life

companies to build new or scale-up

ranking (although Hungary is an excep-

existing production capacities in the

tion) showing the benefits of joining

V4 that would make them more com-

such a union go beyond only economic

petitive both in the internal EU market

aspects. As catching-up theory would

and the external market as well” . In

suggest, some income convergence

the context of intense competition and

should be seen between old and new

a race for the lowest-costs in the mar-

member states. In the case of the Vise-

EU, is the presence of increased in-

ket, the opportunities given by EU en-

grad countries this is what has happe-

tra-regional trade among these coun-

largement could be seen as a “win-win

ned over the last decade: the income

tries (i.e. exchange of products within

situation” for both the older and new

gap between the V4 and older member

the Visegrad Group). Empirical data

member states. Above all, specialisa-

states has narrowed by a third and the

suggest the recent financial crisis mi-

tion in car manufacturing (coming back

GDP/capita measured in PPS has in-

ght have triggered a gain in competi-

to the SITC7 products) has become the

creased from 49% of that of the EU15

tiveness in these countries. As shown

most important export-oriented ac-

in 2003 to 65% in 2013. We can re-

by the symmetric trade introversion

tivity in the V4. It is clear that nowa-

call from our international economics

index

days the Visegrad countries outper-

courses that some price convergence

sity of intra-regional trade (i.e. whether

form older member states in terms of

may have gone hand in hand with this

the intensity of intra-regional trade

car production and have become the

income convergence. Knowing that the

varies at a faster or slower pace than

second largest car exporter in the EU

price level gap for goods is smaller than

extra-regional trade), the exchange of

after Germany. This specialisation is

for services, the highest price conver-

goods inside the Visegrad Group first

not surprising given the fact that these

gence was expected to be seen in the

stagnated, then declined, and finally

V4 members have been able to attract

second sector. In accordance with the

grew in importance after 2009. Even

foreign companies to the region thanks

theory, the overall price level of the

though the crisis seems to have trig-

to a pool of talented labour, lower costs

Visegrad Group had increased to 56%

gered structural changes in central and

measuring the relative inten-
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eastern Europe, the Visegrad Four must

membership, the economic benefits of

grad Four in todays’ European Union, an

not forget that competition is fierce for

EU accession regarding the export of

importance the nomination of Poland’s

slices of a smaller pie, and therefore no

goods have been realised, but the Single

Prime Minister, Donald Tusk, as President

investment should be taken for granted.

market should also be open to services.

of the European Council would certainly

A shift towards home-grown technolo-

Increasing trade in services among

seem to highlight even more.

gy and innovation is a challenge the V4

V4 countries and within the European

should accept, climbing up the global

Union as an aggregated region is a step

To contact the author: bgersey@ulb.ac.be

value chain progressively.

towards further and better integration.
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Looking back at 10 years of EU

tical and economic presence of the Vise©Dorian Kronenwerth

Retirement and pensions in Europe: a
challenge for the future By D. Kronenwerth

B

Durham University,
UK, College of Europe,
Belgium

efore the welfare state, pensions
were guaranteed by lifetime sa-

vings and by one’s offspring – the more
children one had, the less one had to
worry about survival and good living
in old age. With the welfare state (e.g.
Bismarck’s social reforms of the 1840s),
the burden on children was relieved.
The payment of contributions to a pension fund means to invest in one’s own
good life in old age. Depending on political context and cultures, nowadays
some pension schemes’ prime objective
is to reduce poverty among the elderly
in society (e.g. the UK), whereas others
reward pensioners relative to what they

payments. Currently 18% of Sweden’s

GDP per capita for retirement spans of

contributed over the years (e.g. Sweden,

population is aged over 65 and rece-

up to 23 years. Pension systems in tho-

the Netherlands).

iving pension payments – by 2030 the

se countries are vulnerable of becoming

number is expected to rise to 30% . This

less generous. Germany, the Nether-

All pension systems, Pay-As-You-Go

is a common trend across many Europe-

lands, Sweden and the UK have shorter

(PAYG) or funded, involve the transfer of

an countries. Back in 1991 in Germany,

retirement spans (18-20 years) and face

resources to pensioners (who consume

four workers supported one pensio-

a challenge similar to those mentioned

but do not produce) from workers (who

ner, whereas in 2030 only two workers

above, but are expected to maintain the

produce more than they consume) . This

are expected to support one pensioner.

current size of the workforce, mainly

system worked for a long time, but the

Hence, the welfare state, which needs a

through immigration. Poland, Bulgaria,

growing economies of the old days do

growing economy, needs to reform in or-

Croatia and the Czech Republic face the

no longer exist. Life expectancy is in-

der to survive.

challenge of having moved from centrally planned to market economies and

creasing and fertility rates are falling.
The contributions towards the pension

Countries such as Belgium, France,

although pension spans are shorter, the-

fund do not suffice anymore and the

Italy and Spain tend to pay genero-

se countries nonetheless face issues of

state needs to intervene with additional

us pension benefits of up to 50% of

sustainability even at lower benefit le-
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europe
vels. This is a challenge for Europe: how

than 20% on average. It is mostly in Ger-

through tax reductions and Hungary na-

to preserve prosperity and social servi-

many and the Netherlands that 60-64

tionalised occupational pension sche-

ces on the one hand, but remain compe-

year olds participate in the labour mar-

mes to shift its system. Additionally the

titive and not be indebted and drown in

ket – their numbers have doubled over

World Economic Forum suggested that
governments should provide financial
education to individuals to help them
plan their finances for old age .
In any case, there is no “one-size-fits-all”
solution. The challenge for the future
consists in combining raises in retirement ages to ideally achieve a duration
of retirement of 15 years (currently 18
years for men and 23.5 for women) , reshaping benefits giving priority to preventing poverty, encouraging the labour
market to find ways to keep older people in the workforce, be it even part-time work, through lifelong learning and

the past decade. According to the report,

workplaces suited to older workers as

another solution is the diversification of

well as a more flexible legal framework.

One solution would involve adjusting

retirement income, a mix of occupatio-

Also increasing immigration and redu-

the span of pension systems so as to co-

nal and private pension savings. Besides

cing informal labour is part of the solu-

ver not more than the last 15 years of

more and different ways of saving, cre-

tion, as well as supplementing pension

life, to reduce the generosity of the sys-

ating job opportunities for the elderly se-

funds with further taxes and diversifying

tems to merely prevent old age poverty

ems a straightforward solution – perhaps

the retirement income through personal

and to support people to work longer.

combining a part-time job with a partial

savings and automatic enrolment in sa-

An additional part of the solution mi-

pension. The World Bank suggests such a

vings schemes.

ght be to change the retirement income

multi-pillar system to foster diversifica-

calculation revising the eligibility requ-

tion, sharing risk among country, compa-

In conclusion, if people are willing to

irements to decrease the benefit levels.

nies and individuals, varying proportions

work as long as they feel healthy, the

But a factor that also needs to be consi-

depending on different market and cul-

pension system can continue to work. Al-

dered is that people are not necessarily

tural specifics. Such a system ought to

ternatively, a more basic benefit needs to

willing to surrender pension benefits,

cater for financial market volatility. The

be considered. But in either case it must

which makes reform a complex political

retirement system of the future could

be a long-term strategic decision taken

manoeuvre. Most of the population se-

be looked at like an investment portfo-

by a long-sighted government grounded

ems unaware that a growing population

lio of different assets with different risk

in broad societal consensus to be follo-

of workers had made increased benefits

profiles to deliver a certain income stre-

wed for decades into the future.

of the past possible, not the generosity

am. It is a question of balancing wealth

of politicians or a fair return on contri-

management during active working life

To contact the author:

butions.

and expenses and life expectancy after
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illiquidity and on the other.

retirement. Again culture and political
In 2013 a report by Allianz revealed that

context intervene – should this wealth
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there has been a rise in the number of

management be entirely free (-market)

solvaystudentreview.com

elderly workers in the workforce and

or somewhat state controlled? The Ne-

simultaneously lifetime benefits have

therlands and Germany incentivise their

been cut in 16 OECD countries by more

citizens to make private arrangements
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Why the European Parliament cannot solve the
democratic deficit problem By Á. Tamás Kész
A good idea, which somehow does not work

T

he necessity of increased Europe-

the democratic deficit have led to the

political groups that include different

an cooperation is unquestionable.

conclusion that the Parliament has not

national parties with more or less the

Nevertheless, the question is whether

live up to expectations, in spite of its

same ideology. The main problem is

the current framework proposed by the

growing power and influence on Euro-

that Member States face different eco-

European Union is the most favourable

pean decision-making. Why has such an

nomic, social and political challenges

way forward or not. In any case, the in-

institution not been able to involve ci-

due to which a common programme of

terdependence and co-responsibility

tizens in the decision-making process?

a continental-level party is highly unfe-

of European Member States make it

In the following article, I will try to an-

asible.

almost impossible to imagine a future

swer these questions and introduce a

without any liaison between them .

solution as to how these problems co-

Moreover, the “incomplete knowled-

uld be handled.

ge theory” of the famous institutional

In our opinion, the problem with the EP

economist, Anthony Downs, highlights

does not lie in its functioning itself but

that the existence of European-level

Regardless of the fact that cooperation

rather in the current European institu-

parties would be too costly. Hence, if

is needed from a political and econo-

tional environment. Put simply, it is the

we assume rational politicians, the-

mic point of view, citizens’ involvement

latter that is making the EP redundant.

se parties are not likely to come into

Fly in the ointment?

existence. In order to effectively “make

in this process is also strongly required.
The European Parliament tries to be

The missing links

politics” for their voters and thus win
their votes, parties need representati-

the answer to this, as it would enhance
the democratic functioning of the EU

An effective EP without a clear Euro-

ves to discover voters’ preferences and

through direct accountability.

pean political sphere and real Euro-

to persuade them to vote for the given

Unfortunately, decreasing turnout at EP

pean political parties is unimaginable.

party. This whole process is much more

elections and increasing emphasis on

However, one can only speak today of

costly at a continental level.
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europe

Furthermore, because clear party rela-

ble outcome of their voting. Hence, in

Because the development of common

tions in the complicated decision-ma-

respect of EU elections, nothing drives

political programmes is not feasible,

king system cannot be found, voters’

the voters to collect relevant informa-

the articulation of European political

preferences about EU policies are not

tion. For example, European news does

issues cannot be accomplished either.

motivated on grounds of ideologies but

not attract much national media atten-

The main reason for this is that serious

on the simplistic ground of their rela-

tion. As a consequence, citizens have to

policy fields have stayed a matter of na-

tion or feeling towards the EU.

literally strive to get the information
needed to make informed decisions.

tional competence. With regards to the
really important decisions, which influ-

A European community assumes the

Rational ignorance, which characteri-

ence voters directly, the EU still plays

existence of a supranational decision-

ses the ignorance of European citizens

little role.

making power, which has to possess the

about European issues, is more likely at

required legitimacy. In the current insti-

the inter-governmental level, leading to

Furthermore, voters broadly agree with

tutional structure this cannot be reali-

a pull-back in the development of the

this situation, as they do not seem to be

zed. Indeed, the decisions made at the

European public sphere.

keen to transfer important policy fields,

EU level have only indirect legitimacy

such as taxation, employment policies

through the national governments.

An extremist solution?

ce, only national parties deal with these

On the other hand, the constant wide-

Due to the above-mentioned argumen-

issues, because voters vote for or aga-

ning of the Parliament’s power cannot

tation, the current institutional environ-

inst them on the grounds of these po-

provide a proper solution to the demo-

ment makes it virtually impossible to

licies. This phenomenon makes the ap-

cratic deficit either. Although the EP can

tackle the European democratic deficit.

pearance of a European political sphere

be

unfeasible. The issues which are dealt

as “efficient” in

with by the EU are largely irrelevant for

terms of citizens’

European voters, which is why they stay

representation,

away from them. As a result, the legi-

this

timacy of EU decision-making appears

mean that it is

more and more in danger.

in terms of the

and social policies to the EU level. Hen-

In this sense we argue

considered

does

not

As a consequence, EP elections
appear more as a debate
between national parties, about
national issues, in order to get
the votes of national voters .

for the Europeanization
of national parliaments
and along with this the
Europeanization of the
Member States’ public
sphere, since decision-

representation of European citizens. Ba-

-making has to be based on national

EP elections as “second order” national

sed again on institutional economics, if

parliaments that have a higher level

elections

one assumes rational politicians, MEPs

of legitimacy. This model matches cur-

are interested in the representation of

rent expectations, namely that Member

The fact that EP elections are handled

the interests of their own Member Sta-

States want to regain influence over EU

as “second order” national elections is

tes’ citizens, instead of that of European

decision-making. At the same time, this

strongly connected to the above-men-

interests.

model follows a more European line
and makes a future federal Europe more

tioned argument. As a consequence,
Rational ignorance

possible.

nal issues, in order to get the votes of

In order to highlight the unfeasibility

The necessary social activity is only fe-

national voters. European politics and

of the European public sphere, one can

asible at a national level. In the inte-

European policies are completely mis-

again refer to the imperfect knowledge

rests of integration and enhancement

sing from these campaigns. If issues

theory of Downs. The latter states that

of democracy it is needed to fill this

concerning the EU arise, then only “in or

the cost of information, which is indi-

activity with European content. In our

out” argumentation can be heard, but no

spensable in order to make an informed

view, if national parliaments would deal

policy discussions.

choice between political parties, is more

with more European issues, then citi-

costly for voters according to the possi-

zens’ participation would also be higher

EP elections appear more as a debate
between national parties, about natio-

The democratic deficit problem
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with regard to these questions. This

ir mandate, which would be derived

legitimacy is needed to constitute fu-

from their own national parliaments.

ture European cohesion. Practically all

The draft, which would be accepted

forms of European cooperation could

by a qualified majority, would then go

be achieved by this legitimacy.

back to the Commission for the second
reading, the Commission would then

Hence, EU-level decisions should be

examine the draft of the Council and

passed to national parliaments, sim-

possibly modify it but not fundamen-

ply because the necessary legitimacy

tally. The finished draft would then be

is only feasible at this level. If the Eu-

presented to national parliaments and

ropeanization of the national public

representatives would have to make

©Ákos Tamás Kész, President of the Europeans

sphere becomes a reality, then and

a final decision about it. The draft ac-

for Europe Association

only then, could society be involved

cepted by the qualified majority of the

MSc in Public policy and management,

in the decision-making process abo-

parliaments would then become EU

Budapest Corvinus University

ut European issues. This bottom line

legislation.

embodies the social legitimacy of a
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future supranational decision-making

This model would have crucial positi-
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system. Decision-making at national

ve spillovers for the EU. Firstly, through
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levels could thus achieve a higher le-

the Europeanization of national poli-
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vel of social activity because of higher

tics, the national public sphere would

legitimacy.

Europeanize itself as well. The model
would foster closer cooperation be-

The model would work as follows: be-

tween Member State’s parliaments,

cause the EP in the current environ-

because they would also be the final

ment cannot provide a proper answer

decision-makers. Finally, because of

to the democratic deficit problem, its

this direct influence of national parlia-

prerogatives would be handed to na-

ments, it can be imagined that further

tional parliaments because only the

prerogatives would be passed to the

latter possess the needed democratic

EU level.

legitimacy.

Decision-making

would

still start with the proposal of the Eu-

The model does, however, raise fur-

ropean Commission, and it would then

ther questions, which hopefully can be

be sent to all of the Member States’

answered in the future: Is this kind of

parliaments which would accept or re-

reform feasible? Are Member States

ject the proposal based on their own

interested in accepting such a model?

legislation. In the latter case, Member

Do they have enough institutional

States would assign the challenged

capacity to implement it? Could the

points of the text and make amend-

Europeanization of the public sphere

ments. Then the Council would step

really happen? How could this model

in and work out a common draft with

fit into the Treaties? And what negative

the cooperation of all Member States.

consequences would it have?

Ministers in the Council could only
discuss the draft on the basis of the-
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Finance

Edito: M. Heegemann
T

his section will highlight various current financial matterrs such as recent developments
in the market, new IPOs or the ECB’s most recent activities, by applying the theoretical

knowledge we have acquired through our studies at SBS-EM. In addition, an extensive part
of this section will focus on explaining a broad range of financial subjects such as Islamic
finance, the regulatory framework in the context of the bank bailout during the financial
crisis and the new CoCo bonds. In this issue you will find an interesting article explaining the
banks’ exodus from the commodities market, highlighting the arguments in favor and against
this separation.

Banks and commodities: the not so ugly
marriage? By T.B. Graulich

I

t may sound like a riddle: What
do JP Morgan, Barclays, Deutsche Bank and Credit Suisse have
in common? The answer is: they
are all investment banks and
they have all been winding down
their physical activities in markets for commodities since the
end of 2013. Financial regulators
may have encouraged this move
in order to reduce the systemic
risk that the interconnection between banks and commodities
induces. Nonetheless, some still
believe that banks have an important role to play in this field
because of their expertise, the
hedging services they provide to
their clients and the competitive
pressure they exert on other commodity trading firms.

ownership of commodities assets by

banks to stay in this segment. If the cor-

banks more capital-intensive because

responding return on investment starts

of increased capital risk weightings. Put

to shrink, there is a significant opportu-

simply, physical assets such as pipelines

nity cost for banks because they could

or warehouses are given heavier we-

have used their capital more effectively

ightings in the assessment of a bank’s

in less risk-weighted assets that wo-

overall risk exposure. As a consequence,

uld have brought a better return. That

more capital has to be put aside in order

brings us to our second point which is

to comply with the official regulatory

a decline in profits. According to Bloom-

There are two arguments usually put

capital ratios, which makes these assets

berg, commodities revenue at the 10 lar-

forward to explain the current massive

more expensive to hold [1].

gest banks fell in 2013 because of a less

Leaving the market for commodities

volatile environment.

exodus of banks from the market for
commodities. Firstly, a wave of regula-

This situation, in turn, implies that the

tions including Basel III (2011) and the

rate of return on commodities assets

The combination of stringent capital

Dodd-Frank Act (2010) has made the

has to be sufficiently important for

requirements and low volatility seems
Banks and commodities
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thus to be the key to explaining why the

inly for the stability of the whole eco-

likes of Barclays, JP Morgan and most

nomy.
Through their active participation, banks

recently Credit Suisse have all wound
down their activities in the market for

Better the devil we know?

Good reasons to stay together

also stimulate competition in a sector
that would otherwise be largely regula-

commodities.
However, despite the arguments cited

ted by a set of prominent multinational

above, we firmly believe that the posi-

commodity trading companies such as

tive impact of banks on the market for

Vitol, Glencore Xstra ta and Trafigura.

Since banks got physically involved

commodities should not be underesti-

Without the physical presence of banks,

in the market for commodities in the

mated and that banks still have a decisi-

the market for commodities would thus

1980s, not only trading these goods but

ve role to play in this field.

be even more oligopolistic than it alre-

Reasons to divorce

ady is, driving up prices and harming end

also owning infrastructure such as warehouses and tankers, there has been

Banks play a crucial if not indispensa-

consumers. Furthermore, these trading

some outcry regarding this type of acti-

ble role as hedging services providers.

firms are far less controlled than banks

vity which seemed very remote from the

Consider for instance a steel company

are. Regulations such as Basel III and the

core business of banks.

that is willing to undertake major inve-

Dodd-Frank Act do not apply to them.

stments in the future that are going to

Letting these companies gain too much

From an ethical point of view, one could

be partially financed by its cash flows.

clout could therefore also pose a new

argue that speculating on the price of

The steel company might be willing to

kind of systemic risk and lead to another

crude oil or other basic commodities is

lock in sales prices in order to be hed-

potentially “too big to fail” industry. So, if

more reprehensible than speculating on

ged against steel price fluctuations. A

we had to choose, shouldn’t we opt for

the share price of a multinational cor-

bank can provide such a hedge by offe-

the devil we know? This is the question

poration. Goldman Sachs and JP Morgan,

ring the company a forward contract by

financial regulators around the world

for instance, were accused in 2013 of

which it agrees to buy a certain amount

should be asking themselves right now.

manipulating the price of aluminum by

of commodities at a certain delivery pri-

hoarding huge amounts of this commo-

ce. If there were no banks, the company

[1] The formula used in the US in the

dity in their warehouses, creating supply

would struggle to look for some other

context of Basel III is : “Risk-Based Capi-

shortages that contributed to a rise in

counterparty in the market with the

tal Ratio (%) = Regulatory Capital/Risk-

the price of aluminum. However, new

exact opposite position, i.e. a company

-Weighted Assets” (usbasel3.com/)

regulations such as the Volcker rule in

that would have to sell exactly the same

the US (2010) have been precisely de-

amount of the exact same asset for the

To contact the author:

signed to put serious restrictions on the

exact same period of time. Such loss of
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speculative activities of banks for their

time and resources is fortunately made

own account (i.e. what is known as “prop

redundant by the active participation of
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trading”) and that includes trading com-

banks because the latter help smooth
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modities.

the relationship between buyers and
sellers. That is what some analysts mean

More importantly, the interconnection

when they say that banks add liquidity to

between banks and commodities is said

the market for commodities. Also, in or-

to pose serious systemic risk for the en-

der to provide customized products for

tire economy as banks could be more

their clients and have the utmost under-

directly affected by unfortunate events

standing of what is going on, banks must

such as natural catastrophes hitting the

be physically present in these markets.

supply and demand of particular com-

This implies that they must hold com-

modities. Therefore, many consider that

modities stocks and assets as would any

banks should not bear these additional

other standard commodity trading firms.

risks, not only for their own sake but ma-
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rest of the world

Edito: C. Welter
T

he rest of the world seems so far away. However, from an economic point of view it is getting
closer each day. We often forget how strongly everything is linked. We know that America

and China play an important role in our daily lives but there are so many other countries
and regions that influence us regarding our everyday business even if we do not notice this
at first glance. In this section, we try to analyse emerging and underdeveloped markets as
well as the economies of North America and Australia. We will have a look at countries we
all know but whose economies might not be as familiar as others. Nevertheless, countries
like China or India will not be left out. By working together with many correspondents and
experts outside Europe, we aim to give you the most specific information about economies
that are not in our neighbourhood but still, due to globalization, affect our lives.

Should we abolish or monitor the practice of child
labour? By J. Ferreira
Child labour is currently driven by poverty and a
strong demand from companies. As wages decrease,
low-income families often need to send their children to work. Often child labour goes hand in hand
with exploitative and precarious working conditions.
Two hundred and fifteen million children.

A

2004-2008,

the

process of elimina-

s the International Labour Office

ting child labour is

(ILO) stated in its 2010 Global Re-

still too slow and

port on child labour, there were approxi-

has decreased in

mately 215 million children between the

terms of pace com-

The International Programme far the Eli-

ages of 5 and 17 working in 2010. Among

pared with a decline of 11% between

mination of Child Labour (IPEC)

them, 115 million children are still expo-

2000 and 2004.
The ILO’s International Programme far

sed to “hazardous work”, which according
to the ILO refers to the worst forms of

Why eliminate child labour?

the Elimination of Child Labour (IPEC) has

child labour.
There are several reasons why eliminaThe ILO also highlighted that child la-

ting child labour is necessary, since it

bour has the highest occurrence in sub-

not only disrupts social and economic

-Saharan Africa with a rate of 25.3% of

development by depriving children of

the children in 2010, meaning that one

education but also promulgates pover-

in every four children is working, follo-

ty and weakens economies via losses in

wed by Asia and the Pacific with a rate of

competitiveness and in productivity. In

13.3%. In Latin America and the Caribbe-

fact, there are many different types of

an, child workers make up 10% and 6.7%

development policies aimed at tackling

of the children population. Moreover, de-

child labour, each following a very diffe-

been developed with the clear objective

spite a 3% drop in the number of child

rent rationale.

of eliminating child labour, especially in

labourers globally within the period of

its worst forms. Through country-based
Child labour
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rvices to working children. This method is
most commonly associated with “UNICEF’s checklist” which consists in expanding
educational opportunities through “time
off” for standard or workplace schooling,
encouraging stricter law enforcement
against illegal child labour trafficking,
providing support services for parents
and children working on the streets, and
working to develop social norms against
the economic exploitation of children.
US$61 million in 2008.

More sanctions

to children and their families. Children

Conditional Cash Transfer: the example of

The final approach involves the imposi-

benefit from services such as education,

the Progresa/Oportunidades programme

tion of trade sanctions against countries

programmes which promote policy reform, the IPEC is giving tangible benefits

that permit child labour or even to boy-

training and sustenance to create generational opportunities. An example of these

Another approach to combat child labour

cott the goods that are produced by child

projects is the CEPROMIN (Centro de Pro-

consists of conditional cash transfer (CCT)

labour. This strategy is well intentioned

moción Minera) conducted in Bolivia. It

incentives that induce parents to send

but it needs to be considered carefully,

provides food and high-quality education

their children to school. The Progresa/

because once children cannot work in the

to approximately 450 children of mining

Oportunidades programme in Mexico is

export sector, they will almost certainly

families living in mining camps.

a good example in that it provides poor

be forced to work in the informal sector,

families with monetary grants to ensure

where wages and other working condi-

However, in August 2014, the government

that they have access to education, health

tions are generally worse. For example,

in Bolivia passed a controversial law le-

and nutrition. Here the rationale is that

the World Trade Organization (WTO) im-

galizing child labour from the age of 10.

poor families are aware of the opportuni-

posed trade sanctions on sporting goods

This measure was strongly criticized as

ty costs of sending children to school and

imported from Pakistan, because this

it violated the ILO’s conventions on child

are therefore not keen to invest enough

industry used child labourers in the pro-

labour. Nevertheless, the government be-

in human capital. As a result, current and

duction process. As a result, there was a

lieved that this strategy would not only

future generations get caught in a po-

decline in production and in revenue for

lead to a decline in child labour but also

verty trap. This program currently helps

workers.

reinforce the rights and security of child

more than four million families in rural

labourers. This approach is based on the

and urban areas in Mexico.

Employers’ responsibility

increase, because there would no lon-

CCT has wide support from many inter-

Furthermore, companies and their sup-

ger be any risks of fines and sanctions

national agencies and is sometimes even

pliers also play an important role in elimi-

resulting from using illegal child labour.

considered as a more effective approach

nating child labour. In order to do so, they

Hence, the number of child labourers and

than making basic education compulso-

can collaborate to identify the causes and

working hours would decrease too.

ry since, without complementary policies,

to determine a more efficient solution to

the incentives to send children to work

tackle child labour. For example, compa-

would still remain strong.

nies could set up programmes for cross

belief that wages paid to children would

IPEC involves the participation of a wide

checking ID cards and certify human re-

range of bodies such as employers’ and
workers’ organizations, and other interna-

More regulation

sources are aware of policies concerning
child labour. Since the ethical behaviour

tional and government agencies. Currently, it is the largest programme of this kind

A third approach consists of measures

of companies is strictly monitored by cu-

in the world, with an annual expenditure

aimed at regulating child labour, in order

stomers, the media, investors and other

on technical cooperation projects of over

to prevent abuses and provide support se-

stakeholders, allegations of child labour
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in the supply chain can sometimes da-

as the UNICEF and governments have
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mage a company’s reputation and even

developed several strict regulations and
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lead to a fall in revenue.

policies that aim to protect social rights
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and to guarantee the security of child la-
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To conclude, even though the number

bourers. However, in order to successful-

ULB, SBS-EM, Master in

of child labourers declined globally be-

ly fight child labour, it is crucial that em-

Business Economics

tween 2004 and 2008, the process of

ployers, and national and international

Belgium

eliminating child labour is still too slow.

corporations interact with one another.

For this reason, the International Labour
Office (ILO) and other institutions such

Singapore, a country that faces many challenges

By C. Welter, M. Heegemann

As one of the Asian tigers, Singapore is expected
to experience a growth rate of 2.5% to 3.5% this
year. This small country with a population of 5.3
million is also one of the richest in the world as
it ranks 12th, with a GDP per capita of US$55,182.
In 2013, its GDP was US$297,941 million, which
ensures Singapore a place in the world top 40 in
terms of GDP. This parliamentary democracy is also
a member of the Commonwealth and is known for
its political stability.

E

ven though Singapore’s landscape

Hence, Singapore is in favour of free tra-

terms of commodities imports, although

is quite favourable for the develop-

de and has signed many Free Trade Agre-

about 37% of Singapore’s commodities

ment of agriculture, the primary sector

ements with many partners such as the

imports also come from China, the US

only employed 0.1% of the country’s

ASEAN (Association of Southeast Asian

appears in the top 5 with a contribution

workforce in 2012 whereas the seconda-

Nations) and multilateral and bilateral

of 7.1%. The top product exported by

ry sector, with its petrochemical industry,

agreements as well. As a member of the

Singapore (28% of total exports) is also

accounted for 28%. Therefore, it is the

Most Favoured Nation (MFN), Singapo-

the top imported product (23% of total

service sector that creates most of the

re only protects its alcohol with tariffs

imports): refined petroleum.

jobs and contributes the most to GDP

when trading with their MFN partners.

with a rate of 70%. With an economic ar-

The few import restrictions imposed

chitecture similar to that of Europe and

aim to protect some sectors such as the

North America, it seems obvious that

environment and the health sector from

Over the last 3 decades, Singapore’s fi-

Singapore is a highly-developed country.

excessive competition.

nancial sector has grown into one of the

A growing financial sector

main hubs for the Asian

In particular, trade and shipping are the
leading strengths of the country and the

When

lo- Singapore’s economy is facing three main

Pacific region. The sec-

Port of Singapore is one of the biggest

oking at the challenges: sustaining long term growth,

tor has achieved the hi-

hubs in the world. In addition, high-end

c o m m o d i - providing enough high-income jobs and

ghest levels worldwide in

manufacturing is also an important com-

ties

mar- coping with an ageing population

terms of FDI, surpassing

ponent of Singapore’s industry.

ket,

more

other financial centers

than

50%

such as Dubai and Hong

Singapore’s Asian partners and the im-

of Singapore’s commodities exports are

Kong. The sector not only attracts fore-

portance of refined petroleum

designated for an Asian or Pacific coun-

ign capital, but it is also one of the main

try, with China being its main partner. In

sources of FDI in the Asian Pacific region.
Singapore
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The aim is for every worker to becoSingapore also has an energetic ban-

me more productive, so that even if

king sector. It is home to more than

growth declines, they will still provi-

2880 (in 2011) financial institutions

de more value. Moreover, most people

and more than 120 banks such as

in Singapore are highly educated and

HSBC, ABN-AMRO and BNP Paribas.

have high-status jobs. Therefore, the

Private banks as well as local retail

government needs to ensure a certain

banks, provide various financial se-

income which should increase until

rvices to domestic and international

2020. Nevertheless, the “lowstatus”

customers such as banking, insuran-

jobs should not be neglected as the

ce, investment banking and treasury

Gini coefficient increased from 2003

services. The city-state is also reco-

to 2012. The last issue the govern-

gnized as one of the main providers

ment needs to tackle is typical for a

of asset management in Asia, with a

developed country: an ageing popu-

total of $1.4 trillion in assets (2013),

lation. A decline in the birth rate and

many of which are Chinese, under ma-

rarger life expectancy, due to better

nagement. The city is thus catching up

healthcare have led to a high depen-

with the largest offshore wealth hub

dency burden. Thus, contributions to

in the world, Switzerland, which has

pensions have been raised and the

more than $2.8 trillion (2013) in as-

pension of each person limited in or-

sets under management.

der to guarantee a certain pension security for as long as possible.

Given the development of a booming
financial sector, it is therefore not

To contact the author: cwelter@ulb.ac.be

surprising that many experts believe

To join the debate visit

that Singapore may overtake (toge-
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ther with its Asian competitor Hong
Kong) Switzerland as a financial hub
by 2015.

The challenges facing Singapore
Singapore’s economy is facing three
main challenges: sustaining long
term growth, providing enough high-income jobs and coping with an ageing population. As mentioned above,
the country’s main economic partners
are Asian countries which, however,
are facing a noticeable slowdown in
terms of economic growth, which could influence Singapore’s growth as
well if trade with those partners declines. The “10-year economic restructuring plan” is an attempt to tackle
this issue from a different perspective.
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Africa: still a place to invest in? By

C. Welter

A

t the moment, Africa is the focus of
a lot of attention. Ebola, terrorism,

natural disasters, violence and political
instability, like the coup-d’état in Burkina
Faso are just some of the matters being
discussed. However, we often forget that
from an economic point of view Africa
is not doing so badly. Of course, Africa
is a very poor continent with a GDP of
$2.6 trillion which is about 8.5 times
less than that of Europe or the United
States. Taken alone, China has a GDP hi-

approximately $56 billion. In particular,

tals and minerals and Nigeria and Alge-

gher than the whole African continent.

sub-Saharan Africa has been benefiting

ria due to their oil and gas reserves, are

Therefore, Africa’s level international in-

more from investment from the rest of

top recipients of Africa’s FDI.

tegration seems relatively small. Never-

the world than North Africa. Intra-Afri-

Nevertheless, natural resources are no

theless, from an economic point of view

can assistance is growing due to in-

longer the only reason why investors fi-

there are several aspects which make it

creased regional integration which has

nance projects in Africa. A shift to more

attractive in terms of investment poten-

not only led

tial.

to more investment within

For instance, when looking at Foreign

the

continent

Direct Investment (FDI), a 635% increase

but could also

in FDI stocks can be observed between

attract

2000 and 2012 totalling a staggering

FDI.

more

A shift to more consumeroriented activities can be
observed as the African
middle class is slowly
developing.

consumer-oriented

acti-

vities can be observed as
the African middle class is
slowly developing. The top
three new areas of investment, accounting for more
than half of all the FDI

projects in 2013, are technology, media

$246.4 billion. More than 50% of FDI
is from three main regions of the world:

When thinking about investment in Afri-

and telecoms, sales and consumer goods

the United States, China and the Europe-

ca, clearly natural resources are primarily

and financial services.

an Union. Moreover, regarding FDI flows,

responsible for attracting FDI. For exam-

there was an increase of 7% in 2013 to

ple, South Africa, due to its valuable me-

Economic perceptions of Africa have
increased a lot over the last few years,
reaching second place in terms of economic attractiveness behind North America. Several weaknesses like unemployment are even seen as opportunities.
Nevertheless, slightly lower GDP growth
as well as social unrest and political
instability remain major problems in
Africa, making it a high-risk investment.
Therefore, carefully investing in some
assets or regions of Africa can provide
positive returns.
To contact the author:
cwelter@ulb.ac.be
To join the debate visit
solvaystudentreview.com
FDI in Africa
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Is EU manufacturing in decline? Let’s ’servitize’!

M

anufacturing in Europe has been declining over

Edito:
A. Mahfoudh
T

his

section

the last three decades. Its share of GDP is clearly

decreasing, and stood at a mere 16% in 2012. This is
not only due to the quest for higher productivity that
in turn implies higher wages and smaller demand in
this specific labour market, but also to globalisation,
allowing businesses to shift their production to lower-

analyses

in further detail the

main

challenges

By L. Ampleati

-cost countries, and to a drop in relative demand for
manufactured products.

facing

particular,

This context drove the European Commission in 2012

these analyses focus on

to seek to “reverse the declining role of industry in Eu-

strategies put in place to

rope from its current level of 16% of GDP to as much

handle contemporary issues

as 20% by 2020”. This is a key aspect of a so-called

like the decline of European

communication (COM (2012) 582 final) that was pro-

manufacturing,

growing

moted during a period in which the financial sector

emerging

was collapsing. Politicians wanted to kickstart the real

economies, and the impact of IT management, etc. I hope

economy in order to raise their reputation among citi-

that this first – and highly enlightening – article about

zens and defend their national firms.

businesses.

demand

In

in

EU manufacturing will give you a sense of what this
section brings to the table in terms of economic debate.

However, the European Commission’s strategy does not
seem to take into account an important global phenomenon of our economy, which is the increasing inter-linkages between manufacturing and services. The
recovery of manufacturing is not possible if policies
are only focused on this sector, because its growth
depends on services’ growth and vice versa. This new
phenomenon is called servitization: manufacturing
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Business

firms are moving towards services by selling an integrated

Figure 1. Share of service-related jobs in manufacturing (Source: Eurostat)

combination of products and services. In this way, firms can
enter more profitable sectors, such as business services, differentiate their products and respond to customers’ needs more
efficiently.
Moreover, the activities that are highly value-added intensive
are also characterized by a strong inter-linkage between services and manufacturing. Research and Development (R&D),
for example, involves engineers, scientists and researchers. At
this stage, the use of innovative technology is required if a

Hence, servitization has increased the link between manufac-

firm wants to stay in the market. Today, a lot of firms can save

turing and services - a sector that has grown over the last few

on labour costs and increase their competitiveness by reloca-

years, in contrast to manufacturing - allowing firms to take ad-

lising their assembly phase, but this is not sufficient. Modern

vantage of the hidden potential of the services sector. If we

consumers want to buy personalized products, not standardi-

compare the share of employment with respect to total em-

zed goods. In this context, differentiation is a key aspect for

ployment in 1980 and in 2009, we can see the diminishing

entrepreneurs. Servitization allows firms to focus on pre- and

proportion of manufacturing in the economy, whereas the sha-

post-production phases such as design and marketing.

re of services increased over the same period (See Figures 2a
and 2b).

The complementary relationship between services and manufacturing can be supported considering the fact that in Europe
around 40% of jobs in manufacturing involve service-related
occupations, a phenomenon characterized by growth of about
4.5% between 2008 and 2013 (see Figure 1). Despite the heterogeneous events leading to this increase, it is important to

„The recovery of manufacturing is not
possible if policies are only focused
on this sector, because its growth depends on services’ growth and vice
versa”

stress that the share of service-related jobs in manufacturing
has increased in all countries with only a few exceptions.

Let’s servitize!
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Figure 2a. Manufacturing employment (Source: OECD)

Figure 2b. Services employment (Source: OECD)

	
  

Moreover, the decline in manufacturing is reflected in the de-

Thanks to studies conducted by Bruegel and High Level Group

crease in manufacturing share of value-added with respect to

on Business Services, which emphasize the importance of an

the overall value-added produced in the economy (See Figures

industrial policy less focused only on manufacturing and more

3a and 3b). On the other hand, services share of value added

oriented towards an improvement of the services sector, Euro-

has increased over the last three decades in all countries. Note

pean policy could change its direction. An important question

that the share of employment in manufacturing was in general

remains though: will the EU reconsider its approach to encoura-

lower than the share of value-added for each of the countries,

ge the recovery of the economy?

meaning that manufacturing was characterised by higher productivity or that countries specialised in high-value-added intensive sectors.
Figure 3a. Manufacturing share of value added (Source: OECD)

Figure 3b. Services share of value added (Source: OECD)
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