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Editor’s Note

Focus: Unions + &

And so with a new academic year comes a naw issue
of insight, complete with our brand new editorial
team at the helm. Thiz time, wa're tackling the theme of
unicns’, and our writers have come up with a wide variety
of interpretations of the subject for you to enjoy. Espe-
cially topical at the time we go to press are of course the
traubles within the European Union and the eurozons
and | think yvou'll agree we've covered all sidas of this
issue: from a look at the causes and consequences of
Greece's difficulties, to a game theoretical approach to
solving the problams, with an interview from a top EL of-
ficial along the way. It looks like the tast of the ELV's goal
of 'ever closer union’ is now. And in the wake of the sum-
mer's ricts, it seamed only natural to deal with the idea of
union (or lack thereot) within our society, as well as the
matter of the modern ecaonomic family.

Our comment section is also packed with insight-
ful and stimulating articles to keep vou thinking over
the winter braak. We have pieces an the privatisation of
water, customer segmentation in retail and a report from
a mock cdebt tribunal to name but a few. For those of you
with a penchant for academia, wa've also got an inter-

view with s current PhD student at the Universily, so you
can sae what further study has in stora,

All aof this has only been possible duea to the fantastic
wiork of our new aditerial team, devoted dasigners and
illustraters Fram ECA, and of course contributions from a
wide rangea of studants at the University. I'd like Lo thank all
af wou for vour hard wark and dedication which allowed us
to continue the legacy of Insight on fram last vear, OF course,
thanks also oo to aur sponsors and fimanciars, the Econom-
ics Society and the School of Econamics.

It's been great fun and a stasp learning curve pul-
ting together this newast issue, and if vau'd like ta be
invelved in any part of the process naxt sameastar, or have
any feadback on this 1ssue, do gel in touch = an email is
provvided on the opposite page, We're always on the hunt
for eager new writers for fFuture aditions,

So on bahalf of everyvone at Insight HQ, lat me invite you
Lo sit back, relax and enjoy our latest offering. Thank you
For reading,

Shira Lappin
Editor-in-Chief

THE UNIVERSITY of EDINBURGH
SCHOOL OF ECONOMICS

gfeconomicssocie

the university of edinburgh
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Focus: Unions

A Greek Tragedy

David Barron takes an in-depth look at Greece’s woes and the eurozone

Seleme 2 1gs0a ]

As recant crisis talks between vari-
ous European heads of state and
financial institutions have drawn to a
close, reports of a credible solution to
the delt crisis plaguing Greece have
flanded farth. In brief, this around-
breaking deal can be summarisad as
follows: a write off of 50% of Greek
debt, and €100 billion of financial aid
to be delivered in 2012, Bacause of
this breakthrough, many have now
begun to cautiously ook forward to
the future, but some still doubt an end
can be so0 sasily reached. Meanwhile,
othars are still asking the pertinent
guestion: how axactly dig this happen?

Whilst the crisis itsalf may have
been a recent development, the roots
of Greece's current financial woes can
be traced back much further to tha
1970s. After the ousting of the ruling
military jurta, and the re-introduction
of democratic elections, the newly
formed agovernment decided to pur-
sue more populist policies, spending
far beyond Ls @arnings, The daficit
in puklic spanding graw, being only
encouragec by Greece joining the
European Union (EW) in 1981, which
allowed the government to spend
more by taking advantage af the
lower interest rates pressnt within the
BUFOZONE,

However, due Lo the global reces-
sion sparkad by the 2008 credit crisis,
Gresce's long-running fiscal praob-
lems soon surfaced, being brought to
the attention of the European Cen-
tral Bank (ECE) in 20039, An almost
comical outcome resulted, whean the
ZCB's prediction that its deficit was
only 3.7% of GDP was revealed to
have a “small” margin of error, when
compared to the slightly larger 13.7%
mentioned in the report filed by the
Greek Finance Minister Giorgos Papa-
konstantinou. Because of this, a troika
was formed to spearhead financial
rescue efforts, l2d by the Eurcpean
Commiszion and with assistance from
the European Central Bank {(ECE) and

the International Monetary Fund (IMF).

This troika has faced tougher
challenges than anticipated however,
az Greeca's economic ailmeants form

the core of tha wider soversign delt
crisiz gripping Europe. The other
eurczons countries deamed at risk of
financial turmoil have been colour-
fully acronymed “the PIGS" (Portugal,
Ireland, ltaly, Greece and Spain), with
each suffering from gifferent symp-
toms of monetary malaise. Portugal
is burdened with an inefficient puklic
sector that has engaged in runaway
spanding, resulting in a high debt-to-
GDP ratic of 80%, and is also coping
with increasing allegations of corrup-
tion. Ireland, meanwhile, has already

weathered some of tha financial storm,

being labelled the first eurozons coun-
try to officially enter the recession

by its Central Statistics Office (C30),
It was more directly affected by the
2008 cradit crisis as the proliferation
of sub-prime mortgages, which led

to many proparty bubbles bursting,
severaly damaged the Irish housing
market, with home owners now having
an incredibly high household cabt to
relative income ratio at a staggering
120%. Maanwhile in Italy, the credit
rating has been recently downgraded
by Standard and Poor (5&P) [o an A/
rating. Further downgradings are pre-
dicted by some economizls because
af the fear that Italy will be unable to
undertake corraclive meaasuras, dus Lo

what is perceived as a weak coalition
govarnment. At the zame time, Spain
has recently bean axperioncing the
highast unemployment rate in Eu-
rope, with some sources estimating
the number of unemployed at arcund
4. 000,000, Yet with each of these
countries, many are expecting tha situ-
ation o get worse, before it gets better.

To halp prevent this crisis from
spreading furthar and thraatening
zafer economies, such as the aco-
nomic powerhouse of Garmany, politi-
cians and econamists have proposed
various solutions to the default risk
facing Greece, and tha sovereign debt
crisis plaguing Europa, To avaid future
fimancial problems of this magnitucea
from shaking Europe. the EU mem-
ber states ratified the craation of the
European Financial Stability Facility
(EFSF), This will essantially act as a
fimancial ifeline to any EL member
states should they face the same
situation as Greece. At the same time,
after much wrangling, the main plan of
fimancial aid to Greece is the gradual
releasing of funas from a loan pack-
age structured by the troika,

However, a downsidea to this pack-
age iz the harsh austerity measures

that have been forced upon Graaece,
Some examples ara the cutting of

Aany Cliaulion
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more than €5 billian of social security
over the next 5 years, cutting educsa-
tion spending by clesing or merging
nearly 2,000 schools, and wages

of those employed in state-owned
enterprises being cut by 30%, As can
be expected, the Greek public have
not reacted positively to thase harsh
reductions in public spending, leading
to many clashes between protestors
and police, These have ended in trage-
dy in some cases, with 3 people being
killed in the protests that tock place
on May 5th, 20100

Unfortunately, the initial tranche
aof funcing in May 2010 provea insuf-
ficient to cover the country’s delbts,
and Greece was forced to ask once
again for help. This prompted some
to qguestion whather simply bailing
out Greace is a viable aption, and if
the country is actually headed for an

“orolerly default”,

Yet this gradual loaning of funds
has yielded some positive results,
althocugh not everyone believes we are
out of the woods yet, with there being
a number of possible cutcomes that

may still play out. Probably the worst
is that Greece, despite all the finan
cial aid provided, still succumbs to an
arderly default. The consequences af
this scenario occurring are almast un-
imaginable, but neadless to say they
would be far-reaching and devastat-
ing, primarily to other EL membaear
states, The idea that most hope For,
espacially given racant develapmeants,
is that Graace manages Lo recover,
albeit slowly, and with a significant
afmount of fiscal, political and eco-
namic help from both within and with-
aul the EU, Howaver, another possible
seenario mooted by a few observers is
that Greace will dacidge to leave the ELJ
af its own accord, and will reinstate
its ald currency, the drachma, This is
arguably the most unlikely situation
to transpira, as the political damages
af leaving the EL) would be axtramaly
significant, Also, the econamic consa-
quences of changing currency given
the country’s poor financial standing
in the alobkal market will depreciate it
significantly, down ta a point where it
is virtually uselass,

Focus: Unions + &

Given the uncertainty of tha cur
rent situation, it is almost impossible
te predict what exactly will happen
in the caming months and years. But
fram the racent devalopments wa
have witnassed, especially the ad-
ditianal financial stimulus planned
for 2012 and the allowing of Graace
to write off S0% of iks debts, many
rarmain cadtiously optimizstic abaut
Greece's future. Yet thaere will still
bve & faw who bBealieve the current
rameady will pol save the day. One of
them, professor of palitical economy
Markus Kerber, after haaring of the
naxt planned releass of funds, stated,

“Tha money we have spent on Graaca

i5 lost money, | have said this since
sprng 2010, We should have kapt
Greece out of the aurozone.” This
cartainly begs the difficult, vet argu-
ably just guastion that has been askec
of so many other institutions prior; is
Greoce really tao hig to fail? For the
sake of the EU's tuture, we can only
hope the answer is yas.

Europe 1n Crisis? The View From Brussels

Mark Smith quizzes top EU official Karel Kovanda, who tells us: “Britons - don’t worry!”

arel| Kovanda was the Deputy

Director-General for EU External
Relations from 2005-2010, supearvis-
ing sections dealing with Canada, US,
Switzerland, Liechtenstein, Korea and
Mew Zealand, He was also responsible
for oversesing officials in charge of
democracy promotion, human rights
and multilateral crganisation, particu-
larly the UM, and for conflict preven-
tion and management in differant
parts of the waorld,

If you happen to have given the
news 50 much as a cursory glance in
the past vear or so you will be well
aware that the eurczone is in troubls
Current economic difficulties have
proviced yet ancther cpportunity for
sceptics to do what they love best -
question the UK's place in the EU.
insight has interviewed Karel Kovanda,
Deputy Director-General for EU Exter-
nal Relations to tell us about the other
areas in which Europe is succeeding
and why, perhaps, the UK need not
WO,

Mr Kovanda tola insight that

"scepticism about the eurozone and

scepticism about the EU are two sepa-
rate things. For better or for worse,
British people don't have to warry

- directly - aboul the eura”, He re-
minds us that even Margaret Thatcher
promoted the singla market. After the
2004 EU enlargement, the UK was
one of the Few countries that immedi-
ately allowed cilizens of new memiber

states to freely come in and seek wark,

That turned out to be a boom to the
British aconamy which as a conse-
quence grew by about 1% faster than
would have been the case otherwise,
And of course, where would we all be
without low-cost air travel, just one
af many agdvantages of EU sponsored
deregulation?

All major political parties under
stand the importance of remaining
within the union, not least because of
the fact that, in only 80 years, Europe
has transformed tself from a situation
in which endemic conflict davastatad
milliens of lives into one whera few
could imagine war breaking out - pra-
decassors of the so-called "Merkozy"
would surely be aahast at the two

leacers” apparant iove affair!

The EU also allows the reced-
ing middle democracies of western
Eurcpe (o contend wilth rising pow-
ers such as China, Brazil and India by
clubbing togethear Lo form what is still
the world's largest trading bloc with
unrivalled influence in such fora as
the WTO and G20, Enlarcament has
allowed European countrias to greatly
influgnce their neighbours through the
promise aof inclusion into the exclusive
single market cluby gaining prefaerential
trade agreements and political as-
sistance on issuas such as trafficking,
cross border crime and anti-terrorism.

So it would seem that, like it or
not, to the extent that we are involved
in the EU, we are banafitting. Eure
scepliciam howsaver remains rife in
the U, The problern most of us have
seems Lo come nol from particular
actions of tha EU, rather from a feel
ing = tha feeling that we are not in
control, It seams we are not alona as
tetal turneut for Suropean alections
in member states for 2009 was 43%
and many feal thal European politi-
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cians and bureaucrats are distant with
no connection to normal people and
their lives. Demands for a membership
referandum in this country have been
mada on tha grounds that the UK
public has never been officially asked
whether they want to be a part of the
EL or not.

Insight put this problem to Mr
wovanda - being, as he is, a European
official with a position few of us will
have heard of. Mr Kovanda's response
was one of understanding - he freely
admitted that he had "no idea how to
sort that cne out”.

He did however offer some assur
ance to us, as someone who knows
how the urion works, He says, “people
who represent Member States in Brus
sels are appeinted as a consequence
af member states' democratic pali-
cles: commissionars for example ara
appointed by democratically elected
national governmeants, Indead, mam-
bars of the European Parliament are
elacted directly by the peaple - but
who knows tham? This distance is falt,
and it amounts Lo a problem, na doulbt
about it... The EL has to be very care-
ful to deal exactly ang only with those
issues where it can make a contritu-
tiom as a collective body, But in any
miatter where a lower-level dacision is
passible and would be as good, it has
to apply its awn principle af subsiciar-
ity - devalving dacision making to the
lowest possible level, To put it differ-
ently: A citizen of the ELU shauld feal
that Brussels is helping only wheare na-
tianal authorities could per force not
do as good a job, and that it leaves
evarything else 1o lower leyals”,

So Mr Kovands assures us that,
despite the underslandable raserva-
tions paople feal about handing over
powers to the EU level and the dis-
tance they feel from the people those
powers are going to, tha union desals
anly with issuas that are better dealt

Verlemme 2 1gsua

with collectively,

But what kind of issues are these?
By way of an example, Mr Kovanda
guoates new multilateral threats such
as terrorism, energy security anc
climate change as examples of poly-
meorphous issues which simply cannot
be left to national governments to
aeal with by themselves, With the US
failing to take a lead, the EU is now
the undisputed leader in envircnrmen-
tal issues on the world stage, able to
draw axpertise from a wide popula-
tien and implement cross border
initiatives such as fisheries policy and
carkzon trading. Tha EU has also racked
up notable successas in the area of
anti-narcotics and trafficking and is the
warld's largest donor of develapment
assistance to developing countries -
successas that simply would not be
possible without the kind of large scale
cooperation which union provides

Mobody knows what will emerge
from the current situation in the eu-
rozene but as long as the EU retains
the principle of subsidiarity, we can be
assured that political power is handed
over only insofar as it offers solid
benefits and - as we have seen - such
benefits could be crucial in the uncer-
tain future we face.
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Putin’s New Economic Playground

Paul Dewar examines the winners and losers of the jjr'ﬁ[)ﬂﬂt’.d Eurasian Economic Union

and monetary framework iz imperative,

In zeeking the membership of for
mer USSR states, Russia is attempting
to increase its influence to the detri

n July 2011, in a meeting of the Primea free trade regimea; creating a cohesive
Ministers of Russia, Belarus and
Kazakhstan, Viadimir Putin preposzed

the concept of a Eurasian Economic

internal customs tariff, unified pro
cadure for foreign exchange contrels
and customs regulation; forming &
ment of other world powers. Russia's

Unien which will come inte realisation commoaon transportation and energy

by 2013, Is this a grandiose gesture in
the interest of intarnational prestige
ar does it have thoughtful economic
repareUssions?

The customs umon batweaen Bea-
larus, Russia and Kazakhstan has bean
in existancea sinca 1996 L presants a
formal, legal mechanism wheralby Rus-

.'i..i‘l'.'\ll.l |LI.'1II n I!k |

sia can expand its influeance into thesa
countries, The union represents the
closest form of integration batween
Russia and its members since the fall
of the Soviet Union. Since its creation,
the goal was Lo provide a "Common
Economic Space’ to eliminate intarnal
barriers bebween the three countries
Kyrgyestan and Tajikistan have ex-
pressed interast in joining the eco-
nomic group, while Ukraine is in the
process of establishing formal trade
relationships with the grouping which
wiould be solidifisd through the intra-
duction of a Eurasian Ecanomic Union.
The union has been proposed in
order to promete a single economic
space while integrating its members
into the global economy, This would
include the coordination of economic
and social reforms while attempting
to improve the living standards of
their prospective members’ citizens,
The goals of the Eurasian Sconomic
Union include; the forrmalisation of a

market; creating conditions for access
to integrated foreicn investment; and

a cammon legal, medical and educa-

tional framewaork. If the prospective
mambar countries of Belarus, Russia,
Kazakhstan, Kyragyzstan, Uzbekistan

and Tajikistan wera to form a union, its

total GDP wauld amount Lo approxi-

mately $1.7 Trillion, according to IMF
data from 2010, This compares 1o a to-
tal GDPin the EU of around ten times
that number,

Since the dissalution of the Soviat

Unian and the collapse of the ‘Gosplan’

[the committee responsible for eco-
nomic planning in the Soviet Union),
members of the former Soviet blog
hawve struggled to regain the scanome-
ic growth they achieved within the So-
viet Union. it seems feasible then that
the Eurasian Economic Union would
provids economic growth to other-
wise stagnant economigs. Economic
growth is linked with macroeconomic
stability, protection of proparty rights
and trade liberalisation = an economic
union would provide this, However,
problems may arise when the integra-
tion of capital markets occurs - this
can lead to greater economic volatility,
arguably illustrated by the current eu-
rozone crisis. In order to avoid short-
term financial risk, prudent regulation

status as a 'big player' in tha global
aconomy should nol be underestimat-
ad given inlernational reliance onits
snargy markeat, Bolstering this posi-
tion of powear wodld be the realisation
of a Common Economic Space as il
woluld see common Bordear contral
and the possibility of a single currency.
IF Ukraina agreas Lo join in the fras
trade agreameant, Russia has agread
to reciprocate by raising export dutias,
claiming that joining would result in
an increase of approximataly £8 bil-
lien to the GDP af Lkraine, Howaver,
mare impartant to Russia is not the
Eurasian Union as such but that the
Ukraine daes not furthar integrate into
the Europaan Lnion

Kyrgyrstan is one of the poorast
countries of the formear Soviat bloc
and holds little resources, yel Russia
is still eaaer for it to join the union,
wyrgyvzstan's location in Central Asia
and bordering with China has made it
a significant centre for exporting Chi-
nasa goods to tha rest of Cantral Asia,
China's growing power within Central
Asia threastens Russian influence and
therafore it is advantageous for Russia
to hold Kyrayzstan within the union.
<yrayzstan in the customs union
would also give Russia more laverage
over the LS as Kyrgyzstan serves as
the location for the Manas U5 military
base used for operations in Afghanistan

In answering my initial question as
toc whether the proposals are basec on
style or substance - it is a bit of both
for Russia. By achieving a reforma-
tion of past-Soviet states (a previously
faileg effort on several occasions)
RPutin has attained a sense of prestige
characterised more by relief than
outright authority. The deal would see
greater global links with the expect-
tion of increased economic growth for
the struggling economies of Kyrgyz-
stan or Belarus. The only losers in the
deal, seemingly. are the superpow-
ers of China and the Eurcpean Unicn
which are competing with Russia.
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Whither African Integration?

Will the African Union lead to greater trade and prosperity in Africa, asks 'Tom Dorrington Ward

ha Organisabion of African Unity

{OALD was Farmed in the 1960s to
eradicate remaining colonialism fram
the continent and te promote the
emargance of a stromger, maoare unl-
fied Africa, By the time South Africa
joinad in the mid-1920s, having dane
away with apartheid, mambership had
beern axtended to 54 African membar
states, But the ariginal anti-calonial
objactives encompassad by tha OAL)
weara, arguahly, no longer relevant,

I Septembar 1999, at the faurth
Extraordinary Session, hald at Cala-
nel Muammar Gaddafi's recuast and
in kis hometown of Sirte, Libva, tha
AL declared the establishmant of
an African Union (ALD, replacing the
QaLlin 2002, Gaddafi's possible sub-
Saharan imperial ambitions aside, the
Sirte Declaration paved the way lor a
hastening of African socio=-aconomic
integration targets,

The Abuja Trealy of 1891 an-
nounced the gradual establishment
of an African Economic Community
(AECY to be fully integratad by the
mid=20205. The AEC would create an
African Free Trade Zone (AFTZ), the
African Common Market (ACM), and,
eventually, the African Central Bank
which would issue 8 common currency
(the Aafrican Monetary Lnion), The
African Union's founding objectives
were, among olther things, to acceler-
ate the establishment of these insti-
tutions, But the guestion of whether
graeater socio-econamis integration
will lead to & mors prosperous Africa
still remains to be answered.

The planned structure of the AL
resembles that of the EU. Indead Af-
ricans have mootad that, with the AL,
they ‘shoulg not re-invent the wheel'
Mevertheless, Africa and Europe are
very different places and succeassful
integration will depeng on the com-
pletion of very different objectives.
Europesan economic integration began
with common pelicy on resources
such as steel, before spilling over inta
other primary products with its Com-
mon Agricultural Policy. African eco-
nomic integration has begun, but in
a rather different fashion. There have
been regional developments; regional
commaon currencies, such as the CFA

franec, and currently eight Regional
Economie Communities (RECs) have
baan astablishea. The existenca of
these REC: in Africa is a stap towards
continental integration. Bul the nature
af their averlap, with some countries
members of multiple RECs, results in
inconsistent trade relations and, as
ane commeantator notes, “increased
complexily, cost and uncertainty of
tracea.” The emphasis should be on
strengthening the institutions which
govarn trade and on areataer market
transparancy.

Furthermore, studies have bean
carriad aut to assass tha impact aof
monatary unian in Africa, such as tha

by Debrun, Mason and Patillo this vear,

Many suggesl that the prospectiva
nel welfare gains barely oulweaigh the
costs associatad with the coordination

and stabilisation of national currancies,

prong to idicsyncratic shocks and vul-
nerable to short-sighted governments
whao partake in inflationary spending,
A5 Debrun, Mason and Patillo point
aut, “while the walfare impact may not
ke harmful, It may not be particularly
benaficial either.” This proanoesis isn't
helped by the on-going eurozone cri-
sis, which highliahts the need for fiscal
and political integration, or at least
coordination, in making a commaon Af-
rican currency stable in tha long term.
This would be no mean feat given the
diversity and valatility of countries
and governments within Africa,

Aapog yenmegy

Intra- or extra-continental trade?
Thesa aspects of the objectives of

the African Union are important; both
market and currency integration in Af-
rica would be beneficial if they led to
arezter stability and increased cross-
border trade flows. But the point of
the African Union should be to pool
together Africa’s collactive bargaining
power on the world stage - that waould
laad to greater tracle and prosperity

in Africa.

According to the Commission
for Africa, African countrias have
stagnated for decades, with their
share of world trade collapsing from
6% in 1980 to about 2% in 2002, The
African Unian presents opportunities
for greater intra-continental trade
and efficient allocation of agricultural
products, but emphasis should also be
placed on attracting foreign invest-
ment and stimulating Africa's trage
with other world economies.

This 15 achievable. Now that Gad-
dafi has been fatally custed from
power in Libya, his African Union
empire project can re-examine its
objectives. If the African Union con-
centrates on prometing consistent
merket governance, reducing corrup-
tion, strengthening property riahts
and the use of foreign investment to
improve infrastructure throughout the
continent, this will shrink transporta-
tion and cther costs, boosting trade.
Mayhbe then the African Unicn will lead
to a more prospercus Africa.
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For Whose Benefit?

Olga Krikun examines the unintended consequences of welfare policy for family formation

Focus: Unicns = &

I t may be vary upromantic, but eco
nomic incentives play a hugea role in
the process of decision-making with
relatian to child and family matters.
Assumplians that supply and demand
da nol factor inta family Fermation
plague welfare policy-making and
have lad to a welfare system which an-
courages bad dacisions by individuals,
Started by the Conservatives in
1980z, the idaea of targeting the "truly
fneady’ was adopted by subseguent

‘Affordable housing' policy has
fellowed a similar path. The 1285
Housing Act created an ebligation
far local authorities to provide for the
hameless, However, people classi
fied as having ‘priority neeas’ such as
single parents, could simply gain the
status of ‘unintentionally homeless' by
providing a landlard's notice to vacats.
Mo wondar then, that the proparticn
af lane mothers doubled batweaen
1974 and 1989, Furthermaora, by the

“It is common to think nowadays that even
substantial changes in family formation and
parental behaviour should not be interrupted

because they are organic social processes.

However, it 1s possible that the direction of

family life 1s not a natural trend

governmeants. During the pariod
between 1999 and 2003, govern-
meant spending per child on child-
contingent benefits, tax credits and
Lax allowanceas increasead by 50% in
real terms. During this period, thera
was also a clear shilt in understand-
ing about who is 'truly neady’. The
recasting of the welfare state nto lone
parants assistance is clearly refllectad
in the tax-benefit system’s systematic
discrimination against couples at that
time. The chanaes in benelit eligitility
criteria meant that in many cases, gs-
pecially among low sarners, a couple
was |efl with less compared to a lone
parent even given the extra adult
present in the household, Satricia Mor-
gan in her book The War bebwesan the
State and the Family discusses how
the current system penalizes married
couples with children by making them
less eligible for state support com-
pared to single parents; "in 2004/05
a couple with two children where the
mother was earning £10,000 and the
father £25,000 per yvear would be

22 per cent better off if the mother
claimec as a lone parent rather than
as a couple..Only when joint incomes
reach £50,000 per vear is there no
loss from being a couple” {p. 732,

L]

19905, three auarters of lone parents
livad in social housing.

The main problem of such pol-
icy meaasuras s not the creation of
distarted economic incentives, but
wrong signals, which by encouraging
ralational disconnection undermine
the whole fabric of society. A dramatic
conseguence of these policies has
been summarized by the Institute for
Fiscal Studies 2006 survay, claiming
that the “government is paying tax
credits and benefits to 200,000 more
lone parents than live in the UK

Another important family forma-
tion arza which was and still is strong-
Iy influgnced by policy instruments
is the decision to have children. As
mentioned before, most government
spending in 1999-20035 targeted low-
income familizs with children. Social
reforms introeduced by the Labour
govarnment increased cash bensfits
transfers by an amount eguivalent to
approdimately 10% of nat household
income for families with one child,
and 12% for those with two or more
children, Families respond to changes
in the tax-benefit system, and these
changes encouraged low-income
househaolds to procreate above the
paint which they would have chosen

in the absence of external support. It
reguires little imagination to predict
the consequences of a rapid and sig
nificant increase in monatary transfers
te poor families, a good example of
which is the UK in18929-2005. Al-
though fertility in 2ritain has remained
mora or less stable over the last 20
vears, its composition has changed,
Fertility has rapidly declined among
the middle and upper claszes, with a
growing proportion of children being
bBorn to single and lowear iRncome worm-
an. In the 19705 mast children wera
bBarn to lower rmiddle income Familizs:
third and fourth deciles, Nowadays
most children come from the bottom
two decilas af the income distribution.
Recant studias’ rasults indicate a fairly
large increase in fartility equivalant

to an increasa of around 15% (naarly
45,000 additional births) during 1998-
2007 amoang low income housaholds,
which is right after a generous child-
contingent benafits package was
introduces,

It is common Lo think nowadays
that even substantial changes in fam-
ily formation and parental behaviour
should not be intarrusted because
they are arganic social processes,
Howevear, it is passible that the direc-
tion of family life is not a natural trend.
It becomes difficult to justify a state's
benaviour which subsidises individuals’
disconnection and encourages poor
families to have more children. The
neglect of basic economic principles
and blind ideclogy lead to a situation
which can be summarised under the
title 'the good, the bad ang the ugly'.
The intenzions were good. What can
be better than a desire to help poor
people? Howevear, it is bad when social
policy attempts to influence decision
in such sensitive and private parts of
people’s lives as the decision to marry
or to have children. When people are
encouraged to make decisions which
are potentially harmful in the long
terrn, and when the most vulnerablz
graups of society make these ceci-
sions, such policy measures stop be-
ing simply bad, and become ugly.
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Family Matters

Mihiri Seneviratne investigates the changing landscape of the modern family
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& hear a lot these days about
Wihe dacling of tha family, Indead
the Family as our grandparants, oF
evan our parents thaught of it, is no
lomaar the norm, According Lo tha
2007 |psos-Mor publication Familias
i Britain, familias with two married
parants living with thair biological
children make up only 56% of LUK
housasholds with singla-parant, co-
habiting, ‘recomposad’ and samea-sex
familias becaming increasingly com-
man, The increasing pravalance of
alternative family structures reflects
a shift in our undearstanding of farmily
relationships and the role of Family as
an institution.

2ut does it follow that this incraas-
ing heterogeneity in family configura-
tions signals a decline or crisis of tha
farnily? And how, if at all, should aow-
ernment policy addrass this? Far from
being meraly an interasting philosoph-
ical guestion, this has become one of
the more pressing issdes facing our
generation.

The legal anc policy environmeant
within which we conguct our family
lives is in flux, with the Prime Minister
propounding the view that "Strong
families are the foundation of a bigger,
stronger society”™. Meanwhile, the twin
challenges of the recession and the
austerity cuts continue to compromise
the ability of families to perform the
functions they are expected to. As
the role played by government policy
in shaping cur family lives becomes
increasingly significant, we must seri-
ausly conziger what it means tc bhe a
modern family.

A Crisis of the Family?

Crver the last three decades, the

rale of the Family, fram an economic
perspective, has changed immeasur-
ably. American Economist anc Nobel
laureate Gary Becker, in his influential
1881 work The Treatise on the Fam-
ily, presentea the family as a unit of
domestic production, with the output
being comestic wellbeing ang well-
raised children.

Amongst the predictions this
model yielded was that each partner
would specialise; the huskand and
breadwinner, specialising in market

production and the wife and home-
maker in domestic production. Backer
argued that even if Factors influencing
the propensity of aach gender to take
an each role may be miner in magni-
tude (e.q. wage differentials, social
convention) they produce dramatic
resulls due to the efficiensy maxi-
mising nature of the family. He also
pradicted that people would be mora
likzly to marry people with opposita

" gsEoRs MY SLIENT GAYS "I Do/

Redefining the Concept

Bestsey Stevenson, in the 2007 paper
The Evolution of the American Family:
An Economic Interpretation, sug-
gests that the family, as an institution,
has transitioned from being a unit of
production to one of consumption.
The market and, tc a lesser extent, the
state has come to replace the Family
in fulfilling a number of functicns from
food production and preparation to
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skill sets and educational backgrounds
to their own and that college edu-
cated women, who stood the lzast to
gain from marriage, would be the lzast
likely to marry,

However since Secker made his
abservations about the family, our
society has undergone a number of
significant and interrelated changes.
Social, technological and legal trans-
formations have resulted in marriage,
sex and childrearing becoming exten-
sively dissociated. Mareaver, the eco-
nomic lives of men and wormen have
converged, with 2010 seeing 70% of
UK mothers engaging in paid employ-
ment. While Becker's work holds many
wvaluable insights into the economics
of the family, much cf its relevance
has declined.

care for the elderly and provision of
social security, Children are of little
instrumental value to parents, aside
from providing care in illnass and old
age, Similarly marriage, though advan-
tageaus in enabling complementarn-
Lies of consumption and nsk pooling,
has little economic value today rela-
tive to the past,

Unlike Becker's mocel, the shared
consumption modal, predicts indi-
viduals choosing partners with similar
educational levels and backgrounds, It
also predicts that these partnerships
may be more fragile as the family's
stability is not as impearative to the
physical wellbeing of its members as
in the past. Families tend to form and
grow not aut of necessity, but out of
love and a desira for companionship

IS Uy
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Trends in divorce raltes support
the idea of a shift in the function of
farnilies, with divorce rates now Falling
after rising steadily throughout the
latter part af the 20th century. This is
thought te be in part due to the fact
that the post-WW2 aera saw tha most
dramatic changes in the role of the
family. Couplas that enterad traditional
marrisgeas may have found that their
madal of marriaga no longer Fulfilled
them of served thair purposes, The fall
in divarce rates aver the last couple of
decades may be reflective of 2 belter
match batwean paoples’ expectations
and axperiences of married life,

Leoking Forward

The Family and Parenting Institute
predicts the next cdecade will see a
graater role playvad by both fathers
and the extended family in child-=rear-
ing, espacially due ta the improvad
longavity and health of grandparents
Sarmea-sax families are also becoming
more commaon and socislly accepted

and again might bring more family
configurations with the invalvemeant of
sperm donors/surrogatas or closa-
friends in parenting responsibilities.
Increazed longevity also means
care of the elderly will become in-
creasingly important, again raising
questions as to how much responsibil-
ity families can and should be axpact-
ed to bear, While it is impossible to
praedict how Future generations, and
indead governments, will raspond to
the challenges introduced by the ag-
ing population, it is likely that it will be
ane of the key influsncas shaping fam-

ily eynamics aver the coming decacdas.

While families ara arguably less
stable than they once ware, thay are
by na means unhappiar

According to BBC palls in 2007
as part of the Maodern British Family
series, 75% of peopla claimed to be
vary ar fairly happy with their famiby
lifa- this is 24% highar than responses
to the same guastion in 1964. Further-
more, 95% of respondants claimed
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their family was close, an increase of
4% since 1929, It should also be noted
that while there is a strong correlation
between stable marriages and better
child cutcomes, it is far from clear that
there iz a significant causal relation-
ship. Despite all this, 7 out of 10 people
still felt that families of their parents’
aeneration were more successful,

Could it be that we are letting
nostalgia for an ideal Family that never
really existed influence, or even drive,
our policy decisions? There is nao
guastion that the government has an
important role to play in supporting
families and individuals, both legally
and ecanomically. But rather than
fighting a losing hattle to praserve the
nuclear family, policy-makers must be
responsive ta the changing role of the
family and find waws of supparting all
tvpes of families and the individuals
that comprise tham.

The Rise and Fall of the Irade Union

Evan Williams looks at the past, present and future of trade unions in the UK

overnment plans to reform public
G sector pension schemes have
sparked controversy over the past
vear and look set to embroil the nation
inan acrimonious winter. Public sector
gnions are reacting against intantions
to make their mambers work longer,
pay more and receive lass. Ana on
MNovember 30th, they are voting to
strike, Unison, the country’s largest
public sector union of 1.3 million wark-
ers, 15 set [o join up to 20 other unions
an strike, in what would prove an im-
manse strain on the country's essen-
tial services. The last time such coor-
dinated action took place was during
the so-called “Winter of Discontent” of
1978-2 as Callaghan's Labour govern-
mant sought to guall reaction Lo a pay
freeze acrass the public-sectar, Than,
four g public sector unions weanl on
strike in a peried caricatured by im-
ages of rubbish bags piling up in Lon-
don's parks and caffins accumulating
in Liverpool. Potential victery against
the governmant this winter invites

comparson of tha labour movarnent,
prast and prasent

During the 1970s unionisation in
the UK stood at aver 12 million mem

bers, but today that figure has been
reduced by half. The previous domi-
nance of l[abour over both capital anc
the political class was evident during
Heath's premiership of 1970-4, which
saw nine million days lost to strike ac-
tion anc the eventual collapse aof the
government. The victory of Thatcher
in 1879 and the Conservatives return
to power initiated a shift in post war
attitudes ano a pericc of confronta-
tion between government and organ-
ised labour.

The resulting decades would
prove near fatal for the unions. Not
only was their akility to craanise and
strike significantly limitec by restric-
tive legislaticn, Thatcher's premiership
also saw the promotion of financial
rmarkets in a radical move away from
the industrial model of Britain's past.
A key victery in this process came
in 1985 at the end of the year long
rniner's strike, when the strain of life
without pay forced the MNational Union
of Miners to return to wark. The defeat
of ong the strongest unions in the
country, blamed by many for the Fall
of Heath's government in 1874, dealt
a huge material and psychological

blow to the labour movement whose
subjugation is still eulcgised across
the arts to this day. Significantly,
Thatcher’s triumph facilitated the ac-
celeration of her policy of privatisation
of state utilities and cther government
owned companies, at the same time,

it strengthened the Conservatives re-
solve in frezing up the flow of capital
elsewhere in the econormy.

The miners’ defeat signified the
beginning of the end for the industrial
and manufacturing incustries in the
UK, a process to which the unionsz
have struggled to respond. Pres-
sures toincrease Aexibility across the
economy have meant that net growth
in employment in recent years has
originated primarily from part-time
and temporary work - a section of
labour traditionally difficult to coor-
dinate. Failures to reorganise in areas
of new employment since the 1280s
have seen a growing disparity in the
demographics of unionisation. As the
previous Trada Unicn Congress Gen-
eral Secretary John Monks cbhsarves:
the average age of a trade unionist
iz 46 whilst that of a worker is 34.
Failure to inspire new members of the
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waorkforce has bean compoundead by
the opening up of the British econamy
to global capital since the 13805,
Globalisation places the dialect

cal advantage firmly in the hands of
managament whenever dispules arise,
a3 the cradible threat of relocation
and layoffs in the face of strike action
15 onea likaly ta put off many workars
from urionising.,

The result is a much tarmed
labair force whose arganisational
power could not hope to achiave tha
trivmphs of its predecassors, First
decriminalised in 1867, unions in the
UK can lay claim to seme significant
achievemeants: the farmation of the
Labaur party in 1900 and its evantual
rise as an influential palitical farce, as
well as the champianing af leaisla-
tion suech as the Equal Pay Act 1970
and the Health and Safaty at Wark
Act 1974, Union action is most easily
remeambered for its disruptive and in-
ward looking prasencea, but it is none-
Lheless important to nota that the
significant improvernents in working
place conditions, pay and hours over
the course of the 20th century would
not have occurred without the actions
ol oraanised lsbour,

The union’s ability to repeal such
proaress is, howavar, now severaly
diminished, Its influence is limited
primarily to the public sector where
union membership is over three timas

that of the private sector. The unions
can still hope to influence debate
via their connection with the Labour
party, which they now effectively
bankroll. Indeead, without tha urion
vote in the recent Labour leadership
contest, E< Milikand would not now
be Labaur leader, Despite this con-
naction, distance batweaean the unions
and Labrour's top brass has grown in
recanl yvears: Tany Blair nalonausly
failed to reverse the restrictive legisla-
tian of the Thatcher ara, whilst Labour
figures have been extremely reluctant
in announcing support for the planned
action against the Conservatives' pan-
zion reform plans,

To avoid oblivion, the unions
must therefore re-stake their claim
as a force for the progressive good in
Britain's social and economic fabric.
This daunting task is aided by avi-
dence that, in tha recent downturn,
unions wera instrumental in negotiat-
ing pay cuts for their workers in ordar
to aveid job losses. Further support
comes from a recent IMF report which
sugoests that a partial explanation of
the ongoing financial crisis originates
from the stagnation of low and micdle
incomes inrecent decades. According
to researchers Kumhof and Ranciere
of the paper Inaguality leverage anc
Crises, growing incomea inegquality
leacs to an increase in the probability
of a major crisis gue to the neec for
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the wealthy to lend to poorer income
househaolds in an effort to maintain
consumption and secure returns an
their capital. A similar conclusion
is made by a group of 40 leading
economists, among them three Nobel
laureates, who, in a recent public |et-
ter, argued that the lack of bargaining
power of ardinary worlkers had made
the recent economic crisis worse,
Whether the urions can translate
support from the academic sphere
into concrete results ramains to ba
seen. Given the challenaes of globah-
sation, the unions must Inspire new
genarations that they can wark in
their best interests whilst avoicing the
adversarial industrial relations of the
past. Small steps have recently been
madea in this direction, with the work
of the NLUM on media reform, the PCS
on tax justice ang Unison on improve-
ment of public services being notahle
axamples, As our modern day "Win-
ter of Discontent’ comes to the fore
however, the unions again face calls
for stricter union legislation by some
influential public figures. The success
or failure of the unions to learn the
lessons of the past is of paramount
importance to millions of individuals
across the UK, and is a process which
will have ramifications for the nature
of work as the Z1st century prograss.
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Patient or Hostage?

Andrea Schmidtova reports on the precarious situation of the Slovakian health service

Forcus: Lnions + 13

he power of trade unions and

their benefit to society has been
a source of major debate amonast
ecanomists. politicians and the gen-
eral public for many years, Generally,
thare is a belief that it clashes with the
idea of a free market ruled by forces
of demand and supply only, but the
existence of market failures and vola-
tility of employees support the argu-
mant for increased competences and
power of trade unions. The question is
whether the unions can justify all their
actions by saying "we are just trying to
protect the employess’ rights”. Matu-
rally, whan ane side henefits, another
loses out and it doesn't always have to

companies with 100% ownership of
particular ministrias. This process
would invalve pouring approximately
350 million into tha systam ta elimi-
nate the debts, Tha government, and
espacially the minister of haalth care
lvar Uhliarik, balievad that this was
the anly way out of tha vicious eyele
af pouring money inta the systam
endlessly, which then, in turn, ‘disap-
pearad’, Uhliarik usad the example of
an ariginally state-run haspital in Pa-
prad, Slovakia, which became a joint
stack company in 2006 and has been
succassfully balancing its budget evear
since, even generating slight profit
cwver the past few yaars, This case, he

the Czech Republiz, which resulted in
better wage rates for the Czech medi-
cal staff. LOZ demanded the govern-
ment ensura a strict following of the
labour code, change the system of
financing so that the payments from
the health insurance companies would
directly reflect the costs, guarantee a
gracual increase of wages for doctors
to 1.5-3 times the national average
wage depanding on experience and
specialisation by 2012 and, most
importantly, put an immediate stop to
the transformation of state hospitals.
LOZ argues that if the main goal
of a hospital-joint stock company was
to generate profits, at a constant leveal

“2411 of approximately 8000 doctors working 1n
state hospitals handed 1n their notice of termination
on October 1st 2011 and they are unwilling to

withdraw them during the 2 month notice period
unless all their demands are satishied. As a result, 1f

this situation 1sn’t settled by December Ist 2011, it 1s
quite realistic to expect that a health care system that
1s missing one third of its doctors will collapse.”

be the employer. The situaticn in the
health care system in Slovakia provides
a clear, yet sad, proof thereof, where it
is the patients who are now being held
hostage while the government and
medical trade union battie it out.

In June 2010, a new right-wing
government was elected anc top of
its manifesto was ta reform the heaalth
care system. This raform focused an
dealing with the unsustainable debt
of the public hospitals, which at that
time had accrued to over 200 million,
Its main vision was to transform the
state hospitals that had been gen
erating more and maore losses each
vear (in 2001 only, it created a 30
millien loss in 2 menths) to joint stock

argusd, demonstrated that a state
rmanaged company is less efficient
than a privately owned azuivalent,
therefore showing the transformation
to be shsolutely essential,

Thz main opposition te the trans-
formation of hospitals has been the
medical trade union (LOZJ, which be-
ligves that such action woula seversly
endanger the health care system, its
employees and patients. In 2011 they
published a memeorandum of 4 points
which they demanded to be fulfilled,
atherwise massive protests woula be
triggered. Their activities have been
inspired by the successful @-month
long campaign “Thank you, we are
leaving” of tha medical trade union in

of payments from the health insurance
companies, they would have two op-
bions, either cul costs by decreasing
salaries in the sector and providing
anly profitable services or ncrease
their prices, In gither case, this would
endanger the accessibility of basic
hzalth care as well as deteriorate
dactors' living standards, If, how-
aver, the joint stock company fails to
generate prafit, it would go bankrupt
and health services would then be in
jeopardy. Thay also argue that trans-
farmation is just the first step towards
full privatisation of healthcare, Marian
Kallar, the leader of LOZ, admitted
the option of compromise, however
he insisted on halting the transformas-
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tion of hozpitals and warned that if
the government progressed, many
dectors would resian immediately and
a significant number would find work
abroad under better conditions.

Thare were multiple attempts
to settle this dispute, howeaver as
the government refused to stop the
trapsfermation of hospitals, 241 of ap-
praximataly 8000 dactors warking in
state hospitals handead in thair notice
af tarmination on October 150 2017 and
they are upnwilling to withdraw them
during the 2 month notice periad un-
less all theair demands are satisfied. As
arasult, if this situation isn't settlaedg by
Decamber 15t 2011, it is cuite realistic
te expact that a health care system
that is missing ona third of its doctors
will callapse, as was expected in the
Crach Republic, Jozef Sabal, director
of the University haspital in Bratislava,
the largast haspital in Slovakia, argues
that the current state of the haalth
cara systerm in Slovakis is unsustain-

abrle and reguires systematic reforms
aiming for higher efficiency to avoid
the possibility of collapse by 2013,

On the one hand, the govern
ment aadmits that current working and
salary conditions are not sufficient
comparad to neighbouring countries.
However an the other hand. it is un-
reasanable to demand such high rais-
ez in this tirme of uncertainty on the
financial markets, possible outflow of
funds ta the Europear Financial Sta-
Bility Facility, and in ganeral, during
this period of difficult recoveary after
the azonoamic crisis. It also arguss that
it is impossibla Far over 2400 doctors
to find emploeyment abroad not only
because of limited posts, but also
due to lacking language skills, This
has heen supported by a statement
from the government agency that
issues certification of compatibility of
education that claims that the number
af applicaticns for certificates has not
increased since October 1st, therefore

The Return of Social Strife

Liam Atkinson takes a closer look at the summer’s riots and social discord in the UK
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undermining the effect of the indus-
trial action,

In the current scenario, the gowv-
ernment cannot simply rely on the
aoad faith that the doctors will with-
draw their notices of termination. Its
plan B of re-employing retired or army
doctors or attracting foreign doctors
to Slovakia despite the low wages to
fill in the gap seems unrealistic ana
unachievable. Therefare, for the sake
of the patients that are being hela
hostage by this dangerous situation,
both sides should do the impossible
to resclve their issues otherwise the
twanty-five century old promise the
coctors made after completing their
studies would bhe broken. Just as Hip-
pocratas said: "I | keep this oath faith-
fully, may | enjoy my life and practice
my art, respected by all men and in all
timas; but if | swerve from it or viclate
it, may the reverse be my lot™

n August 8th 2011 London an-
Orered its third consecutive night
of riots, with mass cutbhreaks of crimi-
nal damagea, theft, and arson popping
up all over the city. Whilst politicians
emphasised that everything was under
control, and the Daily Mail screamed
about the nead for rubber bullets and
tasers, journalisis took great pains to
lament this "latest sign” of national
declina underginned by the ralent-
less detarioration of our social umily.
A lack of employvmant prospects for
under 255, enmily against an aging
population who “spent it all™ and fury
at tha faceless corporations hoarding
their profits whilst governments maks
culs weare all cited as contributors to
a violent fragmentation of society, Yet
many of thesa explanations mask a
comman rool cause - that of a per-
ceived lack of lifetime prospects - a
root cause fuelled by inegualily.

Uinlike the 20-samething rioter
who announced “I'm here about the, .,
arr,,, lrag war 'n that" a somewhat
revealing quote was aiven by a yvoung
man from east London; “We ain't got
na jabs, no maney ... we heard that

other people were getting things for

free, so why not us?". Suppressed

grievances becamae bitter resentments,

and if one feels society is rigged
against his or her favour, cne becomes
increasingly ostracizsed from it. Long-
term inequality is cisenfranchising
large demographic groups within
Eritain, creating citizens who fael they
hawve no means to further themselves
and therefore no stake in society.
Studies have consistently shown that it
is not a country’s wealth that governs
its citizen's happiness, but it's inegual-
ity. Moreover, data from the WHO and
the QECD shows that countries with
the highest numiber of mental health
groblems are almost always those

which have the most unegual sccieties.

Income ineguality has been on the
increase in the UK for over Tifty vears,
and the inset graph demonstrates the
shaer scale of this income polarisation.
In the 1880s this was caused by the
combination of changes to the tax andg
benefit systems, and chronic labour
markat demographic changes. A slow
but steady shift since the 18705 has
occurrad as ong-worker households
become ever rarer, meaning house-
holds either earn multiple salaries or

none at all. This has continuea to the
present day as little has been done
to reverse regressive tax elements
(e.q. VAT), welfare spending is rarely
increased in line with wages, and the
polarization of household employment
continues.
Agditionally pecple have come
to blame globalization, citing it as a
cause for the loss of low-skillec jobs
Britain. Indeed much of the press has
come to present this as a trade-off:
do people prefer economic growth
or equality? But as Joseph Stiglitz
argued in Globalization and It's Dis-
contents, social ineguality is not the
inevitable result of globalisation, it
is all about proper manacerment of
it. If people feel like they have a fair
income, taciturn feelings of social ex-
clusion are removed and they feel akle
to accrue personal savings. Saving of-
fers a stake in society, enhancing the
economic prospects of households;
it creates and maintains wealth. And
whilst incoeme inecuality is more often
cited as the cause, wealth inequality is
the true crux of our social fragmentation.
The income generating proper-
ties of wealth alongside the calibre of
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education it can facilitate, particularly
during the important adolescent years,
makes it crucial for maintenance of
the status guo, Those with little wealth
ars almost universally on low incomes,
preventing them from saving and in-
creasing assets ownership: poverty i3
an infamously vicious and difficult to
break cycla A minimum level of own-
ership is important to everyone, and it
is even maore significant as this cycle
is enhanced by the evolution of ever
greater returns on mores advanced
forms of capital investment. A com-
monly quoted fact is that in 1999 the
top 10% of the population owned over
half the total personal wealth n the
nation, Mare troubling is the fact that
the number of people with no sav-
ings has averaged around 20% of the
population since 1297, Sadly, this s an
avaer-growing trend: as of 2070 the UK
housahold savings rate was at its low-
est level in over 40 yvears, But thera is
a way to aase this situation, we must
loolk to education

Britain has suffered from signifi-
cant educational inequality for some
tima. In tha 2009 PISA rankings (the
QOECD's comparison of national agu-
cation systems) the UK was ranked
second to last when it came to vari-
ance in student achievement due to
student and school socio-economic
backgrounds. Baaten to the bot-
tom only narrowly by Luxembourg,
it was hardly a ringing endorsement
of quality. The LK doez have some
of the best schools in the world, with
children sent from thousands of miles
away to attend. Indead a cormmon
argumeant in support of private and
grammar schools is that educational
inequality is inevitable due to the
extra support wealthy children can
recaive, howevear only 14% of the vari-
ance in stucent performance is due to
their socio-economic background, It is
the inequality between our state-run
schools causing the rift, (non-state run
schools take less than 6% of students
and 30 have a minimal influence), This
theory is supported by a look in greal-
er detail at the PISA statistics which
show a huge disparity in eutcomeas not
due to variance of cutcomes within
schools, but a variance betwaean dif-
ferent schools, The fact that the UK
has a very low variance of student's
socig-econamic backarounds within
schoals further supports this argu-
mant, This lzads to a damning conclu-
sion: currently our education system

acts a5 a mechanism of systematic
socio-economic segregation, with the
wealthy alle to do significantly battar,
So how is this fragmentation
reversed? As you would expect with
an issue as complax and ingrained as
this. there is no silver bullet, But the
first stop for policy makers must be
education. PISA data suggesis that
Mordic countries have some of the
most egual education systems in the
world; meanwhile the UN's data shows
Finland, Sweden, and Morway having
amongst the lowest levels of income
ineauality (as given by the Gini coef-
ficient). This is not a coincidence.
Greater equality within our education
system won't resolve our wealth dis-

tribution overnight. But it will broaden
percaived prospects, it will help lavel
income inequality, and it will act to

Focws: Unions « 15

heal much of the current fragamenta-
tion, Meaningful education reform is
notoriously difficult to enact, and this
kind of long-term change is not well-
suited to the incentives of politicians’
5 year terms, At the same time, it must
e done,

The press and the government will
responac as always: with every sign of
social unrest there will be an outcry
of scorn and indignation, and a flurry
of rushed policies. Yet in 6,10 or 12
maonths time, when the debate has
died down and the political clamour-
ng has disappeared, we will return to
this same spot. Eventually the nettle
must be grasped. and comprehensive,
meaningful and long-term change
must take place.

As with so many things, the key is
Education.

STUUEA] I
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The Rising Tide of Water Privatisation

(eorgina Allen looks at the good, the bad and the alternatives of private provision of water

lobally, 884 millicn people do not

have accass to safe drinking watar
and, using current trends, tha UN
pradicts that by 2025 an estimated 1.8
billion pecple will live in areas plagued
by water scarcity. The situation is one
of supply and demand mismatch exac-
erbated by climate change, economic
growth and a lack of public invest-
ment in developing countries. Access
to elean water has a huge impact,
enabling economic development and
helping achieve Millennium Develop-
ment Goals such as reducing extreme
poverty and hunger. increasing adu-
cation and attaining environmeantal
sustainability, In 2010, tha UN Human
Rights Council recognised the right to
accass safe drinking water, maaning
that states have Lo Llake legal responsi-
bility for access, Howeaver inadequale
public delivery persists and 5o privat-
sation of watar provision continueas

In most cases, privatisation of
waler mezans private companies
operating and managing Lthe servica
of providing clean water - they do
not actually own the raw water. This
distinction must be madsa to under-
stand the justification for privale
invohvameant as the means to fund
the provision of clean water, which is
very costly due to the high levels of
infrastracture necessary, Somewhat
controversially, nfrastructure invest-
ment and subsegquent management of
water by private companies has besn
encouraged by the World Bank and
other aid agencies, partly dus to the
historical lack of capacity in the public
domain, The water sector is also at-
tracting more private invalvement due
to increasing local shortages, and fac-
tors such as higher levels of urbanisa-
tion mean that there 15 more potential
for economies of scale in infrastruc-
ture. Private companies invested
$62.5 billion in water and sewerage
in low- and middle- income countries
from 1221-2010 and this is set to rise
to £1 trillion by 2021,

The obvicus economic argument
for privatisation is the nec-liberal idea
that it will bring increased efficiency

I

As Sudeep Maitra, an engagement

manager and water spacialist from
McKinsay, states: ‘private compa-

nies bring capital and management
resources often otherwise lacking,
ahd a commercial sense which brings
improved water quality and sarvice
delivery. Some have an ethical prob-
lem with putting a price on a human
right. However, providing safe water is
costly and companies investing need
to be able to recoup their investmeant -
one might argue it is no diffarent from
private provision of food or energy.
Additionally, in regions of fresh water
scarcity incentives are neaded for
agricultural, industrial and cdomestic

users to value and thus presarve water.

The classic wav to do this is bv attach-

-/

ing a monatary value, thus making
consumers, including the poor, pay.
This isn't neceszarily bad, as Sudeap
and Economics Professor Gordon
Hucihes axplain: poor peaple are often
willing to pay for private provision as
long as it is reliable and of battar gual-
ity. Lack of public infrastructure and
affective management means that,
for many of the poor, water guality is
axtremely bad and the price they pay
per unit, either in the cpportunity cost
of walking for milas to collect water ar
in paying for non-pipad water, is often
more expensive than the rich pay for
piped access.

There have bean numerous cases
of successful private invalvament. for
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example in 1297 in East Manila, the
Philippines. Although it hasn't baen
a smopoth ride to success, access has
doubled since privatisation fram 3 to
&1 million people by 2009, and the
share of customers with continuous
water supply has increased from 26%
to more than 28%, Tariff prices dig
increasea, but 2o did guality and ae-
cass, and the tariffs are sbill 10 times
chaaper than water sold by vendors,
which For many may have been the
anly option befare

Despite this success story, the
water sactor has many aspects of
a natural monopoaly and so thera
are dangers of monopolistic abuse
resulting in increased pricas and little
improvemsnt in service, An additicnal
warry is that private companias may
be inclhined o oparate in tha maost
profitable areas, neglecting less af-
fluent communities, With something
as socially and palitically sensitive as
water iLis also important to ensure
companias aren’t making abnormal
profits, Strong regulatory capacity
is neaded Lo protact the interests of
the public, howeaver from spaaking to
those warking on the ground it s clear
Lhat this capacity is frequently lacking.
Governments in developing countries
can often be corrupt and/or lack the
resources to requlate, leading to regu-
latory capture or just a general failure
to reqgulate. Just as governments can-
not be trusted to ensure that public
bodias supply water, nor can they be
trusted to regulate private companies,
Thus without a strong government,
privatisation can fail.

The most famous case of this is
Cachabamba in Bolivia, Following
appalling results from public util
ity provisian despite funds from the
Waorld Bank, the government decided
to privatise, giving the cantract to the
company Aguas del Tunari. As well as
guaranteeing a minimum 15% annual
raturn, & law was passed that ap-
peared to give the company a monop-
aly over all water resaurces, inclading
watar used for irrigation, communal
watar systems and even rainwater col-
lected on roofs. Following privatisation
tariffs ware increased by 35% in 2000
laading to a general strilke and pro-
tasts which spread across the country
and within 3 months a state of emar-
gency was called. Several peopls were
killed, amployees of Aguas del Tunari
fled and the contract was ended. How-
avar the situation has not improved, as
since then inadeoquate public provi-
sion has continued. Evan the leader of
the protests. Oscar Olivera, admitted
that they "were not ready to build new
alternatives'. In this case, the lack of
government capacity meant that water
needs were not etfectively met by
private or public means.

In the face of insuftficient public
capacity there are alternatives: either
ensuring rights are given in a priva-
tization setting or providing water
through socially responsible busi-
ness madels. This is being achievad
through the work of social enterprises,
water cooperatives, NGOs and civil
society aroups. social enterprise is
increasing, with large companies such
as Frocter and Gamble scaling up

When Creditors and Debtors

Olga Bloemen reports from the first mock debt tribunal organised by Jubilee Scotland
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their social enterorise investment to
deliver clean water in impoverished
rural Indiz. lronically, a successful
water cooperative system is operating
in Santa Cruz, Bolivia. Creative non-
profit organisations are also part of
the solution. WaterCredit, an innova-
tion of water.org, gives microcredit
to enable the poor to gain access to
clean water, and although it is inits
early stages, the results are promising,
Waterdid, an international NGO set up
by the LK water industry has pro-
vided clean water to almost 16 million
people over the past 30 years, their
impact and that of other NGOs shoule
nat be overlooked, Such organisa-
tions, as well as civil society groups,
can and co work alongsice private
companies to ensura that the rights of
the poor are protected, vat they rmust
also wark on building the capacity of
tha governments whao are ultimately
responsible

The reality is that privatisaticn is
increasing with varying success. Some
feel it is funcamentally wrong while
others believe that it makes eco-
nomic sense and is providing neces-
sary investment. In many developing
countries governments have failed to
provide water access and they may
fail to regulate private companies,
however, privatisation is set to contin-
ue. Thus, what is of most importance
is not whether privatization is richt
or wrong, but what is being done to
ensure access for the poor in the face
of seemingly incapable governments
and increasing privatisation.

Meet

11 e have a very fruitful partner-
Wﬁhip with the Philippines”, says
the Worldbank. “The Worldbank owes
us for its damaging loans”, coun-
ters Filipino campaigner Lidy Nacpil,
Jubilze Scotland is campagning for
the Scotlish governmeant to sel up an
international debt arbitration tribunal
where creditors and debtors can meet,
Therough debt audits could help solve
the debt crizis that is currently keeping
developing countries in a poverty trap.

Third world debt seems to have

disappearad from the public mind
along with Jubilee 2000, Bone and

Geldof. In 1988 and 2005, two initia-
tives pledged the ocne-off cancella-
tion of the debts of 40 of the poorest
countries. But, according to Jubilee
Scotland, this remedy is 'in many ways
maraly a sticking plaster’, offering too
little too slowly. Many countries, like
the Philippines, are excluded and debt
is only cancelled to what is consid-
ered a 'sustainable’ level, based on
the country’s export earnings, while
ignoring its domestic spencing needs.
Besicas. the International Monetary
Fund {IMF) and the World Bank de-
manded austerity measures in turn for

debt cancellation. This includes cuts in
public spencing and the privatisation
of basic services, which many of the
40 counftries have as yet not bean abkle
to meet.

This means that in 2008, the
world's poorest 48 countries still had
debts totalling USE168 billion, anc the
128 poorest together owed a dazzling
total of WS $3 7 trillion to multilateral
beodies, individual countries, private
companies, banks and individuals.
Over the course of 2008 along, ge-
veloping countries paid $602 hillion
towards servicing these debts. This
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yvear's figures will be even higher, as
the economic crisis has led developing
countries to take on more loans, As a
result, despite aid rhetoric and the Mil-
lenniurm Development Goals, money
keeps flowing from the Global South
to the North instead of vice versa,

Many of the cebts still stem from
the 19605 and 12705, when banks and
governments in the Morth were eager
to lend the huge amounts of money
made from rising oil prices to develop-
ing countries. Looking for Cold War
allies, lending parties turned a blind
eyve to corruption or cppressive re-
gimes and most of the meoney did not
make its way into responsible hands
and into development. In the 1870s
and 1980s, the oil crisis led interest
rates on the loans to soar. Additionally,
falling coammadity prices left coun-
tries with less hard currency to service
the debts, The knock-an impact an
axchange rates means that debts,
which are most often counted in
foreign currency, have skyrocketad in
real terms for the affected countries.
Today's debt total of 15537 trillian is
the result

Since the early 1290c, campaign-
ing crganisations hava called for an
arbitration forum of some sort where
historical casas of illagitimate or unfair
debt can be lodged and solvad, ang
unpayvanle debt relieved. With tha
2010 Arbitration (Scotland) Act and
the newly set up Scottish Arbitration
Centre, Scotland would be a suitable
hozst for such a tribunal. Te demon-
strata this, Jubilee Scotland arganised
a mock debt tribunal in Holyrood an
the 5th of October, Here, the Philip-
pinas and the Warld Bank met. Cr,
better =aid, Lidy Nacpil mat “John
Smith”, an actor who played, scarily
realistically, a World Bank rapresanta-
tive guoting solely from the Bank's
official documents. In the debt tribu-
nal, the legal principle of ex asquo et
bono C“fram equity and conscience”)
was applied, according to which an
arbitrator or tribunal has the power Lo
mowve away from the law as laid down
and to consider the case in the light of
argumants of natural justice such as
fairmass and eguity.

Lidy presanted her country's case.
The Mew Economics Foundation has
calculatad that the Philipgines nead at
least G3% dabt cancellation in order
for the government to maest the basic
needs of ils citizens, such as haalth,

aducation and infrastructure, without

taxing those living below the 'ethical
poverty ling' of $3 a day. According to
a recent stucy, 107 countries are bur-
dened with an ‘unpayable debt’ like
the Philippines.

Farmer president Marcos, who
governed the country from 1965 to
1985, left the Philippines with more
than half of its current foreian debt.
Although democratically elected,
Marcos turned the Philippines into a
dictatorship with martial law in 1872,

Whean he fled the country in 1985, the
country's debt had gone from US$E
billion to of US$28 billion, most of it
either stolen by Marcos or invastec
in tailed or useless projects. The
Bataan nuclear power plant is notori-
ous in this regard. It was built by the
US company Westinghouse on an
earthguake fault-line at the foot of &
volcano and has therefore remained
unused. Waestinghouse got paid gen-
erocusly nevertheless, as the US gow-
ernment credit agency tock over the
standing debt. In 2007, the Filipino
government finally completed paying
aff the $1.5 billion for the plant’s con-
struction, more than 30 years after it
began. As Marcos’ regime devastated
the country’s economy, subseguent
governments had to continue taking
on loans to pay off the old ones
During the fourteen-year cicta-
torship, the Worlg Bank granted five
loans to Marcos. Now, the Philippines
still owe the Waorld Bank around U3
%3 billion out of a total forsian debt
af US $47,5 billien. The original loans
Fram the Worla Bank have long since
been repaid, but because the interest
has compounded, 80% of the debt is
still owed. IFf nothing changes, Filiping
taxpayers will continue to pay for the
illegitimate debts of Marcos until 2023,
39 years after he was overthrown.
While ‘Smith”" glorified the loans as an

*
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investment in pro-poor developrment,
Lidy Macpil said there is little evidence
that the World Bank has had any posi-
tive impact at all. 'Debt cancellation
is a call not for charity but for justice’,
Macpil concluded.

Of course, one could argue that
debt cancellation would create poor
incentives by making future borrowers
hopea that they will have their debts
waiveared too. Alsc, developing coun-
tries are dependent on loans and if

e e R
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creditors stopped this flow of money
dua to lack of trust in return, the result
could be disastrous, especially now
in times of economic downturn. This
sort of argument, however, relieves
develaped countries of responsibility
too aasily. As wa have sean, a major
part of third waorld debt is the result of
self-intarested and rackless lending of
first world creditors during the Cold
war, The Filipino people are currently
forcad to pay off a loan that was not
taken up in their name and went to
support an undamocratic dictator,
The Worlg Bank could have reason-
ably foreseen this and should thus
azsume responsibility, Besides, one
could argue that the Filipino people
themselves never had a contractual
arrangement with the Waorld Bank,
The envisioned daebt tnkbunal is
just one step in creating a fairer lend-
ing system, Future loans should be
given rasponsibly, on fair terms, and
in a transparant way that is open to
scrutiny by parliaments, media and
citizens, Any loans given on unjust
terms should be considerad the re-
sponsibkility of the creditar and thus
eligible for cancellation in future. Jubi-
lee's mock tribunal demonstrated that
debt arbitration can be done Fairly and
effectively. Or would it take Bono to
convince the Scottish government?
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Knowing When to Fold

Sticking to what you know isn’t always the best course of action, argues Witold Gawlikowicz

Verlemme 2 1gsua

13 Isa",r mever be complete, | say stop

being perfect, | say let.. let's evolve,
let the chips fall wheare they may”. -
Twlar Durden, Fight Club. Tyler's dis-
appointment with the reality he livas
in convincas him that the best solution
to all of sociaty's problams is to blow
evarything up (both metaphorically
and literally) ana start from seratch.
Whereas the tetal destruction and
radical reconstruction of rules, laws,
and systems is by no meaans a uni-
versal solution to all problems, itis
definitely an option, and that ought to
he rememberad.

Tha immediate response to the
2008 credit crunch was to inject mora
moneay inte the financial system in
order to keep it going. Governmeants
in the US ang the EU launched a
coordinated attempt to racapitalise
thair banking industries. Banks' shares
were bought on a large scale and
guarantees weare provided in order
to mitigate the negative impact of
so-called toxic assets’, According to
same estimates, the global costs of
thiz action were around $14 trillion,
Despite the vast amount of moneay
injected Into the system thera was no
noticeable easing of cradit conditions.
The hiquidity crisis soon turnes into a

1 I!.I|K1I:L!: (] \{ I:I'.I_\l

solvency cnsis. Central banks lowered
interest rates and more stimulus pack-
ages were injected into the economy.
By mid-2002 we could observe the
first signs of a recovery. The private
sectar debt was shifted towards
agovernmeants which resulted in a sharp
increasa in deficits around Europe and
in the Us, Even though it's difficult to
zay if there was some feasible alterna-
tive to that course of action it defi-
nitely shows a huge commitment of
government to maintaining the status
quo. What coes economic theory
have to say about that?

Let's start with a look at the views
of Joseph Schumpeter, an Austrian
economist who moved to the United
States in 1932, He is probably most
known for popularizing the concept
of ‘creative cestruction’. Although
it criginates in Marxist economic
theory, Schumpeter adapted the idea
to explain how the capitalist system
progresses and evolves. He believec
that capitalism is "by nature a form
or method of economic change that
not only never is, but never can be
stationary”. Schumpeter claimead that
since economic life is set in a con-
stantly changing sccial and natural
environment, the system that governs

it also needs to evolve continuously.
In Schumpetar’s theory, the primary
force behind progaression is novelty,
Mew and more efficient solutions
should be popularised and followed
at the cost of forgaing aold ones. He
emphasized the importance of a
competitive setting in the process of
creative destruction, which is in line
with the main assumptions of classical
2CONaMmICs

Karl Popper, a 20th century phi-
lesopher, formulated a somewhat simi-
lar view. He claimed that all thecries
ought to be subjact to harsh tests and
there shoulg be general preparation
to reject them if they fail those tests.
He alzo highlightad the importance of
thinking about the unintended conse-
quances of social policies. Hopefully,
Popper's ideas will be followed in the
coming years, and social scientists will
find new wavs to explain the current
criziz, glthough in Poppers view the
strength of a theory lies in its precic-
tive, not explanatory, power. More
importantly, the willingness of govern-
ments to truly reflect on social policy
and get involved in a constructive
dialogue with academic circles could
lead to a much more effective role of
policy in the economy.

Cne of Popper’s stugents and a
keen follower of his ideas is a well-
known financier, philoscpher anc
phillanthropist, Georga Soras, Heis a
greal countarexample to the prevail-
ing dichotomy belweaen aconomic
theory and the world of finance. His
investment strategy relies heavily on
philosophical concapts he has fol-
lowed and davised, and has baean
working rather spectacularly for
the past 50 vears. The cornerstone
of his conceptual framewaork is the
idea of reflexivity., He defines it to
be a dynamic, two-way interaction
between raality and thinking, This
intzraction gives risa to boom/bust
cycles when financial expeclations
of market participants reinforce each
ather and move the markal far away
fraxm its brue value. Soros divides a
typical boom and bust sequance into
8 stages, At first the marketl is stabla,
naxt thare is a period of accaleration
causad by tha recognition of the trand
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which is reinforced by the prevailing
ias. What follows is a testing perioc
during which prices may suffer a
setback, but if the bias and trend ara
maintained they both emergs stronger
than ever. At some point the reality
can no longer sustain the exaggerated
expectations and what follows isa

gradually accelerating downward shde,

Should it turn out that the 2008 finan-
cial meltdown was merely & "tasting
pericd” it is hard to imagine the scale
of crisis we may fall into if the global
acanomy follows the Soros trajectory.
Anothar businessman/economist
who believes that maintaining the sta-
tus quo will anly cause maoare trouble is
Peter Shieff. He got much attention af-
ter it turned out that he had foreseen
the recent financial meltdown well be-

fore markets recogrisea the first signs,

Shiaff clzims that bailing out troubled
kanks and other financial sector com-
panies like AIG will bring a myriad of
negative consequences in the future,

His argument is that bail-outs prevent
the efficient allecation of cagital; tying
scarce capital to inherently flawed
companies, This increases barriers to
entry for small and mid-sized financial
companies and reduces competition
in the markel. Bailouts also introduce
moral hazard becauze when a com
pany is tald once that it is 'too big te
fail', there's a substantial risk that it
will continue to follow a risky strat
eqy. Similar views were expressad by
Daniel Mitchell of the Cato Institute (a
libartarian think-tank) when he said
that "capitalism without bankrupley 15
like Christianity without hell”

Laaking at the current situation in
Eurape, with intensified afforts to save
Greace and beaaf up the European
rascue fund, it's claar that praesarving
the status quo is still the name of the
game when tackling financial erisis.
Nevarthalass, over the past couple of
weaeaks the dea of Graek bankruptoy
has changad from baing an unimagi-
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nable scenario to be prevented at all
costs to a somewhat more possible
occurrence, Fighting for the presar-
vation of old ways is not necessarily

a bad thing, but it may well be that
the cost of rescuing the capitalist
system as we know it is much greater
than the cost of a glabal ‘reset” would
have been three years ago. There are
cartainly a growing number of people
disappointed with capitalism in its
present form, as movements such

as 'Occupy Wall Street’ demonstrate
clearly. Soma sort of a "third way' in
which the annihilation of the global
fimancial systam s preventad, but a
series of radical reforms aimed at
stabilisation are implemented could
be hest. It only depends if getting
the system cut of trouble is still pos-
sikle. If it is, then there will hopafully
e suppart for dramatic change onca
wa find aursalves in anather perod of
prosperity

Segmentation: The Secret Weapon

Customer data is changing the face of retail, says Nikita Panov

he products of The Coca-Cola

Company are bought all over the
world and served 1.6 billion times
every single day, Among its 500 soft

drink brands, it owns Sprite, Powerade,

Schweppes and Fanta, each with its
own extensive and complicated cus-
tomer bass. Bul how do marketing
departments decide who they should
target with their various means of
advertising?

With globalisation and expanding
productivity, companies often forget
who their customers are and what
attracts them to their brand., Many
ara simply taking an educated guess,
others conduct market research and
even mora opt for a blankat advertis-
ing approach, However, finding oul
who the customers are is as much of
an art as it is a science, and |t certainly
is not gueasswork. Let's imagine be-
ing a retailer with heaps of marketing
data, say Sainsbury's or Tesco, Apart
from their own devoted departmeants,
both employ data analysis compa
nias to crunch their numbears, LMG
and dunnhumby respectively. The
analysts start with the hard data, free
from bias, and search for customer

patterns. One of the most imporiant
technigues for these cata analysis
firms is customer segmentation.

Segmentation Case Study

This article demonstrates an anony-
mous customer segmentation. We
btegin by plotting groups of custom-
ers based on their yearly visits to the
store against their spending per visit,
and observe the emergence of distinct
graups. With no other information,
we would assign them some basic
names like the ones below.

MNow let us imagine this segmentation
as if it came from a toy store with a
leyalty card that asks each customer
to fill cut some basic details.

« Attitudinal information can
be collected through primary
market research

The areas may include: sati

tion, pricing, advertising, branz

+ Transactional data is collect-
ed when there Is contact with
the customer

This is ey

amic data which is

-h time a ¢

not a sample.
+ Contextual data helps us

understand the demographic
of the customer

code leveal)

-
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22 « Comment

Isolating patterns paints a detailed
pictura of aach group, Every time a
customer uses his card the informa
tion regarding his purchases is record
ed. To give a real identity to these
segments alittle more input data is re-
quired, ags for example. This reveals
customars labelled as "Oceasionals”
to genarally consist of peopla over 60,
"Panny Plnchears” are mostly under 25,
and the rest of the segmants have a
variaty of ages, Introducing loacation
of store as a varizble reveals that the
"Ctacking Up" segment, who freguant
the larger branches ocutside of the city
centres, possibly live very Far from
the store becauwse of thair rarer visits,
altermatively they may have fewer
children than avarage, Addition-
ally, "Panmy Pinchars” and “"Oceasion-
als” shap almost exelusivaly in urban
areas. An aven more effactive lavel
of analysis might be ta chack what
purchasas customers have in cormmaon
within aroups, This reveals thal the
“Passionate enthusiasts” share a love
for model trains and airplanes, whils
“Occasionals” shop for jlgsaw puzzles,
Lastly, we will add to each segment
the percentage total customars they
reprasant and the percentage of the
total spend that they are responsible for,

b N
|l " | I|
, data /
\\ =
N\
b5 -
Contextual data

Segments now have an identity that
will become common knowledgs to
the toy store managers, who should
baze their business decisions an an
understanding of their customers:

«Dlder Occasionals - not grandparants
shapping for grandkids, but for theair
own ends. They represent 25% cus-
tomers and only 2% of total spend.

«Stocking Up Gifts - families travelling

far to a retail park store only several

times a year. They represent 5% cus-
tomers and 12% of spend.

*Penny Pinchars - voung families living
in urban areas, shopping for deals,
representing 15% of customers and 6%
aof spend.

sRGegulars - some segments will con-
tain &2 good variety of customers, and
may nead another layver of segmenta-
tian. Ower all, the Regulars make up
for 40% customers and 20% chunk of
the total spend.

*Passionate ‘Model' Enthusiasts - with
just 13% of all customers but with
close to 50% of the total spend, this
is the most valuable segment in the
stora, This realisation may change the
store layout, stock and even the staff
the chain employs.

This infarmation is very powerful and
must be treated with respact to ben-
afit all involved, The ideal by which
dunnhumby operates is "good for
brands, good for retailers and goog
for customers”. By benefitting all
three, rather than trying to expose a
trend in favour of the retailer, the ra-
lationship is maintaines and the data
ramains dependablea.

Good for brands, good for customers
Brands should obviously be interested
in who purchases their products.

This is wvaluable not only for advertis-
ing purposes, but for ranging. For
instance, a company that produces
water guns might find that their larger
models are being purchased by the
"Stocking Up Gifts” segment, who
shop in retail parks and their cheaper
models are bought in the city cen-
tre. Therefore, they would alter their
supply to fit demand, banefitting the
customers.

Good for retailer, good for customers
For the retailer, it is vital to reward
their loval customers, the "Passionate
‘Model” Enthusiasts”, Alternatively it
may be important to develop seg-
ments, such as the “"Qlder Occasion-
als"”, anc find aut why they are spend-
ing so little or why they are barely
visiting the store, The retailer may
benefit only anca by incraasing prices
in their larger stores, to expose the
travelling patterns of the “Stocking Up
Gifts" segment, however the retailer
would lose them as customers in the
long run, forgoing a mutually benefi
cial relationzhip.

Seleme 2 1gs0a ]

In @ market based on conveniencea,
parsonal data is the key to future
growth. "Good for brands, good for
retallers and good for customears” is
great business practica, particularly
when it alsc means "good for the
anvironment”; since gividing custom-
ers into segmants means relevant
coupons raach relevant customers,

So why is this not a widespread ap-
proach? Inaway it used to be. Inthe
past, neighbourhood fishmongers,
butchars and grean grocars knew
everything about their customers and
their shopping patterns, but now that
the value of convenience has risen

old practices have become expensive.
For instance, the advice of data analy-
sis companies costs much more than
it does from even the most prominent
consultancy firms. However, the value
acded is astounding.

The dunnhumby-Tesco relation-
ship has fostered massive growth. In
2009 the industry average for openad
direct mail was a measly 1%, and yet
as much as 98.4% of Tesco vouch-
ars were redeemed by customers. In
fact, Tesco has seen so much value
from its data analysis firm that it made
dunnhumby a subsidiary.

Toaay, around 60% of Tesco's
profits comes from 20% of its custom-
ers. There are six broad segments,
just as above, and they are consid-
ered in every management decision

- upmarket shoppers, health-focusad
shoppers, tragitional cocks, main-
streamn families, convenience shop-
pers, and price sensitive shoppers.
There are also 17 distinct customers
groups which include brand lovyais,
glthical buyers, promation junkies and
adventurous eaters,

For my part. | am happy to ob-
serve a massive swing in favour of
persanalisation, Not only n tha world
of retail, but in general. Realavance
and convenience ao hand in hand
whether one is ordering on Amazon
or being suggested friends on face-
ook, OF course neither is as precise
asz bespoka szsgmentations coming
from yvears of data and millions of
custamers, although it is a stepin the
right direction, We won't go back to
friendly butchers and chatty erzen
grocers, but at lzast we'll sze faces
bagin to appear on even the largast of
companiss
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Passing the Buck

Max Crema scrutinises the government’s proposals to sell oft student debt to private firms

Commant « 23

David Willetts, Minister of State for
Universities and Science, when an-
nouncing the details of the new Higher
Education White Paper, made it ¢lear
that government projections on how
much changes to the HE sector's fund-
ing system would cost the taxpayer
hinged on the assumption that the
Resource Accounting and Budget-

ing (RABY charge would be 30% on
student loans. To put that into English,
30% of maoney lent cut by the govern-
ment for student loans would not be
repad

While 30% would appear to be a
large amount for the government to
lose on unrepaid student debt, the re-
ality is that az long as they are losing
less than 47%, they are actually saving
monay comparec to the current sys-
termn of univarsity funding. The issue
is that the figure of 30% may be very
optimistic. The Higher Education Pcl-
icy Institute. using the government's
own models, found that by changing
a zingle key assumption, reducing
annual change in average real income
from a hopeful 4.7% to a slightly mora
realistic 3.5% (core salary growth was
2.1% in March 2011) was encugh to
bring the RAR for student debt up to
the crucial break-even point of 47%.

The stark fact that the new system
might actuslly cost the government
meore than cur current funding systern
must be weiching heavily at the back
of Mr Willett's mind. It was not much
of a shock, therefore, to see this little
paragraph that he slipped into a very
long article written for Times Higher
Education in which he briefly cutlined
one way to tackle this dilemma.

“We estimate that about 30 per
cent of these loans will not be repaid...
This Excheguer subsidy for loans is
known as the Resgurce Accounting
and Budgeting (RAB) charge - a fore-
cast of the amount of money that wil
not be repaic - and it is going to be
at the core of university financing for

many years. | expect that, in the future,

as the cata accrue, the policy debate
will be about the RAB charge for
individuzal institutions. One reascn why
wa were not able to accept Browne’s
ingenious idea of a levy on higher fees
is that it was indiscriminate and did

not reflect the actual Exchaguar risk
from lerding to studeants at spacific
duniversities."

Eszantially Mr Willatts is saving
that in the future he would like to find
aul the RAB charge for any given uni-
varsily and than use measures speacific
Lo that university Lo seek to raduce it,
Sowhat measures is he likely to usa?
Well, given the large fall in grants to
the coursas most likely to have alarge
RAB charge and thair subsacuant
raplacement with student loans O
effect a voucher system), and the fact
that the governmeant is committed to
allowing studants to spand their loan
for vouchar) wheara avar thay wish,
they will find it politically vary difficult
Lo regulate to which institutions their
money goes, This ties their hands with
regards to encouraging institutions to
improve thair graduata employmeant
prospects and subsequently to lower
their RAE charge. In fact, one of tha
few avenues they have to accomplish
this would be through manipulstion of
the debt itsalf,

Ifinstitutions with high RAB
charges were given a block grant
wearly but were then reguired to give
back a partion propartionats to haw
much over their RAB target their
actual non-repayment rates were, then
there is an obvious incantive for them
Lo priaritise graduate employment
prospects, This would also act as a
wary simple way for the government
Lo hedge the risk they assume by
uncerwriting income contingent
student loans.

Alternatively, a services tender put
out in 2009 by the government at the
time ang won by Deloitte to look nto
how student debt could be combined
to creste ‘financial instruments’ may
point to the dirsction the government
i5 heading, This, combined with the
passace of the Sale of Stucent Debt
Act 2008, suggests that there is seri-
aus consideration in Westminster of
monetising’ student debt, that is to
say packaging student cebt and sell-
ing it off ta private firms. The current
govarnment has not ruled this plan out
either, explicitly saying in the HE White
paper that Rothschild has been tasked
toe look into the feasibility of this.

The actual wording in tha White
Paper setting out the aims of this pos-
sible meonatisation is "0 particular
any sala would nead to reduce signifi-
cantly aovernmant’s risk exposure to
the loan book and represant value for
maonay for the tax paver”, Interastingly,
this doas not suggest that the aim of
this project would be to raise revenus
for the government, but rather to
raguce thair risk axposure, possibly at
the cost of recaiving slightly lass than
face value for the loan book when
selling it on, From this, it can also be
infarrad that the aovernmenl woulea
not guarantea thase studant loans to
private investars, or at least not Fully,
making them what wa've shown ta be
quite high risk assets. Givan the high
risk nature of thase loans, the goy-
ernment will nesd to create a hiahly
raegulated system or make the loan
packages offerad very sttractive to
gat privata investors interested,

Uitimately, in attempting to bring
a market system into the Higher
Education sector the government
have opened thamselveas Lo signifi-
cant financial risk. The danger is that
future policy on student debt, but
also the Higher Education sector as a
whole, will be dictated by the naces-
sity o grapple with the funding issues
causaed by the increased marketisation
of the sector rather than taking a hy-
peropic and comprehensive approach
to ks funding,

Hiunewah Carna
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‘The thrill of
big challenges
stays with you

eI Graduate Development Programme

Actuaral M M .

Consulting UK-wide » Join Spring, Summer or Autumn
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Tachralagy You'll be challenged from day one. Working with experts intheir field, learning

professional skills and working with big name clients, The result? An outstanding
CW that will give vou the self-assurance to seize evelv opportunity thar comes
yvour way. And, at PwC, there’ll be plenty of those. You'll soon see why we've been

Any degres discipling
300+ UCAS tariff

(oraquiualant) voted mumber one in The Tirmes Top 100 Graduate Employers survey for the last
Diverse psogis make eight vears, Be part of something special and discover how vou can achieve
us stronger whatever vou want 1o.
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Academic

Into the Deep End: Doing a PhD at Edinburgh

Stephen Devlin talks to Heather Stewart, who has recently started her PhD in Economic History at Edinburgh

Can you describe your thesis in a
sentence?
Basically, I'm investigating the ways
irn which the British government has
beean involvad in the ranegotiabion of
prapearly rights in fisharies since 1945,
And how are vou going to do it? What
methods are vou using?

| spand alot of time looking at ar-
chivas = I'm lucky to have the Natianal
Archives of Scotland nearby But every
couple of weasks | go down to Kew in
Londan to access main cabinel papars
and such like, | alsa get to make excur=-
sions o othar fun places = the censor
for the British Trawler Faderation is
in Hull and 'm going to the Shatlands
soon o gel & look at the MNorth Saa Oil
archives, | also spand a lol of time 53l
al a computer gooaling things!
| see you have a massive binder full

of photocoples! Are those from the
archives?

Yeah, IU's a nightrmare making all
these copias! | take picturas of tha
pages and print tham out, In Hull they
charged me 10p per phote | tack - 50
it's not & cheap habit! But using pri-
mary sources is really important for
my research = | only use secandary
sources when | want to put informa-
tion in an international context.
What got you interested in this field
in the first place?

When | was doing my undergraduate
degres here at Edinburgh | started out
writing my dissertation on something
bizarrs like aluminium smslting but
three months before it was due my
laptop died and | lost everything, 3o

| mat with Martin Chick, whao was my
supervisor, and ha basically told me to
ga the Mational Archives, look at their
records on fisheries, and come back
with a hypothesis - | wrote the whale
thing im three months! Sram then on

| guess | just fell in love with fish and
the issues they have created in the UK
5o what are the problems in the UK?
The basic problems have all been

a result of conflicts of interest and
particularly the divide between Scot-
tish ana English fishing, In Scotland
the fishing industry has always baen

| actually just kind of stumbled upon it.

characterised by more traditional and
local fishing whersas in Enaland the
industry was always of a much larger
scale and would fizh in far watars,
particularly lceland. 5o the twao have
quite different interasts and it's hard to
design a systern which suits them baoth.
| guess you've seen Hugh Fearnley
Whittimgstall's incessant campaign-
ing for reform of fishing regulation.
Do you agree with what he says?
Actually, | don't think Hugh rezlly gets
why discarding of excess fish occurs
- it's about monitoring and enforce-
ment more than anything. You need to
change the attitudes of fishermen. But
people just want to see chefs cook
stuff outside parliarent!
And what about the ongoing reform
of the EU Common Fisheries Policy?
There's s0 much to consider there.
First of all, | co believe that agree-
ments and taxes should be set at
a high administrative level but the
allocation of fishing rights should be
as decentralised as possible to make
it work - in other words, you need to
balance the pursuit of efficiency with
the concerns of fishing communities,
otherwise the system is bound to fail.
You also have to remember that lob-
bying and business interests are the
anes with all the money. There's so
rmuch disheartening political rublbish -

A i
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I'd love to go in and sort it all out!
What does your typical day involve?
I have to be massively motivated bea-
cause there's no one telling me what
to do, it's come as a bit of a shock to
e honest. | try to be catting down

to work by nine every morning. but |
rotate what | do, for example, | might
do half a day at the archives and then
half a day in the library. To be honest,
most of the tima 'm just sat swinging
on a chair thinking about fish.

What's your favourite thing about
being a doctoral student?

I the master of my own universe = |
don't have to report to anyone. | also
think I'm really lucky to ba able to get
up in the morning and do something
that | love.

And what will be your next step?

'm really eager to get out into the real
waorld and hopefully go into fisher-
ies policy formation. 'd love to work
for the FAQ (Food and Agriculture
Crganisation of the United Mations)
= thay have a junior professional fast
track scheme which | want to apply
for. And they're based in Rome!
Finally, what's yvour favourite kind of fish?
| dan't eat fish! 'm a vegetarian and |
haven't eaten fish for 6 yvears. It could
actually be handy in the future in cass
someone tries o discredit me by ask-
ing how much fish | eat,

e g
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(Games in the Eurozone

Nicolas Gomotka shows us a different way to view the eurozone crisis

Verlemme 2 1gsua

hea future of the Eurc is at stake

and the aconomic stability of the
eurozone is being put to the test.

The treika neads halp from the
market; banks and insurance compa-
nies need to add to the rescuse fund.
Irenically, the troika iz also playing
against a different part of the market:
the rating agencies, speculators, any-
body that can raise money or senti-
mant against Greace.

A game thaoratic approach this
situation is a sequential move game
where the troika mowves first and the
markats react. The troika can choose
to increase the rescua funa or let
funds dry out. Subsequently the
market can move against Greace ar in
its favor; investing in Greek assets or
raising risk premiums on Greak debt.
The formear keeps Greece and the Eurg

afloat, the latter sinks Greece for sure
and possibly the Euro

The gama trea (see imagal depicts
this game, Should there be no raise of
the rescua fund, then the troika stands
to lose maoney in Greace and the Suro,
Confidence would not be restorad and
the market would turn against Greace
However, since the rescuers move first
they will not lat it come this far and
raise enough funds to enable Greece
to recover and keep the Euro safe. In
this situation the part of the market
trusting Greace Qains and the one "at-
tacking’ it loses.

The circled subgame {in red}
determines the ultimate cutcome.
The game tree tells the story that the
troika can raise enough funds to save
Greece, no matter whether the market
turns against Greece or not. In this

case, (raise fund, trust) is the game's
subgarme perfaect Mash equilibirium

There are alternative scenarios
to the happy ending describaed here.
There is, by no means, a guarantes
that an expansion of the rescue fund
will be sufficiently big to induce the
market to play alang.

Troika
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MNow inits fifth vear of successfi] operations,
Freshiight is 2 reputable pro-bono consultancy
gromp run by studeris atthe Universivy ol Edin-
burgh, It allows entrepreneurial and creative
students to exercise thair innovative visions

as consultants o no-prafit organisations. We
do this by delivering strategic businesss solu-
tions to charities within the local Edinburgh

cormutity, thereby Delping charities wgrow
and fostering strong links between Edinburgh

University and the third sector,

What we do

ALits core, Freshsight is about developing

high impactsalutions for our clients, We train
students lromall subject diseiplines wo tacklea
wide range of business problems from marke:-
ingand funding tasecial impact assessment
and feasibality studies, Ouraim 15 to foster an
educational environment where we wain stu-
denitsin the theories of effective consultancy as
well a= educate them of the business problems
faced by thatl

We run weeklv trainings where we pull
knowledge and insight from academics and
Lrsdusiry o help support Lhe progression of o
projects and improve the recommendations to

our clients, We lind our consultants benefit

istFreshSight

Consultants for non-profit organisations

greatly from the hands on experience of fered
by working so closaly with a third sectar
organisationand from the lasting associztions
we make within the community,
Testimonials from previous clients highlight
the impact of our service:
FAIR, an information and advice service for
peaple with lsarning diszbilities in Edinburgh,
stated of our service, “We were o pleased with
the repert and exeeemely Brpressed by the
levals of expertise and commitment that Fresh-
Sight browght to the project.”

The Network of [nternational Development
Organisations Scotland (NIDOS ) s1ates, “The

consultation and [inal report was extremely
helptul, well tarzeced and just what we
nesded, The combination af bite size chunks
arul more 1nwvolved preces of werk 1n the racom
mendations was ideal foTour organisation...
We have already started to implement the
rzcommendations and plan to continue doing
50 - thank youl Dwould highly tecormirond
Freshsight!”

Professional experience for students
Recrulvers from all secwors recognize than e
skills developed in the society are directly trans-
ferable to many types of cameers, Participation

has led students to fantastic jobs in indusoy
&5 employers look upon membershipas an
indicator of commitment, imagination and
it
enis to dif-

enthusiasm for a worthy cause, Freshs:
is 2 unique epportunity fors

foteriate thotmselves aod vinwealuable
experionce and responsibilioy.

Wi are committed to professionalism and

we achieve results through dedicationand
commitment, Througheut the clghtwes

L':'!-Z"I\LLII.:I‘.'I-.‘!,' e

o members are axpecied 0o

dedicate their time and energy to their ¢
and teamn. Weekly attendance attraining
sessions on Tuesday evening and an addi-
tionzl 5 hours of work spent on projects every
week 15 what is expected as a censultant.
How to get invalved

If you faal you have the commitment, im-
azinaticnand enchusiaso that we value in

FreshSight, please complete the prospactive

consultant application form found on our
webisibe atwww [reshisight org.

Wi greatly encourage all students from any
degree discipline and year of stady to apply,

Contact the Management Committee at:
ed.management@iresheight.arg.

4
22012011 1547




The Beleaguered League

Jay Patani locks back at the predecessor of the UN to see how and why it failed as an organisation.

Acaclemic « 27

he guest for "world peace’in to-

day's global society seerms almost
unthinkable among the countless wars
{hoth internaticnal and intra-national}
that are ravaging the world. Yet this
concept of peaceful cooparation
was not deemed so implausible in
the aftermath of the First Warla War,
which, at the time, was regardad as
the ‘war to end all wars’. Perhaps it
was this very disillusionmeant, arising
from the war's pervasive devastation,
which led President Woodrow Wilsan
and his advisor Colonal Edward M.
House, to pave tha way for the League
of Nations, an assembly designed to
prevent future conflict.

A draft for the Covenant of the
League of Nations was spaedily drawn
up and the league was officially estab-
lished at the Paris peace confarence
in 1219, Thea tides of world power wera
shifting, and by the end of tha First
World War, the USa had emerged
as the political and economic hege-
man in the world, Woodrow Wilson,
charged with his Idealistic intarnation-
alism and protestant moralism, sought
to create an international institution to
end all wars ang their ensuing aco-
nomic and social maladies.

The view that the roots of war
wera primarily economic was nol a
new one, and was discussed exten-
sively in Enalish journalist Norman
Angell's book The Great lusion, first
published in 120%. Angeall daclared
the Futility of militarism in a maodern
interconnected world, whare the
ecanomic repercussions of war far
autweighed any rational motives, This
was in contrast to the contemparary
conventional wisdom, which asserted
that the roots of war were embeddec
in the combative instincts of the hu-
man conaition,

The League of Mations slowly
assumed tha technocratic role of miti-
gating these international economic
asymmetries. The League neces-
sitatec sxtensive research, under its
Economic Intelligence Service, on
acanomic stabilisation, The underly-
ing aim was to be able to iron out the
fluctuations of the businzss cycle and
its concomitant economic insecurities.
In doing so, the League sought to

eliminate a major source of suffaring
and avert the need for war, Despite
the forward-thinking amhbition behind
the League, its ideas ware roocted

in the 18th century libaral tradition,
where ‘enlightenad self-interest’ could
avershadow the ignorance, which sup-
posadhy led to wars

This traditional idea of the homo
econamicus was translated onto a
world stage of national actors assess-
ing the costs and benefits of evary
economic policy. According to this
worldview, which bears an uncanny
resemblance to that espoused by
Adam smith, the world was special-
1seg according to countries’ compara-
tive advantage, ensuring that output
was maximised. This static view ne-
gated the dynamic nature of historical
change. In a world of future uncer-
tainty, it no longer seems so illogical
to value sub-optimal spending such as
military expenditure as a precauticon-
ary measura,

Another more practical failure
of the league was that it failec to
acknowledge the potency of naticnal
interests, both economic and po-
litical, which posed an obstacle to
international decision-making. The
1233 London Monetary and Economic
Conference, set up by the League of
Mations, failed partially because there
Was N economic consensus about
how to tackle widespread unemplay-
ment and maintain commitment to the
gold standarc. Countries had already
reverfed to competitive cevaluations
to stimulate flouncering economies.

In addition, despite some political
successes, the League's political lever-
age was vastly overridden by more
potent naticnal motives. An example
is the League's ineffective sanctions,
which failed to hold back the 400,000
ltalian troops crdered by Mussolini to
invade Ethiopia in 1935.

This disurity of the League is best
exemplified by the US Senate’s refusal
to ratify the League's covenant. With-
out participation of the world's most
powerful economy, the cemise of tha
League had almost bean prescribed
in birth. Game theory helds some
vital explanations for the incentive for
non-participation. When thare is no

binding cemmitment in an interna-
tional agreament, such as the League
of Matians, a ron-cooperative gama
amarges, Despite the highaer pay-offs
that mutual cocperation provides, the
risk-minimising strateqgy is for a party
to 'defect’. A lack of strong enforce-
ment and cradibility, such as that
found within the League’s voluntary
assambly, incited non-cooperation.
This was born out of the universal gis-
trust that other nations woula similarly
‘dafact’ and pursue national goals.
British Prime Minister, Liovd
George stateq, 'it [the League of
Mations] had weak links spreading
everywhere and no grip anywhare'.
Many academics now believas that
the efficacy of international agrea-
ments lie within the potential for a
dominant country to impose this ‘grip’.
After the Second World War, America
was able to fill this void, and was the
main architect of tha Bretton Woods
Monetary System, the World Bank,
and the IMF. The sad fact remains that
the League stood powerless in Hitler's
fascistic consoligation of power in Ger-
many and the Sacond Warld War, As
Keynes famausly pregicted, the harm-
ful reparations imposad on Germany
aftar Waorld War 1 were only another
precursor for further Eurogean con-

flict. The League of Nations ultimately
had insufficient political clout to miti-
gata the rise of thess aconomic and
political inecualities within Europe,
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The Economics of Prosperity

Briana Pegado reviews Tim Jackson's Prasperity Without Growth

Verlemme 2 1gsua

C.}Ilec "Cina of the best books of

tha year™ by The Financi

(S A

fmes
and "bold and provocative" by The
MNew York Times, HRH The Prince

of Wales opens Prosgpariy Witholf
Growith with a foraword stressing

the need for lasting and sustain-

able growth on our planet. This book
flourishes upon a plethora of support
from the right sources, such as house-
hold names in academia, the madia,
and even the British monarchy. Each
chapter starts with an inspiraticnal or
perfectly relevant guote relating to
the chapter titla, for example, a guote
from Barack Obama: "1 think all of us
hera today would acknowledge that
wa've lost our shared sensa of prosper-
ity". The guote's direct, pressing, and
personal style sets the tane for tha rast
of the chapter titled “Prosperity Lost™,
In shart, the book is a flud and engag-
iNg raad,

The first six chapters of Tim
Jackson's manifesto seak to define
prosperity by discounting our cur-
rent definition of the term in relation
o growth, He claims our current
economic indicators of growth with
relation to prosperily are incorrec!
and failing, Jackson delves deep into
how we define prosperity and why it
should not be associated with eco-
nomic growlh, How should we define
prasperity then? According to Jack-
s0M, prosparity once simply meant

“the opposite of adversity or affliction”
and that we should strive to have a
different "vision for prosperity: one
which [allows)... for human beings to
flaurish, to achieve greater social co-
hesion, to find higher levels of well-bsa-
ing and yet still.., reduce [our] material
impact on the environment”, Jackson
attempis to define prosperity by ana-
Ilvzing ancient relicious, philesophical,
and "wisdom traditions.” He ascertainz
that prosperity has four dimensions:

& material, social or psychological, a
transcendental, and a moral or ethical.

‘Consumption’ and ‘consumerism’
are terms that seem to be branded
inte every odd page in this book, The
mid-section of the book deals with aur
psychological attachment to opulence

as a result of societal pressure and
unchackad consumerism; seamingly,
as humans we have the "tendency to
imbua material things with social and
psvchological meanings” and we asso-
ciate material goods with our relation-
ships to one another, social status,
community, a sense of belonging
identity and "meaning anc purposa in
life"”. Im short, we give physical things
too much meaning and tharefore
have chosen to measure meaning in
our lives through material objacts.

If our current modeals of economic
growth have succeeded since tha
time of our economic forafathers,
then does Jackson really have an
argument? Chapter 4, The Diemima
of Growrth, outlines three defences of
economic growth. First that opulence
i5 "a necessary condition for flourish-
ing,” second, that "economic growth
15 closely correlated with certain
basic entitlements.., that are as-
sential to prosperity,” and third, that

“growth s functional in maintaining

economic and social stability”, All of
these defances ara contributions to
the “impossibility theorem” which
acknowladges that continued growth
seems to be ecologically unsustain-
able but "appaars essential for lasting
prospenty”, Jackson continues to ar-
gue that any kind of econormic growth

15 unsustainable, He brings in tha

Keynezian propozal of a "Green Mew
Deal' that could have bean includea

in many stimulus packages after

the 2008 economic downturn, but
counters that, although this could healp
drive our world towards sustainability,
it promoctes the growth that causeao
the market to "unde itself” It may be
too little too late. More importantly, a
'Grean New Deal” would only continue
to stimmulate the very econamic growth
we should be rethinking and redefining
to better support our current ecologi-
cal situation.

Jackson's final proposal for
change is outlinad on thrae levels.
First, the establishment of boundaries
on human activity for ecological rea-
s0ns; second, a plea to fix our brokean
aconomic system and third, to trans-

form “tha social logic of consumerism.”

How Jackson proposes o accomplish
these things can only be deciphered
through the pages of his book. If thay
were listed hare there would be no
reason to read it. It all boils down to

a number of questions. Do the eco-
nomics of our planet truly promote
happinass and prasperity? Does either
matter? Doas our planet need preac-
tive change? The details of Jackson's
plan are irrelevant, We each have the
power Lo maka an impact il wa believe

it ks mecessany.

I.1'|'-| I'. } .u.:rl:rl:n(l
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a Decade On?

_____________ =
Globalization and Its Discontents: Still Relevant

Akanksha Middya reviews Stiglitz’s classic

Reviews « 2§

D@cades ago, with growing ad-
vancamants in transportation and
communication channels combined
with the recognition of banafits that
come from having an opan econamy,
the waves of a new clobalisation
started spreading arouna the worla.
After the end of the Seconc World
War, global institutions such as the
IME, the World Bank and GATT {Gen-
eral Agreement on Tariffs ang Trade)
wera sat up under the Bretton Woods
umbrella to facilitate the smooth sail-
ing of all activitias in this emerging
global market. Mow at first thought,

an open global economy is a win-win
situation. However, when the power of
the new econamic and financial order
is given to policy makers in so-called
‘global” institutions, but which are pre-
dominantly run by G=7 countries, the
outcome is far from ideal,

Mobel Laureate Joseph £, Stiglite
gives an eye-opening analysis af the
sometimes devastating consequences
of decisions made by global institu-
tions (with particular focus on the
IMF} in his book Giobalization and
it Dhsoontents, Having served at the
Waorld Bank as chief economist after
working in the Board of Economic
Advisars for Bill Clinton, he is able
to give the reader an insider's view
on all the happenings within these

rather than helping the developing
acanomies in need, they often end up
digging them an even desper grave
Basic macroeconomic theory of John
Maynard Keynes tells us that in order
to boost a slugoish economy, one has
to increase consumption anc govern-

ment spending, However, in line with

organizations. He shows how ironically,

the Washington Consensus (a term
usad to describe the standarad reform
package promoted for developing
countries in crisis), the mantra of the
IMF becamea more about promoting
the free market unconditionally, with
key elements being privatisation, re-
ducing govaernment debt, and a focus
on inflation as the sole indicator of
the state of an economy. As Stiglitz
bluntly puts it: "Keynas would ba roll-
ing over in his grave were he to see
what has happenead to his child.”
Throughout the hook, Stiglitz ex-
plains tha gaping hales in the policies

“When the power of the new economic and
financial order 1s given to policy makers in
so-called ‘global’ mstitutions, but which are
predominantly run by G-7 countries, the
outcome 1s far from 1deal.”

of the IMF in simple worgs, making the
book an easy read even for someone
lacking any knowledoe of aconomic
theories, To put all s criticisms in a
nutshell. he claims that the IMF has
very imperfect knowledge and does
nol tailar policies to the country at
hand, taking more of a one-size-fits-all
approach, The Washington Consen-
505 was based an the model of Latin
American countries which edercised
very loose monetary policies, As a
resull, when the IMF gives a loan it
camas with terms and agresments to
raise taxes and raduce spending,. He
makes various arguments to show
that Adam Smith's invisible hand doss
not always have the magic touch in
developing economies, Stiglitz's book
is full of examples which show the im
plications of common policy mistakes
and the rala they played in furthering
the East Asian Crisis of 1997 and in
Falluras of transitional economias such
as Russia.

This boaok was published nine
YEars ago, 5o a good measure of ts
analysis Is its applicability today, Have

his intuitions held trus in the past
dacade? For starters, all the criticisms
of the IMF by Stiglitz were recognisad
ovar time not only by him but by tha
governments of developing econao-
mies who bore the brunt of bad daci-
sion making. There has been much
avidence of a loss of confidence in the
institution. Although some countries
like India anc China are fortunate
enaugh o have reached a point whare
they can afford to makea decisions in-
dependently, poor African nations still
depend onthe IMF for aid. However,
the main focus of tha IMF has become
bailing out dabt stricken European
economies like Greece. The auster-

ity measures which foliowed the first
Greece bailout and the subsaquent
neead for a second bailout is proof of
the unchanged and flawed methodol-
ooy of the IMF that Stiglitz criticised in
his book. The current economic situ-
ation also ingicated that he was right
about the institution’s biases towards
the advanced nations that run it. It
makes one gusstion the opportunity
cost of hailouts in Surope by consider-
ing the alternative of using the same
money to subsidize food in famine
stricken countries of Africa. Futher-
more, the ‘hypocrisy” element of the
acltions of IMF pointed out in the book
15 also evident through the budgsat
deaficit figuras of the U5, and several
European counlrias. This is exacer-
bated by constant aporoval of loans for
these countries in contrast with the dis-
appraval of loans for poverty stricken
countries under the pretznse of them
not sabtisfying a set criteria based on
bad economics (and budget figures).
The aggrassive and hostile tone of Sti-
glitz throughaout the boek in relation
te the IMF's actiaons makes it seem

like an imbalanced argument, but he
makes up for it with his Brilllant analy
sis of macroeconomic thearies and
how detrimental to successful globali
sation the one-size-fits-all approach
really is.
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Development Economics: A Review

Mihiri Seneviatne looks at Mowe Than Good Intentions by Dean Karlan and Jacob Appel and

Poor Economics by Abhjit V. Bannerjee and Esther Duflo

F(:-r a field thalt generates so much
public intarast, davealapment
economics suffers from a paucity

of accassible, high-guality literature.
Mare Tharn Good Intentions and FPoor
Econormics rapresant a sianificant
contribution to the landscape of
developrment writing. Avoiding the
stagnant debates that have mirad
Weastern thinking on develapmeant
economics for decades, the authors
of hoth hooks Favour a measured and
evidence-based way of acdrassing a
range af challenges. The approaches
adoptad by the authars of both of
boaks ara strikingly similar, reflacting
tha fact that they emerge from the
same intellectual milieu; Esther Duflo
and Aohity Bannerjee are professors
at MIT, while Dean Karlan is a profes-
sor &t Yale (and co-author Jacob Ap-
pel his student)

Ihe approach has two defining
characteristics, First is their advocacy
of using randomized controlled trials
in evaluating and maximizing effec-
tiveness of aid and government poli-
cies, Secondly, they consistently seek
to examine and understand human
hehaviour and decision-rmaking, again
wilth the aim of using thess insighls Lo
assist policy formulation

Foor Econarmics seeks o provide
us with an insight into the ecaonomic
behaviour of the world's poor, Creal-
ing something between a literature re-
view, a research paper and a memaoir,
Bannerjes and Duflo offer anecdotes,
evidence and insights from their own
research with the Abdul Latif Jameel
Poveriy Action Lab and draw upon
the existing corpus of literature, The
first half of the book concentratas
on various houssheld investment
and consumpticn decisions, such as
healthcare and nutrition while the
latter half exarvnes how markets and
institutions help (or hinder) the poor
in managing their economic lives. The
book is rich in surprising findings and
stimulating guastions. In the chapter
on aducation, they outline an experi-
ment conducted by ODuflo in cellabora-
tian with Michael Kremer and Pas-
caline Dupas in “enya, where teachers

wera randomly assignad to one of two
classes, sorted according to acadamic
achievament. Teachars assigned to
the 'bottom’ classes ware dismayed,
and were reported as being both
mora likely to be absent and less likely
to be teaching whan in school. This
provides clear evidence of elite bias,
one of many challeanges to improving
education inputs ana ocutcomes.

Mora Than Good Infaaiions covers
almost exactly the same topics, but
is written with prospective donorsin
mind. Thus tha emphasis is on aid, and
ways of evaluating and improving its
effectivenass. Sensitive to hehavioural
economics throughout, Appel and
Karlan araw a distinction between
Econs, or economically ‘rational’ be-
ings, and humans, who exhibit time-
inconsistent prafarencas, bounded
raticnality and other inconvanient
truths about the way we really make
choices. A typical example of Karlan's
innovative use of randomized control
trials is described in Chapter 4, where
he and Jacob Zimmerman conduct a
marketing experiment in South Africa.
They randomly sent out a range of

differently dezicned flyers to clients
varying, for example, inclusion of a
photo of a pretty woman and tables
illustrating exarmple loans. The results
wers surprising. more example loans
significantly reducad rasponssa rate,
suggesting that more information
rmay hinder decision-making. Furthear-
mara, adding a picture of an attractive
woman had the same effect on male
clients’ response rates as reducing the
interest rate by 40%!

Both hooks strike a balance
between being readable and intal-
lectually convincing. The authars

and mistakes in a matter-of-fact and
accessible manner, They are also al-
most depressingly realistic about the
prospects for eradicating povarty in
aur lifetimas. which makas their fierce
enthusiasm and tiraless commitment
to their work all the more imprassive,
In a field where academic vanity and
the countless failures of Big ldeas
have all but fatigued public interest,
these books offar a refreshing and
inspiring alternative,

SRy WAL
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