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My hope is that for you, the reader, that this edition will meet your expecta-
WLRQV�RI�H[FHOOHQFH��7KLV�MRXUQDO�VLJQL¿HV�WKH�KDUG�ZRUN�XQGHUWDNHQ�E\�WKH�
whole committee, Trinity’s Department of Economics, and of all students 
involved. We hope that the 2021 Student Economic Review is an insightful, 
engaging and inspiring read.
 
Yvonne O Kiersey,
General Manager, SER Vol. XXXV
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'DYLG�0F:LOOLDPV�DQG�'U�-RKQ�)LW]JHUDOG�RQ�WRSLFV�UHODWHG�WR�WKHLU�¿HOGV��
Housing Policy in Ireland and Ireland Post-Brexit. We would like to thank 
one of the Patrons, Ronan Lyons, for being involved in the conversation with 
David McWilliams on the night. Eimear was always on top of everything for 
the events and was integral for their successes.

This year, alight of restrictions, the Review’s goal was to increase accessibility 
for all. Firstly, in light of the pandemic, the journal revamped its social media 
sites to continue to promote the value of economics within the Trinity commu-
nity, and in the greater society. Katherine Potter, the Production Manager was 
LQWHJUDO�IRU�WKH�FUHDWLRQ�RI�RXU�¿UVW�,QVWDJUDP�SDJH��DQG�IRU�WKH�¿UVW�/LQNHG,Q�
alumni group. Without the addition of these social media platforms, the adver-
tising of our events and debates would not have been as successful and smooth 
running.

Secondly, our committee worked hard to allow for accessibility in events by 
offering sign-language interpreters, automatic subtitles (on Zoom) and through 
font changes in the Review itself to aid those with visual impairments. As a 
committee, we believe that the SER should be accessible to all and have made 
WKH�¿UVW�VWHSV�WRZDUGV�DQ�DSSURDFKDEOH�IXWXUH�
The 35th committee would like to thank our sponsors, and we propose a 
special thanks to TRiSS for allowing us to use their Zoom Webinar function 
for all of our debates, events and Launch this year. Ben Mahon, our Finance 
Manager, has worked hard to obtain grant funding from the Trinity Associa-
tion and Trust for the printing of this book and has strived towards corporate 
IXQGLQJ�IRU�IXWXUH�FRPPLWWHHV��+LV�UROH�RQ�FXWWLQJ�DQG�LQVWLWXWLQJ�¿QDQFHV�ZLOO�
be recognised for years to come.

Considering the circumstances of COVID 19, the 2021 committee has exceed-
ed all expectations. I would like to personally thank each and every one of my 
committee for attending the weekly meetings and for having such enthusiasm 
and dynamism during such wearisome times. Without each and every one of 
you, this would not have been possible and I thank you for making my job as 
the General Manager that much more exciting. 
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Welcome from the

General manaGer
As the General Manager, myself and my committee are honoured to welcome 
you to the 2021 Trinity Student Economic Review. In its 35th year, the Student 
Economic Review continues its tradition as an entirely student-driven academ-
ic journal in Trinity College Dublin. 

The Review showcases the exceptional work being undertaken by Trinity’s 
undergraduate Economics students who have a contemporary and topical out-
look on the world of economics today. The quality of the outstanding essays 
we have received this year mirrors the top quality content that has perpetuated 
through time. We thank everyone who submitted articles this year. The Edito-
rial Team, comprised of Ronan Dunne, Oisín Ó Cuill and Liam Mulryan, had 
the challenging task of selecting the articles to be published in the journal. 
They have succeeded at choosing and editing articles of the highest standard 
which are presented in this book. They have also aided the committee in all 
other aspects throughout the year, which as a committee we recognise and 
appreciate deeply.

Our highly anticipated international debates against universities such as Yale 
and Cambridge continued this year (be it online). The two debates covered 
topical economic themes around universal basic income and a divided UK. 
Emma Taggart, our Debates Manager, must be attributed for the success of 
the two events. Although not an easy job to get in contact with both the HIST, 
PHIL and the international universities (especially during COVID restrictions) 
she managed to face time pressures excellently and the debates and trials ran 
smoothly and professionaly.
Our Workshops Manager Eimear Healy took on not three, but four virtual 
HYHQWV�WKLV�\HDU�DORQJVLGH�WKH�/DXQFK�HYHQW��7KH�¿UVW�WZR��DQ�$FDGHPLF�:ULW-
ing Workshop guest lectured by postgraduate students, and the annual Eco-
nomics Scholarship Workshop, both took place before Christmas. The second 
WZR�HYHQWV�ZHUH�D�µ*XHVW�6SHDNHU�6HULHV¶��WKH�¿UVW�RI�LWV�NLQG�IRU�WKH�6(5��:H�
hosted two external economists - 
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. All six speakers in the debate had respective institutions at multiple compe-
titions. The debate was chaired by Baroness Natalie Bennett, peer the House 
of Lords and former Green Party leader, and judged by Brian O’Donovan 
(RTÉ’s Washington Correspondent), Laurie MacFarlane (Economics Editor at 
OpenDemocracy) and Shreya Nanda (Economist at the Centre for Economic 
Justice).

&DRLPKLQ�+DPLO�VSRNH�¿UVW�DQG�WROG�WKH�DXGLHQFH�RI�WKH�HFRQRPLF�FRQVH-
quences of the Coronavirus pandemic and the impact it has had on commu-
nities across not only his own community but also communities throughout 
Dublin. Hamil furthered his argument by indicating that the recession brought 
on by the Coronavirus pandemic had made the need for economic support 
PRUH�SHUWLQHQW��3UDVWLN�0RKDQUDM�VSRNH�¿UVW�IRU�<DOH��DQG�JDYH�DUJXPHQWV�
UHODWLQJ�WR�WKH�ODFN�RI�EHQH¿WV�EURXJKW�DERXW�WKURXJK�WKH�LPSOHPHQWDWLRQ�RI�
Universal Basic Income alongside highlighting issues with the funding of the 
policy and a government’s ability to sustain such an economic policy.

Ellen McHugh from Trinity spoke next, and began by rebutting Mohanraj’s 
material whilst simultaneously bolstering Hamil’s previous arguments. She 
went on to add an example of a minimum-wage worker in middle America 
to demonstrate the opportunities for greater support and further training that 
could be offered through the implementation of Universal Basic Income. As 
such the McHugh brought in the notion of the improvements the policy could 
bring to the workplace and labour market before going on to reference statis-
tics from Alaska, which already has a UBI scheme.

-DNH�.HOO\�VSRNH�VHFRQG�IRU�<DOH�DQG�SURYLGHG�DGGLWLRQDO�HFRQRPLF�UHDVRQLQJ�
to Mohanraj’s initial arguments. Kelly then noted the role of government in 
providing welfare programs for a nation that would otherwise not be available 
or have as great an impact on society if it was substituted for the implemen-
tation of Universal Basic Income. Sean Gordon Dalton and Cameron Chacon 
FRQFOXGHG�WKH�GHEDWH�ZLWK�ZKLS�VSHHFKHV�IRU�7ULQLW\�DQG�<DOH�UHVSHFWLYHO\��
They summarised the best arguments presented by their side and weighed 
up the claims given by the opposition. Both speakers managed to weave in 
humour alongside generation and rebuttal.
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Dylan McCarthy opened up the debate laying out the propositions plans to 
discuss the political, social and economic reasoning for breaking up the United 
Kingdom. Primarily focusing on the movements for an independent Scotland 
and a United Ireland, McCarthy told the audience of the dissonance between 
England and the regions of Northern Ireland and Scotland respectively.

$GDP�5REOH�VSRNH�¿UVW�IRU�2[IRUG��UHEXWWLQJ�0F&DUWK\¶V�DUJXPHQWV��5REOH�
also provided economic reasoning behind why the two aforementioned regions 
should not distance themselves from the United Kingdom. Isabel Healy spoke 
second for Trinity further outlining some of the points made by McCarthy, 
ZKLOH�DOVR�JLYLQJ�D�UHEXWWDO�WR�PDQ\�RI�5REOH¶V�HDUOLHU�DUJXPHQWV��+HDO\�WKHQ�
went on to discuss the role of Brexit
in the relations between the regions of the United Kingdom. Arguing the 
FRXQWU\¶V�H[LW�IURP�WKH�(XURSHDQ�8QLRQ�KDV�VSHG�XS�WKH�QDWLRQ¶V�LQHYLWDEOH�
break-up.

$QDQ\D�%DVX�IURP�2[IRUG�VSRNH�QH[W��GHIWO\�UHEXWWLQJ�DUJXPHQWV�PDGH�E\�
Healy she then went on to further lay out arguments made by Roble, boster-
ling his earlier points. Basu then went on to note how Wales had become the 
elephant in the room with the proposition not addressing how the nation only 
has a small portion of its citizens asking for independence.

Concluding the debate were Jack Williams and Alex Miller who both provid-
HG�H[FHOOHQW�+XJK�ZKLS�VSHHFKHV�IRU�7ULQLW\�DQG�2[IRUG�UHVSHFWLYHO\��(DFK�
speaker encapsulated the arguments from their own side and assessed the 
SRLQWV�PDGH�E\�WKH�RSSRVLQJ�WHDP��PDNLQJ�WKHLU�¿QDO�FODLPV�ZLWK�ERWK�KXPRXU�
and concise arguments.

Trinity vs. Yale

)ROORZLQJ�WKH�LQWURGXFWLRQ�RI�%LGHQ¶V�VWLPXOXV�SODQ�IRU�WKH�HFRQRP\�WKH�<DOH�
speakers faced the task of opposing the motion: “This House Would Imple-
ment Universal Basic Income”. This Yale team consisted of Prastik Mohanraj, 
Jake Kelly and Cameron Chacon. The Trinity team speaking in proposition, 
featured Ellen McHugh, Sean Gordon Dalton and Caoimhin Hamil 
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:KHQ�WKH�ODVW�VSHDNHU�KDG�¿QLVKHG��WKH�FKDLU�IRU�WKH�HYHQLQJ��%DURQHVV�1DWDOLH�
%HQQHWW��LQYLWHG�WKH�MXGJHV�LQWR�DQRWKHU�]RRP�FDOO�VR�WKDW�WKH\�FRXOG�GHOLE-
HUDWH�RYHU�WKH�UHVXOWV��7KH�YLUWXDO�DXGLHQFH�ZDV�WKHQ�WUHDWHG�WR�D�QXPEHU�RI�
ZHOO�VSRNHQ�ÀRRU�VSHHFKHV�

:LWK�WKH�ÀRRU�VSHHFKHV�FRQFOXGHG��WKH�MXGJHV�UH�HQWHUHG�WKH�]RRP�FDOO�DQG�WKH�
FKDLU��%DURQHVV�1DWDOLH�%HQQHWW��DGGUHVVHG�WKH�FURZG��%HQQHWW�VSRNH�LQ�GHSWK�
DERXW�WKH�SROLF\�RI�8QLYHUVDO�%DVLF�,QFRPH�ZKLOH�DOVR�DGGLQJ�LQ�KXPRURXV�
FRPPHQWV�UHJDUGLQJ�WKH�YLUWXDO�QDWXUH�RI�VXFK�GHEDWHV�DQG�LQGHHG�WKH�H[SHUL-
HQFHV�VKH�KDV�KDG�DW�WKH�YLUWXDO�+RXVH�RI�/RUGV��%HQQHWW�WKDQNHG�WKH�WHDPV�IRU�
WKHLU�VSHHFKHV�DQG�SHUIRUPDQFH��<DOH¶V�&DPHURQ�&KDFRQ�ZDV�DZDUGHG�%HVW�
6SHDNHU�DQG�7ULQLW\�ZDV�DQQRXQFHG�DV�WKH�ZLQQHU�RI�WKLV�GHEDWH�

7KH�WZR�GHEDWHV�JDYH�D�SODWIRUP�WR�D�JUHDW�YDULHW\�RI�H[FHOOHQW�GHEDWHUV�IURP�
7ULQLW\��2[IRUG�DQG�<DOH�WR�GLVFXVV�FXUUHQW�VRFLDO�DQG�HFRQRPLF�LVVXHV��0\�
WKDQNV�JRHV�WR�DOO�WKH�VSHDNHUV�DQG�JXHVWV�RI�WKH�GHEDWHV��P\�IHOORZ�6(5�&RP-
PLWWHH�PHPEHUV��DQG�IDFXOW\�PHPEHUV�7DUD�0LWFKHOO��5RQDQ�/\RQV��0LFKDHO�
:\FKHUOH\�DQG�-RKQ�2¶+DJDQ�IRU�WKHLU�DGYLFH�DQG�VXSSRUW�WKURXJKRXW�WKLV�
\HDU¶V�6(5�SURJUDPPH�

(PPD�7DJJDUW�
'HEDWHV�0DQDJHU
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SER DEbatES 2020/21
Since their introduction into the SER programme in 1996, debates have been 
an integral part of the Review’s interaction with the student body and wider 
college community. Student speakers are chosen for their knowledge of the 
subject matter, as well as their ability to provide a convincing argument to 
engage the entire audience.

The debates offer an excellent way for students to showcase competing eco-
nomic ideas, articulate their viewpoint and defend it from opposing perspec-
tives, in particular ones of strong contemporary relevance. For those in virtual 
attendance this year, the debates act as a fantastic way for people to see both 
debate and oratory at its highest level. Thus, the debates often provide a multi-
disciplinary companion to the papers presented in the Review.

The continuation of the Coronavirus pandemic has resulted in debates being 
carried out online through the medium of Zoom. The SER held two debates 
this academic year. Thanks are due to the committee members of the Student 
Economic Review, the University Philosophical Society and the University 
Historical Society as well as our faculty patrons, guest judges and chairs, for 
ensuring the great success of these events.

Trinity vs. Oxford

The Oxford speakers entered the zoom call on a February evening after having 
seen some of the fallout from the end of the Brexit transition period at the 
beginning of the year making the motion of :“This House Would Break Up 
the United Kingdom” increasingly relevant. The Oxford team, speaking in 
opposition, consisted of Alex Miller, Ananya Basu and Adam Roble, whilst the 
Trinity team featured Dylan McCarthy, Isabelle Healy and Jack Williams.

The debate was chaired by Katy Hayward, author and Professor of Sociolo-
gy at QUB, and judged by John FitzGerald (Economic and Social Research 
Institute) and Professor Gavin Barrett (Professor in Sutherland School of Law, 
UCD).
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as well as some more general advice on how to tackle the exam period. In such 
D�GLIIHUHQW�DQG�GLI¿FXOW�\HDU��ZKHUH�VWXGHQWV�PD\�KDYH�EHHQ�TXLWH�DSSUHKHQ-
VLYH�DERXW�WKH�H[DPV��ZH�ZHUH�JODG�WR�KDYH�SURYLGHG�VRPH�SUDFWLFDO�WLSV�DQG�
guidance. 

Speaker Series 
8th & 10th March 2021

,Q�+LODU\�WHUP��WKH�IRFXV�VZLWFKHG�WR�PRUH�WRSLFDO�WKHPHV�ZLWK�VRPH�SUHVWL-
JLRXV�JXHVW�VSHDNHUV��RUJDQLVHG�LQ�D�WZR�SDUW�VHULHV��7KH�¿UVW�RI�WKHVH�IHDWXUHG�
3URI��-RKQ�)LW]JHUDOG��5HVHDUFK�$I¿OLDWH�DW�WKH�(65,��ZKR�JDYH�KLV�YLHZV�RQ�
ZKDW�WKH�IXWXUH�RI�WKH�,ULVK�HFRQRP\�ZLOO�ORRN�OLNH�DIWHU�%UH[LW��+H�WRXFKHG�
RQ�ZKDW�WKH�SUREOHPV�PLJKW�EH�VXUURXQGLQJ�WUDGH�EHWZHHQ�,UHODQG�DQG�WKH�
8.��WKH�SRVVLELOLW\�RI�D�XQLWHG�,UHODQG��DQG�ZKHWKHU�,UHODQG�ZLOO�UHDS�DQ\�
SRVW�%UH[LW�EHQH¿WV��,W�ZDV�FOHDU�IURP�WKH�GLVFXVVLRQ�WKDW�WKHUH�ZLOO�EH�D�VLJ-
QL¿FDQW�LPSDFW�RQ�ERWK�WKH�5HSXEOLF�RI�,UHODQG�DQG�1RUWKHUQ�,UHODQG�LQ�WHUPV�
RI�WUDGH�DQG�WKH�DOO�LVODQG�HFRQRP\��&OHDUO\��WKH�VFDOH�RI�WKLV�LPSDFW�UHPDLQV�
WR�EH�VHHQ�EXW�LV�OLNHO\�WR�EH�VLJQL¿FDQW��,W�ZDV�D�YHU\�LQIRUPDWLYH�HYHQLQJ�DQG�
ZDV�ZHOO�UHFHLYHG�LI�WKH�KLJK�YROXPH�RI�TXHVWLRQV�IURP�WKH�DXGLHQFH�LV�D�JRRG�
indicator. 

7KH�VHFRQG�LQ�WKH�VHULHV�ZDV�D�MRLQW�VSHDNHU�HYHQW�EHWZHHQ�WKH�6(5¶V�YHU\�
RZQ�3URI��5RQDQ�/\RQV�DQG�WKH�HFRQRPLVW�DQG�7&'�DOXPQXV�3URI��'DYLG�
0F:LOOLDPV��7KH�WZR�KDG�D�YHU\�LQWHUHVWLQJ�H[FKDQJH�RQ�WKH�,ULVK�KRXVLQJ�
FULVLV��$PRQJ�WKH�NH\�SRLQWV�UDLVHG�ZHUH�WKH�DVVHUWLRQV�WKDW�,UHODQG�LV�EXLOG-
LQJ�WKH�ZURQJ�W\SH�RI�DFFRPPRGDWLRQ�WR�PHHW�FXUUHQW�KRXVLQJ�QHHGV�DQG�
WKDW�UHVLGHQWLDO�SODQQLQJ�LV�IUHTXHQWO\�EORFNHG�E\�1,0%<LVP��7KH�ZRUNVKRS�
LGHQWL¿HG�SRVVLEOH�VROXWLRQV�LQFOXGLQJ�D�GHUHOLFWLRQ�WD[��EXLOGLQJ�³XS´�UDWKHU�
WKDQ�³RXW´��DQG�D�PRUH�JHQHUDO�FKDQJH�RI�DWWLWXGH�WRZDUGV�QHZ�EXLOGLQJV�LQ�
Irish cities. 

0DQ\�WKDQNV�WR�DOO�RXU�JXHVW�VSHDNHUV�ZKR�WRRN�WLPH�RXW�RI�WKHLU�EXV\�FDOHQ-
GDUV�WR�VKDUH�WKHLU�H[SHUWLVH�ZLWK�XV��6LQFHUH�WKDQNV�WR�WKH�3DWURQV�IRU�WKH�FRQ-
WLQXRXV�VXSSRUW��DQG�WR�WKH�&RPPLWWHH�IRU�DOO�WKH�KHOS�ZLWK�RUJDQLVLQJ�WKHVH�
ZRUNVKRSV��$Q�DGGLWLRQDO�WKDQN�\RX�WR�WKH�DGPLQLVWUDWRUV�DW�75L66�IRU�JHWWLQJ�
WKH�WHFKQRORJ\�XS�DQG�UXQQLQJ��

'HVSLWH�QRW�EHLQJ�DEOH�WR�PHHW�LQ�SHUVRQ��,�IRXQG�WKH�H[SHULHQFH�WR�EH�YHU\�
HQMR\DEOH�DQG�IXO¿OOLQJ��,�ZRXOG�KLJKO\�UHFRPPHQG�WR�IXWXUH�VWXGHQWV�WR�JHW�
LQYROYHG�ZLWK�WKH�6(5�

Launch & Workshops Manager, Student Economic Review 2021
Eimear Healy
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SER WoRkShopS 2020/21
The workshops have become a staple feature of the Student Economic Re-
view. They have a dual purpose, enabling Economics students to engage with 
the subject outside of the classroom, while also allowing students of other 
GLVFLSOLQHV�WR�JDLQ�VRPH�LQVLJKW�LQWR�WKH�¿HOG��7KH�ZRUNVKRSV�RIWHQ�VHUYH�DV�
an introduction to the SER for younger students and can inspire them to start 
writing and submitting to the review. We ran two events in Michaelmas term: 
an academic writing workshop and the foundation scholarship workshop. In 
Hilary term, we were very happy to be able to host three guest speakers name-
ly Prof. David McWilliams, Prof. John Fitzgerald, and Prof. Ronan Lyons.

The unique position of having to run all events online has come with its chal-
lenges but, ironically, has also meant that it has never been easier for students 
to participate. All workshops have seen a high turnout and great interaction 
among the participants, which we hope is a good sign that the events were 
engaging and thought-provoking despite the circumstances.

Academic Writing Workshop with Trinity Business Review
November 26th 2020

Following on from last year’s successful academic writing workshop, we 
decided to host another one of these events, this time with the Trinity Business 
Review. We invited three Ph.D. students of Business and Economics - Declan 
Cahill, Juan Duran, and Sören Sinz - to speak with the students about their 
research and share their experience in writing for academic audiences. They 
provided some excellent guidance to students who were considering pursuing 
a Ph.D. after their studies and provided some very practical writing tips. 

Collaborating with other reviews is a tradition that we hope future committees 
will continue as it encourages interdisciplinary research and introduces the 
SER to students of other subjects. Many thanks to the Trinity Business Review 
for collaborating with us on this event.

Foundation Scholarship Workshop
December 10th 2020
The SER were very happy to host the annual foundation scholarship workshop 
for students planning on taking the exams in January. Previous successful stu-
dents kindly volunteered to give a rundown of the exams for Economics, 
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Letter from the editor

Welcome to the 35th edition of the Student Economic Review. Throughout 
LWV�EULHI�KLVWRU\�DV�D�ÀDJVKLS�SXEOLFDWLRQ��WKH�6WXGHQW�(FRQRPLF�5HYLHZ�KDV�
HPSRZHUHG�VWXGHQWV�WR�YRLFH�WKHLU�RSLQLRQ�LQ�WKH�¿HOG�RI�(FRQRPLFV�ZLWK�
VWLPXODWLQJ�DUJXPHQWV�FRQVHFUDWHG�WKURXJK�SDVW�LVVXHV�RI�WKH�5HYLHZ��,Q�WKHVH�
LQFUHDVLQJO\�PXGGOHG�DQG�DPELJXRXV�WLPHV��WKH�5HYLHZ¶V�JRDO�RI�SURPRWLQJ�
undergraduate writing is averred.

$V�WKH�ZRUOG�WUDQVIRUPV�LQWR�D�QHZ�&RYLG����HUD��WKH�5HYLHZ�LV�GHGLFDWHG�WR�
SURPRWLQJ�ERWK�SLRQHHULQJ�DQG�SURYRFDWLYH�DUWLFOHV��3DVW�FRQWULEXWRUV�DV�ZHOO�
DV�QXPHURXV�FRPPLWWHH�PHPEHUV�KDYH�SURJUHVVHG�WR�EHFRPH�OHDGLQJ�H[SHUWV�
LQ�WKHLU�UHVSHFWLYH�¿HOGV�RI�(FRQRPLFV��7KLV�LV�DQ�DWWHVW�WR�WKH�5HYLHZ¶V�FRP-
PLWPHQW�WR�SURPRWLQJ�H[FHOOHQFH�DW�WKH�XQGHUJUDGXDWH�OHYHO��7KH�YLYLG�NDOHL-
GRVFRSH�RI�XQGHUJUDGXDWH�WKLQNLQJ�KDV�EHHQ�FRQYH\HG�WKURXJKRXW�WKH�5HYLHZ��
ZLWK�WKLV�\HDU�SURGXFLQJ�WRSLFV�DFURVV�PXOWLSOH�VXEMHFWV�LQ�(FRQRPLFV�DQG�D�
ZLGHVSUHDG�FRQWULEXWLRQ�IURP�DOO�FRKRUWV�RI�VWXGHQWV�

7KH�WDVN�DW�KDQG�IRU�WKH�(GLWRULDO�WHDP��FRQVLVWLQJ�RI�P\VHOI��/LDP�0XOU\DQ�
DQG�2LVLQ�2¶�&XLOO��ZDV�WR�VHOHFW�WKH�¿UVW�FODVV�RI�XQGHUJUDGXDWH�HFRQRPLF�UH-
VHDUFK��$OO�HVVD\V�VXEPLWWHG�VKRZHG�H[FHSWLRQDO�XQGHUVWDQGLQJ�RI�HFRQRPLFV��
DQ�DOPRVW�+HUFXOHDQ�HIIRUW�ZLWK�VXSHUODWLYH�ZULWLQJ�E\�DQ\�PHWULF�

7KLV�\HDU��WKH�5HYLHZ�FKDUWHUV�HVVD\V�E\�VWXGHQWV�IURP�PXOWLSOH�GLVFLSOLQHV��
7KH�SXEOLFDWLRQ�LV�EULPPLQJ�ZLWK�IUHVK�UHDVRQLQJ�DQG�DYDQW�JDUGH�WKLQNLQJ�
ZKLFK�SURYLGHV�D�VWLPXODWLQJ�WDNH�RQ�ERWK�FRQWHPSRUDU\�DQG�FODVVLFDO�(FR-
QRPLF�WKRXJKW��7KH�5HYLHZ�DOORZV�VWXGHQWV�WR�H[SORUH�QHZ�KRUL]RQV�ZLWK�
VWXGHQWV�SURYLGHG�ZLWK�D�FDUWH�EODQFKH�WR�HFKR�WKHLU�LGHDV�RQ�SDSHU�
7KH�5HYLHZ�EHJLQV�ZLWK�WKH�VWDQGRXW�HVVD\�RI�WKH�\HDU�E\�(OOHQ�0F+XJK��ZKR�
FULWLTXHV�.UHPHU¶V�2�5LQJ�7KHRU\�LQ�D�FDUHIXO�PDQQHU�WR�H[WHQG�WKH�PRGHO�
to better mirror the society we live in. This essay has received the Dermot 
0F$OHHVH�0HGDO�IRU�%HVW�2YHUDOO�(VVD\�RI�WKH���WK�(GLWLRQ�RI�WKH�6WXGHQW�
Economic Review. 
,Q�OLJKW�RI�WKH�&RYLG����SDQGHPLF��ZH�IHDUHG�WKDW�VWXGHQWV�PD\�DSSO\�WKHP-
VHOYHV�WR�ZULWLQJ�DQ�HVVD\�IRU�WKH�5HYLHZ��8QIRUWXQDWHO\��WKH�5HYLHZ�VHHPHG�
OHVV�SRSXODU�WKLV�\HDU�WKDQ�LQ�UHFHQW�\HDUV�±�UHÀHFWHG�LQ�WKH����HVVD\V�SXE-
lished this year. 

$JDLQVW�WKH�EDFNJURXQG�RI�WKLV��,�H[WHQG�D�YHU\�ZDUP�ZHOFRPH�WR�WKH������
(GLWLRQ�RI�WKH�6WXGHQW�(FRQRPLF�5HYLHZ��7KHUH�LV�QR�TXHVWLRQ�RI�WKH�ÀDLU�WKDW�
7ULQLW\�VWXGHQWV�SRVVHVV�DQG�WKLV�LV�FRQYH\HG�LQ�WKLV�\HDU¶V�LVVXH�RI�WKH�5HYLHZ�

Ronan Dunne
(GLWRU��6WXGHQW�(FRQRPLF�5HYLHZ�9ROXPH�;;;9
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A Gender-AwAre AnAlysis of 
Kremer’s o-rinG Theory of 

developmenT 

By Ellen McHugh
Junior Sophister 

The 35th Edition of the Student Economic Review begins with a 
sagacious application of Kremer’s O-Ring Theory employing a 
JHQGHU�DZDUH�DQDO\VLV�E\�(OOHQ�0F+XJK��7KLV�¿UVW�FODVV�H[SOR-
ration employs an employment and production matching model 
within the gender norms that are a mainstay of modern society. 
0F+XJK�UHFRJQL]HV�WKH�IDLOLQJV�RI�WKH�2�5LQJ�WKHRU\��H[WHQGLQJ�WR�
unpaid household labour, female’s lower return on education and 
WKDW�NH\�DVVXPSWLRQV�RI�WKH�WKHRU\�DUH�QRW�PLFUR�IRXQGHG��3UH�H[-
LVWLQJ�OLWHUDWXUH�H[WHQVLRQV�WR�2�5LQJ�7KHRU\�DUH�GLVFXVVHG��6XFK�
H[WHQVLRQV�DPDVV�WR�LQFUHDVH�LQYHVWPHQW�LQ�SURGXFWLRQ��0F+XJK�
argues that without a real gender norm challenge to the status 
TXR��WKH�2�5LQJ�7KHRU\�ZLOO�FRQWLQXH�WR�IDOO�VKRUW�RI�H[SODLQLQJ�
the skills and production matching system, which is central to the 
theory. The critiques proposed in this paper are well-founded and 
LPSURYH�WKH�PRGHO¶V�GHVFULSWLYH�SRZHU��D�GLI¿FXOW�WDVN�JLYHQ�WKH�
FRPSOH[LW\�RI�2�5LQJ�7KHRU\��

I. Introduction
In 2016, the United Nations’ High-Level Panel on Women’s Economic Em-
SRZHUPHQW�UHOHDVHG�LWV�¿UVW�UHSRUW��/HDYH�1R�2QH�%HKLQG���$�&DOO�WR�$FWLRQ�
IRU�*HQGHU�(TXDOLW\�DQG�:RPHQ¶V�(FRQRPLF�(PSRZHUPHQW��,WV�¿QGLQJV�LOOXV-
trated persistent inequalities in economic opportunities and outcomes between
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EHWZHHQ�PHQ�DQG�ZRPHQ��7KLV�SDSHU�DLPV�WR�FRPSDUH�WKH�¿QGLQJV�DQG�UHF-
RPPHQGDWLRQV�RI�WKLV�UHSRUW��DQG�WKRVH�RI�RWKHU�ZULWHUV�LQ�WKH�¿HOG�RI�IHPLQLVW�
HFRQRPLFV�LQ�SDUWLFXODU��WR�WKH�WKHRUHWLFDO�H[SODQDWLRQ�RI�ODERXU�DQG�ZDJH�LQ-
HTXDOLW\�HQFDSVXODWHG�E\�.UHPHU¶V�2�5LQJ�7KHRU\�RI�(FRQRPLF�'HYHORSPHQW��
ZLWK�SDUWLFXODU�UHJDUG�WR�WKH�DVVRUWDWLYH�PDWFKLQJ�FRPSRQHQW�RI�WKH�WKHRU\��,W�
VHHNV�WR�SURYLGH�D�FRPSUHKHQVLYH��JHQGHU�DZDUH�DQDO\VLV�RI�.UHPHU¶V�WKHR-
UHWLFDO�IUDPHZRUN��LWV�XQGHUO\LQJ�DVVXPSWLRQV��DQG�LWV�LPSOLFDWLRQV��7KH�SDSHU�
ZLOO�DQDO\VH�WKH�H[WHQW�WR�ZKLFK�2�5LQJ�7KHRU\�FDQ�DFFRXQW�IRU�EDUULHUV�WR�
IHPDOH�HFRQRPLF�HPSRZHUPHQW�LQ�GHYHORSLQJ�FRXQWULHV��SDUWLFXODUO\�UHJDUG-
LQJ�HQWU\�LQWR�DQG�SURJUHVVLRQ�ZLWKLQ�WKH�ODERXU�PDUNHW�

*HQGHU�DZDUH�DQDO\VLV�LV�HFRQRPLF�DQDO\VLV�WKDW�VHHNV�WR�DFFRXQW�IRU�WKH�IDFW�
WKDW�HFRQRPLF�DQG�VRFLDO�SURFHVVHV�WDNH�SODFH�ZLWKLQ�DQG�WKURXJK�JHQGHUHG�
UHODWLRQVKLSV��(OVRQ���������,W�SURYLGHV�D�QHZ�SHUVSHFWLYH�IURP�ZKLFK�WR�FUHDWH�
DQG�DQDO\VH�HFRQRPLF�PRGHOV�DQG�WR�XQGHUVWDQG�WKH�LPSDFW�RI�HFRQRPLF�DQG�
VRFLDO�SROLF\��3URPRWLQJ�D�PRUH�LQWHUGLVFLSOLQDU\�DSSURDFK��JHQGHU�DZDUH�
DQDO\VLV�DFNQRZOHGJHV�WKH�UROH�RI�³SDWULDUFKDO�QRUPV��WUDGLWLRQV��LQVWLWXWLRQV��
DQG�YDOXHV�DIIHFWLQJ�ZRPHQ¶V�OLYHV´��%HQHULD��������S��[��LQ�RUGHU�WR�JDLQ�D�
IXOOHU�XQGHUVWDQGLQJ�RI�WKHLU�FRQGLWLRQV�DQG��RIWHQ��WKHLU�VXERUGLQDWLRQ�
7KH�LPSRUWDQFH�RI�JHQGHU�DZDUH�DQDO\VLV�LV�SDUWLFXODUO\�HYLGHQW�LQ�WKH�FDVH�RI�
GHYHORSPHQW��5DWKHU�WKDQ�UHOHJDWLQJ�³JHQGHU´�WR�D�VXEVHFWLRQ�RI�GHYHORSPHQW�
WKHRU\�DQG�SUDFWLFH��JHQGHU�DZDUH�DQDO\VLV�SURPRWHV�WKH�FHQWULQJ�RI�JHQGHUHG�
UHODWLRQVKLSV�LQ�PDLQVWUHDP�GHYHORSPHQW�WKLQNLQJ��$GGLWLRQDOO\��JHQGHU�DZDUH�
DQDO\VLV�KHOSV�WR�PLWLJDWH�VRPH�RI�WKH�KDUPV�FDXVHG�E\�VRFLDOO\�GLVHPERGLHG�
HFRQRPLFV��+HLOEURQHU��/��	�0LOEHUJ��:���������DQG�FDQ�KHOS�EULGJH�WKH�JDS�
EHWZHHQ�WKHRU\�DQG�UHDOLW\�WKDW�KDV�FKDUDFWHULVHG�PXFK�RI�PDLQVWUHDP�PRGHUQ�
HFRQRPLFV��*HQGHU�DZDUH�DQDO\VLV�LV�D�YDOXDEOH�WRRO�WKDW�FDQ�EH�XVHG�WR�JXLGH�
HFRQRPLF�DQG�VRFLDO�GHYHORSPHQW�LQ�D�PRUH�LQFOXVLYH�PDQQHU��WKURXJK�DGDSW-
LQJ�XQGHUO\LQJ�DVVXPSWLRQV�WR�EH�PRUH�UHÀHFWLYH�RI�WKH�OLYHG�H[SHULHQFHV�RI�
ZRPHQ�LQ�ERWK�WKH�GHYHORSHG�DQG�WKH�GHYHORSLQJ�ZRUOG�

)RU�WKH�SXUSRVHV�RI�WKLV�SDSHU��JHQGHU�LV�WUHDWHG�LQ�DFFRUGDQFH�ZLWK�WKH�GH¿QL-
WLRQ�SURYLGHG�E\�WKH�$PHULFDQ�3V\FKRORJLFDO�$VVRFLDWLRQ��L�H��³WKH�DWWLWXGHV��
IHHOLQJV��DQG�EHKDYLRUV�WKDW�D�JLYHQ�FXOWXUH�DVVRFLDWHV�ZLWK�D�SHUVRQ¶V�ELRORJ-
LFDO�VH[«>LW@�LV�D�VRFLDO�FRQVWUXFW�DQG�D�VRFLDO�LGHQWLW\�´��$3$���������7KLV�
SDSHU�LV�OLPLWHG�LQ�LWV�GLVFXVVLRQ�RI�³PHQ´�DQG�³ZRPHQ´�DV�LQWHUQDOO\�KRPRJH-
QRXV�VRFLDO�FDWHJRULHV��)XUWKHU�ZRUN�LQFRUSRUDWLQJ�DQDO\WLFDO�SURFHVVHV�VXFK�DV�
*HQGHU�%DVHG�$QDO\VLV�3OXV��*%$���LV�UHTXLUHG�WR�FDSWXUH�WKH�FRPSOH[�LQWHU-
DFWLRQ�EHWZHHQ�JHQGHU�LGHQWLW\��UDFH��UHOLJLRQ��DQG�RWKHU�IDFWRUV�WKDW�LQÀXHQFH�
KRZ�SHRSOH�DUH�DIIHFWHG�E\�HFRQRPLF�DQG�VRFLDO�SURFHVVHV��7KH�PHULW�RI�WKLV�
SDSHU�OLHV�LQ�LWV�LQLWLDO�FULWLTXH�RI�DQ�HVWDEOLVKHG�PRGHO�RI�HFRQRPLF�GHYHORS-
PHQW�DV�D�VWDUWLQJ�SRLQW�IRU�IXUWKHU�UHVHDUFK�DQG�DQDO\VLV�
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II. Labour Inequality in Developing Countries: Current Trends

The World Economic and Social Outlook (WESO) conducted by the ILO in 
2017 illustrates persistent inequalities in economic opportunities for men and 
women, which are particularly evident in developing countries. Although de-
veloping countries are reported as having the lowest participation gap, this is 
mainly driven by economic necessity, and women in the labour force are less 
OLNHO\�WR�¿QG�HPSOR\PHQW�WKDQ�PHQ��7KLV�LV�PRVW�NHHQO\�H[SHULHQFHG�LQ�1RUWK-
ern Africa (where there is a 10% gap in the employment rate), Latin America 
and the Caribbean (3.4%), and the Arab States (12.9%).  Women are less likely 
than men to be in waged or salaried employment and are more likely to be in 
vulnerable forms of employment. In developing countries, 13.6% of employed 
women are in salaried or waged employment, compared with 24.3% of men. 
The greatest disparity is seen in sub-Saharan Africa, where there is a 13.7% 
gap, an increase of 0.6% since 2007. 19.4% more women than men work as 
contributing family workers, an increase of 2.4% since 2007. 

These trends “...stand in stark contrast to the major progress on gender gaps 
LQ�HGXFDWLRQ�DQG�KHDOWK�´��81��������S������:KLOH�WKHUH�KDV�EHHQ�VXEVWDQWLDO�
investment in improving educational and health outcomes for women and girls 
in the Global South, these outcomes have not translated into economic em-
powerment and gender equality in labour market opportunities. 

7KH�JHQGHUHG�RFFXSDWLRQDO�VHJUHJDWLRQ�UHSRUWHG�E\�ERWK�WKH�,/2�DQG�WKH�81�
disproportionately harms female workers in terms of income, security, and 
safety. Women tend to be over-represented in lower-paying sectors and infor-
mal work, and those employed in informal work tend to be paid less than men 
LQ�WKHVH�VHWWLQJV��81��������S�������$V�LQIRUPDO�ZRUN�OLHV�RXWVLGH�RI�IRUPDO�
legal requirements surrounding labour rights, workers lack access to basic 
infrastructure and social protection and are more likely to be threatened by 
VH[XDO�YLROHQFH�DQG�KDUDVVPHQW�LQ�WKH�ZRUNSODFH��$GGLWLRQDOO\��DV�WKH\�DUH�QRW�
LQFOXGHG�LQ�RI¿FLDO�JRYHUQPHQW�VWDWLVWLFV�RQ�WKH�ODERXU�PDUNHW��WKH�FKDOOHQJHV�
IDFHG�E\�WKHVH�ZRUNHUV�DUH�RIWHQ�XQUHFRUGHG��81��������S������:KLOH�LQIRUPDO
 ____________________________

1�,W�VKRXOG�EH�QRWHG�KHUH�WKDW�VRPH�$UDE�6WDWHV�DUH�QR�ORQJHU�FODVVL¿HG�DV�
“developing” countries.
2 “A contributing family worker is a person who holds a self employment job in a mar-
ket-oriented establishment operated by a related person living in the same household, 
and who cannot be regarded as a partner because of the degree of his or her com-
mitment to the operation of the establishment, in terms of the working time or other 
factors to be determined by national circumstances, is not at a level comparable with 
that of the head of the establishment.” (OECD: Principles and Recommendations for 
3RSXODWLRQ�DQG�+RXVLQJ�&HQVXVHV��5HYLVLRQ����8QLWHG�1DWLRQV��1HZ�<RUN��������SDUD��
������
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work does not constitute the typical waged employment often considered by 
economists in development models, it forms a key part of the economies of 
developing countries, particularly given the effects of globalisation. Therefore, 
the question of why women are over-represented in this sector is relevant for 
questions of development and occupational segregation, both of which are key 
components of O-Ring Theory. 

III. Kremer’s O-Ring Theory of Development: An Overview
The O-Ring Theory of Development builds on existing literature in economic 
theory to create a model of production and employment where workers of sim-
ilar skill levels are matched together at points along the chain of production 
WKDW�UHÀHFW�WKHLU�VNLOO�OHYHO��T��.UHPHU���������:KHUH�VNLOO�LV�SHUIHFWO\�REVHUY-
DEOH��SHUIHFW�DVVRUWDWLYH�PDWFKLQJ�RFFXUV�ERWK�ZLWKLQ�DQG�EHWZHHQ�¿UPV��,Q�
equilibrium, therefore, “...small differences in worker skill create large differ-
HQFHV�LQ�SURGXFWLYLW\�DQG�ZDJHV´��.UHPHU��������S��������DV�¿UPV�WKDW�IDFH�
a high marginal product of skill will bid the most for the workers with high 
T��+LJK�VNLOO�ZRUNHUV�ZLOO�WKHUHIRUH�EH�PDWFKHG�LQ�¿UPV�ZLWK�KLJK�OHYHOV�RI�
SURGXFWLRQ��DQG�ZLOO�EH�RIIHUHG�FRUUHVSRQGLQJO\�KLJK�ZDJHV��:KHQ�WKH�FKDLQ�
of production is extended internationally, the theory argues that countries with 
WKH�ORZHVW�T�ZRUNHUV�DUH�DOORFDWHG�WR�WKH�HDUOLHVW�VWDJHV�RI�SURGXFWLRQ��.UHPHU�
contends that this is consistent with the wage and productivity differences be-
tween rich and poor countries, meaning that the O-Ring Theory has empirical 
relevance to the study of international economic development. 

.UHPHU�DOVR�HQGRJHQL]HV�VNLOO�DV�WKH�SURGXFW�RI�LQYHVWPHQW�LQ�HGXFDWLRQ�RU�
effort, e, and accounts for the fact that perfect matching of workers is not 
DOZD\V�SRVVLEOH��.UHPHU��������S��������,Q�WKLV�FDVH��ZRUNHUV�ZLOO�³PDWFK�LQ�
UDQN�RUGHU�RI�VNLOO��ZLWK�WKH�GLYLVLRQ�RI�WKH�¿UP¶V�RXWSXW�DPRQJ�LWV�KHWHURJH-
QHRXV�ZRUNHUV�GHWHUPLQHG�E\�D�FRPSOH[�EDUJDLQLQJ�SUREOHP�´��.UHPHU��������
S�������,PSHUIHFW�PDWFKLQJ�OHDGV�D�ZRUNHU�WR�XQGHULQYHVW�LQ�WKHLU�VNLOO��ZKLFK�
leads other workers to do the same, due to the strategic complementarity of 
the investment. Therefore, worker investment in education and effort will not 
reach the socially optimal level and consequently, neither will q. Additionally, 
.UHPHU�SURSRVHV�D�PRGHO�RI�³VHOI�IXO¿OOLQJ�VWDWLVWLFDO�GLVFULPLQDWLRQ´�XQGHU�
LPSHUIHFW�REVHUYDELOLW\�RI�VNLOO��������S�������WR�H[SODLQ�LQFRPH�GLIIHUHQFHV�
between ethnic groups within the same country. Employers conducting match-
ing and overseeing the bargaining process regarding wages will pay a lower 
wage for a group of workers assumed to be in a low equilibrium, no matter 
their actual skill level. As a result of this, workers in this group “will choose a 
ORZHU�H��YDOLGDWLQJ�WKH�HPSOR\HUV¶�H[SHFWDWLRQV�´��������S������.UHPHU�SRLQWV�
to the differences in return to education between white and black workers 
LQ�WKH�8QLWHG�6WDWHV�DV�HYLGHQFH�RI�WKLV�PRGHO�RSHUDWLQJ�LQ�SUDFWLFH��,Q�WKLV�
PDQQHU��.UHPHU�FRQFHLYHV�D�PRGHO�WKDW�SURYLGHV�D�PHFKDQLVP�E\�ZKLFK�ELDV�
FDQ�EH�FRQFUHWHO\�WUDQVODWHG�LQWR�QHJDWLYH�RXWFRPHV��:KHWKHU�WKLV�PRGHO�LV�DQ�
accurate one, and whether it is applicable to gender bias in particular, will be 
questioned further in this paper.
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IV. Gender Inequality in Investment in Education and Effort: Gendered 
Educational Disparities in Developing Countries: q and e Effects

Gender disparities in educational attainment are a leading factor in differences 
in skill levels in a number of developing countries (Chua, 2017). However, 
O-Ring Theory fails to account for the fact that unequal distribution of the 
burden of unpaid labour, household labour in particular, constrains women 
from translating additional education or skill into increased labour force par-
ticipation or higher-paid work (OECD, 2014). Therefore, increasing women’s 
q or e would not necessarily lead to an increase in the wages that they earn. 
In a model of unconstrained choice, this could be framed as women facing a 
lower return to education, and therefore choosing not to invest in it. However, 
the assumption of unconstrained choice does not hold in actuality, as women 
often face barriers to accessing education and improving their skill regardless 
of their preferences. In order for increased female education to address this 
inequality, it must be accompanied by policies designed to ease the burden of 
unpaid labour they face and efforts to alter societal norms about the role of 
women.

New Technologies: A Rising Tide that Lifts Some Boats
Based on O-Ring Theory, analysis by Dalmazzo et al (2007, p. 515) illustrates 
“why identical workers may receive different wages in equilibrium, and why 
complex technologies may increase wage inequalities amongst co-work-
ers.” While analysis based on technology may not apply directly to all forms 
of gendered wage inequality in developing countries, it is useful in certain 
contexts, particularly as the use of more complex technologies increases as 
development occurs. The basis for the increased wage inequality is that the 
use of more complex technologies requires more effort from workers. I would 
argue that this is most apparent in the short-term: while the technology may 
increase output and productivity and decrease workload in the long-term, at 
the point of adoption, workers must adapt their skillset in order to be able to 
use the technology effectively. This requires an increase in effort, through 
attending training programmes, concentrating more during the production pro-
cess, and so on. Workers, therefore, will choose a higher level of e, and thus q, 
and will therefore earn higher wages. Plants that adopt new technologies will 
become “high-wage plants” (Dalmazzo et al, 2007) compared with plants that 
do not. The adoption of new technologies, however, will also lead to greater 
inequalities within plants between high-skill and low-skill workers. As argued 
by Lourdes Beneria (2003), women are overwhelmingly likely to be amongst 
those left behind by the adoption of new technology, as they are less able to 
upgrade their skill levels through means such as after-work training (OECD, 
2014) Therefore, increasing women’s q or e would not necessarily lead to an 
increase in the wages that they earn. In a model of unconstrained choice, this 
could be framed as women facing a lower return to education, and therefore 
choosing not to invest in it. However, the assumption of unconstrained choice 
does not hold in actuality, as women often face barriers to accessing education 
and improving their skill regardless of their preferences. In order for 
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increased female education to address this inequality, it must be accompanied 
by policies designed to ease the burden of unpaid labour they face and efforts 
to alter societal norms about the role of women.

New Technologies: A Rising Tide that Lifts Some Boats
Based on O-Ring Theory, analysis by Dalmazzo et al (2007, p. 515) illustrates 
“why identical workers may receive different wages in equilibrium, and why 
complex technologies may increase wage inequalities amongst co-work-
ers.” While analysis based on technology may not apply directly to all forms 
of gendered wage inequality in developing countries, it is useful in certain 
contexts, particularly as the use of more complex technologies increases as 
development occurs. The basis for the increased wage inequality is that the 
use of more complex technologies requires more effort from workers. I would 
argue that this is most apparent in the short-term: while the technology may 
increase output and productivity and decrease workload in the long-term, at 
the point of adoption, workers must adapt their skillset in order to be able to 
use the technology effectively. This requires an increase in effort, through 
attending training programmes, concentrating more during the production 
process, and so on. Workers, therefore, will choose a higher level of e, and 
thus q, and will therefore earn higher wages. Plants that adopt new technolo-
gies will become “high-wage plants” (Dalmazzo et al, 2007) compared with 
plants that do not. The adoption of new technologies, however, will also lead 
to greater inequalities within plants between high-skill and low-skill workers. 
As argued by Lourdes Beneria (2003), women are overwhelmingly likely to be 
amongst those left behind by the adoption of new technology, as they are less 
able to upgrade their skill levels through means such as after-work training 
programmes. Men, however, are less likely to be constrained by caregiving 
responsibilities, and are therefore freer to participate in these programmes, 
LQFUHDVH�WKHLU�T��DQG�WKXV�EHQH¿W�IURP�WKH�LQWURGXFWLRQ�RI�QHZ�WHFKQRORJLHV�
through higher wages.

What should be noted from this is that the lack of investment by women 
towards increasing their q is not shaped by their preferences, but rather by 
constraints on their mobility enforced by societal norms. As Beneria (2003, p. 
119) puts it:

“...women’s primary involvement in domestic work and childcare responsi-
bilities continues to be a source of economic vulnerability for them, not only 
because this is unpaid work but also because it diminishes women’s mobility 
and autonomy to design their labour market strategies.”

V. Model extensions
Bias in Assortative Matching
.UHPHU��������S�������SURSRVHV�DQ�DGDSWHG�PRGHO�RI�VHOI�IXO¿OOLQJ�VWDWLVWLFDO�
discrimination in the case of racialised wage disparities. This may also be 
applied to gender wage disparities: if women are assumed to be in a lower 
equilibrium, employers will pay them less than their male counterparts 
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through assigning them to lower-skill and lower-paying tasks on the chain of 
production. This can also partially explain why the increase in female edu-
cation in developing countries has not been matched by similar decreases in 
gender gaps in economic opportunity and pay. O-Ring Theory offers a mecha-
nism by which sustained gender bias in hiring and allocating practices can be 
translated into the perpetuation of gender wage differentials: if women face a 
lower return to education, their incentive to invest in e decreases substantially. 
Therefore, women are likely to end up in lower equilibrium than their male 
counterparts. However, this assumes that women are unconstrained in their 
choice to invest in e. Additionally, this mechanism assumes that decisions on 
KLULQJ�DQG�DOORFDWLRQ�RI�WDVNV�EHWZHHQ�DQG�ZLWKLQ�¿UPV�DUH�EDVHG�VROHO\�RQ�WKH�
assumed skill level of the worker. There are, however, numerous other factors 
that contribute to the gendered occupational segregation in developing coun-
tries which O-Ring Theory does not consider.

Non-q Factors Affecting Gendered Occupational Segregation and Wage 
Disparities Social Norms

-D\DFKDQGUDQ��������LGHQWL¿HV�WKH�PDQQHU�LQ�ZKLFK�VRFLDO�QRUPV�LQ�GHYHORS-
ing countries restrict women’s participation in the labour market. In societies 
that place a large value on “purity”, women are restricted from participating 
in occupational areas that are traditionally dominated by men (Jayachandran, 
2020, p. 6). More broadly, Jayachandran illustrates that variation in norms 
is correlated with variation in female employment, and that certain levels of 
development will actually lead to less female employment. In this manner, 
the relationship between economic development and female employment may 
be seen as a U-shaped curve. As wages grow at the beginning of the develop-
ment process, households can afford to lower total hours worked, and norms 
linked to notions of purity or the role of women more broadly mean that those 
most likely to lower hours worked are women. As development continues, 
female employment will increase once more with the transition to “cleaner” 
RI¿FH�EDVHG�HPSOR\PHQW�DQG�LQFUHDVHG�HGXFDWLRQ��-D\DFKDQGUDQ���������
However, I would argue that a more fundamental shift is necessary to sustain 
female participation in the labour market and in affording equal opportunities 
for advancement within the labour market: a shift in societal norms away from 
those that are restrictive to women. While Jayachandran (2020) analyses a 
number of policies to work around these societal norms, these are not long-
term solutions to the barriers to participation and progression faced by women. 

The construction of the globalised economy is such that large and medium 
multinational corporations increasingly outsource and subcontract to the infor-
PDO�VHFWRU��RIWHQ�ORFDWHG�LQ�GHYHORSLQJ�FRXQWULHV��%HQHULD���������7KH�¿UPV�WR�
which MNCs outsource disproportionately prefer to hire women as they have 
less mobility and less bargaining power - they lack alternative options that 
they can leverage to negotiate higher wages and better working conditions. In 
these cases, women face lower wages regardless of their skill level, and the
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DOORFDWLRQ�RI�ZDJHV�LV�EDVHG�QRW�RQ�VNLOO�EXW�RQ�D�ORJLF�RI�SUR¿W�PD[LPL]DWLRQ�
JURXQGHG�LQ�WKH�PLQLPL]DWLRQ�RI�ZDJHV�SDLG��7KLV�UHODWHV�WR�ZKDW�(OVRQ��������
WHUPV�WKH�H[WUDFWLRQ�RI�ZRPHQ¶V�ODERXU��7KH�VWUXFWXUH�RI�WKH�JOREDO�HFRQRP\�
LQ�FRQMXQFWLRQ�ZLWK�DGYHUVH�VRFLHWDO�QRUPV�SHUSHWXDWHV�WKH�H[FOXVLRQ�RI�ZRP-
HQ�IURP�IRUPDO�HPSOR\PHQW�DQG�OLPLWV�WKHLU�SRZHU�WR�QHJRWLDWH�EHWWHU�ZRUNLQJ�
FRQGLWLRQV�DQG�KLJKHU�ZDJHV��,Q�RUGHU�WR�FRPEDW�WKLV�SUREOHP��KLJKHU�UHJXODWR-
U\�SRZHUV�DQG�EHWWHU�RYHUVLJKW�DUH�QHHGHG�WR�OHVVHQ�WKH�H[SORLWDWLRQ�RI�IHPDOH�
ZRUNHUV�
Limiting Competition for Higher-Paid Employment
(OVRQ��������S�������DUJXHV�WKDW�³>F@ULWLFDO�DQDO\VLV�RI�PDUNHWV�DQG�ZRUNSODFHV�
UHYHDOV�WKDW�WKHLU�QRUPV�DQG�LQVWLWXWLRQV�DUH�UHODWHG�WR�SDWWHUQV�RI�HQWLWOHPHQW�
DQG�SRZHU�´�,Q�OLPLWLQJ�WKH�DFFHVV�RI�ZRPHQ�WR�IRUPDO�DQG�LQIRUPDO�QHWZRUNV�
RI�SRZHU��WKH�FRPSHWLWLRQ�DPRQJ�PDOH�ZRUNHUV�IRU�KLJKHU�SDLG�SRVLWLRQV�LV�
GHFUHDVHG��7KH�SHUSHWXDWLRQ�RI�WKH�VWDWXV�TXR�LV�LQFHQWLYLVHG�DQG�WKH�WUDQVLWLRQ�
RI�IHPDOH�ZRUNHUV�IURP�WKH�SHULSKHU\�WR�WKH�FHQWUH�LV�UHVLVWHG��7KLV�SURFHVV��
KRZHYHU��LV�QRW�VRFLDOO\�RSWLPDO��OLPLWLQJ�FRPSHWLWLRQ�GHFUHDVHV�SURGXFWLYLW\�
DQG�LPSHGHV�DFKLHYLQJ�GHYHORSPHQW�RXWFRPHV��,Q�WKLV�PDQQHU��2�5LQJ�7KHRU\�
PD\�EH�LQFRUSRUDWHG��LQ�FRQVLVWHQWO\�OLPLWLQJ�FRPSHWLWLRQ�WKURXJK�H[FOXGLQJ�
IHPDOH�ZRUNHUV��FRXQWULHV�PD\�HQG�XS�LQ�ORZ�SURGXFWLYLW\�WUDSV�WKDW�LQGLYLGXDO�
ZRUNHUV�GR�QRW�KDYH�DQ�LQFHQWLYH�WR�HVFDSH�IURP��+RZHYHU��2�5LQJ�7KHRU\�
FDQQRW�DFFRXQW�IRU�WKH�HPHUJHQFH�RI�WKLV�WUDS��DQG�GRHV�QRW�SURYLGH�D�FRQFUHWH�
VROXWLRQ�WR�LW��DV�LQFUHDVLQJ�LQYHVWPHQW�LQ�IHPDOH�HGXFDWLRQ�DQG�VNLOO�ZRXOG�
QRW�OHDG�WR�DQ�LQFUHDVH�LQ�IHPDOH�SDUWLFLSDWLRQ��DQG�PD\�HYHQ�GHFUHDVH�LW�LQ�WKLV�
VFHQDULR��DV�IHPDOH�ZRUNHUV�ZRXOG�EH�SHUFHLYHG�DV�HYHQ�PRUH�RI�D�³WKUHDW´�WR�
PDOH�ZRUNHUV���

VI. Conclusion
:KLOH�2�5LQJ�7KHRU\�LV�VXFFHVVIXO�LQ�FDSWXULQJ�VRPH�RI�WKH�PHFKDQLVPV�WKDW�
OHDG�WR�JHQGHUHG�RFFXSDWLRQDO�VHJUHJDWLRQ��LW�IDLOV�WR�DFFRXQW�IRU�WKH�UHVWULF-
WLRQV�OLPLWLQJ�WKH�DELOLW\�RI�ZRPHQ�LQ�GHYHORSLQJ�FRXQWULHV�WR�IUHHO\�GHVLJQ�
DQG�H[HFXWH�ODERXU�PDUNHW�VWUDWHJLHV��7KH�H[WHQW�WR�ZKLFK�H�LV�HQGRJHQRXVO\�
FKRVHQ�E\�IHPDOH�ZRUNHUV�LV�KLJKO\�TXHVWLRQDEOH��:KLOH�VROXWLRQV�WR�ORZ�
SURGXFWLYLW\�WUDSV�SURSRVHG�E\�2�5LQJ�7KHRU\�PDLQO\�IRFXV�RQ�HQFRXUDJLQJ�
LQYHVWPHQW�LQ�HGXFDWLRQ�DQG�VNLOOV��WKLV�PD\�QRW�WUDQVODWH�LQWR�EHWWHU�RXWFRPHV�
IRU�ZRPHQ�XQOHVV�LW�LV�DFFRPSDQLHG�E\�FKDQJLQJ�VRFLHWDO�QRUPV�DQG�JUHDWHU�
IUHHGRP�IRU�ZRPHQ�WR�GHVLJQ�WKHLU�RZQ�ODERXU�PDUNHW�VWUDWHJLHV��)LQDOO\��WKH�
GLVSURSRUWLRQDWH�UHSUHVHQWDWLRQ�RI�IHPDOH�ZRUNHUV�LQ�WKH�LQIRUPDO�VHFWRU�LV�QRW�
SULPDULO\�WKH�UHVXOW�RI�VNLOO�OHYHO��EXW�WKH�UHVXOW�RI�SUHIHUHQFHV�RI�¿UPV�WR�KLUH�
ZRUNHUV�ZLWK�OHVV�PRELOLW\�LQ�RUGHU�WR�REWDLQ�KLJKHU�SUR¿WV��7KH�JOREDO�ODERXU�
PDUNHW��ERWK�DFURVV�DQG�ZLWKLQ�FRXQWULHV��LV�FRQVWUXFWHG�LQ�D�ZD\�WKDW�OLPLWV�
FRPSHWLWLRQ�IRU�KLJKHU�SDLG�ZRUN�E\�H[FOXGLQJ�ZRPHQ�IURP�WKHVH�SRVLWLRQV�
DQG�DOORZV�¿UPV�WR�LQFUHDVH�SUR¿WV�WKURXJK�H[SORLWLQJ�WKH�ELDVHV�WKDW�OLPLW�
ZRPHQ¶V�PRELOLW\�DQG�EDUJDLQLQJ�SRZHU��,W�LV�LQ�GHYHORSLQJ�FRXQWULHV�WKDW�WKH�
HIIHFWV�RI�WKLV�SURFHVV�DUH�PRVW�NHHQO\�REVHUYHG��7KLV�LV�GXH�WR�WKH�IDFW�WKDW�WKH�
JOREDOLVHG�GLVWULEXWLRQ�RI�WKH�SURGXFWLRQ�SURFHVV�DOUHDG\�GLVSURSRUWLRQDWHO\�
GLVDGYDQWDJHV�WKHP��DQG�WKDW�WKH�OLPLWLQJ�RI�FRPSHWLWLRQ�DFWV�DV�D�EDUULHU�WR�
DFKLHYLQJ�GHYHORSPHQW�REMHFWLYHV��



9

VII. References 
American Psychological Association (2020). ‘Gender’. Available at: https://
apastyle.apa.org/style-grammar-guidelines/bias-free-language/gender#:~:-
text=Gender%20refers%20to%20the%20attitudes,to%20people%20as%20
social%20groups. (Accessed: November 2020)

Beneria, L. (2003). Gender, development, and globalization: economics as if 
all people mattered. London: Routledge.

Dalmazzo, A., Pekkarinen, T. and Scaramozzino, P. (2007). ‘O-ring Wage 
Inequality.’ Economica, 74(295), pp.515-536.

Elson, D. (1993). ‘Gender-aware Analysis and Development Economics.’ Jour-
nal of International Development, 5(2), pp. 237-247. 

Ferrant, G., Pesando, L., & Nowacka, K. (2014). ‘Unpaid Care Work: The 
missing link in the analysis of gender gaps in labour outcomes.’ OECD Devel-
opment Centre. Available at: https://www.oecd.org/dev/development-gender/
Unpaid_care_work.pdf (Accessed: 9 December 2020)

Heilbroner, R.L., Milberg, W.S. (1995). The crisis of vision in modern eco-
nomic thought. Cambridge University Press.

International Labour Organisation (2017). ‘World Employment and Social 
Outlook: Trends for women 2017’ Available at: https://www.ilo.org/global/re-
search/global-reports/weso/trends-for-women2017/WCMS_557245/lang--en/
index.htm (Accessed: 9 December 2020)

Kremer, M. (1993). ‘The O-Ring Theory of Economic Development.’ The 
Quarterly Journal of Economics, 108(3), pp. 551-575.

Jayachandran, S. (2020). ‘Social Norms as a Barrier to Women’s Employment 
in Developing Countries.’ National Bureau of Economic Research, Working 
Paper 27449. Available at: https://www.nber.org/papers/w27449  (Accessed: 9 
December 2020)

Razavi, S. (2011). Rethinking care in a development context: an introduction. 
Development and Change, 42(4), pp.873-903.

UN Secretary-General’s High-Level Panel on Women’s Economic Empower-
ment (2016). Leave No-one Behind: A Call to Action for Gender Equality and 
Women’s Economic Empowerment. Available at: https://cdn1.sph.harvard.edu/
wp-content/uploads/sites/134/2017/06/For-Klugman-Ws-empowerment-HLP-
WEE-Report-2016-09-Call-to-action-Overview-en.pdf (Accessed: 9 December 
2020)



Student Economic Review Vol. XXXII

10

The Role of Bespoke policymaking 
in susTaining economic gRowTh

by James Burne
Junior Sophister 

In this paper, James Burne espouses the virtues of creating specif-
ic rather than universal solutions to the economic problems facing 
less developed countries. The piece explores historical approaches 
to development and highlights the areas in which there have been 
missed opportunities for better policy approaches. Burne argues 
for more individualised frameworks for developing countries 
through the implementation of the growth diagnostics model, and 
analyses the concept of institutional monocropping. Ultimately, 
the paper outlines the argument for moving development away 
IURP�SDVW�VWDQGDUGLVHG�UHIRUPV�WR�D�PHWKRG�IRXQGHG�LQ�LGHQWL¿FD-
tion of individual problems.

Introduction
The process by which reforms are undertaken in developing countries to allow 
for economic growth is a delicate matter. If such reforms are effective and 
implemented correctly, then developing countries will establish a foundation 
upon which further growth can emerge. However, standardised reforms, the 
imposition of policies and values which have proved effective in developed 
countries, has undercut growth efforts. Hence, while generalised reforms such 
as the Washington Consensus and institutional monocropping were theoretical-
ly designed to promote development, they are ill-suited for the requirements of 
developing countries and have often resulted in backsliding. Therefore this pa-
per will examine how bespoke policy achieved through the growth diagnostics 
framework and self-discovery are more conducive to growth than generalised 
reforms, and how such policy can promote sustained development. While one 
cannot completely reject the merits of standardised policies, such objectives 
PXVW�EH�DFKLHYHG�E\�FRXQWULHV�WKDW�HVWDEOLVK�WKHLU�RZQ�PRGHO�RI�EHVW�¿W�IRU�
growth, not by adopting a pre-established one.

The Origins of the Washington Consensus

The policies adopted during the period of the 1950s marked a divergence be-
tween developing countries. Latin American countries employed import-sub-
stitution strategies to protect and develop their national industries. Conversely, 
East Asian countries such as Taiwan and South Korea focussed 
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on developing their export industries through structural market reforms (Ro-
drik, 1996). One can observe a substantial regional difference in the growth 
of GDP per capita from 1960-1989 because of these different policies in table 
1 (Rodrik, 1996). While Argentina achieved growth of less than one per cent, 
the 2.36% growth of Mexico is modest in comparison to the 6.82% of South 
Korea. Hence the fundamental differences in success between those who 
adopted market-based reforms and those who did not are evident, thus demon-
strating the economic logic behind them. When one considers the failure of 
these import-substitution strategies together with the consequences of the 
lost decade of growth from 1980 to 1990 it is evident why Latin American 
countries would seek market reforms akin to those which brought success 
to the Asian tigers. For example, while many Latin American countries had 
KLJK�OHYHOV�RI�LQÀDWLRQ�JURZWK�JRLQJ�LQWR�WKH�����V��DV�LQGLFDWHG�E\�WKH�&3,��
LQÀDWLRQ�JURZWK�LQ�%UD]LO�FDQ�EH�REVHUYHG�WR�EH�DOPRVW�WKUHH�KXQGUHG�SHU�FHQW�
greater in the 1980 to 1991 period than it was from 1970 to 1980 (Jaspersen, 
�����WDEOH�����&RQYHUVHO\��RQH�FDQ�REVHUYH�WKDW�WKH�(DVW�$VLDQ�FRXQWULHV�LQ�
TXHVWLRQ�ZLWQHVVHG�D�GHFOLQH�LQ�WKH�JURZWK�RI�LQÀDWLRQ�GXULQJ�WKH�VDPH�SHULRGV�
and remained internationally competitive as a result. Thus, one can understand 
the desire for growth inspiring reforms given such failings. 

Source: Rodrik (1996, pp. 13). Primary source: Penn World Table 5.5 (1993).
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Source: Jaspersen (1997, pp. 76). Primary sources: World Bank, World Tables, 1982, 
1987, and 1993. 

The Washington Consensus responded to such growth failures in a series of re-
forms and development strategies designed to reignite growth. The Consensus 
is composed of ten market-orientated policy reforms designed to alleviate dis-
tortions that inhibit growth based on Western experience (Williamson, 2008). 
The ten reforms detailed in table 3 (Fischer, 2012) make sense under the logic 
of economic growth and the market-based policies which have been observed 
WR�ZRUN��IRU�H[DPSOH�¿VFDO�GLVFLSOLQH�WR�UHGXFH�WKH�EDODQFH�RI�SD\PHQWV�FULVHV��
The development of competitive exchange rates in the 1960s by South Korea 
and Taiwan (Rodrik, 1996) allowed their exports to compete with western 
rivals and their industries to grow. The establishment of such a regime in Latin 
America in addition to reforms such as trade liberalisation and increased FDI 
would theoretically create a competitive environment for domestic producers. 
Hence such reforms granted developing countries the opportunity to grow in a 
manner that would not have existed otherwise by providing guidance. Hence 
such reforms appeared to set Consensus adopting countries up for economic 
success.
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Table 3: The Washington Consensus
Source: Fischer (2012 pp. 13). Primary source: Williamson (2008).

The Washington Consensus Versus East Asia

 While growth was slow to occur the Consensus had real effects. In addition 
WR�VKDUS�GHFOLQHV�LQ�WKH�VKDUH�RI�FRXQWULHV�ZLWK�H[WUHPH�LQÀDWLRQ�DQG�EDG�SROLFLHV�
(Easterly, 2019), from 1970 to 2015 countries that implemented the Consensus expe-
ULHQFHG�D�OHYHO�RI�JURZWK�LQ�¿YH�\HDU�SHULRGV�ZKLFK�ZDV�������WR�������KLJKHU�LQ�
comparison to similar countries that did not implement the reforms (Grier and Grier, 
2020). However such growth could be considered low given the high costs required to 
achieve the Consensus’ reforms. However one can conclude that generalised policies 
have allowed for economic reforms which have facilitated growth, albeit slowly. 
However, while generalised policies do have a place in shaping growth one must also 
consider the dimensions in which generalised reforms failed.

Effective reforms must resolve underlying social issues to establish a foundation for 
consistent growth. For example, East Asian policies targeted income inequalities to 
enable an even distribution of resources (Jaspersen, 1997). Such a reduction allowed 
for an overall increase in education levels and therefore improved human capital. The 
expansion of human capital facilitated a higher level of growth which in turn reduced 
disproportional distribution. As such outcomes reinforce each other (Jaspersen, 1997), 
one can conclude that establishing policies that resolve underlying issues allows for 
growth to be developed on a stable foundation. While many Latin American countries 
lacked or employed a weaker version of the above policy (Jaspersen, 1997), one can 
observe that the Consensus did not expand upon inequality reduction. As the Con-
sensus focussed on solely increasing GDP and not shared growth like East Asia did 
(Todaro and Smith, 2015 chapter 11), it provided little room for policymakers to 
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to resolve underlying social issues. Thus by neglecting such social issues 
UHIRUPV�KDYH�EHHQ�OHVV�HI¿FLHQW�WKDQ�WKHLU�$VLDQ�FRXQWHUSDUWV��6XFK�GLIIHU-
HQFHV�LQ�SROLF\�RXWFRPHV�DUH�UHÀHFWHG�LQ�WDEOH����.UXJPDQ��������ZKHUH�WKH�
*LQL�FRHI¿FLHQW�RI�.RUHD�LQ������ZDV�FORVH�WR�(XURSHDQ�FRXQWHUSDUWV�DW�������
ZKHUHDV�$UJHQWLQD�DQG�%UD]LO�LQ������KHOG�YDOXHV�RI������DQG������UHVSHFWLYH-
O\��WKHUHIRUH�LQGLFDWLQJ�KLJKHU�LQFRPH�LQHTXDOLW\��7KH�VKDUH�RI�LQFRPH�KHOG�E\�
WKH�XSSHU�DQG�ORZHU�TXLQWLOH�UHLQIRUFHV�WKHVH�REVHUYDWLRQV��:KHQ�RQH�IXUWKHU�
FRQVLGHUV�WKH�UHVSHFWLYH�DYHUDJH�*'3�JURZWK�UDWHV�IURP������WR������RI������
DQG������IRU�6RXWK�.RUHD�DQG�7DLZDQ��ZKR�GLG�QRW�UHDGLO\�IROORZ�WKH�:DVK-
LQJWRQ�&RQVHQVXV��LQ�FRQWUDVW�WR�/DWLQ�$PHULFD¶V�DYHUDJH�RI�������&ROOLQV�DQG�
%RVZRUWK���������RQH�FDQ�FRQFOXGH�WKDW�WKH�SDWKV�IRUJHG�E\�(DVW�$VLD�GLG�QRW�
OLPLW�WKHLU�JURZWK��EXW�UDWKHU�OLEHUDWHG�WKHLU�SRWHQWLDO�ZKHQ�FRQVLGHULQJ�WKH�
UHVWULFWLYH�QDWXUH�RI�WKH�&RQVHQVXV�LQ�FRQWUDVW�WR�WKH�GHYHORSPHQW�RI�SROLFLHV�
WKDW�EH¿W�VSHFL¿F�HFRQRPLF�UHTXLUHPHQWV�DQG�VXVWDLQHG�JURZWK��7KHUHIRUH��
ZKLOH�WKH�&RQVHQVXV�GLG�UHVROYH�NH\�PDUNHW�GLVWRUWLRQV��LWV�IUDPHZRUN�FRXOG�
QRW�UHVROYH�IXQGDPHQWDO�LVVXHV�GXH�WR�LWV�VKDOORZ�SHQHWUDWLRQ�

6RXUFH��.UXJPDQ��������SS�������3ULPDU\�VRXUFH��:RUOG�%DQN�:',�GDWDEDVH�

*URZWK�'LDJQRVWLFV�DQG�%HVSRNH�3ROLF\�0DNLQJ

&RQVLGHULQJ�WKH�ZHDNQHVVHV�RI�VWDQGDUGLVHG�UHIRUPV�RQH�FDQ�H[DPLQH�WKH�
DELOLW\�RI�WKH�JURZWK�GLDJQRVWLFV�PRGHO�WR�FUHDWH�EHVSRNH�SROLFLHV�WKDW�DOORZ�
LQGLYLGXDO�FRXQWULHV�WR�IRUJH�WKHLU�RZQ�SDWK�WRZDUGV�VXVWDLQHG�JURZWK��7KH�
PRGHO�DOORZV�FRXQWULHV�WR�LGHQWLI\�DQG�GHYHORS�SROLFLHV�WR�WDUJHW�WKH�PRVW�
ELQGLQJ�FRQVWUDLQW�WR�JURZWK��+DXVPDQQ��5RGULN��DQG�9HODVFR���������7KH�
ORJLF�EHKLQG�WDUJHWLQJ�WKH�PRVW�ELQGLQJ�FRQVWUDLQW�LV�WR�DOORZ�IRU�UHIRUPV�WKDW�
SURYLGH�VRFLHW\�ZLWK�WKH�ODUJHVW�PDUJLQDO�EHQH¿W�SRVVLEOH�DV�UHPRYLQJ�VXFK�
KLQGUDQFHV�SDYHV�WKH�ZD\�IRU�IXWXUH�GHYHORSPHQW��+DXVPDQQ�HW�DO����������
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 One can contrast this to the Washington Consensus where its numerous and 
more general reforms did not allow for such prioritisation and thereby may not 
have targeted a country’s most binding constraint. Thus such a laundry list of 
UHIRUPV�LV�OHVV�HI¿FLHQW�DV�WKH\�DUH�VTXDQGHUHG�RQ�DUHDV�ZKHUH�WKH\�KDYH�OLWWOH�
use as opposed to targeting areas that provide a higher level of welfare and 
KDYH�D�VLJQL¿FDQW�PXOWLSOLHU�HIIHFW�

2QH�PXVW�¿UVW�LGHQWLI\�WKH�ODUJHVW�FRQVWUDLQW�WR�JURZWK�XVLQJ�WKH�JURZWK�
GLDJQRVWLFV�GHFLVLRQ�WUHH��)URP�WKH�WUHH�LQ�¿JXUH����+DXVPDQQ�HW�DO���������
ORZ�HFRQRPLF�DFWLYLW\�FDQ�EH�LGHQWL¿HG�E\�RQH�RI�WZR�SUREOHPV��KLJK�FRVWV�RI�
¿QDQFLQJ�RU�ORZ�HFRQRPLF�UHWXUQV��%\�LGHQWLI\LQJ�ZKLFK�LVVXH�PRVW�DFFXUDWHO\�
captures the economy one can then move down the tree to identify the binding 
FRQVWUDLQW�WKDW�LV�WKH�URRW�FDXVH�RI�WKH�SUREOHP��)RU�H[DPSOH��ZKHQ�IDFLQJ�ORZ�
economic returns this could be caused by either low social returns or low ap-
propriability. Thus the role of the model to identify the most binding constraint 
WR�JURZWK�DQG�DOORZ�IRU�SROLFLHV�WR�EH�FRQVWUXFWHG�WR�UHVROYH�LW��+HQFH�JURZWK�
GLDJQRVWLFV�DOORZV�IRU�D�YHU\�DFFXUDWH�DQDO\VLV�RI�VSHFL¿F�FRQVWUDLQWV�DQG�WKXV�
allows for reforms to avail of information that they would lack otherwise. One 
can observe that this process is a stark contrast to standardised reforms which 
are limited in impact if they do not prioritise the most binding constraint and 
ODFN�WKH�LQIRUPDWLRQ�QHFHVVDU\�WR�WDLORU�SROLFLHV�EDVHG�XSRQ�KRZ�VLJQL¿FDQW�DQ�
issue is.

)LJXUH����*URZWK�'LDJQRVWLFV�'HFLVLRQ�7UHH

6RXUFH��+DXVPDQQ�HW�DO���������SS�������

2QFH�WKH�ELQGLQJ�FRQVWUDLQW�KDV�EHHQ�LGHQWL¿HG�SROLFLHV�PXVW�EH�GHYLVHG�WR�WDU-
JHW�DQG�PLQLPLVH�WKLV�GLVWRUWLRQ��5RGULN���������$V�VXFK�SROLFLHV�VSHFL¿FDOO\�
WDUJHW�WKH�GLVWRUWLRQ�LQ�TXHVWLRQ�RQH�FDQ�REVHUYH�WKH�FDSDFLW\�RI�WKLV�PRGHO�WR�
construct policies that systematically build the foundations necessary for 
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for sustained growth. However, due to the sub-optimal conditions in which 
policymakers operate, a policy approach that may appear logical might only 
serve to further undercut growth. Thus Rodrik (2008) advocates the adoption 
RI�VHFRQG�EHVW�SROLFLHV�WKDW�ZLOO�EHWWHU�¿W�WKLV�VHFRQG�EHVW�HQYLURQPHQW��6XFK�
policies can be observed regarding Chinese township and village enterprises, 
TVEs (Rodrik, 2006). As China lacked the judicial system required to secure 
institutionalised property rights, such rights were more secure under local gov-
ernments. This guarantee encouraged investment in TVEs (Rodrik, 2006) and 
has contributed to rapid expansion in the number of TVEs from 1.5 million in 
1978 to 23.4 million in 1996 (DaCosta and Carroll, 2001). Additionally, TVEs 
have increased their employment by approximately one hundred and seven 
million workers over the same period. Thus one can observe that TVEs and 
WKH�EHVSRNH�SROLFLHV�ZKLFK�JXLGHG�WKHP�KDYH�VLJQL¿FDQWO\�FRQWULEXWHG�WR�WKH�
average annual per capita growth of eight per cent in China during these eigh-
teen years (DaCosta and Carroll, 2001). Hence the binding constraint of poor 
SURSHUW\�ULJKWV�DV�LGHQWL¿HG�LQ�WKH�GHFLVLRQ�WUHH�ZDV�UHVROYHG�E\�HPSOR\LQJ�
the second-best policy and was responsible for subsequent growth. One can 
contrast this to the Consensus which would not have considered the possible 
distortions of establishing formal property rights without the means necessary 
to enforce them. From this perspective growth diagnostics is considerably 
more adaptable, something which has proven to be vital providing the unique 
circumstances of countries.

Institutional Monocropping

For a country to maintain its bespoke reforms it must establish an institutional 
framework. The function of institutions is to allow for effective and mean-
ingful interactions to transpire. In an environment that holds a high degree of 
XQFHUWDLQW\��LW�PD\�EH�GLI¿FXOW�WR�IDFLOLWDWH�VXFK�LQWHUDFWLRQV��7KHUHIRUH�WKH�
role of institutions is to structure the behaviour of actors to be predictable by 
incentivising and disincentivising certain actions (North, 2003). One approach 
to institutional reform is institutional monocropping. Monocropping involves 
taking institutions that have already been established and proven to work in 
developed countries and implementing them in a developing country (Evans, 
2004). One can observe why this concept would be enticing to developing 
countries that are suffering due to their low-quality institutions. The adoption 
of standardised and universally accepted institutions can be viewed by devel-
oping countries as a superior alternative to local reforms which may fail in 
practice (Evans, 2004). This notion is reinforced by Rodrik (2000) who argues 
that there is room for standardised blueprints for assisting in the numerous 
technical issues that developing countries would otherwise be left to overcome 
alone. Therefore one can observe the desire to adopt such institutions consid-
ering that neglecting reform will hinder the sustainment of growth. Hence the 
implementation of standardised institutions will theoretically facilitate growth. 
+RZHYHU��DJDLQ�RQH�FDQ�REVHUYH�GH¿FLHQFLHV�UHJDUGLQJ�VWDQGDUGLVHG�UHIRUPV�
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The failings of monocropping can be understood due to the differences in en-
vironments and understandings present in developed and developing countries. 
Both groups of countries operate under radically different preferences towards 
economic, political, and social structures. Hence, the notion that one can 
simply take one institutional form and baselessly apply it to all other countries 
regardless of their unique cultural issues or socio-economic position is bound 
to fail as this method does not cater to the pre-established dynamics of devel-
oping countries (Evans, 2004). For example, Mauritius, a small and divided 
society, was faced with the need to adopt export-orientated strategies while 
also employing protectionist measures to protect domestic industries (Rodrik, 
2000). The standard institutional advice would have been to reform by liberal-
ising the entirety of the economy. However, this advice did not consider how 
such institutional changes would have affected the already divided Mauritius. 
Instead, Mauritius established export processing zones, EPZs, to overcome its 
challenges despite how standardised advice would have advocated monocrop-
ping instead. The development of EPZs allowed policymakers to avoid wors-
ening divisions while providing institutions based on cooperation, thus creat-
ing export opportunities and high levels of employment (Rodrik, 2000). One 
can observe that the creation of cooperative institutions improved governance, 
domestic investment (Rodrik, 2000), stability, FDI, and reduced external debt 
from 24% to 12.9% from 1981 to 2004 (Sobhee, 2009). While Mauritius has 
VLQFH�GLYHUVL¿HG�IURP�(3=V�WRZDUGV�,&7��6REKHH���������LW�GHPRQVWUDWHV�KRZ�
bespoke institutional reform can establish sustained growth when compared to 
monocropping. One can therefore conclude that a developing country cannot 
ignore the necessary steps of development as monocropping encourages. Rath-
er they must establish their own bespoke approach to reform which incentives 
development instead of undermining it.

Conclusion

 In conclusion, the effects of generalised and bespoke policy making 
in relation to economic development have been established. The Washington 
&RQVHQVXV�KDV�HYLGHQWO\�FRQWULEXWHG�WR�WKH�UHGXFWLRQ�RI�GLVWRUWLRQV�VXFK�DV�
LQÀDWLRQ�DQG�EDG�SROLF\PDNLQJ�ZKLOH�LQVWLWXWLRQDO�PRQRFURSSLQJ�KDV�SURYLG-
ed some blueprints for institutions. However, such generalised reforms have 
RYHUDOO�SURYHQ�WR�EH�LQHI¿FLHQW�LQ�WHUPV�RI�VXVWDLQLQJ�JURZWK�ZKHQ�FRQWUDVWHG�
to the ability of the growth diagnostics framework to target binding constraints 
and the importance of self-discovery regarding institutional reform. Hence 
while one can draw inspiration from generalised reforms it is ultimately the 
task of bespoke policymaking to build the foundations upon which further 
growth can be achieved. Therefore, policy should enable countries to over-
come their unique internal struggles and build upon this as the West once did 
for growth to be sustained.
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EastErn EuropE’s DEmographic 
crisis

by Niamh Howley
Junior Sophister 

In this essay, Niamh Howley argues that Eastern Europe’s demo-
graphic trends point towards a looming economic crisis. Howley 
diagnoses Eastern Europe’s demographic crisis as being caused 
by low fertility rates, high emigration rates, and an increasing-
ly high dependency ratio. It is argued that demographics are an 
issue of immediate political and economic concern in Eastern 
Europe as current demographic trends in Eastern Europe will 
increasingly lead to adverse economic effects if not addressed. 
Howley ultimately argues that by increasing female labour force 
participation and by limiting the push-effects encouraging out-
ward migration, Eastern Europe can  stem a looming demograph-
ic and economic crisis.

I. Introduction

While the focus of debates on European migration has primarily centred on its 
impact on wages and unemployment, a more discrete yet dramatic crisis that 
is inextricably linked to migration has been brewing. Higher life expectancy 
coupled with lower fertility rates has led to considerable ageing of the Europe-
an population. While the European population is still growing in most member 
states, it is doing so at slower rates and some member states are beginning to 
experience a decline in their population levels. By extension, this will have 
critical impacts on the future of the labour force and economic growth in 
Europe. In particular, in several Eastern European nations, high levels of em-
igration has not only led to population ageing, but also to population decline. 
This essay will discuss inter-EU migration with regard to its effects on the 
demographic and economic prospects of Eastern European countries in the 
European Union. 

II. Demographic trends in Eastern Europe

Higher life expectancy, low fertility and emigration have led to the ageing of 
the Eastern European population. While old-age dependency ratios were most-
ly at or below the EU average of 29.9% in 2017, the projected average old-age
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dependency ratio for the European Union is expected to reach 57% by 2100, 
with projections for many Eastern European countries above this average 
(Eurostat). This highlights the drastic change in demographic structures that 
will occur unevenly throughout the EU during the current century. The effect 
of a rise in the old-age dependency ratio, however, is considerable. Higher ra-
tios indicate a lower number of workers supporting the economically inactive 
elderly population, diminishing tax revenues, increased pressures on health 
systems and larger pension payments as a % of GDP. 

In many Eastern European countries, the population is not only ageing, but it 
is shrinking. Indeed, the world’s ten fastest declining populations are all locat-
ed in Central and Eastern Europe. The populations of Bulgaria, Romania and 
Poland are expected to decline by 24%, 18% and 15% respectively by 2050 
(UNDESA, World Population Prospects, 2017). In addition to negative net 
migration levels, Eastern European countries have had declining fertility rates 
well below the 2.1 replacement level. This decline is largely due to the rise of 
postmodern values, economic austerity, unemployment, and the withdrawal 
of numerous social welfare mechanisms (Fihel and Okólski, 2019). Declining 
fertility rates alongside constant mortality rates have thus resulted in a neg-
ative natural change in populations. This, however, is a challenge currently 
faced by many European states. What makes Eastern Europe more vulnerable 
to population decline is the additional pressure caused by negative net migra-
tion. 

III. Emigration: Eastern Europe’s empty nest  
$V\PPHWULFDO�PLJUDWLRQ�ÀRZV 

Before the end of communist regimes, migration from Eastern European coun-
tries was rigorously controlled and movement from East to West was limited. 
After 1989, migration to the EU-11 countries increased, driven by a search for 
work opportunities and higher living standards. As Eastern European nation-
als formed communities abroad, migration towards these locations became 
increasingly attractive (Fihel & Okólski, 2019). The ascension of Eastern 
European countries to the EU in 2004, Romania in 2007 and Croatia in 2013, 
VLJQL¿FDQWO\�LQFUHDVHG�PLJUDWLRQ�ÀRZV�WRZDUGV�ZHVWHUQ�PHPEHU�VWDWHV��%\�
the end of 2012, it is estimated that 16% of the 1990 South-Eastern European 
SRSXODWLRQ�KDG�HPLJUDWHG�DEURDG��$WR\DQ�HW�DO���������0LJUDWLRQ�ÀRZV�KDYH�
essentially been one-directional with a large amount of emigration from East-
ern European states to Western Europe, and very little in the other direction. 
The share of non-nationals from other EU member states in Romania is 0.3%, 
0.1% in Poland and 0.1% in Bulgaria compared to 5.2%, 8.1% and 7.9% in 
Germany, Austria and Belgium respectively, illustrating the largely asymmetri-
FDO�PLJUDWLRQ�ÀRZV�LQ�WKH�(8��(XURVWDW���6LPLODUO\��WKH�VKDUH�RI�QRQ�QDWLRQDOV�
from non-EU countries is equally low relative to western member states. As a 
result, several Eastern European countries in the European Union are experi-
encing negative net migration. Other countries, particularly in Central Europe, 
such as the Czech Republic, Hungary or Slovenia have experienced positive 
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�QHW�PLJUDWLRQ�ÀRZV�ZKLFK�FDQ�EH�H[SODLQHG�E\�WKH�LQÀRZ�RI�PLJUDQWV�IURP�
QHLJKERXULQJ�FRXQWULHV�LQ�(DVWHUQ�(XURSH��$WR\DQ�HW�DO���������

“Go West, Young Man”
(PLJUDWLRQ�IURP�(DVW�WR�:HVW�LV�ODUJHO\�GULYHQ�E\�ERWK�F\FOLFDO�DQG�VWUXFWXUDO�
IDFWRUV��'LIIHUHQFHV�LQ�LQFRPH�SHU�FDSLWD�OHYHOV��ZRUN�RSSRUWXQLWLHV�DQG�LQVWL-
WXWLRQDO�TXDOLW\�DUH�WKH�PDLQ�³SXVK´�IDFWRUV�LQ�UHODWLRQ�WR�ZHVWZDUG�PLJUDWLRQ�
�$WR\DQ�HW�DO���������$�UHFHQW�VXUYH\�LQ�%XOJDULD�UHYHDOHG�WKDW�WKH�PDLQ�PRWL-
YDWLRQV�IRU�HPLJUDWLRQ�ZHUH�KLJKHU�ZDJHV�DQG�EHWWHU�KHDOWK�DQG�VRFLDO�V\VWHPV�
DEURDG��.DO¿Q���������,QGHHG��WKH�PDMRULW\�RI�PLJUDWLRQ�ÀRZV�DUH�FRPSULVHG�
RI�\RXQJ�ZRUNHUV�LQ�WKH�ZRUNLQJ�DJH�SRSXODWLRQ����������,Q�(DVWHUQ�(XURSH��
WKH�PDMRULW\�RI�HPLJUDQWV�DUH�PDOHV��ZLWK�IHZHU�ZRPHQ�OHDYLQJ�WR�ZRUN�
DEURDG��(XURVWDW���������7\SLFDOO\��WKRVH�VHHNLQJ�ZRUN�RSSRUWXQLWLHV�DEURDG�
DUH�DOVR�KLJKO\�HGXFDWHG�DQG�KLJKO\�VNLOOHG��,Q�������WKH�SURSRUWLRQ�RI�HPL-
JUDQWV�ZLWK�WKLUG�OHYHO�HGXFDWLRQ�LQ�+XQJDU\��/DWYLD�DQG�3RODQG�ZDV�KLJKHU�
WKDQ�WKH�SURSRUWLRQ�RI�QDWLRQDOV�ZLWK�WKLUG�OHYHO�HGXFDWLRQ�LQ�WKHLU�UHVSHFWLYH�
FRXQWULHV�RI�RULJLQ��$WR\DQ�HW�DO��������

A looming economic catastrophe
7KH�ORVV�RI�KLJKO\�HGXFDWHG�DQG�VNLOOHG�ZRUNHUV�LV�GHWULPHQWDO�WR�WKH�HFRQRP\��
3RODQG��%XOJDULD�DQG�/DWYLD�DUH�IRUHFDVW�WR�ORVH�RYHU�����RI�WKHLU�ODERXU�IRUFH�
E\������ZLWK�VHYHUDO�RWKHU�(DVWHUQ�(XURSHDQ�VWDWHV�IRUHFDVW�WR�ORVH�DURXQG�
����RI�WKHLU�ODERXU�IRUFH��,O\DQD�HW�DO���������,Q�HFRQRPLF�WHUPV��WKLV�DPRXQWV�
WR�D�VLJQL¿FDQW�ORVV�RI�KXPDQ�FDSLWDO�ZKLFK�LV�QHFHVVDU\�IRU�SURGXFWLYLW\�DQG�
JURZWK��7RWDO�IDFWRU�SURGXFWLYLW\�LV�H[SHFWHG�WR�GHFOLQH�VLJQL¿FDQWO\�DV�D�UHVXOW�
RI�WKH�FKDQJLQJ�GHPRJUDSKLF�VWUXFWXUH��,QGHHG��DQ�LQFUHDVH�LQ�WKH�VKDUH�RI�
ZRUNHUV�LQ�WKHLU���V�LV�FRUUHODWHG�ZLWK�D�ULVH�LQ�DJJUHJDWH�SURGXFWLYLW\�ZKLOH�DQ�
LQFUHDVH�LQ�WKH�VKDUH�RI�ROGHU�ZRUNHUV�LV�QHJDWLYHO\�FRUUHODWHG�ZLWK�WKH�ODWWHU�
�,O\DQD�HW�DO���������,QQRYDWLRQ�DQG�WKH�FDSDFLW\�WR�DGDSW�WR�QHZ�WHFKQRORJLHV�
LV�DVVRFLDWHG�ZLWK�\RXQJHU�ZRUNHUV�FRPSDUHG�WR�ROGHU�ZRUNHUV�ZKR�PD\�¿QG�
LW�PRUH�GLI¿FXOW�WR�DGDSW��2(&'�������DV�FLWHG�LQ�,O\DQD�HW�DO���������

7KH�HVWLPDWHG�LPSDFW�RI�WKLV�³EUDLQ�GUDLQ´�RQ�HFRQRPLF�JURZWK�LQ�WKH�&HQWUDO�
DQG�(DVWHUQ�(XURSHDQ�UHJLRQ�LV�VLJQL¿FDQW��&HQWUDO�DQG�(DVWHUQ�(XURSHDQ�UHDO�
*'3�LV�SURMHFWHG�WR�GHFUHDVH�E\�����SHUFHQWDJH�SRLQWV�RQ�DYHUDJH�HYHU\�\HDU�
RYHU�WKH�QH[W�WKUHH�GHFDGHV�LI�WRWDO�IDFWRU�SURGXFWLYLW\�DQG�ODERXU�IRUFHV�FRQ-
WLQXH�WR�VKULQN��$V�VXFK��WKH�OHYHO�RI�RXWSXW�LQ�WKH�UHJLRQ�PD\�EH�����ORZHU�LQ�
������ZLWK�ODERXU�VKRUWDJH�DFFRXQWLQJ�IRU�����RI�WKLV�UHGXFWLRQ��$YHUDJH�UHDO�
*'3�SHU�FDSLWD�DV�D�SURSRUWLRQ�RI�WKH�:HVWHUQ�(XURSHDQ�DYHUDJH�LV�H[SHFWHG�WR�
LQFUHDVH�IURP�����LQ������WR�����LQ�������$V�VXFK��FRQYHUJHQFH�ZLOO�FRQWLQ-
XH�EXW�DW�D�VORZHU�UDWH��,O\DQD�HW�DO��������
 
�2QH�SRVLWLYH�DVSHFW�RI�HPLJUDWLRQ�PD\�EH�WKH�LQÀRZ�RI�UHPLWWDQFHV��7KLV�PD\�
LQFUHDVH�SXUFKDVLQJ�SRZHU��GHPDQG�DQG�FRQVXPSWLRQ��EHQH¿WWLQJ�WKH�RYHUDOO�
HFRQRP\��,Q�%XOJDULD��WKH�VXP�RI�UHPLWWDQFHV�H[FHHGV�IRUHLJQ�GLUHFW�LQYHVW-
PHQW�ÀRZV�LQ�WKH�FRXQWU\�DQG�DV�VXFK��UHSUHVHQW�DQ�LPSRUWDQW�VRXUFH�RI�¿-
QDQFH�DQG�LQFRPH��.DO¿Q���������,Q�SDUWLFXODU��UHPLWWDQFHV�PD\�UHPRYH�VRPH
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positive effects, these are outweighed by the negative economy-wide impact 
of emigration. 

IV. A “silver” lining for Eastern Europe?  

Boosting fertility rates are tackling the symptoms, not the cause.
Much of the debate over the policies required to remedy the current change 
in demographic structures have focused on increasing fertility rates. Hunga-
ry has introduced measures such as free IVF treatments or loans for couples 
promising to have a child in the future. Similarly, Poland’s “Family 500+” 
RIIHUHG�D�PRQWKO\�EHQH¿W��ZRUWK�����RI�WKH�DYHUDJH�JURVV�ZDJH��WR�HQFRXUDJH�
DQ�LQFUHDVH�LQ�IHUWLOLW\�UDWHV��$FFRUGLQJ�WR�WKH�3ROLVK�&HQWUDO�6WDWLVWLFV�2I¿FH��
WKHUH�KDV�EHHQ�D��������LQFUHDVH�LQ�ELUWK�UDWHV�VLQFH�WKH�LPSOHPHQWDWLRQ�RI�WKH�
SROLF\��(XURSHDQ�&RPPLVVLRQ���������

However, these policies can also have counterproductive effects. According 
WR�0DJGD�HW�DO���������WKH�SDUWLFLSDWLRQ�UDWH�RI�SRWHQWLDO�PRWKHUV�ZRXOG�KDYH�
EHHQ�EHWZHHQ�����DQG����KLJKHU�LQ�WKH�DEVHQFH�RI�WKH�³)DPLO\�����´�SROLF\��
These policies are also extremely costly and occupy a proportion of the budget 
which should be used to tackle the causes and not the symptoms of emigration. 
,QGHHG��LI�QR�VLJQL¿FDQW�FKDQJHV�DUH�PDGH�WR�WKH�F\FOLFDO�DQG�VWUXFWXUDO�LVVXHV�
that lead to emigration, emigration is likely to continue, and increased fertility 
PD\�DPRXQW�WR�PRUH�HPLJUDQWV�ORRNLQJ�IRU�ZRUN�HOVHZKHUH��81)3$���������
(YHQ�LI�VXFK�SROLFLHV�RIIVHW�WKH�QHJDWLYH�QDWXUDO�UDWH�RI�FKDQJH��WKH�PDLQ�FDXVH�
RI�SRSXODWLRQ�GHFOLQH�DQG�DJHLQJ�LQ�(DVWHUQ�(XURSH�ZLOO�EH�OHIW�XQDGGUHVVHG��

Increasing labour force participation 
:HVWHUQ�FRXQWULHV�LQ�WKH�(8�KDYH�RIWHQ�DLPHG�WR�¿OO�ODERXU�VKRUWDJHV�WKURXJK�
ERWK�(8�DQG�QRQ�(8�LPPLJUDWLRQ��1HYHUWKHOHVV��ZKHWKHU�LPPLJUDWLRQ�KHOSV�
provide a solution to the unsustainable future dependency ratio is conditional 
on labour participation and integration into society and the workforce. Indeed, 
while immigration can increase the working population, it can also increase 
WKH�QRQ�ZRUNLQJ�SRSXODWLRQ��-RLQW�5HVHDUFK�&HQWUH���������2Q�DYHUDJH��WKH�
participation rate of male immigrants is only slightly lower than that of the 
native population. This is not the case for female immigrants whose participa-
tion rates remain much lower. In addition, immigration characterized by low 
levels of human capital will be problematic as automation and technological 
SURFHVVHV�LQFUHDVH��8QOHVV�LPPLJUDQWV�SDUWLFLSDWH�KLJKO\�DQG�DUH�LQWHJUDWHG�
LQWR�WKH�ODERXU�IRUFH��WKH�GHSHQGHQF\�UDWLR�ZLOO�QRW�FKDQJH��RU�PD\�ULVH���7KLV�
counterproductive effect can be avoided by selective immigration policies tar-
geting highly skilled immigrants who may contribute more to the system while 
DOVR�DOOHYLDWLQJ�D�VKULQNLQJ�ODERXU�IRUFH��6HUEDQ���������,Q�DQ\�HYHQW��LPPL-
JUDWLRQ�PD\�QRW�KDYH�WKH�VDPH�LPSDFW�LQ�(DVWHUQ�(XURSH�DV�LQ�:HVWHUQ�(XUR-
SHDQ�PHPEHU�VWDWHV��,QGHHG��VRPH�(DVWHUQ�(XURSHDQ�FRXQWULHV�KDYH�H[KLELWHG�
a less welcoming attitude towards immigration and due to lower wages and 
poorer institutional quality, have remained less sought after as a destination for 
economic migration.
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$V�ORQJ�DV�HPLJUDWLRQ�ÀRZV�LQFUHDVH�IURP�(DVW�WR�:HVW�DQG�XQOHVV�SROLFLHV�DUH�
VXFFHVVIXO�DW�UHWDLQLQJ�ZRUNHUV��D�VKULQNLQJ�SRSXODWLRQ�LQ�(DVWHUQ�(XURSH�ZLOO�
UHPDLQ�DQ�LQHYLWDELOLW\�IRU�WKH�QHDU�IXWXUH��+RZHYHU��LQFUHDVLQJ�ODERXU�IRUFH�
SDUWLFLSDWLRQ�PD\�KHOS�PLWLJDWH�WKH�HIIHFWV�RI�D�VKULQNLQJ�ODERXU�IRUFH�DQG�
HDVH�¿VFDO�SUHVVXUHV��,Q�SDUWLFXODU��SROLFLHV�VKRXOG�DLP�DW�LQFUHDVLQJ�WKH�ODERXU�
IRUFH�SDUWLFLSDWLRQ�RI�ZRPHQ�ZKLFK�LV�RIWHQ�OHVV�WKDQ�WKDW�RI�WKH�PDOH�SRSXOD-
WLRQ��7KH�ORZHU�SDUWLFLSDWLRQ�RI�ZRPHQ�LQ�WKH�ODERXU�IRUFH�LV�D�ORVW�RSSRUWXQLW\�
WR�LQFUHDVH�*'3�DQG�WR�HDVH�WKH�¿VFDO�EXUGHQ�RI�DQ�DJHLQJ�SRSXODWLRQ��3LJ-
QDWWL���������:KLOH�PDQ\�RI�WKH�IDFWRUV�LQÀXHQFLQJ�SDUWLFLSDWLRQ�LQ�WKH�ODERXU�
IRUFH�VXFK�DV�HGXFDWLRQ�OHYHOV��FXOWXUDO�DWWLWXGHV�WR�ZRUNLQJ�PRWKHUV�DQG�SRRU�
ODERXU�FRQGLWLRQV�FDQQRW�EH�RYHUFRPH�TXLFNO\��D�VLJQL¿FDQW�QXPEHU�RI�SROLFLHV�
FDQ�VWLOO�KDYH�D�FRQVLGHUDEOH�HIIHFW�RQ�IHPDOH�SDUWLFLSDWLRQ��6XFK�SROLFLHV�LQ-
FOXGH�WKH�SURYLVLRQ�RI�FKLOGFDUH�VXEVLGLHV��¿QDQFLDO�VXSSRUW�IRU�WKH�FDUH�RI�WKH�
HOGHUO\��DQG�SDUHQWDO�OHDYH��2(&'���������)XUWKHUPRUH��WKH�LPSOHPHQWDWLRQ�RI�
ÀH[LEOH�ODERXU�PDUNHW�PHDVXUHV�VXFK�DV�DOORZLQJ�IRU�PRELOLW\��RU�WHPSRUDU\�
ZRUN�FRQWUDFWV�PD\�KHOS�UHFRQFLOH�WKH�QHHG�WR�ZRUN�DQG�WKH�GHVLUH�WR�KDYH�D�
IDPLO\��,QGHHG��LQFUHDVLQJ�IHPDOH�SDUWLFLSDWLRQ�LQ�WKH�ZRUNIRUFH�ZRXOG�EHQH¿W�
WKH�HFRQRP\�ZLGHO\��6ZHGLVK�SROLFLHV�LQ�WKLV�UHJDUG��JHQHURXV�SDUHQWDO�OHDYH�
EHQH¿WV��VWDWH�IXQGHG�FKLOGFDUH�VHUYLFHV�DQG�SDLG�³FKLOG�VLFN�GD\V´��KDYH�
IDYRXUHG�IHPDOH�SDUWLFLSDWLRQ�UDWHV�DQG�KDYH�HQDEOHG�6ZHGHQ�WR�KDYH�RQH�RI�
WKH�KLJKHVW�IHUWLOLW\�UDWHV�LQ�WKH�(XURSHDQ�8QLRQ��,Q�DGGLWLRQ��WKH�UHPRYDO�RU�
PRGL¿FDWLRQ�RI�MRLQW�WD[DWLRQ�VFKHPHV�LQ�ZKLFK�VHFRQG�HDUQHUV��PRVW�RIWHQ�
ZRPHQ��DUH�WD[HG�PRUH�KHDYLO\�WKDQ�VLQJOH�HDUQHUV�PD\�UHPRYH�\HW�DQRWKHU�
REVWDFOH�LQ�WKH�ZD\�RI�IHPDOH�SDUWLFLSDWLRQ�LQ�WKH�ODERXU�IRUFH���7KHVH�SROLFLHV�
ZRXOG�ORZHU�WKH�RSSRUWXQLW\�FRVW�RI�ZRPHQ�HQWHULQJ�WKH�ZRUNIRUFH��

8OWLPDWHO\��HGXFDWLRQ�SROLFLHV�ZLOO�EH�NH\�WR�HQKDQFLQJ�ODERXU�IRUFH�SDUWLFL-
SDWLRQ��3URIHVVLRQDO�GHYHORSPHQW�DQG�WUDLQLQJ�ZLOO�EH�QHFHVVDU\�WR�DGDSW�WR�
FKDQJLQJ�MRE�UHTXLUHPHQWV�LQ�WKH�IDFH�RI�WKH�WHFKQRORJ\�UHYROXWLRQ��,QYHVWLQJ�
LQ�KLJK�OHYHOV�RI�KXPDQ�FDSLWDO�KDYH�DOVR�EHHQ�IRXQG�WR�HQFRXUDJH�ZRUNHUV�WR�
SDUWLFLSDWH�LQ�WKH�ZRUNIRUFH�DV�D�UHWXUQ�RQ�WKHLU�LQYHVWPHQW�DQG�GHOD\�UHWLUH-
PHQW��6HUEDQ���������

,Q�WKH�ORQJ�UXQ��SROLFLHV�VKRXOG�EH�DLPHG�DW�FUHDWLQJ�HPSOR\PHQW�DQG�DWWUDFW-
LQJ�IRUHLJQ�GLUHFW�LQYHVWPHQW��7KLV�PD\�LQFOXGH�WKH�SXUVXLW�RI�SROLFLHV�DLPLQJ�
WR�DWWUDFW�VHUYLFH�LQGXVWULHV�VXFK�DV�UHPRWH�,7�VHUYLFLQJ��WHFKQRORJ\�RU�VHUYLFH�
FHQWUHV�WR�UHPRWHO\�VHUYH�:HVWHUQ�(XURSHDQ�EDVHG�FRPSDQLHV�DQG�PDUNHWV��,Q�
DGGLWLRQ��SROLFLHV�DLPHG�DW�LQFUHDVLQJ�MRE�VDWLVIDFWLRQ��FDUHHU�DGYDQFHPHQW�DQG�
JHQHUDWLQJ�KLJKHU�VDODULHV�ZLOO�EH�HVSHFLDOO\�LPSRUWDQW��,QVWLWXWLRQDO�UHIRUP�
ZLOO�DOVR�SOD\�D�NH\�UROH�LQ�UHWDLQLQJ�ZRUNHUV�DV�ZHOO�DV�SRWHQWLDOO\�DWWUDFWLQJ�
WKRVH�ZKR�KDYH�PDGH�WKH�GHFLVLRQ�WR�HPLJUDWH�EDFN�WR�WKHLU�KRPH�FRXQWULHV��,Q�
UHFHQW�\HDUV��UHWXUQ�PLJUDWLRQ�KDV�LQFUHDVHG�LQ�(DVWHUQ�(XURSH�LQ�SDUW�WKDQNV�
WR�JRYHUQPHQW�SURJUDPV��([SDQGLQJ�WKHVH�SURJUDPV�PD\�QRW�RQO\�EHQH¿W�WKH�
GHPRJUDSKLF�VWUXFWXUH�RI�WKH�FRXQWU\�EXW�PD\�DOVR�JHQHUDWH�EHQH¿FLDO�NQRZO-
HGJH�VSLOORYHUV�WKURXJKRXW�WKH�HFRQRP\��5HWXUQ�PLJUDWLRQ�UHFHLYHG�D�VLJQLI-
LFDQW�ERRVW�DV�UHPRWH�ZRUNLQJ�EHFDPH�SRVVLEOH�GXULQJ�WKH�SDQGHPLF��:KLOH�
WKLV�PD\�EH�WHPSRUDU\��EHLQJ�UH�DFTXDLQWHG�ZLWK�WKH�KRPHODQG�PD\�HQFRXUDJH�
D�VWURQJHU�ÀRZ�RI�UHWXUQ�PLJUDWLRQ�LQ�WKH�IXWXUH��
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V. Conclusion

Eastern Europe will likely face considerable demographic and economic chal-
lenges in the face of population decline and ageing driven by natural change 
and emigration. This will have negative repercussions on growth and develop-
ment. Eastern European countries must focus on retaining their skilled work-
force and on increasing labour force participation, particularly that of women, 
in order to mitigate these effects. 
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EU: Eco-warrior or Bond Villian ?

by Evan Henry (Junior Sophister), Greg Arrowsmith (Junior Sophister)

In this piece, Henry and Arrowsmith examine the landmark issu-
ance of  €220 billion worth of green bonds as part of funding for 
its COVID-19 Relief and Recovery Fund. The paper explores the 
current state of the green bond market, the additional environmen-
tal spending that may consequently occur due to the EU stipu-
lating that a certain proportion of the funding must be spent on 
so-called green projects, and the impact of a federal body entering 
this market on the regulatory framework. Henry and Arrowsmith 
FRQFXU�WKDW�WKH�LPSDFW�RI�WKLV�KLVWRULFDO�VKLIW�LQ�¿QDQFLQJ�ZLOO�EH�
VLJQL¿FDQW�LQ�VFRSH��ERWK�LQ�WHUPV�RI�WKH�PDUNHW�DQG�LQGHHG��WKH�
environment.

In this essay, Evan Henry and Greg Arrowsmith examine the land-
mark issuance of  €220 billion worth of European Union green 
bonds as part of the funding for the COVID-19 Relief and Recov-
ery Fund. Henry and Arrowsmth explore the current state of the 
green bond market.  The additional environmental spending that 
may consequently occur due to the EU stipulating that a certain 
proportion of funding must be spent on so-called green projects 
is then analysed. Henry and Arrowsmith conclude that the impact 
RI�WKLV�KLVWRULFDO�VKLIW�E\�WKH�(8�LQ�¿QDQFLQJ�ZLOO�KDYH�VLJQL¿FDQW�
FRQVHTXHQFHV��IRU�ERWK�¿QDQFLDO�PDUNHWV�DQG��LQGHHG��WKH�HQYLURQ-
ment.

Introduction

Green bonds are an asset class pioneered by the European Investment Bank 
LQ�������LGHQWL¿HG�DV�D�ZD\�WR�UDLVH�IXQGV�WR�¿QDQFH�HQYLURQPHQWDOO\�IULHQGO\�
projects, such as renewable energy systems, clean water, and public trans�
SRUW��,VVXDQFH�JUHZ�UDSLGO\�IURP������RQZDUGV��VHH�¿JXUH�����DQG�WKRXJK�WKLV�
growth cooled in 2020, between €350bn and €500bn in new green bonds are 
H[SHFWHG�WR�EH�LVVXHG�LQ�������1DXPDQ���������+RZHYHU��WKLV�LV�VWLOO�D�PLQXV�
FXOH�SRUWLRQ�RI�RYHUDOO�VRYHUHLJQ�GHEW��ZLWK�WKH�WRWDO�JUHHQ�ERQGV�LVVXHG�E\�
JRYHUQPHQWV�DFFRXQWLQJ�IRU�RQO\����RI�VRYHUHLJQ�GHEW�LVVXHG�ZRUOGZLGH�LQ
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issuer, with other EU members such as Sweden and Poland also to the fore. 

In response to the Covid-19 crisis, the EU agreed on a landmark recovery 
SDFNDJH�LQ�VXPPHU�������ZRUWK�RYHU�¼���EQ��2I¿FLDOO\�WLWOHG�1H[W*HQ(8��
€672.5bn of the funds consist of a Recovery and Resilience Fund (RRF), 
ZKLFK�LV�HVVHQWLDOO\�D�PDVVLYH�¿VFDO�VWLPXOXV�SDFNDJH�WKDW�PHPEHU�VWDWHV�ZLOO�
be able to draw from. The agreement of this recovery package was a historic 
moment in EU integration, with some claiming it was the EU’s own ‘Hamili-
tonian moment’, a reference to the move by the US Secretary of the Treasury, 
$OH[DQGHU�+DPLOWRQ��WR�PXWXDOLVH�ZDU�WLPH�GHEW�DPRQJVW�WKH�FRORQLHV�LQWR�
IHGHUDO�GHEW��+DOO��)OHPLQJ�	�&KD]DQ���������,Q�WKH�VDPH�YHLQ��WKH�µ¿VFDO�
KDZNV¶�RI�1RUWKHUQ�(XURSH�ZDULO\�DJUHHG�WR�WKH�FUHDWLRQ�RI�D�(XURERQG��D�
pan-European debt instrument that mutualised EU debt. Through the issuance 
RI�ERQGV��QR�ORQJHU�EXGJHWDULO\�FRQVWUDLQHG��WKH�(8�KDV�H[SDQGHG�LWV�VSHQGLQJ�
FDSDFLW\�FRQVLGHUDEO\��ZLWK�WKH�1H[W*HQ(8�SURJUDPPH�EHLQJ�WKH�¿UVW�LQ-
stance of this. 
+RZHYHU��LQ�H[FKDQJH�IRU�EHDULQJ�WKH�ULVN�RI�6RXWKHUQ�(XURSHDQ�FRXQWULHV�
GHIDXOWLQJ�RQ�WKHLU�GHEW�REOLJDWLRQV��WKH�¿VFDO�KDZNV�LQVLVWHG�RQ�FRQGLWLRQV�IRU�
KRZ�WKH�PRQH\�LV�VSHQW�WR�IXUWKHU�H[LVWLQJ�(8�REMHFWLYHV��2QH�µVWULQJ¶�DW-
WDFKHG�WR�UHFHLYLQJ�IXQGLQJ�ZDV�WKDW�����LV�WR�EH�VSHQW�RQ�µJUHHQ¶�SURMHFWV��LQ�
OLQH�ZLWK�WKH�(8¶V�*UHHQ�'HDO�SURJUDPPH��ZKLFK�WDUJHWV�FOLPDWH�QHXWUDOLW\�E\�
������&RQFXUUHQWO\��LW�ZDV�GHWHUPLQHG�WKDW�����RI�WKH�1H[W*HQ(8�IXQG�ZLOO�
EH�¿QDQFHG�E\�WKH�LVVXDQFH�RI�¼���EQ�LQ�(8�JUHHQ�ERQGV��(XURSHDQ�&RPPLV-
sion, 2020). As the RRF already has a condition mandating 37% of spending 
to be green-  which could be as easily funded by conventional bonds- the 
green bond market’s small size means that the relative enormity of the EU’s 
LVVXDQFH�FRXOG�ÀRRG�WKH�PDUNHW�ZLWK�VXSSO\��7KLV�FRXOG�FXW�JUHHQ�ERQG�SULFHV�
DQG�PDNH�LW�WRR�H[SHQVLYH�IRU�LVVXHUV�RI�JUHHQ�ERQGV�WR�UDLVH�IXQGV�IRU�WKHLU�
HQYLURQPHQWDO�SURMHFWV��:H�ZLOO�H[SORUH�WKH�SRVVLELOLW\�WKDW�WKH�(8¶V�LVVXDQFH�
may have an unintended negative effect, both by pricing other countries out 
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 of the green bond market and by setting a lax regulatory precedent. We will 
assess the likely impact of the EU’s green bond issuance under four headings: 
additionality, the effect on the green bond market, the regulatory impact, and 
the signalling effect. 

Additionality
Additionality is a concept related to environmental funding, which poses the 
question of whether green bond issuance actually leads to additional spending 
on environmental projects.  It is relevant in this instance, as the EU has com-
mitted to spending 37% of the RRF on green projects, regardless of whether 
funding is raised through conventional bonds, green bonds or grants. It is im-
portant to understand the mechanisms of the RRF to ascertain the impact that 
green bond issuance may have on actual EU environmental spending. 
Each member state who wishes to draw funds from the RRF must submit a 
proposal to the European Commission (EC) which is in line with the Green 
Deal and clearly maps out how their funding of certain projects helps the envi-
URQPHQW��7KH�(&�PXVW�WKHQ�UHYLHZ�DQG�SDVV�WKLV�SODQ�E\�D�TXDOL¿HG�PDMRULW\�
vote, whilst any member state with serious concerns over the proposed spend-
ing has a ‘brake’ veto power, where they can insist that funding is withheld 
until a more in-depth review of the proposed spending is conducted. The fund-
ing is provided and reviewed twice a year, so all aspects of spending are under 
frequent scrutiny, including whether environmental targets are being reached 
or not (European Commission, 2021). 
,W�LV�VWLOO�SRVVLEOH��WKRXJK�XQOLNHO\��WKDW��JLYHQ�WKH�VLJQL¿FDQW�SROLWLFDO�SUHVVXUH�
that will come from Covid-stricken populations, member states may get away 
with falling short of their proposed environmental spending commitments. 
With the issuance of EU green bonds to fund this spending, a failure to enforce 
the conditions of the RRF could damage not only the EU’s political credibili-
ty, but also their credit rating. Whilst the RRF does not ringfence green bond 
funds for green spending, the approval and brake mechanisms make it much 
more likely that the green project funding targets are met. Meanwhile the 
issuance of green bonds, despite not increasing the RRF’s required level of 
spending on green projects, mean that it is imperative that the EU does enforce 
the RRF conditions, as failure to do so could result in loss of credibility as a 
green bond issuer. 

Effect on the Green Bond Market
The effect EU green bonds issuance has on the market for this asset class 
GHSHQGV�VWURQJO\�RQ�WKH�VL]H�RI�WKH�µJUHHQLXP¶��7KH�JUHHQLXP�LV�GH¿QHG�DV�
the premium investors pay for green bonds in relation to conventional bonds. 
There is some debate around whether a difference in yield exists between 
green bonds and conventional bonds. Conventional wisdom says that investors 
are willing to pay a higher price for bonds with a high Environmental, Social 
and Governance (ESG) rating. As such, a greenium, which makes borrowing 
for green projects cheaper, exists. However, this is disputed, with some schol-
ars claiming that there is no incontrovertible evidence of a greenium. 
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This uncertainty is conclusively rejected by Kapraun and Scheinz (2019), who 
show in a study of 2114 green bonds that a greenium does exist. They claim 
that the inconclusive results of Karpf and Mandel (2017) and Hachenber and 
Schiereck (2018) are due to small sample sizes and exclusion of recent data, 
which is salient in such a new market. Kapraun and Scheinz show that the size 
of the premium depends on the credibility of the issuer, with governments and 
supranational institutions having premia of 31 basis points on average for their 
green bonds compared to their conventional bonds, allowing for options and 
liquidity. They also posit that some doubts regarding the existence of a gree-
nium come from corporations dubiously claiming that their bonds are green, 
when in fact they don’t fund environmental projects, and so are not rewarded 
by ESG-conscious investors who have done their research. Given that the EU 
will be seen as a highly credible institution, they will likely enjoy a greenium 
on their green bonds. 

The green bond market is currently oversubscribed, especially for high-cred-
LELOLW\�ERQGV�VXFK�DV�VRYHUHLJQ�ERQGV��,Q�0DUFK�������WKH�¿UVW�,WDOLDQ�JUHHQ�
bond issuance received €80bn in purchase orders for €8.5bn in bonds, which 
are trading at a negative premium of 0.15% versus conventional Italian gov-
HUQPHQW�ERQGV��2OLYHU���������6LPLODUO\��LQ�������WKH�¿UVW�*HUPDQ�VRYHUHLJQ�
green bond issuance was oversubscribed by 500%, and trades at an increasing-
ly negative premium of 0.46% (Ravindirane, 2020). With the EU borrowing 
on the strength and credibility of economic powerhouses like Germany and 
Italy, but on a much larger scale than their initial offerings, supply may fall in 
line with demand for high-credibility green bonds. This issuance could reduce 
the greenium, making it more expensive for other countries to borrow on the 
green bond market, and potentially pricing some out of funding green projects. 

However, this is unlikely to occur for two reasons. Firstly, governments don’t 
borrow using green bonds out of necessity or to borrow cheaply, but rather to 
signal and meet public demand. Most governments can almost certainly afford 
to borrow in conventional markets given the current low level of interest rates. 
It is thus unlikely that any other government’s green projects will suffer as a 
result of the EU’s issuance. Secondly, the reduction of the greenium will make 
it more attractive for investors to buy credible green bonds, as they won’t feel 
OLNH�WKH\¶UH�VDFUL¿FLQJ�SUR¿WV�IRU�(6*�FRQVLGHUDWLRQV��6LPXOWDQHRXVO\��WKH�
(8¶V�HQWUDQFH�LQWR�WKH�PDUNHW�ZLOO�LQFUHDVH�LQYHVWRU�FRQ¿GHQFH�LQ�JUHHQ�ERQGV�
and spur demand. This may lead to a growth cycle for the green bond market, 
with an increase in supply cyclically causing an increase in demand. On bal-
ance, any negative impacts from the EU’s issuance of green bonds shrinking 
the greenium will likely be negated by the growth cycle their issuance could 
spark (Technical Expert Group, 2019). 

Regulatory impact
In conjunction with their issuance of green bonds, the EU will also attempt to 
regulate the market for green bonds. This is partially to ensure that they are 
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held accountable for their own issuance, and partially to solve existing prob-
lems within the market. The EU released the technical screening criteria for its 
own voluntary Green Bond Standard (GBS) in 2019, which updates the UN’s 
JOREDO�*UHHQ�%RQG�3ULQFLSOHV�IUDPHZRUN��FUHDWLQJ�D�PRUH�VWULQJHQW�GH¿QLWLRQ�
RI�ZKDW�TXDOL¿HV�DV�JUHHQ��7KH�*%6�LV�EDVHG�RQ�WKH�(8¶V�7D[RQRP\���������
D�FODVVL¿FDWLRQ�V\VWHP�WKDW�GLUHFWV�LQYHVWPHQWV�WRZDUGV�DFKLHYLQJ�WKH�*UHHQ�
Deal’s goal of climate neutrality by 2050. The GBS is a tangible improvement 
on existing EU regulations, given the grandiose rhetoric that has emanated 
about their environmental commitment in the past, despite much investment 
actually going toward ‘brown’ schemes and projects (Battison & Monasterolo, 
2019).

The way in which the EU can make the biggest strides to ensure that green 
ERQG�LVVXDQFH�LQFUHDVHV�JUHHQ�VSHQGLQJ�LV�E\�UHJXODWLQJ�WKH�JUHHQ�ERQG�YHUL¿-
FDWLRQ�SURFHVV��7KH�PDUNHW¶V�H[LVWLQJ�LVVXHU�SD\V�YHUL¿FDWLRQ�PRGHO��ZKHUH�WKH�
bond issuer pays a ratings agency to verify their bond’s greenness, is problem-
DWLF��7KH�LVVXHU�UDWHU�WUDQVDFWLRQ�FUHDWHV�D�FRQÀLFW�RI�LQWHUHVW��ZKHUH�UDWLQJV�
agencies are incentivised to give a favourable (and possibly inaccurate) rating 
to the bond. If they don’t, issuers can simply turn to their competitors. Propo-
nents of deregulated markets claim that the potential for reputational damage 
to the ratings agencies will keep them in line. However, this system failed in 
the lead up to the Global Financial Crisis with mortgage-backed securities, and 
the same thing could easily occur in a green bond market without regulation. 
Additionally, this deregulated model sees the problem of divergent ratings for 
similarly green projects arising due to different ratings systems and metrics 
across different ratings agencies (Berg, Kölbel & Rigobon, 2020)

The Commission, acting on recommendations from a Technical Expert Group 
(2019), are planning to make it mandatory for ratings agencies to gain accred-
itation from the European Securities and Markets Agency (ESMA), in order 
have a GBS stamp of approval for bond issuers seeking to meet, and indeed 
inform investors that they meet, EU standards. It will take time for the ESMA 
to gather the necessary expertise, so in the immediate future there will be a 
registration process for ratings agencies to gain approval from the European 
Commission. Whilst this is not as strong a move towards regulation as the 
(60$�YHULI\LQJ�WKH�ERQGV�LWVHOI��LW�LV�D�VLJQL¿FDQW�VWHS��,Q�IDFW��WKLV�SURFHVV�
is likely more sensible for two reasons. Firstly, the ESMA lacks the expertise 
and manoeuvrability of private sector ratings agencies, and secondly, it has 
existing relationships and processes from other interactions with these external 
YHUL¿HUV��ZKR�DUH�SUHGLFWHG�WR�EH�UHODWLYHO\�VPDOO�LQ�QXPEHU�IRU�WKH�JUHHQ�ERQG�
market (Technical Expert Group, 2019).
 
The question of whether or not the issuer-pays and divergent ratings problems 
are solved depends on the stringency with which the Commission, and eventu-
ally, the ESMA enforces accreditation. Ultimately, issuers will still pay ratings 
DJHQFLHV��,I�WKH�(8�LV�XQZLOOLQJ�WR�UHPRYH�DQ�DJHQF\¶V�YHUL¿FDWLRQ�OLFHQFH�IRU�
approving bonds that do not meet the GBS criteria, the current accreditation 
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and divergent green ratings. The ESMA should also encourage ratings agen-
cies to use common standards and ratings methods, which will reduce transac-
WLRQ�FRVWV�IRU�LQYHVWRUV�DQG�LQFUHDVH�FRQ¿GHQFH�LQ�WKH�DVVHW�FODVV��%HUJ��.|OEHO�
	�5LJRERQ���������0XFK�ZLOO�GHSHQG�RQ�WKH�(60$¶V�UHVROYH��RQ�KRZ�IDU�WKH\�
ZLOO�SXVK�UDWLQJV�DJHQFLHV��DQG�ZKHWKHU�WKH\�DUH�ZLOOLQJ�WR�UHPRYH�QRQ�FRP-
SOLDQW�DJHQFLHV¶�DFFUHGLWDWLRQ��,I�WKH\�DUH�VWULFW��WKLV�ZLOO�FHUWDLQO\�LQFUHDVH�
FRQ¿GHQFH�LQ�WKH�JUHHQ�ERQG�PDUNHW�DQG�SDYH�WKH�ZD\�IRU�LW�WR�H[SDQG�UDSLGO\��
UHOHDVLQJ�IXQGV�IRU�PXFK�QHHGHG�HQYLURQPHQWDO�SURMHFWV��

Signalling:
1XGJH�WKHRU\�VXJJHVWV�WKDW�DQ�H[RJHQRXV�IDFWRU�PD\�LQÀXHQFH�DQ�HQYLURQPHQW�
LQ�D�SUHGLFWDEOH�ZD\��XQFRQVFLRXVO\�FDXVLQJ�RQH�WR�EHKDYH�LQ�D�FHUWDLQ�ZD\��
DQG�WKDW�QXGJHV�DUHQ¶W�RUGHUV��DQG�VR�FDQ�EH�DYRLGHG�ZLWKRXW�UHSHUFXVVLRQ�
�7KDOHU�DQG�6XQVWHLQ���������)RU�H[DPSOH��SODFLQJ�D�VDODG�EDU�EHIRUH�D�EXUJHU�
FRXQWHU�LQ�D�GLQHU�LV�D�QXGJH�WR�LQFUHDVH�KHDOWK\�HDWLQJ��ZKLOVW�EDQQLQJ�EXUJHUV�
LV�QRW��,Q�WKH�FRQWH[W�RI�WKH�JUHHQ�ERQG�PDUNHW��WKH�(8¶V�LVVXDQFH�RI�D�KXJH�
TXDQWLW\�RI�JUHHQ�ERQGV�ZLOO�VLJQDO�WKDW�WKH\�DUH�VHULRXV�DERXW�JUHHQ�¿QDQFH��
DQG�QXGJH�WKH�SULYDWH�VHFWRU�WRZDUGV�DGRSWLQJ�WKLV�DVVHW�FODVV��
7KH�(8¶V�HQWUDQFH�LQWR�WKH�JUHHQ�ERQG�PDUNHW��DORQJ�ZLWK�WKH�LQWURGXFWLRQ�RI�
D�YROXQWDU\�*%6�ZLOO�QXGJH�H[LVWLQJ�SULYDWH�VHFWRU�JUHHQ�ERQG�LVVXHUV�WRZDUGV�
WKH�DGRSWLRQ�RI�KLJKHU��FRPPRQ�VWDQGDUGV�IRU�JUHHQ�ERQGV��,W�ZLOO�GR�VR�E\�
QXGJLQJ�WKH�SXEOLF��ERWK�WKH�PDVVHV�DQG�µUHSUHVHQWDWLYH¶�LQYHVWPHQW�¿UPV��IXU-
WKHU�WRZDUGV�JUHHQ�LQYHVWPHQW��+RZ�ZLOO�WKLV�RFFXU"�:LWK�WKH�(8�SODFLQJ�WUXVW�
LQ�JUHHQ�LQYHVWPHQW�DQG�OLQNLQJ�LWV�RZQ�IDWH�WR�JUHHQ�ERQGV��LW�LV�VLJQDOOLQJ�LWV�
FRPPLWPHQW�WR�WKH�JUHHQ�DJHQGD��,I�SUHPLD�RQ�JUHHQ�ERQGV�ZHUH�WR�VN\URFNHW�
GXH�WR�D�FROODSVH�LQ�FRQ¿GHQFH�LQ�WKHP�DV�D�FUHGLEOH�DVVHW�FODVV��WKH�(8�DQG�LWV�
UHSXWDWLRQ�ZRXOG�VXIIHU��7KLV�VKRZ�RI�IDLWK�E\�WKH�(8�VKRXOG�HQFRXUDJH�LQYHV-
WRUV�WR�WUXVW�JUHHQ�¿QDQFH��6XFK�DQ�LQFUHDVH�LQ�LQYHVWRU�FRQ¿GHQFH��DQG�WKXV�
GHPDQG��ZRXOG�OLNHO\�UHLQIRUFH�WKH�QXGJH�DQG�IXUWKHU�HQFRXUDJH�FRUSRUDWLRQV�
WR�LVVXH�JUHHQ�ERQGV��

Conclusion
:H�FDQ�VHH�WKDW�WKH�(8¶V�LVVXDQFH�RI�JUHHQ�ERQGV�ZLOO�KDYH�VLJQL¿FDQW�DQG�
ZLGH�UDQJLQJ�HIIHFWV�RQ�WKH�JUHHQ�ERQG�PDUNHW��DQG�XOWLPDWHO\��RQ�WKH�HQ-
YLURQPHQW��7KRXJK�LW�PD\�QRW�OHDG�WR�DGGLWLRQDO�JUHHQ�VSHQGLQJ�XQGHU�WKH�
1H[W*HQ(8�SURJUDPPH��LW�ZLOO�PDNH�WKH�(8�PRUH�ZDU\�RI�PLVVLQJ�WKHLU�RZQ�
HQYLURQPHQWDO�WDUJHWV��)XUWKHUPRUH��WKH�HQIRUFHPHQW�DQG�EUDNH�PHFKDQLVPV�
WKH�(XURSHDQ�&RPPLVVLRQ�FDQ�XVH�WR�FRQWURO�WKHVH�IXQGV�PHDQV�WKDW�WKH�(8¶V�
JUHHQ�ERQGV�DUH�OLNHO\�WR�EH�SULVWLQHO\�JUHHQ��VHWWLQJ�D�QHZ�EHQFKPDUN�LQ�WKH�
PDUNHW��0HDQZKLOH��ZKDWHYHU�HIIHFWV�(8�LVVXDQFH�KDV�RQ�WKH�JUHHQLXP�DQG�WKH�
DIIRUGDELOLW\�RI�¿QDQFLQJ�JUHHQ�SURMHFWV�ZLOO�OLNHO\�EH�QXOOL¿HG�LQ�WKH�PHGL-
XP�WHUP�E\�WKH�PDUNHW�JURZWK�WKHLU�LVVXDQFH�ZLOO�LQVSLUH��7KH�VFDOH�RI�WKLV�
PDUNHW�JURZWK�DQG�WKH�VWUHQJWK�RI�WKH�VLJQDOOLQJ�HIIHFW�KLQJHV�RQ�KRZ�VWULFWO\�
WKH�&RPPLVVLRQ��DQG�HYHQWXDOO\�WKH�(60$��ZLOO�HYDOXDWH�WKH�UDWLQJV�DJHQFLHV�
WR�HQVXUH�WKDW�WKHLU�QHZO\�SXEOLVKHG�*UHHQ�%RQG�6WDQGDUG�LV�HQIRUFHG��2WKHU-
ZLVH��XQVXSHUYLVHG�DFFUHGLWDWLRQ�SURFHVVHV�FRXOG�OHDG�WR�LQYHVWRU�FRQ¿GHQFH�
IDOOLQJ��DQG�VWXQWLQJ�WKH�PDUNHW¶V�JURZWK��+RZHYHU��RQ�EDODQFH��LW�VHHPV�WKDW�
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The Good, The Bad and The CaP: 
RefoRminG The CaP To aCCommo-

daTe The euRoPean GReen deal
By Rory Simmington
The Common Agricultural Policy (CAP) has been at the core of 
the European project since its introduction in 1962. The very goal 
of which was to support small farms from increasing competition 
and ensure a stable supply of food in post-war Europe. Simington 
H[SORUHV���DQG�KLJKOLJKWV�WKH�LQHI¿FLHQF\�RI���WKH�SROLFLHV�LQWUR-
duced under the umbrella of the CAP. It is acknowledged that the 
environment in which the CAP was introduced is much different 
from the one it experienced as the European project developed. 
Shifting demographics coupled with advancing technology is rec-
ognized as a key determinant of the failure of the CAP. Simington 
demonstrates how the CAP can be involved in ensuring the Euro-
pean Green Deal is fully implemented in the most effective meth-
od. Moreover, Simington shows that unless the EU implements the 
suggested CAP reforms, Europe’s goal of climate neutrality by 
2050 may be at stake.

I. Introduction

The agricultural sector holds a unique place in the EU political economy due 
to its idyllic cultural foundation in the ‘family farm’. This cultural role has 
been protected in European society and politics ever since, even as the sector 
has evolved through technological progress that rendered family farms outdat-
ed. These advancements boosted productivity. However, Europeans’ con-
sumption levels did not increase in proportion, leading to excess supply and 
crumbling prices for farm produce. Efforts have been explored to preserve the 
familial farm vis-a-vis price supports and income support. Though these mea-
sures were short-sighted and failed to solve the fundamental supply problem, 
with subsidies favouring large farmers and neglecting the very family farmers 
they sought to protect. This paper analyses these measures and the subsequent 
policies, while also looking to the future and the available policies to mitigate 
environmental damage by the sector, so that the Common Agricultural Policy 
(CAP) can assist in realising the new Green Deal. 
___________________________________________________
 1Developments in farming methods, machinery, pesticides, and herbicides 
rapidly increased yields and farm produce.
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II. Key features
When familial farming made up the majority of the agricultural sector in 1955, 
farming was far more labour intensive than it is today. In 1955 it was responsi-
ble for an average of 21.2% of employment across the then EU28, in compar-
ison with 4.2% in 2017 (Baldwin and Wyplosz, 2006, p. 207). Technological 
progress enabled the formation of large farms with more coherent machinery, 
plant and animal breeding methods, pesticides and fertilisers which all result-
HG�LQ�LQFUHDVHG�HI¿FLHQF\�DQG�SURGXFWLYLW\��7KH�(XURSHDQ�DJULFXOWXUDO�VHFWRU�LV�
subject to the same supply factors as any other, such as climate, weather, and 
VWRUDJH�FRVWV�ZKLFK�FUHDWH�LQVWDELOLW\�DQG�LQ�WXUQ�SULFH�ÀXFWXDWLRQV��+RZHYHU��
the major impact was demand induced. Production exceeded consumption, re-
sulting in excess supply and falling prices. This combination of static demand 
and excess supply caused prices to plummet. In some senses, the CAP, which 
was established in order to boost food production was too successful, requir-
ing intervention to maintain high prices and production subsidies to compen-
sate farmers. 

III. Price supports
7KH�&$3�VHW�D�PLQLPXP�SULFH�µÀRRU¶�IRU�DJULFXOWXUDO�SURGXFH��DQG�DV�D�QHW�
LPSRUWHU��SODFHG�µYDULDEOH�WDULIIV¶�RQ�LPSRUWV�WR�DYRLG�WKHP�XQGHUFXWWLQJ�WKH�
VHW�ÀRRU��7KHVH�DUWL¿FLDO�SULFHV�VHW�E\�WKH�&$3�ZHUH�XQVXVWDLQDEOH�LQ�WKH�ORQJ�
run; perhaps agricultural markets should have been left to adjust and reduce 
production in line with consumption levels. European citizens had to pay a 
consumption tax on these imports which enabled the CAP to maintain the 
SULFH�ÀRRU��7KLV�WD[�ZDV�UHJUHVVLYH��SXWWLQJ�LQHTXLWDEOH�VWUDLQ�RQ�WKH�EXGJHWV�
of low income households, of which food makes up a large proportion. They 
also introduced direct payments to farmers in proportion to their output. These 
SURGXFWLRQ�EDVHG�SD\PHQWV�EHQH¿WWHG�ODUJH�IDUPV�ZLWK�DFFHVV�WR�PDFKLQHU\��
technology and resources. In 2016, 15% of the CAP money went to 80% 
of farmers, and 85% to just 20% of farmers (Baldwin and Wyplosz, 2006, 
S��������7KH�SD\PHQWV�ZHUH�DOVR�LQHI¿FLHQW��ODUJH�IDUPHUV�DOUHDG\�KDG�ORZ�
production costs due to their scale advantage; and the funds allocated to small 
IDUPHUV�ZDV�LQVXI¿FLHQW��
 Irrespective of these measures, they failed to tackle the fundamental supply 
problem and excess supply continued, with the EU becoming a net exporter. 
,Q�RUGHU�WR�PDLQWDLQ�WKH�DUWL¿FLDO�KLJK�SULFHV�WKH�&$3�ZDV�IRUFHG�WR�PDNH�
intervention purchases of the excess produce; creating stock piles. The CAP 
UHVRUWHG�WR�SD\LQJ�H[SRUW�VXEVLGLHV�WR�LQ�HIIHFW�µGXPS¶�WKH�H[FHVV�SURGXFH�LQ�
foreign markets, disrupting global trade. The output-based incentives damaged 
the environment through overgrazing,_____________________________________
 2 The fundamental problem in the agricultural industry was overproduction. Interven-
tion only served to delay the issue when it could have potentially been resolved by 
market forces.
3 7KH�µ1HZ�*UHHQ�'HDO¶�RU�WKH�µ(XURSHDQ�*UHHQ�'HDO¶�LV�D�IUDPHZRUN�WRZDUGV�DFKLHY-
ing climate neutrality by 2050 while working towards becoming a more sustainable, 
circular economy. 
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nd the use of pesticides and fertilisers among other intensive agricultural prac-
tices. The price supports did not match the costs incurred on the environment 
from the externalities of these measures.

IV. Policies and reform to date
After reform at the turn of the 20th century, the CAP returned prices to world 
SULFHV�DQG�UHPRYHG�WKH�SULFH�ÀRRU��UHVWRULQJ�PDUNHW�IRUFHV��'LUHFW�SD\PHQWV�
were ‘decoupled’ from production levels however, payment subsidies fell 
TXLFNHU�WKDQ�RXWSXW�OHYHOV�DQG�VXSSO\�UHPDLQHG�D�SUREOHP��)XUWKHU�UHIRUP�ZDV�
achieved with the Luxembourg Agreement in 2003, dividing the CAP funding 
into two new pillars: Pillar 1 for decoupled direct payments; Pillar 2 for rural 
development. The 1st pillar saw direct payments move to a per-hectare basis, 
and outlined cross compliance rules governing payments such as soil protec-
tion and avoidance of water pollution. The 2nd pillar outlined target areas for 
rural development such as ‘encouraging transition to a low carbon economy’ 
to name one. Per-hectare based payments are problematic: in Britain for exam-
ple, the “average price of farmland has risen from below £4,500 per hectare to 
DERXW���������VLQFH�����´��7KH�(FRQRPLVW���������7KLV�EHQH¿WV�ODUJHU�IDPHUV�
ZKR�DUH�PRUH�OLNHO\�WR�EH�ODQGRZQHUV��DV�����RI�(8�IDUPODQG�LV�QRW�RZQHG�
by those who farm it (Baldwin and Wyplosz, 2006, p. 227), leaving smaller 
IDUPHUV�HPSW\�KDQGHG��)XQGLQJ�XQGHU�WKH��QG�SLOODU�LV�D�SURPLVLQJ�VWHS�WR-
ZDUGV�JUHDWHU�VXVWDLQDELOLW\��EXW�DV�\RX�FDQ�VHH�LQ�WKH�WDEOH�EHORZ��LW�PDNHV�XS�
less than a 3rd of the total budget.

V. Agriculture and the environment
7KH�(XURSHDQ�*UHHQ�'HDO�LV�³D�JURZWK�VWUDWHJ\�WKDW�DLPV�WR�WUDQVIRUP�WKH�(8�
LQWR�D«��UHVRXUFH�HI¿FLHQW�HFRQRP\��ZLWK�QR�QHW�HPLVVLRQV�RI�JUHHQKRXVH�
gases (GHG) by 2050,…” (Matthews, 2020). The relationship between the 
*UHHQ�'HDO�DQG�WKH�&$3�LV�LQH[WULFDEOH�DQG��³D�PDMRU�OHDS�PXVW�EH�DFKLHYHG�
LQ�WKH�&$3�DPELWLRQV�WR�PDWFK�WKH�ELRGLYHUVLW\�WDUJHWV�RI�WKH�*UHHQ�'HDO�´�
(Guyomard et al., 2020, p. 30). Bridging this gap will not only protect the 
environment, but will support farmers whose production costs have risen as a 
result of intensive farming practices, such as expenditure on inputs to substi-
tute for eroded soils, over-exploitation of water sources, a loss of pollinators, 
DQG�LQFUHDVHG�ULVN�RI�SHVWV�DQG�H[WUHPH�ZHDWKHU�DV�D�UHVXOW�RI�FOLPDWH�FKDQJH��
6ROYLQJ�WKHVH�SUREOHPV�DOVR�SUHVHQWV�RSSRUWXQLWLHV�WR�IDUPHUV�ZKLOVW�ZRUNLQJ�
WRZDUGV�WKH�REMHFWLYHV�RI�WKH�*UHHQ�'HDO��,PSURYLQJ�VRLO�KHDOWK�IRU�FOLPDWH�
_____________________________________

 4 ,QFOXGLQJ�WKH�8QLWHG�.LQJGRP�
5 These were in effect import duties.
6 7KH�&$3�ZDV�IRUFHG�WR�VHW�SULFHV�DERYH�WKRVH�LQ�WKH�JOREDO�PDUNHW�LQ�RUGHU�WR�SUH-
serve farmers’ incomes. 
7 Payments to farmers only made the overproduction problem worse, simultaneously 
causing negative externalities for the environment.
8 $OVR�NQRZQ�DV�WKH�(XURSHDQ�$JULFXOWXUDO�*XDUDQWHH�)XQG��($*)��DQG�WKH�(XURSHDQ�
$JULFXOWXUDO�)XQG�IRU�5XUDO�'HYHORSPHQW��($)5'��
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resilience coupled with reducing dependence on pesticides to protect polli-
QDWRUV�DUH�DOVR�ERWK�SUHUHTXLVLWHV�IRU�DQ�HI¿FLHQW�DQG�SUR¿WDEOH�DJULFXOWXUDO�
sector (Matthews, 2020). Furthermore, the Green Deal creates opportunities 
in the bio-economy, meaning farmers can supply biomass. By making use of 
their food waste andproducing biomass as renewable energy, carbon markets 
will be able to reward farmers for emissions reductions (Matthews, 2020). The 
‘polluter pays principle’ is ineffective for agricultural emissions as any taxes 
only subtract from the per-hectare subsidy, placing no additional burden on 
farmers to reduce their emissions. This is another reason why these subsidies 
must be reformed. 

VI. Technological progress
In order to better align the objectives of the Green Deal with the CAP, re-
search and innovation through comprehensive investment is required. The 
agricultural sector is calling out for its second technological revolution and 
requires capital to realise this goal. Smart farming, precision farming, and 
digital farming enable substantial savings on inputs whilst increasing quality 
and yields (Matthews, 2020). Horizon Europe’s €10 billion for research and 
innovation in agriculture should be replicated by member states (Matthews, 
2020). The EU must also apply its hegemonic regulatory power to the sector 
to increase competition. High standards must be adhered to by competitors 
to maintain competition and avoid undercutting whilst enabling EU farmers 
to charge a premium for their produce, all aiding the required technological 
advancements. Access to the EU market is already subject to product safety 
and quality standards thus, also applying these to production practices will 
help recoup some of the higher production costs from the market and enable 
producers to charge this premium (Matthews, 2020). There have been propos-
als for a carbon border tax (CBT) however, it would be limited to the sectors 
included in the Emissions Trading Scheme (ETS) which does not include 
agriculture (Matthews, 2020). Expansion of the ETS in order to cover agricul-
WXUH�DQG�LQ�WXUQ�WKH�LPSOHPHQWDWLRQ�RI�D�&%7��ZRXOG�EH�EHQH¿FLDO�PHDVXUHV�LQ�
reducing GHG emissions. 

The CAP is the main source of funding at the EU level in supporting the green 
transition and this funding is split between the EAGF and the EAFRD or Pillar 
1 and 2. The majority of the CAP funds, 290 of 374 billion euros (roughly) 
from the table below, are disbursed as direct payments to farmers under the 
EAGF. As previously mentioned, the skewed and inequitable distribution of 
SD\PHQWV�LV�DQ�LQHI¿FLHQW�XVH�RI�IXQGV�LQ�WHUPV�RI�IXQGLQJ�WKH�DPELWLRXV�JUHHQ�
transition due to the per-hectare framework favouring large landowners._____________________________________
 9 Biomass can be converted into bioethanol or biodiesel which can be used as a re-
newable energy source to power vehicles for example. 
10 The EU should reform farming subsidies in order for carbon taxes to be more effec-
tive in the agricultural industry. Additionally, the introduction of a carbon border tax 
would prevent foreign competitors exploiting their cost advantage, and undercutting 
European prices.
11 $�VFLHQWL¿F�UHVHDUFK�DQG�LQQRYDWLRQ�SURJUDPPH�IRU�WKH�(8�UXQQLQJ�IURP����������
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This funding could be better allocated with the replacement of per-hectare 
payments with results-based payments for GHG emission reductions and the 
adoption of sustainable farming practices such as maintaining hedgerows. 
This would encourage sustainability and enable the CAP to work towards the 
goals of the new Green Deal. The remaining 84 billion euros is allocated under 
EAFRD for rural development projects across the sector.

Furthermore, progress towards meeting emission reduction targets by 2030 is 
measured by GHG emissions alone. This doesn’t take into account carbon se-
questered in the sector through soil cultivation, tree planting, and the creation 
of carbon sinks. As illustrated in the graph below, in the period 2005-2018 
agriculture contributed just 1% in emissions reductions. The light grey bars 
represent the projected GHG emission reductions for 2005-2018 With Existing 
Measures (WEM), and the dark grey bars represent reductions With Additional 
Measures (WAM). Both these past and projected reductions would be im-
proved if the measurement of GHG emissions accounted for carbon removals. 
Regardless, a rapid increase in investment and action is needed in order to im-
prove the projections for the agriculture industry in comparison with the other 
industries listed. This could be aided by amending measurements of GHG 
emissions to account for carbon removals, as the agricultural industry has a 
key role to play through the creation of carbon sinks such as the maintenance 
of hedgerows, among the other measures mentioned.

_____________________________________

 12 Natural or man-made reservoirs where carbon accumulates and can be stored thus, 
removing it from the atmosphere. Natural sinks can be found in soil or hedgerows for 
example..
11 WEM indicates the projected reductions under the status quo, and WAM indicates 
the projected reductions with the implementation of new measures such as a CBT. 
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VII. Conclusion 

The CAP has come a long way from short-sighted market interventions and 
dumping in foreign markets, though it still has leaps and bounds to go in 
RUGHU�WR�PHHW�WKH�REMHFWLYHV�RI�WKH�*UHHQ�'HDO��,W�¿UVW�PXVW�DPHQG�LWV�IXQGLQJ�
model, moving away from simple per-hectare subsidies towards results-based 
payments focused on GHG emission reductions and sustainable farming 
practices. This will improve the effectiveness of carbon taxes for continued 
malpractice, and will enable the CAP to reward sustainable and environmen-
tally-conscious farmers while aligning with the Green Deal. Secondly, the EU 
and national governments must invest more in research and innovation in the 
VHFWRU��7KH�QHZ�(8�7D[RQRP\��D�FODUL¿FDWLRQ�V\VWHP�IRU�VXVWDLQDEOH�HFRQRPLF�
DFWLYLW\��VHUYHV�DV�D�EDVLV�WR�GLUHFW�ORDQV�DQG�FDSLWDO�ÀRZV�WRZDUGV�VXVWDLQDEOH�
investment, and will assist in directing resources to the appropriate projects 
(Guyomard et al., 2020, p. 22). With this new taxonomy and substantial in-
vestment, the agricultural sector can make a smooth transition towards greater 
VXVWDLQDELOLW\��7KH�&$3�KDV�PDQDJHG�FULVHV�EHIRUH��ZLWK�LPSURYHG�HI¿FLHQF\�
there is no reason it cannot again.
_____________________________________

 14 It contains 6 objectives which are linked to the Green Deal and 4 additional “re-
quirements for economic activities to be considered environmentally sustainable.” 
(Guyomard et al., 2020, p. 22).
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Economic convErgEncE: ThE rolE 
of insTiTuTions and dEvElopEd 

counTriEs

By Luis Faria 

Institutions undoubtedly play an important role in shaping an 
economy’s growth prospects as they meander through economic 
development and the turmoils that accompany such evolution. 
Faria poses a simple question; what are institutions? This lays the 
foundation of this paper. It is from this simple question that iden-
WL¿HV�D�VXFFHVV�KDUERXULQJ�LQVWLWXWLRQ��'HPRFUDWLF�V\VWHPV�DUH�
discussed as a key element in promoting economic development. 
This ideology is then employed within the scope of EU institutions, 
and how such institutions have nurtured developing economies to 
bridge the disparities between nations in the bloc. Lastly, the fail-
ings of monocropping are discussed and how the developed world 
has shaped institutions in the developing world, for better or for 
worse. 

I. Introduction
The role of institutions in economic development is a topic that has been 
discussed extensively in modern academic literature. Neo-classical economic 
theories have been replaced, such as the Harrod-Domar model of economic 
growth, which neglected a vital element; the importance of both formal and 
informal institutions that structure human interaction (North, 2003). These 
earlier models assume that functioning institutions do exist, which underpin 
all economic activity. Often, this is not the case in developing countries. This 
essay will focus primarily on the impact that institutions have on economic 
growth, examining; what institutions are, what determines whether institutions 
are ‘good’ or ‘bad’ and how these social and political infrastructures have de-
YHORSHG�LQ�D�KLVWRULFDO�FRQWH[W��)XUWKHU��WKH�LQÀXHQFH�WKDW�GHYHORSHG�FRXQWULHV�
have had on institutional change in the developing world is discussed.

Literature focusing on explaining what institutions are, the key characteristics 
WKDW�VWURQJ�LQVWLWXWLRQV�VKRZ�DQG�WKH�LQÀXHQFH�RI�WKHVH�RQ�HFRQRPLF�DQG�VRFLDO�
RXWFRPHV�ZLOO�EH�UHYLHZHG�¿UVW��)ROORZLQJ�WKLV��ZH�ZLOO�DVVHVV�WKH�LPSDFW�RI
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of the introduction of EU institutions to new members and look at why these 

may or may not have produced favourable outcomes. This case study will 

focus on Ireland and Portugal’s development since joining. Discussion of the 

development aid given to Less developed countries (LDCs) will follow this 

European example, centring the analysis on the dos and don’ts of aid delivery 

and the key institutional factors in this equation. Finally, the actions of devel-

oped countries will be scrutinised, as we look at how a better understanding 

RI�LQVWLWXWLRQDO�GHYHORSPHQW�LV�QHHGHG�LQ�RUGHU�WR�LPSURYH�DLG�HI¿FLHQF\�DQG�
how we can modify our aid delivery to produce more favourable outcomes, 

before offering some concluding insights.  

II. Literature review
What are institutions? Some philosophers, such as the architect Louis Kahn 

discuss in abstract terms the idea of institutions, suggesting that they exist to 

VHUYH�RXU�YHU\�KXPDQ�ZLOO�WR�EH�DQG�WR�H[SUHVV��/REHOO���������<HW��KH�GH¿QHV�
the “Houses of Institutions” as integral to societal function in the making 

evident this yearning, through the built environment. In our cities - the most 

advanced and complex expression of human endeavour - the silhouettes of 

Temples (the minaret of the Mosque/ the spire St. Patrick’s Cathedral), Court-

houses (the Four Courts), Universities (Trinity College), Stadia (Landsdowne 

Road), Financial Control (the Customs House), all delineate the functioning 

of a particular society and reinforce its workings. However, for this discus-

VLRQ��ZH�ZLOO�WDNH�D�PRUH�IRUPDO��HFRQRPLF�GH¿QLWLRQ��'DQL�5RGULN��LQ�KLV�
2000 article “Institutions for high-quality growth: what they are and how to 

DFTXLUH�WKHP´��JLYHV�D�EURDG�GH¿QLWLRQ�RI�LQVWLWXWLRQV��DV�³D�VHW�RI�KXPDQO\�
devised behavioural rules that govern and shape the interactions of human 

beings”. Taking these ideas, we can begin to understand the importance of 

institutions in determining economic outcomes, working as a sort of inter-

mediary to reduce the costs (both monetary and non-monetary) of operation 

in all sectors of society, such as politics and business, but also education and 

more informal aspects of society. Institutions exist to reduce uncertainty. 

They provide a set of rules, both formal and informal (which may not always 

EH�HDVLO\�GH¿QHG��WKDW�LQFHQWLYLVH�DQG�GLVLQFHQWLYLVH�FHUWDLQ�EHKDYLRXUV��DQG�
if these institutions are suited to the environment, they allow us to interact in 

a concerted way (North, 2003).

When looking at literature on institutional development, it’s evident how 

important they are in achieving sustainable growth. Hall and Jones’ (1999) 

highlight the vital role institutions play in determining the long-run growth 

rates of an economy and explains that output per worker is to a great extent 

driven by institutions and social infrastructure. These ideas are reinforced by 

Cavalcanti and Novo (2005) who suggest that on average, in any developing 

economy a 1% improvement in institutions (measured using institutional 

indexes) will lead to more than a 5% increase in output per worker. These 

papers show just how fundamental institutions can be in achieving economic 

convergence in developing countries.



Student Economic Review Vol. XXXII

46

It is certain that stronger institutions will result in improved output, growth 
and economic outcomes. However, achieving these effective institutions has 
SURYHG�GLI¿FXOW�IRU�PDQ\�HFRQRPLHV��,Q�RUGHU�WR�FRPSUHKHQG�KRZ�ZH�FDQ�
DFKLHYH�WKLV��ZH�PXVW�¿UVW�GLVFXVV�ZKDW�PDNHV�D�µKLJK�TXDOLW\�LQVWLWXWLRQ¶�
DQG�ZKLFK�DUH�WKH�PRVW�LPSRUWDQW�IRU�JURZWK��5RGULN��������RXWOLQHV�WKHVH�
DV�UHJXODWRU\�LQVWLWXWLRQV��LQVWLWXWLRQV�RI�PDFUR�VWDELOLVDWLRQ��VRFLDO�LQVXUDQFH�
DQG�FRQÀLFW�PDQDJHPHQW��$QG��DUJXDEO\�PRVW�LPSRUWDQWO\��SURSHUW\�ULJKWV���,W�
VHHPV�TXLWH�LQWXLWLYH�WKDW�WKHVH�LQVWLWXWLRQV�DUH�QHHGHG�WR�SUHYHQW�IUDXG��SURWHFW�
FRQWURO�RI�UHWXUQV�WR�HFRQRPLF�DFWLYLW\�DQG�SURPRWH�VRFLDO�FRRSHUDWLRQ�DQG�
WUXVW��7KHVH�DUH�LQVWLWXWLRQV�WKDW�ZH�FDQ�VHH�FOHDUO\�LQ�DOPRVW�DOO�KLJK�IXQFWLRQ�
LQJ��HI¿FLHQW�HFRQRPLHV��EXW�DUH�RIWHQ�QRQ�H[LVWHQW�LQ�OHVV�GHYHORSHG�FRXQWULHV��

III.  Participatory institutions 
What are the factors that determine whether institutions form to promote or 
UHVWUDLQ�HFRQRPLF�GHYHORSPHQW"�%RWK�(YDQV��������DQG�5RGULN��������DJUHH�
WKDW�SDUWLFLSDWRU\�UHJLPHV�DUH�NH\�LQ�GHOLYHULQJ�VWURQJ�LQVWLWXWLRQV��7KDW�LV�WR�
VD\�WKDW�HQJDJHPHQW�LQ�SROLWLFDO�GLVFRXUVH�DQG�WKH�H[FKDQJH�RI�LGHDV�LQ�WKH�
SXEOLF�GRPDLQ�LV�D�YLWDO�FRPSRQHQW�RI�LQVWLWXWLRQDO�GHYHORSPHQW��VR�ZH�VKRXOG�
ORRN�WR�IRVWHU�LQVWLWXWLRQV�WKDW�SURPRWH�DQG�LPSURYH�LQGLYLGXDO¶V�DELOLW\�WR�
FKRRVH��'HPRFUDWLF�V\VWHPV�DUH�VKRZQ�WR�\LHOG�KLJKHU�JURZWK��PRUH�VWDEOH�
RXWFRPHV�DQG�LPSURYHG�ZHDOWK�GLVWULEXWLRQ��DQG�DQ�DVVRFLDWLRQ�EHWZHHQ�SROLWL�
FDO�SDUWLFLSDWLRQ�DQG�ZDJHV�FDQ�EH�VKRZQ�WKURXJKRXW�WKH�HFRQRP\��
2QH�H[DPSOH�ZH�FDQ�WDNH�LV�3RUWR�$OHJUH�LQ�%UD]LO��ZKHUH�D�GHOLEHUDWLYH�GH�
PRFUDF\��LQ�ZKLFK�FLWL]HQV�ZHUH�JLYHQ�GLUHFW�LQÀXHQFH�RYHU�GHFLVLRQ�PDNLQJ�DW�
a regional level, was introduced in 1989 in order to counter corrupt allocation 
RI�IXQGV��,Q�WKLV�H[DPSOH��ZH�FDQ�VHH�WKH�SRVLWLYH�LPSDFWV�RI�LQFUHDVHG�SROLWL�
cal participation.  Despite remaining growth neutral, the regions in which this 
GHOLEHUDWLYH�UHJLPH�ZDV�LQWURGXFHG�VKRZHG�PDMRU�LPSURYHPHQWV�LQ�SXEOLF�
services and infrastructure, higher human development and also gave those 
ZKR�SDUWRRN�LQ�GLVFXVVLRQV�¿QDQFLDO�DQG�GHEDWLQJ�VNLOOV�WKDW�WKH\�OLNHO\�ZRXOG�
QRW�KDYH�RWKHUZLVH�DFTXLUHG��7KHVH�SRVLWLYH��UHDO�ZRUOG�UHVXOWV�VKRZ�KRZ�SDU�
WLFLSDWRU\�LQVWLWXWLRQV�FDQ�FUHDWH�DQ�LPSURYHG�FOLPDWH�IRU�GHYHORSPHQW��JLYLQJ�
QRQ�HOLWHV�D�OHYHO�RI�FRQWURO�RYHU�LQVWLWXWLRQV�DQG�KRZ�UHVRXUFHV�DUH�GLVWULEXWHG��
$ORQJVLGH�WKLV��3RUWR�$OHJUH�LV�UHFRJQLVHG�DV�RQH�RI�%UD]LO¶V�JUHHQHVW�FLWLHV��
,W�KDV�VHHQ�LPSURYHPHQWV�UHJDUGLQJ�HQYLURQPHQWDO�SURWHFWLRQ�DQG�VXVWDLQDELO�
LW\�SUDFWLFHV��VXFK�DV�WKH�FLW\¶V�SDUWLFXODUO\�HI¿FLHQW�SXEOLF�WUDQVSRUW�V\VWHP��
3URWHFWLQJ�WKH�HQYLURQPHQW�DQG�UHGXFLQJ�RXU�FDUERQ�IRRWSULQW�LV�RQH�RI��LI�QRW�
WKH�JUHDWHVW�FKDOOHQJH�IDFLQJ�VRFLHW\�WRGD\��DQG�RQH�WKDW�LQ�PDQ\�ZD\V�JORE�
DO�FDSLWDOLVP�LV�IDLOLQJ�WR�DGGUHVV����)ULDQW����������*LYHQ�WKDW�WKLV�KDV�WDNHQ�
SODFH�LQ�%UD]LO��D�FRXQWU\�QRWRULRXV�IRU�FRUUXSWLRQ�DQG�SROLWLFDO�EDFNZDUGQHVV��
WKH�SRWHQWLDO�EHQH¿WV�RI�GHOLEHUDWLYH�GHPRFUDF\�LQ�GHYHORSLQJ�FRXQWULHV�ZLWK�
similar issues are plain to see. 

 IV. EU Institutions
2QH�ZD\�LQ�ZKLFK�ZH�FDQ�REVHUYH�WKH�GLUHFW�LPSDFW�RI�LQVWLWXWLRQV�RQ�HPHUJ�
LQJ�HFRQRPLHV�LV�E\�ORRNLQJ�DW�WKH�GHYHORSPHQW�RI�VPDOOHU�(8�QDWLRQV�VLQFH�
WKH\�KDYH�MRLQHG��%\�MRLQLQJ�WKH�(8��D�FRXQWU\�LV�SURYLGHG�ZLWK�PHPEHUVKLS
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 to strong, well established international institutions such as the ECB, the 
European Court of Justice and the European Parliament to name a few. Given 
the above discussion, access to these institutions should in theory give rise to 
improved economic growth and performance in new member states. 
Ireland joined the EU alongside the UK in 1973, while Portugal joined later, 
ZLWK�LWV�,EHULDQ�QHLJKERXU��6SDLQ�LQ�������%RWK�FRXQWULHV�VKRZHG�VLJQL¿FDQWO\�
lower levels of GDP per capita compared to the core European countries such 
as Germany and France prior to joining the EU. However, the rate at which 
they have converged to the European average has varied greatly, with Portu-
gal remaining below the average still today. Of course, introduction into the 
(XURSHDQ�8QLRQ�ZLOO�KDYH�KDG�LPPHGLDWH�EHQH¿WV�IRU�ERWK�FRXQWULHV�HFRQRPL-
cally and we see this particularly with the jump in Portugal’s GDP in the years 
following 1986. The overall impact of European institutions will have taken 
WLPH�WR�EHFRPH�FOHDU��'HVSLWH�WKH�LQÀXHQFH�RI�RWKHU�IDFWRUV��VXFK�DV�,UHODQG¶V�
favourable corporate tax rate that has attracted many of the world’s largest 
multinationals to set up operations in this country, boosting employment and 
VOLJKWO\�LQÀDWLQJ�*'3�¿JXUHV��LW�LV�FOHDU�WR�VHH�WKDW�(8�PHPEHUVKLS�DQG�PRUH�
VSHFL¿FDOO\�(8�LQVWLWXWLRQV�KDYH�DOORZHG�IRU�,UHODQG¶V�RXWSXW�WR�JURZ�DOPRVW�
H[SRQHQWLDOO\�WKURXJK�WKH�����V�DQG�RQFH�DJDLQ�IROORZLQJ�WKH�JOREDO�¿QDQFLDO�
crisis. 

So how can we account for Portugal’s sub-par growth trajectory compared to 
Irelands? Given that prior to becoming members of the EU both countries saw 
similar levels of per capita GDP, we should, in theory, expect to see similar 
progress from both countries, so why isn’t this the case? Lains (2003) dis-
FXVVHV�KRZ�WKH�RYHUDOO�LQÀXHQFH�RI�MRLQLQJ�WKH�(8�RQ�3RUWXJXHVH�JURZWK�ZDV�
relatively small, pointing at investment in both human and physical capital as 
the main driver of growth around this period. Another analysis suggests that it 
is mostly institutional factors that have held back Portugal’s long-run devel-
opment, implying that Portugal has been unable to fully realise the potential 
EHQH¿WV�WKDW�(8�LQVWLWXWLRQV�FDQ�RIIHU��$PDGRU���������

V.  Problems with ‘Monocropping’ 
This brings us to the idea of Institutional monocropping, proposed by Evans 
(2004), which proposed the idea there is an ‘optimal’ way to organise our 
institutions to produce growth. That there is an ideal blueprint which can 
be followed and that we can expect the same results in different economies. 
This concept will be discussed further, particularly in relation to LDCs and 
the varying (mostly unsuccessful) results of simply importing an institutional 
blueprint and attempting to make these countries follow them. Returning to 
our discussion on Portugal, however, it seems clear that despite other factors 
at play, Portugal’s economy and society has not been as suited to the Europe-
an system as Ireland’s. This is related, to a great extent, with Portugal’s main 
industry being manufacturing of textiles and machinery, traditional areas 
that have not expanded greatly through technological progress, as well as the 
country’s low capital to labour ratio (Amador, 2007). In comparison to Ireland, 
where progress has been facilitated through high levels of education, as well 
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as the fact that Ireland is an English speaking country and its historic cultural 
ties (particularly with the United States), Portugal has been unable to welcome 
and develop new industries to the same extent. The main takeaway here is that 
what has worked in one country may not be as effective in the next. Under-
standing of local/ regional factors and the point at which an economy is at 
in its development is key when introducing new systems and regimes, and it 
seems that the European way of operating may not be entirely suited to Portu-
JDO��RU�DW�LW�KDV�QRW�HQDEOHG�WKH�3RUWXJXHVH�HFRQRP\�WR�ÀRXULVK�LQ�WKH�ZD\�LW�
has for the Irish. 

VI. Institutions and aid
3URJUHVVLQJ�RXU�GLVFXVVLRQ��ZH�FDQ�EHJLQ�WR�ORRN�PRUH�VSHFL¿FDOO\�DW�WKH�
role played by institutions in the developing world and how we, as devel-
RSHG�FRXQWULHV�KDYH�LQÀXHQFHG�LQVWLWXWLRQDO�GHYHORSPHQW�IRU�EHWWHU�RU�ZRUVH�
in these countries, mostly through development aid. Before we discuss the 
LQWHUSOD\�EHWZHHQ�LQVWLWXWLRQV�DQG�DLG��ZH�PXVW�¿UVW�ORRN�DW�WKH�FXUUHQW�VWDWH�RI�
global aid delivery and the factors that have historically reduced aid effective-
ness. 

,Q�QRPLQDO�WHUPV��WKH�OHYHO�RI�2I¿FLDO�'HYHORSPHQW�$VVLVWDQFH��2'$��RU�DLG�
KDV�EHHQ�LQFUHDVLQJ�VLQFH�WKH�PLG�QLQHWHHQWK�FHQWXU\��KRZHYHU��WKHVH�¿JXUHV�
GLG�GURS�VLJQL¿FDQWO\�IROORZLQJ�WKH�JOREDO�¿QDQFLDO�FULVLV��,Q�,UHODQG��,ULVK�DLG�
�,UHODQG¶V�RI¿FLDO�GHYHORSPHQW�DLG�SURJUDPPH��SURYLGHG�������PHDVXUHG�LQ�
�����86'��LQ�GHYHORSPHQWDO�DLG��ZKLFK�PDLQO\�IRFXVHG�RQ�$IULFD���UHSUHVHQW-
LQJ�DERXW������RI�*1,��2(&'���������'HVSLWH�DOPRVW�DOO�GHYHORSHG�FRXQWULHV�
across the globe allocating substantial sums of money to aid each year, the 
RYHUDOO�EHQH¿W�RI�WKLV�WR�/'&V�LV�VWLOO�FRQWHVWHG��ZLWK�PDQ\�DXWKRUV�DUJXLQJ�
WKDW�DLG�GHOLYHU\�KDV�JHQHUDOO\�EHHQ�TXLWH�LQHI¿FLHQW��

The way in which we deliver aid has been highly scrutinised, and in many 
cases fails to help the individuals towards whom it was initially directed. 
,QHI¿FLHQW�DLG�GHOLYHU\�FDQ�RFFXU�IRU�VHYHUDO�UHDVRQV��WKH�PRVW�SURPLQHQW�RI�
which is the principal-agent problem. In democratic states, leaders and people 
in power are incentivised to deliver the aid that they receive to the intended 
EHQH¿FLDULHV�DV�WKH\�QHHG�WKHLU�VXSSRUW�LQ�RUGHU�WR�UHPDLQ�LQ�SRZHU��8QIRUWX-
nately, it is often the case that poor countries, towards which aid is directed 
have the most undemocratic, corrupt regimes in place, and non-elites will have 
OLWWOH�WR�QR�SROLWLFDO�YRLFH�LQ�WKHVH�VWDWHV��$V�VXFK��2'$�ZLOO�RIWHQ�VWUXJJOH�WR�
reach those who really need it. This is compounded by a total lack of trans-
parency, both in the recipient country and sometimes in the donor agencies (in 
the form of a lack of data made publicly available), which prevents us from 
understanding how effective a given aid project is (Easterly & Pfutze, 2008). 
Other elements of aid delivery, such as avoiding these autocratic regimes and 
reduction in tied aid, food aid and technical assistance (which are considered 
the least effective aid channels) as well as increased aid specialisation to 
reduce transaction costs, must also be an area of focus for aid agencies if we 
ZLVK�WR�LPSURYH�GHOLYHU\��(DVWHUO\���������
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Research by Isham et. Al. (2005), which focused on the performance of 
DLG�¿QDQFHG�UXUDO�ZDWHU�VXSSO\�SURMHFWV��¿QDQFHG�E\�YDU\LQJ�GRQRUV�LQ����
/'&V�DFURVV�WKUHH�FRQWLQHQWV��KLJKOLJKWHG�WKH�LPSRUWDQW�UROH�WKDW�VRFLDO�DQG�
SROLWLFDO�LQVWLWXWLRQV�SOD\�LQ�GHWHUPLQLQJ�WKH�VXFFHVV�RI�DLG�SURMHFWV��VXJJHVWLQJ�
WKDW�IDYRXUDEOH�LQVWLWXWLRQV�KDYH�D�VLJQL¿FDQW�LPSDFW�RQ�JRYHUQPHQW�HI¿FD-
F\��$QDO\VLV�RI�DLG�SURMHFWV�¿QDQFHG�E\�WKH�:RUOG�%DQN�DJUHHV�ZLWK�WKLV��,W�
VXJJHVWV�WKDW�SROLWLFDO�LQVWLWXWLRQV��SDUWLFXODUO\�WKH�FLYLO�OLEHUWLHV�RI�FLWL]HQV�LV�
D�YLWDO�SUHFRQGLWLRQ�IRU�VXFFHVVIXO�LPSOHPHQWDWLRQ�RI�DLG�VFKHPHV��DV�LW�FUHDWHV�
JRYHUQPHQW�DFFRXQWDELOLW\��,VKDP��HW�DO����������:KDW�GRHV�WKLV�LQIRUPDWLRQ�
LPSO\"�(VVHQWLDOO\��WKHVH�VWXGLHV�VKRZ�XV�WKDW�WR�DFKLHYH�WKH�PRVW�HIIHFWLYH�
SRVVLEOH�RXWFRPHV�RI�DLG�GHOLYHU\��ZH�ZLOO�QHHG�WR�RIIHU�LW�WR�FRXQWULHV�WKDW�
KDYH�VWURQJ�HQRXJK�LQVWLWXWLRQV�WR�PDNH�XVH�RI�WKLV�PRQHWDU\�QRQ�PRQHWDU\�
DVVLVWDQFH��7KLV�SRVHV�D�PDMRU�SUREOHP��JLYHQ�WKDW�DV�SUHYLRXVO\�PHQWLRQHG��LW�
LV�RIWHQ�WKH�HFRQRPLHV�WKDW�QHHG�DLG�WKH�PRVW�WKDW�ZLOO�KDYH�WKH�ZHDNHVW�LQVWL-
WXWLRQV��+RZ�FDQ�ZH�JHW�DURXQG�WKLV�LVVXH"�6KRXOG�GRQRUV�VLPSO\�DYRLG�JLYLQJ�
DLG�WR�FRXQWULHV�ZLWK�VXE�SDU�LQVWLWXWLRQV"�7KLV�VHHPV�WR�EH�FRXQWHULQWXLWLYH�
LI�WKH�JRDO�LQ�DLG�GHOLYHU\�LV�WR�KHOS�ZLWK�HFRQRPLF�DQG�VRFLDO�FRQYHUJHQFH�RI�
WKH�ZRUVW�RII��7KLV�VXJJHVWV�WKDW�ZH�VKRXOG�¿UVW�IRFXV�RQ�KHOSLQJ�WR�GHYHORS�
LQVWLWXWLRQV�LQ�/'&V��VR�WKDW�IXWXUH�DLG�ZLOO�EH�PRUH�HIIHFWLYH��7KLV�KDV�SURYHQ�
H[WUHPHO\�GLI¿FXOW�LQ�SUDFWLFH�DQG�WKHUH�DUH�QXPHURXV�H[DPSOHV�ZKHUH�WKLV�KDV�
FUHDWHG�XQIDYRXUDEOH�RXWFRPHV��

,I�ZH�FRQVLGHU�WKH�IDLOLQJV�RI�WKH�:DVKLQJWRQ�&RQVHQVXV��D�VHW�RI�WHQ�SROLF\�UH-
IRUPV�SURSRVHG�E\�%ULWLVK�HFRQRPLVW�-RKQ�:LOOLDPVRQ�LQ������ZKLFK�IRFXVHG�
KHDYLO\�RQ�LQVWLWXWLRQDO�UHIRUP�WR�KDUQHVV�WKH�SRZHU�RI�WKH�IUHH�PDUNHW�LQ�GH-
YHORSLQJ�FRXQWULHV��:LOOLDPVRQ���������0RVWO\�LPSOHPHQWHG�LQ�/DWLQ�$PHULFD��
WKH�UHIRUPV�ZHUH�UXVKHG�DQG�D�SHULRG�RI�VLJQL¿FDQW�DQG�VXVWDLQHG�HFRQRPLF�
turbulence followed in a number of these countries. 

7KH�:DVKLQJWRQ�&RQVHQVXV�KLJKOLJKWV�WKH�LPSRUWDQFH�RI�XQGHUVWDQGLQJ�WKH�
IDFWRUV�DW�SOD\�WKDW�DUH�VSHFL¿F�WR�WKH�HFRQRP\�ZKHUH�LQVWLWXWLRQDO�FKDQJH�
LV�QHHGHG�DQG�WKH�PDMRU�SLWIDOOV�RI�LQVWLWXWLRQDO�PRQRFURSSLQJ�DQG�XVH�RI�DQ�
LQVWLWXWLRQDO�EOXHSULQW��,W�IXUWKHU�UHLQIRUFHV�WKH�UHFRPPHQGDWLRQV�RI�5RGULN�
�������������DQG�(YDQV��������RI�SURPRWLQJ�ORFDOO\�GULYHQ��SDUWLFLSDWRU\�
LQVWLWXWLRQV�IRU�VWURQJHU�JURZWK��,QVWLWXWLRQV�DUH�GHHS�URRWHG�DQG�QRW�HDVLO\�
PRYHG��7KRXJK�PD\EH�ZH�FDQ�SURSRVH�DQG�EXLOG�QHZ�IRUPDO�LQVWLWXWLRQV��LW�
LV�WKH�PRUH�LQIRUPDO�QRUPV�DQG�QHWZRUNV�RI�SRZHU�WKDW�ZLOO�DOZD\V�JRYHUQ�
KRZ�LQVWLWXWLRQV�IXQFWLRQ�DQG�WKHVH�DUH�VLJQL¿FDQWO\�PRUH�GLI¿FXOW�WR�VHH�DQG�
XQGHUVWDQG��DQG�DV�VXFK��PRUH�GLI¿FXOW�WR�PRGLI\��7KHUH�LV�QR�FRRNLH�FXWWHU�LQ-
VWLWXWLRQDO�IUDPHZRUN�WKDW�FDQ�EH�VXSHULPSRVHG�RQ�DQ\�GHYHORSLQJ�HFRQRP\�WR�
SURPRWH�JURZWK�DQG�VWDELOLW\�DQG�PDNH�WKH�FRXQWU\�D�VWURQJHU�YHKLFOH�IRU�DLG���

$PRQJVW�WKHVH�LVVXHV�RI�LQVWLWXWLRQDO�GHYHORSPHQW��LW�LV�LPSRUWDQW�WR�FRQVLGHU�
WKH�ELDVHV�LQ�RXU�SHUVSHFWLYH�DV�GHYHORSHG�FRXQWULHV�DQG�KRZ�PXFK�ZH�NQRZ�
DERXW�RSWLPL]LQJ�WKHVH��'HVSLWH�SXVKLQJ�IRU�JURZWK�LQ�/'&V��RIWHQWLPHV�WKH�
DGYLFH�H[WHQGHG�E\�LQWHUQDWLRQDO�¿QDQFLDO�LQVWLWXWLRQV�DUH�H[WUHPHO\�ELDVHG�
WRZDUGV�DQ�LGHDOL]HG�QHROLEHUDO�V\VWHP��WKH�EHQH¿WV�RI�ZKLFK�DUH�KLJKOLJKWHG
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policies and standards in place across LDCs, these countries should in prin-
ciple increase their FDI attractiveness, be easier to trade with and in time 
UHDFK�VLPLODU�OHYHOV�RI�RXWSXW�DV�FRXQWULHV�LQ�WKH�¿UVW�ZRUOG��5RGULN���������
7KH�REYLRXV�ELDV�LQ�WKLV�VRUW�RI�IUDPHZRUN�LV�WKDW�LQ�WXUQ��WKHVH�LQVWLWXWLRQV�
VKRXOG�EHQH¿W�WKH�GHYHORSHG�HFRQRPLHV��ZKR�ZLOO�KDYH�QHZ�PDUNHWV�HDVLO\�
WUDGH�ZLWK��DQG�RIWHQ�WKLV�LV�HQIRUFHG�WKURXJK�DLG�FRQGLWLRQDOLW\��$V�ZH�KDYH�
GLVFXVVHG��WKH�UHDOLW\�LV�WKDW�WKLV�LV�VHOGRP�HIIHFWLYH�LQ�SUDFWLFH��)ROORZLQJ�WKH�
failings of the Washington Consensus, an ‘augmented’ version of the paper 
was proposed, with a new and improved blueprint for LDCs to follow, high-
lighting just how little was learned about institutional development and the 
QHHG�IRU�D�WRWDO�UHVKDSLQJ�RI�SHUVSHFWLYH�

VII. Conclusion
,QVWLWXWLRQV�DUH�OD\HUHG��/HJLVODWLRQ�GHVLJQHG�WR�GLFWDWH�EHKDYLRXU�DQG�LQWHU-
DFWLRQ�RIWHQ�PDVNV�WKH�UHDOLW\�WKDW�WKH�LQIRUPDO�ZLOO�DOZD\V�KROG�SRZHU�RYHU�
VRFLHWDO�RXWFRPHV��&KDQJH�FDQQRW�EORVVRP�E\�LPSRVLQJ�D�WHPSODWH�IRU�LQGL-
YLGXDOV�DQG�WKH�FROOHFWLYH�WR�IROORZ���7KH�UHVWULFWLYH�DSSURDFK�XVHG�E\�LQWHUQD-
WLRQDO�¿QDQFLDO�LQVWLWXWLRQV�LQ�WKH�SDVW�LV�FOHDUO\�ELDVHG�WRZDUGV�D�QHR�OLEHUDO�
DSSURDFK��ZKLFK�VXLWV�WKH�GHYHORSHG�ZRUOG��7KLV�KDV�EHHQ�VKRZQ�WR�EH�DQ�
LQHI¿FLHQW�ZD\�WR�JURZ�LQVWLWXWLRQV��7R�SURPRWH�LQVWLWXWLRQDO�FKDQJH�WKDW�FDQ�
WUXO\�LPSURYH�RXWFRPHV�ERWK�HFRQRPLFDOO\�DQG�VRFLDOO\�DQG�FUHDWH�LQVWLWXWLRQV�
WKDW�DUH�HI¿FLHQW�LQ�WKH�ORFDO�HQYLURQPHQW��D�JUHDWHU�OHYHO�RI�XQGHUVWDQGLQJ�RI�
QRUPV�DQG�PRUHV��DV�ZHOO�DV�WULDO��HUURU�DQG�H[SHULPHQWDWLRQ�DUH�QHFHVVDU\��
6LPLODUO\��WKH�IDLOLQJV�RI�PRQRFURSSLQJ��DQG�PRUH�VSHFL¿FDOO\�WKH�VXFFHVV�RI�
SDUWLFLSDWRU\�UHJLPHV�DOVR�KLJKOLJKW�LVVXHV�ZH�DUH�VWLOO�IDLOLQJ�WR�GHDO�ZLWK�LQ�
WKH�GHYHORSHG�ZRUOG��SDUWLFXODUO\�LQ�WHUPV�RI�FOLPDWH�FKDQJH��7KH�LPSURYH-
PHQWV�GLVFXVVHG�LQ�3RUWR�$OHJUH¶V�OHYHO�RI�FOLPDWH�DFWLRQ�WKURXJK�GHOLEHUDWLYH�
GHPRFUDF\�VKRZ�KRZ�WKH�GHYHORSHG�ZRUOG�FRXOG�OHDUQ�LQ�WXUQ�DQG�EHQH¿W�IURP�
DOORZLQJ�LQVWLWXWLRQV�WR�JLYH�SHRSOH�DW�DOO�OHYHOV�RI�VRFLHW\��QRW�MXVW�WKH�SROLWLFDO�
HOLWH��PRUH�RI�D�YRLFH�LQ�SROLF\�GHWHUPLQDWLRQ���
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Dublin’ the population: the case for 
raDical national population growth

by Tomas O’Connell 
Junior Sophister 

Tomás O’Connell has the honour of winning the inaugural John 
2¶+DJDQ�DZDUG�IRU�WKH�EHVW�,ULVK�HFRQRPLF�SROLF\�HVVD\��,W�LV�¿W-
ting that this essay would win the inaugural John O’Haganaward. 
In calling for policymakers to consider population as a policy 
lever, and in arguing that policymakers should pursue “radical” 
population growth, O’Connell’s essay displays that uniqueness 
and ambition in thought that has distinguished the Student Eco-
nomic Review as a result of decades of fostering and stewardship 
by Professor John O’Hagan.

I. Introduction

The legacy of the Great Famine and subsequent population decline thereafter 
has resulted in the national population being a subject of unusual policy (and 
SRSXODU��LQWHUHVW�LQ�,UHODQG��7KH�XQLTXH�KLVWRULFDO�VLJQL¿FDQFH�DQG�G\QDPLFV�
of population on this island lends population to be used almost as a measure of 
policy success or failure, and even as a policy aim in itself. This essay argues 
that Irish policymakers should take population seriously as a policy variable. 
The Irish population is something that policymakers can and should radically 
increase.

In our major cities but especially in Greater Dublin, too many people and too 
much economic activity want to locate, which produces an overheated hous-
ing market and pressure on infrastructure and public services. In rural Ireland, 
too few people and too little economic activity want to locate, which in turn 
produces a vicious cycle of brain drain, ageing, and population stagnation. 
The current policy response to these problems involves making costly capi-
tal investments to cope with infrastructural pressure in Dublin, and making 
available a system of subsidies to bring jobs to rural Ireland. These are coping 
strategies that do not tackle the dynamics of population that are at the root of 
these problems. This essay argues that treating population as a policy lever is a 
ORJLFDO�UHVSRQVH�WR�,UHODQG¶V�SUHGLFDPHQW��DQG�WKDW�GHOLEHUDWHO\�DQG�VLJQL¿FDQW-
ly increasing the population of Ireland is not only feasible but desirable.
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II. The Problem 

Dublin
Dublin has become increasingly populous relative to the rest of the country, 
and this trend is set to continue into the future. Just under 2 million people live 
in the Greater Dublin Area (counties Dublin, Meath, Kildare, and Wicklow), 
which is about 40% of the State’s population, and more than half of its GDP 
(Dublin Chamber, 2019). The increase in population and relative economic 
weight in the Greater Dublin Area has created two distinct outcomes – in-
creased demand on commuting infrastructure, and upward pressure on housing 
prices.

The Dublin commuter belt has gradually expanded outwards over time largely 
due to an increase in housing prices which has pushed many buyers to com-
PXWHU�WRZQV��$KUHQ�	�/\RQV��������¿QG�D�FRUUHODWLRQ�EHWZHHQ�UHQW�LQFUHDVHV�
and commute times in Dublin, which is borne out anecdotally: what used to be 
considered the commuter belt extended to places like Swords or Ashbourne, 
EXW�PDQ\�'XEOLQ�ZRUNHUV�QRZ�FRPPXWH�IURP�DV�IDU�D¿HOG�DV�3RUWODRLVH�DQG�
Drogheda. The sheer number of people moving in and out of Dublin city every 
day has increased demand for infrastructure. New lanes on the M50 to handle 
LQFUHDVHG�WUDI¿F�ÀRZV��/8$6�&URVV�&LW\��LPSURYHG�EXV�FRUULGRUV��SURSRVHG�
extensions of the DART line to Balbriggan and Maynooth, as well as the 
perpetually in the pipeline Dublin Metro, are all attempts to better manage this 
commuter belt population growth. 

People need to commute these distances because in large part the increased 
population of Dublin (and particularly of high-earners willing to pay for 
expensive housing) has not been met with an adequate increase of supply 
in  housing, which has pushed prices upwards and made homes in the inner 
and middle suburbs unaffordable for large sections of buyers. Infrastructural 
pressure could, in theory, be managed by continually making coping invest-
ments in infrastructure and housing supply forever, but the underlying problem 
would persist – Dublin would continue to attract a greater proportion of the 
State’s population and economic activity, leaving much of rural Ireland in 
continued decline.

Rural Ireland
Outside the Greater Dublin Area and the State’s major cities, patterns of 
economic activity differ from region to region. Rural Ireland is not homog-
enous, but some generalisations can be made. Public infrastructure is often 
less developed, average incomes are lower than in Dublin, and there are fewer 
job opportunities available. The economics of location indicates that business 
activity and investment naturally wants to locate near Dublin where there is 
excellent infrastructure and lots of consumers and graduates. The main push 
factor away from Dublin is the high cost of rent, so economic activity that 
doesn’t need to be located in major urban areas - particularly 



Student Economic Review Vol. XXXII

60

certain types of manufacturing - has traditionally been the main non-agri-
cultural employer in rural Ireland, usually located in rural towns. Decline in 
manufacturing has produced a decline in the population and economic weight 
RI�UXUDO�WRZQV�LQ�,UHODQG��DQG�2¶'RQRJKXH�HW�DO���������¿QG�WKDW�³:KLOVW�
there are notable and important exceptions, rural towns that have experienced 
sustained growth in population tend, regardless of their size, to be near or ac-
FHVVLEOH�WR�ODUJHU�UXUDO�WRZQV�RU�WKH�¿YH�FLWLHV´��2¶'RQRJKXH�HW�DO���������DOVR�
note interestingly that the decline in rural industries like manufacturing has 
produced a sharply gendered effect, with outward migration of males being 
VLJQL¿FDQWO\�KLJKHU�WKDQ�WKDW�RI�IHPDOHV��

Rural areas that are not fortunate enough to be near larger urban centres have 
suffered from substantial youth migration, which is the basic population prob-
OHP�RI�UXUDO�HFRQRPLF�GHYHORSPHQW��:LWKRXW�\RXQJ�SHRSOH�ZLOOLQJ�WR�VWD\�LQ�
rural areas to work, start families and invest in communities, it can be almost 
LPSRVVLEOH�WR�DYRLG�D��WUDS��$�GHFOLQLQJ�SRSXODWLRQ�PDNHV�LW�GLI¿FXOW�WR�DWWUDFW�
LQYHVWPHQW�DQG�PDNHV�LW�LQHI¿FLHQW�WR�SURYLGH�FRVWO\�SXEOLF�LQIUDVWUXFWXUH�
when population density cannot support it, which in turn makes it even more 
challenging to attract employment and retain young people. Rural young peo-
ple moving to large cities and staying there often after completing a third-level 
education, or simply emigrating altogether, creates a brain drain phenomenon 
where talented and ambitious people concentrate in large urban centres and 
deprive the more isolated rural areas of the essential human capital required to 
escape the trap of rural underdevelopment.

III. More People Is Good

Malthusian economic thinking is very ingrained in how most people intuitive-
O\�WKLQN�DERXW�SRSXODWLRQ��7KH�LGHD�WKDW�PRUH�SHRSOH�ZRXOG�VWUHWFK�RXU�¿QLWH�
resources thinly makes sense in a day-to-day context and is perhaps somewhat 
in-built into how human beings see the world around them. Before the Indus-
trial Revolution, the main determinant of human standards of living was the 
availability of land. More land per person meant more resources, and more 
people meant fewer resources per person. 
This thinking is intuitive, but it misses the point that a modern developed 
economy is far more productive than an agrarian economy and that the main 
factor in standards of living in a services-based economy is productivity, not 
access to resources. Our ability to innovate new productive technologies is 
what has enabled economic growth since the Industrial Revolution: better 
technology allows us to produce more and better outputs with fewer inputs, 
which raises standards of living.

Productivity
Small populations are inherently limited in their productivity because they 
cannot specialise as a larger population can. Consider the hypothetical exam-
ple of a closed economy that is only large enough to support one pub. This one 
SXE�KDV�WR�EH�RQH�VL]H�¿WV�DOO��DQG�QHHGV�WR�FDWHU�WR�WKH�HQWLUH�FRPPXQLW\
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and a range of diverse preferences across atmosphere, drinks menu, and 
patronage. If the population were to become three times as large, it could 
VXSSRUW�WKUHH�SXEV��(DFK�SXE�FRXOG�VSHFLDOLVH�LQ�FDWHULQJ�WR�D�VSHFL¿F�W\SH�RI�
FXVWRPHU��WKHUHE\�LQFUHDVLQJ�WKH�SURGXFWLYLW\�RI�DOO�WKUHH�SXEV��,Q�VKRUW��PRUH�
SHRSOH�DUH�PRUH�SURGXFWLYH�SXUHO\�E\�YLUWXH�RI�EHLQJ�PRUH�QXPHURXV��DOO�HOVH�
EHLQJ�HTXDO��7KHUH�DUH�DOVR�D�UDQJH�RI�QHWZRUN�DQG�VHFRQGDU\�HIIHFWV�WR�WKLV�
phenomenon. Some bartenders might be much better at working in nightclubs 
DQG�VRPH�PLJKW�EH�EHWWHU�DW�D�WUDGLWLRQDO�SXE��VR�PRUH�SXEV�HQDEOH�PRUH�HI¿-
cient pub-to-bartender matches to be made in the labour market, increasing the 
HFRQRP\¶V�SURGXFWLYLW\�RI�ODERXU��$Q�HFRQRP\�ZLWK�ORWV�RI�SXEV�PLJKW�LQYHVW�
LQ�D�EDUWHQGHU�WUDLQLQJ�VFKRRO��HQDEOLQJ�WKH�SURGXFWLYLW\�RI�LWV�ODERXU�IRUFH�WR�
LQFUHDVH�IXUWKHU��1HWZRUN�HIIHFWV�PXOWLSO\��DV�EDUWHQGHUV�FRQFHQWUDWH�DQG�OHDUQ�
from one another. Innovations and competition in bartending and public house 
PDQDJHPHQW�RFFXU��IXUWKHU�LQFUHDVLQJ�SURGXFWLYLW\��7KH�*'3�SHU�FDSLWD�RI�RXU�
K\SRWKHWLFDO�HFRQRP\�LV�QRZ�IDU�JUHDWHU�WKDQ�LW�HYHU�ZDV�EHIRUH�WKH�SRSXODWLRQ�
was increased.

The point here is to illustrate that a Malthusian understanding of population 
LV�ZURQJ��DQG�LQ�IDFW��LQ�D�VHUYLFH�HFRQRP\�OLNH�RXUV��PRUH�SHRSOH�DFWXDOO\�
increases the standard of living of the population and all else being equal, is 
VRPHWKLQJ�ZH�VKRXOG�ZDQW��7R�VRPH�H[WHQW��WKLV�LV�EDVLFDOO\�ZKDW�ZH�VHH�LQ�
WKH�KLJKHU�ZDJHV�HDUQHG�LQ�*UHDWHU�'XEOLQ��,QWXLWLYHO\�RQH�PLJKW�DVVXPH�WKDW�
much of that difference comes from the selection effect of lots of smart and 
DPELWLRXV�\RXQJ�SHRSOH�PRYLQJ�WR�ODUJH�FLWLHV��EXW�)RQWDJQp�	�6DQWRQL��������
XVH�)UHQFK�¿UP�OHYHO�GDWD�WR�¿QG�WKDW�³GHQVHU�FRPPXWLQJ�]RQHV�VHHP�WR�RIIHU�
D�EHWWHU�PDWFK�EHWZHHQ�HPSOR\HUV�DQG�HPSOR\HHV��OHDGLQJ�WR�PRUH�SURGXFWLYH�
¿UPV´�±�LQ�RWKHU�ZRUGV��DUHDV�ZLWK�PRUH�SHRSOH�DUH�PRUH�SURGXFWLYH�SULPDULO\�
EHFDXVH�WKH\�KDYH�PRUH�SHRSOH�DQG�QRW�IRU�DQ\�RWKHU�UHDVRQ�

Density
7KH�DERYH�ZRXOG�LPSO\�WKDW�LQFUHDVLQJ�RXU�SRSXODWLRQ�VKRXOG�EH�D�SROLF\�SUL-
RULW\�EHFDXVH�GHQVLW\�LV�HFRQRPLFDOO\�ZLVH��DQG�,UHODQG�LV�DQ�XQXVXDOO\�VSDUVH�
FRXQWU\�LQ�D�(XURSHDQ�FRQWH[W��$W����SHRSOH�SHU�VTXDUH�NLORPHWUH��,UHODQG�
ZRXOG�QHHG�WR�TXDGUXSOH�WKH�SRSXODWLRQ�RI�WKH�6WDWH�WR�UHDFK�WKH�VDPH�GHQVLW\�
DV�WKH�8QLWHG�.LQJGRP��7KH�8.�LV�D�FRXQWU\�WKDW�KDV�ORWV�RI�ODUJH�DQG�GHQVH�
PHWURSROLWDQ�DUHDV�LQ�*UHDWHU�/RQGRQ��*UHDWHU�0DQFKHVWHU��%LUPLQJKDP�DQG�
WKH�0LGODQGV��DQG�LQ�/HHGV�DQG�1HZFDVWOH�LQ�(QJODQG¶V�1RUWKHDVW��EXW�WKH�8.�
LV�QRW�DQ�XQPDQDJHDEO\�RYHUFURZGHG�FRXQWU\��DQG�PXFK�RI�6FRWODQG�DQG�FHQ-
WUDO�:DOHV�LV�VSDUVHO\�SRSXODWHG�HYHQ��7KH�SRLQW�LV�WKDW�D�PXFK�PRUH�SRSXODWHG�
,UHODQG�LV�DFWXDOO\�QRW�XQIHDVLEOH�RU�D�SDUWLFXODUO\�XQSOHDVDQW�YLVLRQ�±�LW�ZRXOG�
VLPSO\�PHDQ�ODUJHU�DQG�EXVLHU�UHJLRQDO�WRZQV��LPDJLQH�7UDOHH�ORRNLQJ�PRUH�
OLNH�'URJKHGD���H[SDQGHG�VHFRQGDU\�FLWLHV��*DOZD\�EHLQJ�DV�ODUJH�DV�&RUN���
DQG�VRPH�FRQWLQXHG�JURZWK�LQ�*UHDWHU�'XEOLQ��3UH�)DPLQH�,UHODQG�VXSSRUWHG�
RYHU���PLOOLRQ�SHRSOH�RQ�D�GHQVH�DQG�YLEUDQW�FRXQWU\VLGH��$OVR��XQOLNH�LQ�PDQ\�
RWKHU�FRXQWULHV��WKHUH�DUH�QR�VLJQL¿FDQW�DUHDV�RI�ODQG�LQ�,UHODQG�WKDW�DUH�WRWDOO\�
XQVXLWHG�WR�ODUJH�VFDOH�KXPDQ�VHWWOHPHQW��7KHUH¶V�QR�JHRJUDSKLF�RU�VSDWLDO�
UHDVRQ�WKDW�ZH�VKRXOG�FRQVWUDLQ�WKH�QDWLRQDO�SRSXODWLRQ�WR�LWV�FXUUHQW�VL]H�
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IV. A Policy Agenda

Solving the Irish Policy Challenge
The policy problem facing the State as discussed in Part II is twofold – too 
many people and too much economic activity want to be in Dublin which 
pressurises the State’s ability to provide infrastructure, and too few people and 
too little economic activity want to locate in Rural Ireland, which produces 
a vicious circle of rural decay and underdevelopment. This totally ignores 
the dependency ratio problem that we face – plenty has been said about the 
Pension Age before, and policymakers know that we need more young people 
urgently. The response in Greater Dublin has been to keep making capital in-
vestments to keep pace with growth, which has been very challenging and not 
very successful – much of the commuter belt does not have access to the type 
of transport infrastructure that is available in comparable cities in Europe and 
many transport projects either do not happen or are delayed due to local oppo-
sition in the suburbs. In rural Ireland, the policy response has involved making 
piecemeal and expensive State subsidies available to companies to locate in 
places where they probably would not otherwise locate in order to bring jobs 
to rural Ireland,

The root of Ireland’s problem is its small population. There are no large coun-
terweights to the economic gravity of Dublin, meaning that Dublin attracts too 
much economic activity and people. Much of Rural Ireland is in the grips of a 
vicious cycle of outward youth migration. The way to solve both of these prob-
lems at once is to have lots more people in cities and towns outside of Dublin. 
If regional towns and cities were large enough to create their own economic 
gravity, some of the infrastructural pressure on Dublin would ease as invest-
ment and economic activity would begin to concentrate in large and growing 
alternative urban centres. This is basically a chicken-and-egg problem. Invest-
PHQW�DQG�MREV�DUH�GLI¿FXOW�WR�DWWUDFW�ZLWKRXW�D�\RXQJ�DQG�JURZLQJ�SRSXODWLRQ��
ZKLFK�LV�GLI¿FXOW�WR�UHWDLQ�ZLWKRXW�LQYHVWPHQW�DQG�MREV��,UHODQG¶V�DSSURDFK�WKXV�
IDU�KDV�EHHQ�WR�HQFRXUDJH�LQYHVWPHQW�DQG�MREV�LQ�UXUDO�,UHODQG�¿UVW�LQ�WKH�KRSHV�
that strong employment prospects will keep young people in rural Ireland, but 
it is an uphill battle. A better approach would be to systematically increase the 
population of the country and let investment move to places where there is a 
growing population and consumer market. An Ireland with twice or three times 
its current population would have other large urban areas beyond Dublin, and 
large and bustling regional towns that could attract economic activity in their 
own right. Those places would serve as a counterweight to the dominance of 
Dublin, and would reach such a critical mass as to keep young people in those 
areas in the long term, enabling family formation and an escape from the rural 
underdevelopment trap discussed earlier. This would be a fundamental reversal 
of fortunes for the entire country, and it could be done if population was to be 
taken seriously as a policy lever. 
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Policy Ideas
Population change is a function of the birth rate and net migration. Conse-
quently, there are two ways to radically increase the national population – 
increasing the birth rate and allowing more immigration.
The fertility rate across the globe has fallen year on year for some time due 
to better access to contraceptive technology, reduced child mortality, and 
improvements in the status and economic independence of women. In highly 
educated societies, norms around family formation have also changed, and the 
average age of family formation has moved later, effectively shortening the 
fertility period. Simultaneously, the cost of having and raising children in the 
developed world has increased in most countries as childcare and education 
KDV�JURZQ�PRUH�H[SHQVLYH��,QWHUHVWLQJO\�KRZHYHU��%RQJDDUWV��������¿QGV�WKDW�
there has been a sustained and even growing difference between desired fertili-
ty (the amount of children per woman survey respondents said they wanted) 
and observed fertility. This difference between desired and observed fertility 
can largely be explained by the increased cost of having and raising children, 
DQG�WKH�VKRUWHQHG�IHUWLOLW\�SHULRG��7KH�LPSOLFDWLRQ�KHUH�LV�WKDW�D�VLJQL¿FDQW�
population increase could be achieved simply by making it cheaper and easier 
to have and raise children, through the provision of state-subsidised childcare 
and stronger parental leave guarantees, which would in theory allow observed 
fertility to meet desired fertility.

Positive net inward migration is the other way in which the population can 
grow. Just over half of the population increase in 2020 came through net 
migration, which amounted to about 28,900 people (CSO, 2020). There are 
undoubtedly more people that would move to Ireland if offered the chance 
than are currently able to. The real constraint on net migration is a political 
and labour market one. There is a perception in many European countries 
that immigration will reduce wages for native workers, particularly unskilled 
ones. Empirical evidence for this claim is somewhat mixed, Dustmann, et al. 
�������¿QG�WKDW�QHJDWLYH�ZDJH�HIIHFWV�IRU�QDWLYH�ODERXU�RQO\�RFFXU�LQ�UHODWLYHO\�
QDUURZ�FLUFXPVWDQFHV��,Q�IDFW��'XVWPDQQ��HW�DO���������¿QG�WKDW�ZDJHV�RIWHQ�
increase with immigration. In general, immigration is a net positive for econo-
PLHV���DQG�WKLV�LV�DVLGH�IURP�WKH�SUHYLRXV�GLVFXVVLRQ�RI�WKH�HFRQRPLF�EHQH¿WV�
accrued through density. More people is good, and policymakers should want 
to increase the population using whatever tools are available to them.

V. Conclusion

Population is rarely thought of practically as a policy variable that can be con-
trolled, perhaps for political reasons – attempting to radically increase a popu-
lation is a very ambitious idea, and efforts to actively manage population size 
have had a mixed history with often bad connotations. However, the economic 
theory discussed in this essay shows that more people is good for productivity, 
and there’s no real constraint that would prevent us from having a much larger 
population in Ireland. More people is not only good in the general case but 
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ZRXOG�VSHFL¿FDOO\�EHQH¿W�WKH�XQLTXH�VWUXFWXUDO�GHYHORSPHQW�SUREOHPV�ZH�IDFH�
LQ�,UHODQG��$WWHPSWLQJ�ELJ��DPELWLRXV��GLUHFW�SROLF\�LQWHUYHQWLRQV�WR�LQFUHDVH�
WKH�SRSXODWLRQ�RI�,UHODQG�LV�D�JRRG�LGHD��(YHQ�WKRXJK�DWWHPSWV�WR�LQFUHDVH�
,UHODQG¶V�SRSXODWLRQ�ZRXOG�LQYROYH�RYHUFRPLQJ�PDQ\�WHFKQLFDO�DQG�ORJLVWLFDO�
FKDOOHQJHV�DURXQG�SURYLGLQJ�KRXVLQJ�DQG�PDNLQJ�LQIUDVWUXFWXUH�DYDLODEOH��
WKHVH�DUH�JRRG�FKDOOHQJHV��DV�D�FRXQWU\��ZH�VKRXOG�ZDQW�WR�HQJDJH�ZLWK�WKH�
SUREOHPV�RI�JURZWK��SRSXODWLRQ�DQG�G\QDPLVP�DQG�QRW�RXU�FXUUHQW�SUREOHPV�
RI�XUEDQ�VSUDZO�DQG�UXUDO�GHFD\�
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Globalization and Gender: 
the impact of fdi inflows on the 

Gender pay Gap 
By Catriona Northcote and Helene Hololei

Abstract 

In this essay, Catriona Northcote and Helene Hololei analyse the 
UHODWLRQVKLS�EHWZHHQ�)',�LQÀRZV�DQG�WKH�JHQGHU�SD\�JDS�LQ�WKUHH�
6RXWK�$PHULFDQ�FRXQWULHV��1RUWKFRWH�DQG�+ROROHL�¿QG�WKDW�)',�
DQG�WKH�JHQGHU�ZDJH�JDS�KDYH�D�SRVLWLYH�UHODWLRQVKLS��,QWHUHVWLQJ-
O\��1RUWKFRWH�DQG�+ROROHL�¿QG�WKDW�WKH�HIIHFWV�RI�)',�RQ�WKH�JHQGHU�
SD\�JDS�GLIIHU�EHWZHHQ�KLJK�DQG�ORZ�VNLOOHG�MREV��2YHUDOO��WKH�
SDSHU�¿QGV�WKDW�LQFUHDVHG�)',�LV�IRXQG�WR�ZLGHQ�WKH�JDS�EHWZHHQ�
PDOH�DQG�IHPDOH�ZDJHV�LQ�%UD]LO��$UJHQWLQD��DQG�3HUX��,Q�¿QGLQJ�
WKDW�WKH�JHQGHU�ZDJH�JDS�LQFUHDVHV�ZLWK�PRUH�)',��1RUWKFRWH�DQG�
+ROROHL¶V�WKRXJKW�SURYRNLQJ�DQDO\VLV�¿QGV�UHVXOWV�DW�RGGV�ZLWK�WKH�
%HFNHU�PRGHO�

I. Introduction 

This research paper addresses how an increase in foreign direct investment 
LQÀRZV�LQ�WKUHH�6RXWK�$PHULFDQ�FRXQWULHV��%UD]LO��$UJHQWLQD��DQG�3HUX��DIIHFWV�
WKH�JHQGHU�ZDJH�JDS�LQ�HDFK�RI�WKHVH�FRXQWULHV��7KLV�VWXG\�EHJLQV�E\�GLVFXVV-
LQJ�WKH�)',�LQGXFHG�WUDQVPLVVLRQ�FKDQQHOV�DQG�VSLOORYHU�HIIHFWV�RQ�WKH�JHQGHU�
ZDJH�JDS��ZLWK�D�SDUWLFXODU�IRFXV�RQ�WKH�DVSHFW�RI�UHGXFHG�JHQGHU�GLVFULPL-
QDWLRQ�ZLWK�LQFUHDVHG�FRPSHWLWLRQ��,Q�OLJKW�RI�WKH�81¶V������JRDO�RI�JHQGHU�
HTXDOLW\��LW�LV�RI�LQWHUHVW�WR�DVVHVV�WKH�QHR�FODVVLFDO�HFRQRPLF�WKHRU\�ZKLFK�
KROGV�WKDW�DQ�LQFUHDVH�LQ�)',�LQÀRZV�OHDGV�WR�PRUH�HTXLWDEOH�JDLQV�DQG�WKH�
DGYDQFHPHQW�RI�GHYHORSLQJ�FRXQWULHV��0DKHPEH�DQG�2GKLDPER���������
&RQWUDU\�WR�RXU�RULJLQDO�WKHVLV��ZH�¿QG�D�SRVLWLYH�UHODWLRQVKLS�EHWZHHQ�)',�
DQG�WKH�JHQGHU�ZDJH�JDS��:H�REVHUYH�DQ�LQFUHDVH�LQ�IHPDOH�SDUWLFLSDWLRQ�DQG�
VKDUH�RI�ZRPHQ�LQ�PDQDJHULDO�SRVLWLRQV�ZLWK�KLJKHU�)',�LQÀRZV��EXW�WKLV�IDLOV�
WR�WUDQVODWH�WR�D�GHFUHDVHG�JHQGHU�ZDJH�JDS��7KH�QH[W�VHFWLRQ�GLVFXVVHV�WKH�
SRVVLEOH�LPSOLFDWLRQV�RI�WKLV�UHODWLRQVKLS�DQG�KRZ�WKH�WUDQVPLVVLRQ�FKDQQHOV�
IDLO�WR�QDUURZ�WKH�JHQGHU�ZDJH�JDS��7KH�SDSHU�HQGV�ZLWK�D�GLVFXVVLRQ�RI�WKH�



67

the potential limitations of this study. Overall, we suggest that there is a dis-
connect between the political and economic agenda in developing countries, as 
the political implications of gender wage inequality are offset by the economic 
EHQH¿WV�RI�VXVWDLQLQJ�D�JHQGHU�SD\�JDS�

II. Background/Literature/Motivation
From an economic perspective, the most common measure of gender inequal-
LW\�LV�WKH�JHQGHU�ZDJH�JDS��7KH�8QLWHG�1DWLRQV�GH¿QHV�HTXDO�SD\�DV�³WKH�ULJKW�
to receive equal remuneration for work of equal value”. Presently, the global 
gender wage gap is at 16%. This means that female workers earn 84% of what 
a male worker earns (UN Women, 2020). Reducing this gap is a top priori-
ty for all countries. As many studies are increasingly demonstrating, gender 
HTXDOLW\�DQG�ZRPHQ�HPSRZHUPHQW�LQÀXHQFH�VKRUW�UXQ�DQG�ORQJ�UXQ�PDFUR-
economic outcomes (Seguino, 2000). The UN’s inclusion of gender equality 
LQ�WKH������$JHQGD�IRU�6XVWDLQDEOH�'HYHORSPHQW�UHÀHFWV�WKLV��$�GHWDLOHG�
longitudinal study by Blau and Klahn found that the gender pay gap could be 
explained by human-capital factors (although these are diminishing) and gen-
der differences in industry and occupation. The rest of the gender pay gap is 
unexplained (38%), and this portion has persisted since the 1980s. The authors 
suggest that this unexplained gap, unaccounted for by measures of gender dif-
ferences, is due to labour-market discrimination (Blau and Kahn, 2017). 

Foreign direct investment is considered to be a central element of development 
strategy. It increases local competition, bringing about better employment 
opportunities, changing relative prices, and increasing wages. FDI can lead 
to technology transfers which may increase the relative demand and wages 
of women. According to neoclassical theories, increased competition should 
translate to an increase in female demand for labour and wages by affect-
ing the growth of different industries. It can lead to the expansion of female 
intensive sectors, such as the service industry. FDI and increased competition 
could also reduce market imperfections such as gender-based discrimination 
(Aguayo-Tellez, 2012).

The Becker model holds that increased product market competition will direct-
O\�UHGXFH�DOO�NLQGV�RI�GLVFULPLQDWLRQ�DV�WKH\�DUH�LQHI¿FLHQW�DQG�FRVWO\��$�GH-
crease in gender-based discrimination should subsequently narrow the gender 
wage gap, as there is a degree of substitution between female and male labour. 
As Black and Brainerd show in their study of the gender wage gap across 
industries in the United States, trade liberalization and increased international 
competition did contribute to the increase in women’s relative wages as they 
UHGXFHG�¿UP¶V�DELOLW\�WR�GLVFULPLQDWH��%ODFN�DQG�%UDLQHUG���������+D]DULND�
DQG�2WHUR�VLPLODUO\�¿QG�WKDW�WUDGH�OLEHUDOL]DWLRQ�LV�UHODWHG�WR�D�QDUURZLQJ�LQ�WKH�
gender wage gap in Mexico. Product market competition induced by foreign 
trade led to a decrease in gender discrimination, particularly in the export-ori-
ented maquiladora, and also in the non-maquiladora sector in industries where 
WKHUH�ZHUH�UHGXFWLRQV�LQ�WDULIIV�DQG�WUDGH�EDUULHUV��+D]DULND�DQG�2WHUR���������
$�VWXG\�RI�WKH�8UXJXD\DQ�HFRQRP\�¿QGV�WKDW�WKH�JHQGHU�SD\�JDS�LV�H[SODLQHG�
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by labour market discrimination, as well as differences in endowments. They 
VWLPXODWH������OHYHOV�RI�WUDGH�OLEHUDOL]DWLRQ�DQG�¿QG�WKDW�WKLV�KDV�LQFUHDVHG�
female employment and wages and narrowed the gender wage gap. However, 
they do note that these changes vary by skill (Terra, Bucheli and Estrades, 
2009). These studies and others have found that there is a relationship between 
FDI and the gender pay gap, via labour demand, corporate social responsibili-
ty, economic growth, and technological spillovers (Aguayo-Tellez, 2012). 

The literature on this topic has been heavily debated. Studies in the LAC 
region have been limited in number and have not been updated recently. The 
objective of this paper is to contribute to previous studies about the gender 
dimension of economic globalization by assessing whether an increase in FDI 
in Brazil, Argentina and Peru will decrease their national gender wage gap. 
Since the 1980s, these countries have become increasingly liberalized and 
DWWUDFWHG�UHODWLYHO\�ODUJH�)',�LQÀRZV��:LOOLDP���������+RZHYHU��WKH\�KDYH�XQ-
derdeveloped labour laws and in particular a lack of wage inequality reforms 
(ILO, 2016). This might be useful in looking at the direct impact of FDI on 
relative wages. Female workers tend to be relatively unskilled and working in 
the informal sector, which is undergoing an expansion with liberalization. An 
observation of particular interest is that the agricultural sectors of these coun-
tries consist of mostly men. Therefore, liberalization might negatively affect 
WKH�DJULFXOWXUH�VHFWRU�DQG�UHQGHU�ZRPHQ�UHODWLYHO\�EHWWHU�RII��$JXD\R�7HOOH]��
2012). Choosing these three countries also allows us to compare differences in 
country characteristics within a similar region. 

III. Empirical Approach 

In order to determine the impact of FDI on the gender wage gap, our empirical 
approach includes a descriptive analysis of data from the International Labour 
2UJDQLVDWLRQ�DQG�WKH�:RUOG�%DQN��:H�VHW�XS�WKLV�VWXG\�XVLQJ�GDWD�IURP�%UD]LO��
$UJHQWLQD��DQG�3HUX�EHWZHHQ������DQG�������:H�XVH�LQWHUSRODWLRQ�WR�FRPSHQ-
sate for the missing data points. 

IV. Description of Dataset 

Figure 1 shows a clear direct correlation between FDI and the Gender Pay 
Gap (GPG), where the wage discrimination between genders moves in the 
same direction as FDI. Brazil sustained both a steady increase in FDI and 
*3*��3HUX�HQFRXQWHUHG�D�ÀXFWXDWLQJ�)',�DQG�D�VLPLODU�SDWWHUQ�LV�UHÀHFWHG�LQ�
WKH�*3*��$UJHQWLQD��RQ�WKH�RWKHU�KDQG��H[SHULHQFHG�H[WUHPH�ÀXFWXDWLRQV�LQ�
their FDI but it remained consistently lower than in the other two nations. As a 
result, Argentina’s wage differentials have persisted at a much lower level than 
LQ�%5$�DQG�3(5��)RU�H[DPSOH��$UJHQWLQLDQ�)',�GHFUHDVHG�IURP������LQ������
WR�����LQ�������7KLV�FRLQFLGHV�ZLWK�*3*�GUDVWLFDOO\�GURSSLQJ�IURP�������LQ�
�����WR��������LQ�������&RQYHUVHO\��WKH�ORZHVW�WKH�*3*�KDV�EHHQ�LQ�%5$�ZDV�
LQ������DQG������EXW�WKHQ�LQFUHDVHG�FRQVLVWHQWO\�ZLWK�)',�LQÀRZV��7KHUHIRUH��
these three cases in South America suggests that a higher FDI will not eradi-
cate the the GPG but may actually worsen it, as FDI has a direct direct rela-
tionship with GPG. 
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This research looks at pecuniary FDI spillovers via the labour and competition 
channels and originally suggested that Becker’s Theory of Discrimination 
(1957) will slowly over time narrow the wage gap between men and women 
with an equal skillset (Black and Brainerd, 2004). However, this is not what is 
seen in Figure 1.

Using Peru as an example, Figure 1 and Figure 2 show that Peruvian GPG 
has risen alongside FDI. However, Figure 2 shows that the ratio of women to 
men in the labour force has also increased. This implies that Becker’s theory is 
applicable but limited to narrowing the gender discrimination in employment 
rather than the pay gap. Therefore, our study does come to the same conclu-
sion as Black and Brainerd’s (2014) and Terra, Bucheli, and Estrades’ (2008), 
that female participation rate could be growing alongside FDI. However, in 
RXU�FDVH�WKLV�LV�QRW�VXI¿FLHQW�WR�GHFUHDVH�WKH�*3*�



Student Economic Review Vol. XXXII

70

One of the reasons for this phenomenon is that foreign investment can exploit 
the GPG in these three countries. At higher levels of education and human 
capital, men and women are (near) perfect substitutes (Acemoglu, Autor, and 
Lyle, 2004). Therefore, FDI works through labour mobility, competition, and 
technology channels to increase female labour force participation, especially 
in high-skilled employment (Ernesto 2011). However, instead of addressing 
the GPG, higher female participation in the labour market can create a per-
verse situation where FDI is reinforcing wage differentials. This is because 
¿UPV�FDQ�QRZ�LPSURYH�WKHLU�LQYHVWPHQW�SURGXFWLYLW\�DW�D�ORZHU�XQLW�ODERXU�
cost than before by exploiting cheap female labour (Seguino, 2000). 
 
Figure 3a shows a gradual and sustained feminization of high-skilled labour 
in Brazil. The female share of employment in managerial positions has in-
creased by 6.2% between 2002-2014. Even though it has gradually increased 
over time it does not seem to follow the leap in FDI, nor has it helped lower 
GPG. Hence, demonstrating that FDI could partly help decrease employment 
discrimination yet having no knock-on effects on GPG. 

Figure 3b demonstrates a similar pattern in Peru, whereas in this case, the ra-
WLR�RI�IHPDOH�VKDUH�RI�HPSOR\PHQW�LQ�PDQDJHULDO�SRVLWLRQV�ÀXFWXDWHV�EHWZHHQ�
20-38%, hence it is more erratic than in BRA or ARG. However, this is not 
surprising as their FDI and GPG are also more volatile.
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Figure 3c presents a different trend in Argentina than in the other two nations. 
,W�KDV�D�ORZ�EXW�ÀXFWXDWLQJ�)',��D�PDVVLYH�IDOO�LQ�*3*��DQG�QRW�PXFK�FKDQJH�
�UHPDLQV�ORZ��LQ�WKH�IHPDOH�VKDUH�RI�HPSOR\PHQW�LQ�PDQDJHULDO�SRVLWLRQV���

7KHUHIRUH��)LJXUHV��D��E��DQG��F�VKRZ�WKDW�WKH�SHUFHQWDJH�RI�ZRPHQ�LQ�KLJK�
VNLOOHG�PDQDJHULDO�SURIHVVLRQV�HLWKHU�JUHZ�JUDGXDOO\�OLNH�LQ�%5$�DQG�3(5�\HW�
WKH�*3*�UHPDLQHG�KLJK�RU�OLNH�LQ�$5*�ZKHUH�WKH�IHPDOH�VKDUH�RI�HPSOR\PHQW�
LQ�PDQDJHULDO�SRVLWLRQV�UHPDLQHG�FRQVWDQW�DW�DURXQG�����EXW�*3*�UHPDLQHG�
ORZ��7KHUHIRUH��WKH�IHPLQLVDWLRQ�RI�WKH�ODERXU�IRUFH�KDV�QR�UHDO�LPSDFW�RQ�ORZ�
HULQJ�*3*��1HYHUWKHOHVV��WKHUH�VHHPV�WR�EH�D�ZHDN�OLQN�EHWZHHQ�)',�DQG
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women in managerial positions. In all three cases (less pronounced in Argenti-
na) a rise in the female share of employment in managerial positions occurred 
around the same time as a rise in FDI.   
The weak interaction we see in the graphs may occur as a result of men and 
women becoming (near) perfect substitutes as human capital increases (Ac-
emoglu, Autor, and Lyle, 2004). Women in managerial positions can earn 
more in absolute terms but evidently not in relative terms. Figure 3a and 3b 
represent the feminization of the labour force and a growing pay gap. As of 
QRZ��¿UPV�FDQ�H[SORLW�ORZHU�XQLW�ODERXU�FRVWV�E\�HPSOR\LQJ�ZRPHQ��ZKLFK�LQ�
turn will further attract investment due to higher potential returns Therefore, 
an obvious issue arises here where the pay gap offers economic advantages 
(Seguino, 2000). Standing (1989;1999) pointed out that due to the competitive 
SUHVVXUHV�RI�JOREDOLVDWLRQ��IHPDOH�ZRUNHUV�DUH�EHQH¿WWLQJ�IURP�KLJKHU�HPSOR\-
ment at the cost of male workers due to gender wage differentials. Therefore, 
HI¿FLHQF\�VHHNLQJ�)',�ZLOO�WDNH�DGYDQWDJH�RI�QHZ�FKHDS�IHPDOH�ODERXU�WR�
lower production costs (Bui, Bui, and Vo, 2018). Under the assumption that 
females and males are perfect substitutes at higher levels of education, from a 
SXUHO\�HFRQRPLF�YLHZSRLQW��LW�ZRXOG�EH�HFRQRPLFDOO\�LQHI¿FLHQW�WR�HUDGLFDWH�
WKH�JHQGHU�ZDJH�GLIIHUHQWLDOV�DV�H[SORLWLQJ�IHPDOH�ODERXU�SURYLGHV�WKH�VDPH�
RXWSXW�DV�PHQ�MXVW�DW�D�ORZHU�FRVW�WR�WKH�¿UP��7KLV�HIIHFW�FDQ�SRWHQWLDOO\�H[-
plain what we see in the graphs above where GPG is actually increasing even 
WKRXJK�FRXQWULHV�DUH�H[SHULHQFLQJ�PRUH�IRUHLJQ�LQYHVWPHQW�DQG�IHPLQL]DWLRQ�
of the labour market. Additionally, as South and Latin American society is 
characterised by Machismo (a highly patriarchal society), hence GPG be-
FRPHV�HYHQ�PRUH�H[SORLWDEOH�IRU�)',��:RPHQ�LQ�VXFK�VRFLHWLHV�KDYH�OLPLWHG�
bargaining power to demand equal pay due to lower socialization. Therefore, 
ZRPHQ�DUH�OHVV�DEOH�WKDQ�PHQ�WR�VXI¿FLHQWO\�SURWHVW�ZDJH�LQHTXDOLW\�LQ�D�ZD\�
that would signal high political instability to investors hence lowering FDI and 
slowing economic growth (Seguino, 2000). Essentially, GPG offers cheaper 
inputs for the same output at lower economic and political costs. 

Conclusively, this study represents that there are cross-country similarities 
in the relationship between FDI and GPG. Our analysis determines that the 
neo-classical approach of using FDI alone to end gendered wage discrimina-
tion locally and globally cannot be achieved. As long as the opportunity cost 
of GPG is lower than its political implications and it continues to offer low 
XQLW�ODERXU�FRVWV�DQG�KLJK�LQYHVWPHQW�SURGXFWLYLW\�WKURXJK�KLJK�SUR¿W�PDUJLQV�
DQG�ORZ�¿[HG�FRVWV�ZLWK�QR�SROLWLFDO�UHSHUFXVVLRQ��WKHQ�*3*�ZLOO�SHUVLVW�

V. Limitations
There are three obvious limitations in this research project that need to be ad-
dressed for a more robust statistical analysis. Firstly, there are inaccuracies in 
the gender wage gap data. This stems from the fact that there is a lack of con-
sistent and uniform data on it and our interpolations for the missing years led 
WR�IXUWKHU�LQDFFXUDFLHV�LQ�WKH�¿QDO�DQDO\VLV��6HFRQGO\��RXU�VWXG\�LV�UHVWULFWHG�WR�
GHVFULSWLYH�DQDO\VLV��,W�FRXOG�EH�LPSURYHG�XVLQJ�WKH�¿[HG�HIIHFWV�PRGHO�RU�WKH�
LQVWUXPHQWDO�YDULDEOH�UHJUHVVLRQ�PRGHO��7KLUGO\��LW�ZRXOG�KDYH�EHHQ�EHQH¿FLDO�
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WR�ORRN�DW�WKH�)',�LQ�VSHFL¿F�VHFWRUV�ZLWKLQ�WKH�FRXQWULHV��7KLV�ZRXOG�KDYH�
PDGH�WKH�VWXG\�PRUH�JHQHUDOL]DEOH��EXW�WKHUH�LV�FXUUHQWO\�QRW�HQRXJK�GDWD�RQ�
WKH�*3*�LQ�VSHFL¿F�VHFWRUV�WR�HQVXUH�VWDWLVWLFDO�VLJQL¿FDQFH��

VI. Conclusion

7KH�DLP�RI�WKLV�SDSHU�ZDV�WR�DVVHVV�ZKHWKHU�LQFUHDVHG�IRUHLJQ�GLUHFW�LQÀRZV�
KDV�QDUURZHG�WKH�JHQGHU�ZDJH�JDS��DV�QHR�FODVVLFDO�DQG�WUDGH�WKHRULVWV�KDYH�
SUHYLRXVO\�DUJXHG��3UHYLRXV�UHVHDUFK�LQ�WKLV�¿HOG�KDV�IRXQG�HYLGHQFH�WKDW�
VXSSRUWV�%HFNHU¶V�WKHRU\�RI�GLVFULPLQDWLRQ��KHQFH�PRWLYDWLQJ�RXU�RZQ�VWXG\�
DQG�FRQWULEXWLRQ�WR�WKH�WRSLF��$QDO\VLQJ�%UD]LO��$UJHQWLQD��DQG�3HUX�EHWZHHQ�
WKH�\HDUV������DQG������DOORZHG�IRU�D�FURVV�FRXQWU\�DQDO\VLV�RI�D�UHJLRQ�WKDW�
KDV�UHFHQWO\�DGRSWHG�OLEHUDOL]DWLRQ�SROLFLHV�DQG�KDV�XQGHUJRQH�OLPLWHG�UHIRUP�
ZLWK�UHJDUG�WR�ODERXU�PDUNHW�SROLFLHV��8SRQ�H[DPLQDWLRQ�RI�RXU�GDWDVHW��ZH�
FDQ�VHH�WKDW�WKHUH�LV�D�FOHDU�GLUHFW�FRUUHODWLRQ�EHWZHHQ�)',�DQG�WKH�JHQGHU�SD\�
JDS��ZKHUH�WKH�OHYHO�RI�ZDJH�GLVFULPLQDWLRQ�EHWZHHQ�JHQGHUV�PRYHV�LQ�WKH�
VDPH�GLUHFWLRQ�DV�)',��7KHUHIRUH��ZH�DUJXH�WKDW�D�KLJK�)',�ZLOO�QRW�HUDGLFDWH�
WKH�*3*�EXW�PD\�DFWXDOO\�ZRUVHQ�LW��
2Q�WKH�RWKHU�KDQG��ZH�DOVR�¿QG�WKDW�LQ
FUHDVHG�)',�LQÀRZV�KDYH�RFFXUUHG�DW�WKH�VDPH�WLPH�DV�DQ�LQFUHDVH�LQ�WKH�UDWLR�
RI�ZRPHQ�WR�PHQ�LQ�WKH�ODERXU�IRUFH�DQG�WKH�IHPLQL]DWLRQ�RI�KLJK�VNLOOHG�
ODERXU��:H�DUJXH�WKDW�WKLV�LV�EHFDXVH�¿UPV�DUH�QRZ�H[SORLWLQJ�FKHDS�IHPDOH�
ODERXU�WR�LPSURYH�WKHLU�LQYHVWPHQW�SURGXFWLYLW\�DW�D�ORZHU�XQLW�ODERXU�FRVW��
7KHUHIRUH��DOWKRXJK�LQFUHDVHG�)',�PD\�UHGXFH�HPSOR\PHQW�GLVFULPLQDWLRQ��
LW�ZLOO�KDYH�OLWWOH�LPSDFW�RQ�UHGXFLQJ�ZDJH�GLVFULPLQDWLRQ�DQG�FDQ�DFWXDOO\�
LQFUHDVH�WKH�ZDJH�JDS��7KHUH�DUH�HYLGHQW�HFRQRPLF�JDLQV�IURP�JHQGHUHG�ZDJH�
GLVFULPLQDWLRQ�WKDW�QHR�FODVVLFDO�HFRQRPLF�WKHRU\�GRHV�QRW�DGGUHVV��7KHVH�
JDLQV�DUH�DVVRFLDWHG�ZLWK�LQFUHDVHG�HFRQRPLF�UHQWV�DQG�ORZHU�SURGXFWLRQ�
FRVWV��DV�ZHOO�DV�D�ODFN�RI�HIIHFWLYH�SROLWLFDO�EDFNODVK��$V�RXU�VWXG\�VXJJHVWV��
LQFUHDVHG�)',�LQÀRZV�VHHP�WR�FRQWULEXWH�WR�WKH�JHQGHU�ZDJH�JDS�UDWKHU�WKDQ�
RYHUFRPH�LW��7KH�UHVXOWV�RI�WKLV�SDSHU�VKRZ�WKDW�DOWKRXJK�PRUH�ZRPHQ�DUH�
HQWHULQJ�WKH�ODERXU�IRUFH�DQG�DFFHVVLQJ�KLJK�VNLOOHG�MREV��JHQGHUHG�HPSOR\�
PHQW�GLVFULPLQDWLRQ�LV�VWLOO�SUHYDOHQW�ZLWKLQ�ZDJH�GLIIHUHQWLDOV��$V�ORQJ�DV�WKH�
JHQGHU�SD\�JDS�FRQWLQXHV�WR�RIIHU�ORZ�XQLW�ODERXU�FRVWV�DQG�KLJK�LQYHVWPHQW�
SURGXFWLYLW\�WKURXJK�KLJK�SUR¿W�PDUJLQV�DQG�ORZ�¿[HG�FRVWV�ZLWK�QR�SROLWLFDO�
UHSHUFXVVLRQV��WKH�JHQGHU�SD\�JDS�ZLOO�SHUVLVW��

*RLQJ�IRUZDUG��DOWKRXJK�WKLV�VWXG\�KDV�LWV�OLPLWDWLRQV��RXU�UHVXOWV�KLJKOLJKW�
WKH�QHHG�IRU�HIIHFWLYH�ODERXU�PDUNHW�UHIRUPV�DQG�SROLFLHV�DORQJVLGH�WUDGH�
OLEHUDOL]DWLRQ�LQ�GHYHORSLQJ�FRXQWULHV��)',�LQÀRZV�DORQH�FDQQRW�QDUURZ�WKH�
JHQGHU�SD\�JDS�RU�UHGXFH�JHQGHU�LQHTXDOLW\��)XWXUH�UHVHDUFK�PLJKW�FRQVLGHU�
XQGHUVWDQGLQJ�WKH�FRPSRQHQWV�RI�WKH�JHQGHU�SD\�JDS�LQ�JUHDWHU�GHWDLO�LQ�RUGHU�
WR�DVVHVV�WKH�WUDQVPLVVLRQ�FKDQQHOV��$GGLWLRQDOO\��LW�FRXOG�EH�EHQH¿FLDO�WR�ORRN�
DW�RWKHU�PDFURHFRQRPLF�VWUDWHJLHV�WKDW�FRXOG�UDLVH�ZRPHQ¶V�UHODWLYH�ZDJHV�
WR�JHQHUDWH�DQ�HI¿FLHQF\�ZDJH�HIIHFW��GXULQJ�WKH�SURFHVV�RI�JURZWK��6HJXLQR��
�������7KLV�SDSHU�LV�RQO\�WKH�¿UVW�RI�PDQ\�WR�FRQWULEXWH�WR�WKH�WRSLF�RI�JOREDOL�
VDWLRQ�DQG�JHQGHU�
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EastErn EuropE’s DEmographic 
crisis

by Niamh Howley
Junior Sophister 

In this essay, Niamh Howley argues that Eastern Europe’s demo-
graphic trends point towards a looming economic crisis. Howley 
diagnoses Eastern Europe’s demographic crisis as being caused 
by low fertility rates, high emigration rates, and an increasing-
ly high dependency ratio. It is argued that demographics are an 
issue of immediate political and economic concern in Eastern 
Europe as current demographic trends in Eastern Europe will 
increasingly lead to adverse economic effects if not addressed. 
Howley ultimately argues that by increasing female labour force 
participation and by limiting the push-effects encouraging out-
ward migration, Eastern Europe can  stem a looming demograph-
ic and economic crisis.

I. Introduction

While the focus of debates on European migration has primarily centred on its 
impact on wages and unemployment, a more discrete yet dramatic crisis that 
is inextricably linked to migration has been brewing. Higher life expectancy 
coupled with lower fertility rates has led to considerable ageing of the Europe-
an population. While the European population is still growing in most member 
states, it is doing so at slower rates and some member states are beginning to 
experience a decline in their population levels. By extension, this will have 
critical impacts on the future of the labour force and economic growth in 
Europe. In particular, in several Eastern European nations, high levels of em-
igration has not only led to population ageing, but also to population decline. 
This essay will discuss inter-EU migration with regard to its effects on the 
demographic and economic prospects of Eastern European countries in the 
European Union. 

II. Demographic trends in Eastern Europe

Higher life expectancy, low fertility and emigration have led to the ageing of 
the Eastern European population. While old-age dependency ratios were most-
ly at or below the EU average of 29.9% in 2017, the projected average old-age



77

dependency ratio for the European Union is expected to reach 57% by 2100, 
with projections for many Eastern European countries above this average 
(Eurostat). This highlights the drastic change in demographic structures that 
will occur unevenly throughout the EU during the current century. The effect 
of a rise in the old-age dependency ratio, however, is considerable. Higher ra-
tios indicate a lower number of workers supporting the economically inactive 
elderly population, diminishing tax revenues, increased pressures on health 
systems and larger pension payments as a % of GDP. 

In many Eastern European countries, the population is not only ageing, but it 
is shrinking. Indeed, the world’s ten fastest declining populations are all locat-
ed in Central and Eastern Europe. The populations of Bulgaria, Romania and 
Poland are expected to decline by 24%, 18% and 15% respectively by 2050 
(UNDESA, World Population Prospects, 2017). In addition to negative net 
migration levels, Eastern European countries have had declining fertility rates 
well below the 2.1 replacement level. This decline is largely due to the rise of 
postmodern values, economic austerity, unemployment, and the withdrawal 
of numerous social welfare mechanisms (Fihel and Okólski, 2019). Declining 
fertility rates alongside constant mortality rates have thus resulted in a neg-
ative natural change in populations. This, however, is a challenge currently 
faced by many European states. What makes Eastern Europe more vulnerable 
to population decline is the additional pressure caused by negative net migra-
tion. 

III. Emigration: Eastern Europe’s empty nest  
$V\PPHWULFDO�PLJUDWLRQ�ÀRZV 

Before the end of communist regimes, migration from Eastern European coun-
tries was rigorously controlled and movement from East to West was limited. 
After 1989, migration to the EU-11 countries increased, driven by a search for 
work opportunities and higher living standards. As Eastern European nation-
als formed communities abroad, migration towards these locations became 
increasingly attractive (Fihel & Okólski, 2019). The ascension of Eastern 
European countries to the EU in 2004, Romania in 2007 and Croatia in 2013, 
VLJQL¿FDQWO\�LQFUHDVHG�PLJUDWLRQ�ÀRZV�WRZDUGV�ZHVWHUQ�PHPEHU�VWDWHV��%\�
the end of 2012, it is estimated that 16% of the 1990 South-Eastern European 
SRSXODWLRQ�KDG�HPLJUDWHG�DEURDG��$WR\DQ�HW�DO���������0LJUDWLRQ�ÀRZV�KDYH�
essentially been one-directional with a large amount of emigration from East-
ern European states to Western Europe, and very little in the other direction. 
The share of non-nationals from other EU member states in Romania is 0.3%, 
0.1% in Poland and 0.1% in Bulgaria compared to 5.2%, 8.1% and 7.9% in 
Germany, Austria and Belgium respectively, illustrating the largely asymmetri-
FDO�PLJUDWLRQ�ÀRZV�LQ�WKH�(8��(XURVWDW���6LPLODUO\��WKH�VKDUH�RI�QRQ�QDWLRQDOV�
from non-EU countries is equally low relative to western member states. As a 
result, several Eastern European countries in the European Union are experi-
encing negative net migration. Other countries, particularly in Central Europe, 
such as the Czech Republic, Hungary or Slovenia have experienced positive 
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�QHW�PLJUDWLRQ�ÀRZV�ZKLFK�FDQ�EH�H[SODLQHG�E\�WKH�LQÀRZ�RI�PLJUDQWV�IURP�
QHLJKERXULQJ�FRXQWULHV�LQ�(DVWHUQ�(XURSH��$WR\DQ�HW�DO���������

“Go West, Young Man”
(PLJUDWLRQ�IURP�(DVW�WR�:HVW�LV�ODUJHO\�GULYHQ�E\�ERWK�F\FOLFDO�DQG�VWUXFWXUDO�
IDFWRUV��'LIIHUHQFHV�LQ�LQFRPH�SHU�FDSLWD�OHYHOV��ZRUN�RSSRUWXQLWLHV�DQG�LQVWL-
WXWLRQDO�TXDOLW\�DUH�WKH�PDLQ�³SXVK´�IDFWRUV�LQ�UHODWLRQ�WR�ZHVWZDUG�PLJUDWLRQ�
�$WR\DQ�HW�DO���������$�UHFHQW�VXUYH\�LQ�%XOJDULD�UHYHDOHG�WKDW�WKH�PDLQ�PRWL-
YDWLRQV�IRU�HPLJUDWLRQ�ZHUH�KLJKHU�ZDJHV�DQG�EHWWHU�KHDOWK�DQG�VRFLDO�V\VWHPV�
DEURDG��.DO¿Q���������,QGHHG��WKH�PDMRULW\�RI�PLJUDWLRQ�ÀRZV�DUH�FRPSULVHG�
RI�\RXQJ�ZRUNHUV�LQ�WKH�ZRUNLQJ�DJH�SRSXODWLRQ����������,Q�(DVWHUQ�(XURSH��
WKH�PDMRULW\�RI�HPLJUDQWV�DUH�PDOHV��ZLWK�IHZHU�ZRPHQ�OHDYLQJ�WR�ZRUN�
DEURDG��(XURVWDW���������7\SLFDOO\��WKRVH�VHHNLQJ�ZRUN�RSSRUWXQLWLHV�DEURDG�
DUH�DOVR�KLJKO\�HGXFDWHG�DQG�KLJKO\�VNLOOHG��,Q�������WKH�SURSRUWLRQ�RI�HPL-
JUDQWV�ZLWK�WKLUG�OHYHO�HGXFDWLRQ�LQ�+XQJDU\��/DWYLD�DQG�3RODQG�ZDV�KLJKHU�
WKDQ�WKH�SURSRUWLRQ�RI�QDWLRQDOV�ZLWK�WKLUG�OHYHO�HGXFDWLRQ�LQ�WKHLU�UHVSHFWLYH�
FRXQWULHV�RI�RULJLQ��$WR\DQ�HW�DO��������

A looming economic catastrophe
7KH�ORVV�RI�KLJKO\�HGXFDWHG�DQG�VNLOOHG�ZRUNHUV�LV�GHWULPHQWDO�WR�WKH�HFRQRP\��
3RODQG��%XOJDULD�DQG�/DWYLD�DUH�IRUHFDVW�WR�ORVH�RYHU�����RI�WKHLU�ODERXU�IRUFH�
E\������ZLWK�VHYHUDO�RWKHU�(DVWHUQ�(XURSHDQ�VWDWHV�IRUHFDVW�WR�ORVH�DURXQG�
����RI�WKHLU�ODERXU�IRUFH��,O\DQD�HW�DO���������,Q�HFRQRPLF�WHUPV��WKLV�DPRXQWV�
WR�D�VLJQL¿FDQW�ORVV�RI�KXPDQ�FDSLWDO�ZKLFK�LV�QHFHVVDU\�IRU�SURGXFWLYLW\�DQG�
JURZWK��7RWDO�IDFWRU�SURGXFWLYLW\�LV�H[SHFWHG�WR�GHFOLQH�VLJQL¿FDQWO\�DV�D�UHVXOW�
RI�WKH�FKDQJLQJ�GHPRJUDSKLF�VWUXFWXUH��,QGHHG��DQ�LQFUHDVH�LQ�WKH�VKDUH�RI�
ZRUNHUV�LQ�WKHLU���V�LV�FRUUHODWHG�ZLWK�D�ULVH�LQ�DJJUHJDWH�SURGXFWLYLW\�ZKLOH�DQ�
LQFUHDVH�LQ�WKH�VKDUH�RI�ROGHU�ZRUNHUV�LV�QHJDWLYHO\�FRUUHODWHG�ZLWK�WKH�ODWWHU�
�,O\DQD�HW�DO���������,QQRYDWLRQ�DQG�WKH�FDSDFLW\�WR�DGDSW�WR�QHZ�WHFKQRORJLHV�
LV�DVVRFLDWHG�ZLWK�\RXQJHU�ZRUNHUV�FRPSDUHG�WR�ROGHU�ZRUNHUV�ZKR�PD\�¿QG�
LW�PRUH�GLI¿FXOW�WR�DGDSW��2(&'�������DV�FLWHG�LQ�,O\DQD�HW�DO���������

7KH�HVWLPDWHG�LPSDFW�RI�WKLV�³EUDLQ�GUDLQ´�RQ�HFRQRPLF�JURZWK�LQ�WKH�&HQWUDO�
DQG�(DVWHUQ�(XURSHDQ�UHJLRQ�LV�VLJQL¿FDQW��&HQWUDO�DQG�(DVWHUQ�(XURSHDQ�UHDO�
*'3�LV�SURMHFWHG�WR�GHFUHDVH�E\�����SHUFHQWDJH�SRLQWV�RQ�DYHUDJH�HYHU\�\HDU�
RYHU�WKH�QH[W�WKUHH�GHFDGHV�LI�WRWDO�IDFWRU�SURGXFWLYLW\�DQG�ODERXU�IRUFHV�FRQ-
WLQXH�WR�VKULQN��$V�VXFK��WKH�OHYHO�RI�RXWSXW�LQ�WKH�UHJLRQ�PD\�EH�����ORZHU�LQ�
������ZLWK�ODERXU�VKRUWDJH�DFFRXQWLQJ�IRU�����RI�WKLV�UHGXFWLRQ��$YHUDJH�UHDO�
*'3�SHU�FDSLWD�DV�D�SURSRUWLRQ�RI�WKH�:HVWHUQ�(XURSHDQ�DYHUDJH�LV�H[SHFWHG�WR�
LQFUHDVH�IURP�����LQ������WR�����LQ�������$V�VXFK��FRQYHUJHQFH�ZLOO�FRQWLQ-
XH�EXW�DW�D�VORZHU�UDWH��,O\DQD�HW�DO��������
 
�2QH�SRVLWLYH�DVSHFW�RI�HPLJUDWLRQ�PD\�EH�WKH�LQÀRZ�RI�UHPLWWDQFHV��7KLV�PD\�
LQFUHDVH�SXUFKDVLQJ�SRZHU��GHPDQG�DQG�FRQVXPSWLRQ��EHQH¿WWLQJ�WKH�RYHUDOO�
HFRQRP\��,Q�%XOJDULD��WKH�VXP�RI�UHPLWWDQFHV�H[FHHGV�IRUHLJQ�GLUHFW�LQYHVW-
PHQW�ÀRZV�LQ�WKH�FRXQWU\�DQG�DV�VXFK��UHSUHVHQW�DQ�LPSRUWDQW�VRXUFH�RI�¿-
QDQFH�DQG�LQFRPH��.DO¿Q���������,Q�SDUWLFXODU��UHPLWWDQFHV�PD\�UHPRYH�VRPH
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positive effects, these are outweighed by the negative economy-wide impact 
of emigration. 

IV. A “silver” lining for Eastern Europe?  

Boosting fertility rates are tackling the symptoms, not the cause.
Much of the debate over the policies required to remedy the current change 
in demographic structures have focused on increasing fertility rates. Hunga-
ry has introduced measures such as free IVF treatments or loans for couples 
promising to have a child in the future. Similarly, Poland’s “Family 500+” 
RIIHUHG�D�PRQWKO\�EHQH¿W��ZRUWK�����RI�WKH�DYHUDJH�JURVV�ZDJH��WR�HQFRXUDJH�
DQ�LQFUHDVH�LQ�IHUWLOLW\�UDWHV��$FFRUGLQJ�WR�WKH�3ROLVK�&HQWUDO�6WDWLVWLFV�2I¿FH��
WKHUH�KDV�EHHQ�D��������LQFUHDVH�LQ�ELUWK�UDWHV�VLQFH�WKH�LPSOHPHQWDWLRQ�RI�WKH�
SROLF\��(XURSHDQ�&RPPLVVLRQ���������

However, these policies can also have counterproductive effects. According 
WR�0DJGD�HW�DO���������WKH�SDUWLFLSDWLRQ�UDWH�RI�SRWHQWLDO�PRWKHUV�ZRXOG�KDYH�
EHHQ�EHWZHHQ�����DQG����KLJKHU�LQ�WKH�DEVHQFH�RI�WKH�³)DPLO\�����´�SROLF\��
These policies are also extremely costly and occupy a proportion of the budget 
which should be used to tackle the causes and not the symptoms of emigration. 
,QGHHG��LI�QR�VLJQL¿FDQW�FKDQJHV�DUH�PDGH�WR�WKH�F\FOLFDO�DQG�VWUXFWXUDO�LVVXHV�
that lead to emigration, emigration is likely to continue, and increased fertility 
PD\�DPRXQW�WR�PRUH�HPLJUDQWV�ORRNLQJ�IRU�ZRUN�HOVHZKHUH��81)3$���������
(YHQ�LI�VXFK�SROLFLHV�RIIVHW�WKH�QHJDWLYH�QDWXUDO�UDWH�RI�FKDQJH��WKH�PDLQ�FDXVH�
RI�SRSXODWLRQ�GHFOLQH�DQG�DJHLQJ�LQ�(DVWHUQ�(XURSH�ZLOO�EH�OHIW�XQDGGUHVVHG��

Increasing labour force participation 
:HVWHUQ�FRXQWULHV�LQ�WKH�(8�KDYH�RIWHQ�DLPHG�WR�¿OO�ODERXU�VKRUWDJHV�WKURXJK�
ERWK�(8�DQG�QRQ�(8�LPPLJUDWLRQ��1HYHUWKHOHVV��ZKHWKHU�LPPLJUDWLRQ�KHOSV�
provide a solution to the unsustainable future dependency ratio is conditional 
on labour participation and integration into society and the workforce. Indeed, 
while immigration can increase the working population, it can also increase 
WKH�QRQ�ZRUNLQJ�SRSXODWLRQ��-RLQW�5HVHDUFK�&HQWUH���������2Q�DYHUDJH��WKH�
participation rate of male immigrants is only slightly lower than that of the 
native population. This is not the case for female immigrants whose participa-
tion rates remain much lower. In addition, immigration characterized by low 
levels of human capital will be problematic as automation and technological 
SURFHVVHV�LQFUHDVH��8QOHVV�LPPLJUDQWV�SDUWLFLSDWH�KLJKO\�DQG�DUH�LQWHJUDWHG�
LQWR�WKH�ODERXU�IRUFH��WKH�GHSHQGHQF\�UDWLR�ZLOO�QRW�FKDQJH��RU�PD\�ULVH���7KLV�
counterproductive effect can be avoided by selective immigration policies tar-
geting highly skilled immigrants who may contribute more to the system while 
DOVR�DOOHYLDWLQJ�D�VKULQNLQJ�ODERXU�IRUFH��6HUEDQ���������,Q�DQ\�HYHQW��LPPL-
JUDWLRQ�PD\�QRW�KDYH�WKH�VDPH�LPSDFW�LQ�(DVWHUQ�(XURSH�DV�LQ�:HVWHUQ�(XUR-
SHDQ�PHPEHU�VWDWHV��,QGHHG��VRPH�(DVWHUQ�(XURSHDQ�FRXQWULHV�KDYH�H[KLELWHG�
a less welcoming attitude towards immigration and due to lower wages and 
poorer institutional quality, have remained less sought after as a destination for 
economic migration.
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$V�ORQJ�DV�HPLJUDWLRQ�ÀRZV�LQFUHDVH�IURP�(DVW�WR�:HVW�DQG�XQOHVV�SROLFLHV�DUH�
VXFFHVVIXO�DW�UHWDLQLQJ�ZRUNHUV��D�VKULQNLQJ�SRSXODWLRQ�LQ�(DVWHUQ�(XURSH�ZLOO�
UHPDLQ�DQ�LQHYLWDELOLW\�IRU�WKH�QHDU�IXWXUH��+RZHYHU��LQFUHDVLQJ�ODERXU�IRUFH�
SDUWLFLSDWLRQ�PD\�KHOS�PLWLJDWH�WKH�HIIHFWV�RI�D�VKULQNLQJ�ODERXU�IRUFH�DQG�
HDVH�¿VFDO�SUHVVXUHV��,Q�SDUWLFXODU��SROLFLHV�VKRXOG�DLP�DW�LQFUHDVLQJ�WKH�ODERXU�
IRUFH�SDUWLFLSDWLRQ�RI�ZRPHQ�ZKLFK�LV�RIWHQ�OHVV�WKDQ�WKDW�RI�WKH�PDOH�SRSXOD-
WLRQ��7KH�ORZHU�SDUWLFLSDWLRQ�RI�ZRPHQ�LQ�WKH�ODERXU�IRUFH�LV�D�ORVW�RSSRUWXQLW\�
WR�LQFUHDVH�*'3�DQG�WR�HDVH�WKH�¿VFDO�EXUGHQ�RI�DQ�DJHLQJ�SRSXODWLRQ��3LJ-
QDWWL���������:KLOH�PDQ\�RI�WKH�IDFWRUV�LQÀXHQFLQJ�SDUWLFLSDWLRQ�LQ�WKH�ODERXU�
IRUFH�VXFK�DV�HGXFDWLRQ�OHYHOV��FXOWXUDO�DWWLWXGHV�WR�ZRUNLQJ�PRWKHUV�DQG�SRRU�
ODERXU�FRQGLWLRQV�FDQQRW�EH�RYHUFRPH�TXLFNO\��D�VLJQL¿FDQW�QXPEHU�RI�SROLFLHV�
FDQ�VWLOO�KDYH�D�FRQVLGHUDEOH�HIIHFW�RQ�IHPDOH�SDUWLFLSDWLRQ��6XFK�SROLFLHV�LQ-
FOXGH�WKH�SURYLVLRQ�RI�FKLOGFDUH�VXEVLGLHV��¿QDQFLDO�VXSSRUW�IRU�WKH�FDUH�RI�WKH�
HOGHUO\��DQG�SDUHQWDO�OHDYH��2(&'���������)XUWKHUPRUH��WKH�LPSOHPHQWDWLRQ�RI�
ÀH[LEOH�ODERXU�PDUNHW�PHDVXUHV�VXFK�DV�DOORZLQJ�IRU�PRELOLW\��RU�WHPSRUDU\�
ZRUN�FRQWUDFWV�PD\�KHOS�UHFRQFLOH�WKH�QHHG�WR�ZRUN�DQG�WKH�GHVLUH�WR�KDYH�D�
IDPLO\��,QGHHG��LQFUHDVLQJ�IHPDOH�SDUWLFLSDWLRQ�LQ�WKH�ZRUNIRUFH�ZRXOG�EHQH¿W�
WKH�HFRQRP\�ZLGHO\��6ZHGLVK�SROLFLHV�LQ�WKLV�UHJDUG��JHQHURXV�SDUHQWDO�OHDYH�
EHQH¿WV��VWDWH�IXQGHG�FKLOGFDUH�VHUYLFHV�DQG�SDLG�³FKLOG�VLFN�GD\V´��KDYH�
IDYRXUHG�IHPDOH�SDUWLFLSDWLRQ�UDWHV�DQG�KDYH�HQDEOHG�6ZHGHQ�WR�KDYH�RQH�RI�
WKH�KLJKHVW�IHUWLOLW\�UDWHV�LQ�WKH�(XURSHDQ�8QLRQ��,Q�DGGLWLRQ��WKH�UHPRYDO�RU�
PRGL¿FDWLRQ�RI�MRLQW�WD[DWLRQ�VFKHPHV�LQ�ZKLFK�VHFRQG�HDUQHUV��PRVW�RIWHQ�
ZRPHQ��DUH�WD[HG�PRUH�KHDYLO\�WKDQ�VLQJOH�HDUQHUV�PD\�UHPRYH�\HW�DQRWKHU�
REVWDFOH�LQ�WKH�ZD\�RI�IHPDOH�SDUWLFLSDWLRQ�LQ�WKH�ODERXU�IRUFH���7KHVH�SROLFLHV�
ZRXOG�ORZHU�WKH�RSSRUWXQLW\�FRVW�RI�ZRPHQ�HQWHULQJ�WKH�ZRUNIRUFH��

8OWLPDWHO\��HGXFDWLRQ�SROLFLHV�ZLOO�EH�NH\�WR�HQKDQFLQJ�ODERXU�IRUFH�SDUWLFL-
SDWLRQ��3URIHVVLRQDO�GHYHORSPHQW�DQG�WUDLQLQJ�ZLOO�EH�QHFHVVDU\�WR�DGDSW�WR�
FKDQJLQJ�MRE�UHTXLUHPHQWV�LQ�WKH�IDFH�RI�WKH�WHFKQRORJ\�UHYROXWLRQ��,QYHVWLQJ�
LQ�KLJK�OHYHOV�RI�KXPDQ�FDSLWDO�KDYH�DOVR�EHHQ�IRXQG�WR�HQFRXUDJH�ZRUNHUV�WR�
SDUWLFLSDWH�LQ�WKH�ZRUNIRUFH�DV�D�UHWXUQ�RQ�WKHLU�LQYHVWPHQW�DQG�GHOD\�UHWLUH-
PHQW��6HUEDQ���������

,Q�WKH�ORQJ�UXQ��SROLFLHV�VKRXOG�EH�DLPHG�DW�FUHDWLQJ�HPSOR\PHQW�DQG�DWWUDFW-
LQJ�IRUHLJQ�GLUHFW�LQYHVWPHQW��7KLV�PD\�LQFOXGH�WKH�SXUVXLW�RI�SROLFLHV�DLPLQJ�
WR�DWWUDFW�VHUYLFH�LQGXVWULHV�VXFK�DV�UHPRWH�,7�VHUYLFLQJ��WHFKQRORJ\�RU�VHUYLFH�
FHQWUHV�WR�UHPRWHO\�VHUYH�:HVWHUQ�(XURSHDQ�EDVHG�FRPSDQLHV�DQG�PDUNHWV��,Q�
DGGLWLRQ��SROLFLHV�DLPHG�DW�LQFUHDVLQJ�MRE�VDWLVIDFWLRQ��FDUHHU�DGYDQFHPHQW�DQG�
JHQHUDWLQJ�KLJKHU�VDODULHV�ZLOO�EH�HVSHFLDOO\�LPSRUWDQW��,QVWLWXWLRQDO�UHIRUP�
ZLOO�DOVR�SOD\�D�NH\�UROH�LQ�UHWDLQLQJ�ZRUNHUV�DV�ZHOO�DV�SRWHQWLDOO\�DWWUDFWLQJ�
WKRVH�ZKR�KDYH�PDGH�WKH�GHFLVLRQ�WR�HPLJUDWH�EDFN�WR�WKHLU�KRPH�FRXQWULHV��,Q�
UHFHQW�\HDUV��UHWXUQ�PLJUDWLRQ�KDV�LQFUHDVHG�LQ�(DVWHUQ�(XURSH�LQ�SDUW�WKDQNV�
WR�JRYHUQPHQW�SURJUDPV��([SDQGLQJ�WKHVH�SURJUDPV�PD\�QRW�RQO\�EHQH¿W�WKH�
GHPRJUDSKLF�VWUXFWXUH�RI�WKH�FRXQWU\�EXW�PD\�DOVR�JHQHUDWH�EHQH¿FLDO�NQRZO-
HGJH�VSLOORYHUV�WKURXJKRXW�WKH�HFRQRP\��5HWXUQ�PLJUDWLRQ�UHFHLYHG�D�VLJQLI-
LFDQW�ERRVW�DV�UHPRWH�ZRUNLQJ�EHFDPH�SRVVLEOH�GXULQJ�WKH�SDQGHPLF��:KLOH�
WKLV�PD\�EH�WHPSRUDU\��EHLQJ�UH�DFTXDLQWHG�ZLWK�WKH�KRPHODQG�PD\�HQFRXUDJH�
D�VWURQJHU�ÀRZ�RI�UHWXUQ�PLJUDWLRQ�LQ�WKH�IXWXUH��
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V. Conclusion

Eastern Europe will likely face considerable demographic and economic chal-
lenges in the face of population decline and ageing driven by natural change 
and emigration. This will have negative repercussions on growth and develop-
ment. Eastern European countries must focus on retaining their skilled work-
force and on increasing labour force participation, particularly that of women, 
in order to mitigate these effects. 
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Media, the Political econoMy and 
Governance: does Media’s 

influence on Political decisions 
lead to ‘Good’ Governance?

by Chloe Dawson 
Senior Sophister 

In this essay, Chloe Dawson provides an in-depth analysis of the 
media’s role within the political economy. Dawson begins by dis-
cussing the hypodermic needle theory and agenda-setting theory 
as models for understanding the effects of media. Dawson then 
uses empirical studies involving US relief spending, the Israe-
OL�3DOHVWLQH�FRQÀLFW��DQG�WKH�8.�03�H[SHQVHV�VFDQGDO�WR�GHPRQ-
strate the effects of media priming and framing. Throughout this 
HVVD\��HYLGHQFH�LV�SURYLGHG�WR�VXSSRUWV�'DZVRQ¶V�¿QDO�FRQFOXVLRQ�
that the media plays a crucial role within the political economy in 
promoting good governance

Introduction

From the inception of the newspaper in the 1700s to the invention of the In-
ternet, media has rapidly evolved into an instrumental feature of modern life. 
:KLOH�D�ZLGH�DUUD\�RI�OLWHUDWXUH�VXUURXQGLQJ�WKH�VLJQL¿FDQFH�RI�PHGLD�LQ�WKH�
political economy exists, Snyder & Strömberg (2008) describe how the “Em-
pirical evidence of the effects of media coverage is scarce.” This scarcity can 
be attributed to empirical challenges, most notably the endogeneity of media 
coverage to many outcome variables, and the requirement of exogenous varia-
tion to evaluate the impact of media (Snyder and Strömberg, 2008). However, 
despite this scarcity, the empirical and theoretical literature that does exist 
XQHTXLYRFDOO\�FRQFOXGHV�WKDW�PHGLD�KDV�D�VLJQL¿FDQW�HIIHFW�RQ�WKH�SROLWLFDO�
economy, as media frequently shapes the agenda of public discourse.

µ*RRG�JRYHUQDQFH�LV�GH¿QHG�H[SOLFLWO\�E\�WKH�8QLWHG�1DWLRQV��ZKR declared 
that it must be accountable, effective, transparent and responsive, and must 
‘Assure that corruption is minimised.’ (Sheng, 2009). The central focus of
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Hypodermic Needle Theory

7KH�K\SRGHUPLF�QHHGOH�WKHRU\��D�VWURQJ�HIIHFWV�PRGHO��ZDV�WKH�¿UVW�PRGHO�WR�
conceptualise media effects - the theory argued that the effects of media were 
immediate and direct (Lim & Kim, 2007). This theory centred around the 
concept that mass media overpowered its audience who were ill-informed and 
HDVLO\�LQÀXHQFHG�E\�PHGLD��7KHUHIRUH��D�GLUHFW�DQG�XQLIRUP�HIIHFW�RI�PHGLD�
on citizens existed, as citizens were identical and responded to content in 
LGHQWLFDO�PDQQHUV��7KLV�WKHRU\�FOHDUO\�HPSKDVLVHG�WKH�VLJQL¿FDQFH�RI�PHGLD�LQ�
SROLWLFDO�GHFLVLRQV��7KH�LPSRUWDQFH�RI�SXEOLF�RSLQLRQ�PHDQW�SROLWLFLDQV�RIWHQ�
GLUHFWHG�SROLFLHV�WRZDUGV�IDYRXUDEOH�RSLQLRQ��ZKLFK�DFFRUGLQJ�WR�WKLV�WKHRU\�
ZDV�LQ�WXUQ�LQÀXHQFHG�E\�PHGLD��+RZHYHU��WKLV�WKHRU\�LV�ZLGHO\�UHMHFWHG�WR-
day; media effects are no longer assumed uniform, as people discuss opinions 
DQG�KDYH�VRPH�DJHQF\�LQ�GHFLGLQJ�ZKDW�WR�EHOLHYH�

Agenda-Setting Theory

The strong effects framework fundamentally re-emerged from the 1970s. 
Modern strong effects frameworks account for individual differences and 
FRQWH[WXDO�IDFWRUV�LQÀXHQFLQJ�WKH�LPSDFW�RI�PHGLD�H[SRVXUH��ZKLFK�PDNHV�WKH�
framework more accurate than the original hypodermic theory. The ‘agen-
GD�VHWWLQJ¶�WKHRU\�LV�SURPLQHQW�LQ�WKH�WKHRUHWLFDO�OLWHUDWXUH��0F&RPEV��������
H[SODLQHG�WKLV�WKHRU\�LQ�WKH�FRQWH[W�RI�SXEOLF�DJHQGD��GXH�WR�FRQVWUDLQWV��RIWHQ�
time-related), media directs attention to a few select topics regarded as ‘news-
ZRUWK\¶��DQG�RYHU�WLPH��WKHVH�WRSLFV�EHFRPH�D�SULRULW\�LQ�SXEOLF�RSLQLRQ��
Media, therefore, determines which topics are deemed most important for any 
given day. While media does not necessarily tell viewers what to think, it does 
WHOO�WKHP�ZKDW�WR�WKLQN�DERXW��0HGLD�HVVHQWLDOO\�ZHLJKWV�LQIRUPDWLRQ�DQG�KHOSV�
GLUHFW�SXEOLF�DWWHQWLRQ�WR�SDUWLFXODU�LVVXHV��ZKLFK�LQ�WXUQ�FDQ�VHW�WKH�WRQH�IRU�
SROLF\�DFWLRQ�DQG�LQÀXHQFH�JRYHUQDQFH��:ROIH�	�-RQHV���������7KLV�WKHRU\�
IXQGDPHQWDOO\�UHOLHV�RQ�WKH�IDFW�WKDW�SROLF\PDNHUV�SODFH�JUHDW�VLJQL¿FDQFH�
RQ�SXEOLF�RSLQLRQ�DV�SROLF\PDNHUV�UHJDUG�PHGLD�FRYHUDJH�DV�DQ�LQGLFDWLRQ�RI�
SXEOLF�RSLQLRQ�DQG�ZLOO�WKHUHIRUH�GLUHFW�SROLF\�WRZDUGV�PHGLD�FRYHUHG�LVVXHV��
Based on this theory, policymakers should direct more attention to events 
H[WHQVLYHO\�FRYHUHG�E\�PHGLD�DQG�KHQFH�PRUH�NQRZQ�WR�WKH�SXEOLF��+RZHY-
HU��FRQFOXVLRQV�UHJDUGLQJ�PHGLD¶V�LQÀXHQFH�RQ�JRYHUQDQFH�UHPDLQ�VRPHZKDW�
DPELJXRXV�XWLOLVLQJ�WKLV�WKHRUHWLFDO�IUDPHZRUN��7KH�$JHQGD�6HWWLQJ�WKHRU\�
LV�HPSLULFDOO\�VXSSRUWHG�E\�(LVHQVHH�DQG�6WU|PEHUJ��������DQG�'XUDQWH�DQG�
Zhuravskaya (2016).

$FFRUGLQJ�WR�WKH�WKHRU\�RI�DJHQGD�VHWWLQJ��GLVDVWHUV�FRYHUHG�LQ�PHGLD��DQG�
KHQFH�PRUH�SURPLQHQW�WR�WKH�SXEOLF��VKRXOG�UHFHLYH�PRUH�DWWHQWLRQ�IURP�WKH�
JRYHUQPHQW�WKDQ�WKRVH�ZLWK�OHVV�FRYHUDJH��(LVHQVHH�DQG�6WU|PEHUJ��������
SURYLGHG�HPSLULFDO�HYLGHQFH�WR�MXVWLI\�WKH�WKHRUHWLFDO�OLWHUDWXUH�IRU�DJHQGD�VHW-
WLQJ�E\�DQDO\VLQJ�8�6��UHOLHI�IRU�QDWXUDO�GLVDVWHUV��7KH�HQGRJHQHLW\�RI�QHZV�
FRYHUDJH�SRVHG�DQ�REVWDFOH�IRU�(LVHQVHH�DQG�6WU|PEHUJ��������DV�QHZV�FRYHU-
DJH�DQG�UHOLHI�FRXOG�EH�FRUUHODWHG��7R�RYHUFRPH�WKLV�FKDOOHQJH��(LVHQVHH�DQG
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and Strömberg (2007) as news coverage and relief could be correlated. To 
overcome this challenge, Eisensee and Strömberg (2007) utilised two instru-
ments for the availability of newsworthy material. Firstly, the dates of the 
2O\PSLF�*DPHV���D�VLJQL¿FDQW�PHGLD�HYHQW�XQFRUUHODWHG�ZLWK�SROLWLFV���DQG�
secondly average daily news pressure (the median number of minutes the top 
three stories in a day received in a broadcast, averaged over forty days fol-
lowing a disaster). The negative correlation between news pressure and relief 
provision depicted how a disaster was less likely to receive U.S. relief when 
there were many other important events in the media. This demonstrates the 
importance of media agenda-setting in political decisions - the amount of news 
coverage a disaster received was fundamental in U.S. policymakers’ decision 
WR�JUDQW�UHOLHI��7KLV�DOVR�LOOXVWUDWHV�WKH�VLJQL¿FDQFH�SROLF\PDNHUV�SODFH�RQ�
public opinion, as political decisions are based upon the extent to which voters 
are aware of a disaster. 

'XUDQWH�DQG�=KXUDYVND\D¶V��������DQDO\VLV�RI�WKH�,VUDHOL�3DOHVWLQLDQ�FRQÀLFW�
also demonstrates the importance of media agenda-setting in political deci-
sions, As Israel sought to minimise negative publicity due to concern about 
global opinion, Israel could utilise media agenda-setting to their advantage. At 
times when there were many important events, U.S. media should place less 
weight on Israeli attacks in Palestine and hence negative publicity for Israel 
should be minimised. Durante and Zhuravskaya (2016) supported this predic-
tion with empirical evidence. Durante and Zhuravskaya (2016) overcame em-
pirical challenges related to the endogeneity of media by utilising instruments 
for ‘news pressure’ achieved through the creation of a list of pre-determined 
large events, both political and sports, expected to dominate U.S. media. These 
pre-determined events were uncorrelated with Israeli attacks and strongly 
related to U.S. news pressure. With exogenous variation in news pressure 
caused by these events, the far-reaching impact of media and agenda-setting 
on political decisions could be illustrated. Durante and Zhuravskaya’s (2016) 
¿QG�WKDW�QHZV�SUHVVXUH�KDG�D�VLJQL¿FDQW�HIIHFW�RQ�ERWK�WKH�WLPLQJ�DQG�VHYHULW\�
of Israeli attacks. Israel seemingly strategically timed attacks - particularly 
those with many casualties - when U.S. media was distracted in order to limit 
news coverage of these attacks and in turn, minimise negative public opinion. 
This illustrates the importance of media on all political decisions, even those 
related to military action. However, one must question the external validity of 
WKLV�VWXG\��DV�LW�XOWLPDWHO\�GHSLFWV�D�YHU\�XQLTXH�FRQÀLFW�

The previously discussed studies lead to questions regarding good governance 
which must be addressed. Should U.S. disaster relief not be awarded solely 
based on severity? Results of Eisensee and Strömberg’s (2007) study are open 
to interpretation. On one hand, the U.N (Sheng, 2009) emphasised the impor-
tance of, “Producing results that meet the needs of society,” in good gover-
nance - media allows U.S. policymakers to provide relief to disasters most 
important to the U.S. public. However, one must consider the international 
responsibilities of government. Shouldn’t the US government grant relief to 
disasters most in need of aid, rather than those deemed most important by
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media? The subjectivity of these questions leads one to conclude that these 
studies support the role of media in ensuring good domestic governance but 
cannot advocate for the media’s role in producing good international gover-
nance. Moreover, Durante and Zhuravskaya’s (2016) suggest that media may 
actually reduce accountability as Israel can escape negative publicity by stra-
tegically timing attacks. On the whole, this analysis is incorrect. The absence 
of media would undoubtedly result in more frequent attacks, as all negative 
publicity would be eradicated and hence, without media accountability would 
EH�UHGXFHG��7KHUHIRUH��ZH�FDQ�VWLOO�FRQ¿GHQWO\�FRQFOXGH�IURP�'XUDQWH�DQG�
Zhuravskaya’s (2016) study that media does lead to good governance as over-
all it enhances accountability which is a key feature of good governance.

Media Priming

The concept of ‘media priming’ is crucial in explaining media’s impact on 
political decisions. Rokos-Ewolsen and Carepentier (2002) explain how media 
priming is the impact that the content of media exerts on actions and judge-
ments related to the content discussed. Priming is particularly relevant when 
assessing media’s impact on the public judgement of politicians. Priming and 
DJHQGD�VHWWLQJ�DUH�VLJQL¿FDQWO\�LQWHUWZLQHG�DQG�6FKHXIHOH�DQG�7HZNVEXU\�
(2007) described how ‘By making some issues more salient (agenda setting), 
media can shape considerations people take into account when making judg-
ments about political candidates (priming).’ Therefore, issues that are exten-
sively covered by media are weighted more heavily by citizens and utilised 
as a standard to evaluate or make judgements on politicians. Media priming, 
WRJHWKHU�ZLWK�DJHQGD�VHWWLQJ��LPSDFWV�YRWHUV¶�MXGJHPHQWV�ZKLFK�LQÀXHQFHV�
election outcomes - which in turn impacts politicians’ behaviour and hence, 
LQÀXHQFHV�JRYHUQDQFH�

The UK MP’s expenses scandal demonstrates the impact of media priming in 
political behaviour. Media priming means that issues covered extensively by 
PHGLD�ZLOO�VWURQJO\�LQÀXHQFH�YRWLQJ�GHFLVLRQV��,Q�WKH�FDVH�RI�ZLGHVSUHDG�FRU-
ruption, extensive media coverage of an MPs misappropriation should result 
in punishment by voters in elections, and if politicians anticipate loss at the 
QH[W�HOHFWLRQ��WKH\�PD\�FKRRVH�WR�UHWLUH�RU�UHVLJQ��/DUFLQHVH�DQG�6LUFDU��������
exploited the following features of the expenses scandal to conduct their 
analysis: MPs operate under identical rules, there are explicit measures of cor-
ruption as the Legg Report published monetary measures of each MPs misap-
propriation, and the crisis’ unexpected nature (details were leaked by a ‘mole’, 
consequently MPs did not anticipate that their actions would be circulated in 
PHGLD���(PSLULFDO�FKDOOHQJHV�UHODWHG�WR�GLI¿FXOWLHV�PHDVXULQJ�PHGLD�FRYHUDJH�
ZHUH�DSSDUHQW�LQ�WKLV�VWXG\��/DUFLQHVH�DQG�6LUFDU��������XWLOLVHG�WZR�YDULDEOHV�
to measure media surveillance of each MP involvement. Firstly the number of 
newspaper articles an MP’s name appeared beside the word ‘expenses’ in three 
months following the scandal, and secondly monetary measures of misap-
propriation determined by Legg Report. The importance of media priming in 
political decisions regarding politicians’ behaviour was clear; a positive 
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correlation between news coverage of the scandal and the probability an MP 
left parliament and a positive correlation between news coverage and the de-
cision of an MP to retire was found. Both of these correlations can be attribut-
ed to extensive news coverage leading to anticipation of election defeat by 
candidates.

Would MPs have misappropriated funds had they known their actions would 
be circulated in media? Most likely not. Media can therefore deter corruption 
by increasing accountability, and, given the positive correlation between me-
dia coverage and retirement, we witness how media can help remove corrupt 
politicians from power. According to the U.N. (Sheng, 2009), ‘Accountability 
is a key requirement of good governance,’ and, corruption must be minimised 
for good governance. Also, the necessity of media in providing transparency 
of the government is demonstrated here. The U.N. (Sheng, 2009) states that 
information must be ‘freely available”. In the case of the MP expenses scan-
dal, without media, voters would have been unaware of MP’s involvement 
in the scandal and transparency of the government would have been severely 
reduced. 

Media Framing

The concept of media framing is instrumental in explaining media’s impact on 
policy. Media framing refers to the ability of media to choose words or images 
WR�LQÀXHQFH�KRZ�WKH�SXEOLF�LQWHUSUHW�FRQWHQW��7HZNVEXU\�	�6FKHXIHOH���������
7HZNVEXU\�	�6FKHXIHOH��������H[SODLQ�KRZ�PHGLD�IUDPLQJ�FDQ�H[HUW�D�VLJQL¿-
FDQW�LQÀXHQFH�RQ�DQ�DXGLHQFH¶V�EHOLHIV��EHKDYLRXU�DQG�DWWLWXGH��0HGLD�IUDPLQJ�
can alter the way citizens interpret political decisions, which shifts political 
opinion which in turn impacts policy decisions. Media framing can also be 
advantageous to politicians, particularly when media outlets are dependent on 
¿QDQFLDO�DLG��DQG�WKH�SURVSHFW�RI�XWLOLVLQJ�PHGLD�IUDPLQJ�IRU�SROLWLFDO�DGYDQ-
WDJH�FDQ�LQÀXHQFH�SROLWLFDO�GHFLVLRQV�

Strömberg (2004) depicted the effect of framing on political decisions, notably 
the allocation of public spending, and demonstrated how media framing can 
result in better governance. The introduction of radio offered an ideal setting 
to study media and public spending. Exogenous geographical variation in 
media was exploited, as radio access was uneven across the United States, and 
the introduction of radio coincided with the launch of the New Deal. As radio 
implementation was at the discretion of the governor of a county, and hence 
radio relied on governors for funding, radio helped governors by reporting 
successful work to enhance their popularity. The prospect of framing offered 
incentives to governors to implement better policies for their electorate.

To overcome issues of endogeneity of radio access, Strömberg (2004) utilised 
WZR�LQVWUXPHQWDO�YDULDEOHV�IRU�WKH�VKDUH�RI�KRXVHKROGV�ZLWK�UDGLRV��¿UVWO\��
ground conductivity (the ability of radio waves to travel through the ground) 
and secondly, woodland (the share of a county’s land that was woodland,
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as physical obstacles altered the ability of transmissions to travel through air). 
Both of these instruments were correlated with access to radios, but exogenous 
to relief spending (Strömberg, 2004). Strömberg (2004) supports the theoreti-
cal literature with empirical evidence demonstrating the importance of media 
framing in political decisions; a positive correlation between radio ownership 
and relief spending for a county existed. This depicts how politicians who had 
the opportunity to utilise media framing to their advantage, i.e., those with 
greater radio access in their county, worked harder and implemented better 
SROLFLHV��7KHUHIRUH��DV�PHGLD�FDQ�LQFHQWLYLVH�RI¿FLDOV�WR�ZRUN�KDUGHU�DQG�SUR-
duce better policies, leading to better outcomes for citizens, this study depicts 
how media results in better governance. Without media accountability, the 
responsiveness and effectiveness of the government would be reduced.

Opposing Evidence 

However, to form a measured conclusion, we must address the rare situations 
in which media does not lead to good governance. Yanagizawa-Droft (2012) 
depicted the dangerous potential of media through a study of the Rwandan 
JHQRFLGH��ZKHUH�PHGLD��VSHFL¿FDOO\�WKH�57/0�UDGLR��ZDV�XWLOLVHG�DV�D�SURSD-
ganda medium. When available for propaganda purposes, media can impact 
SROLWLFDO�GHFLVLRQV�UHODWHG�WR�PLQRULWLHV��LQ�WKLV�FDVH��VWDWH�DWWDFNV�DV�57/0�
UDGLR�HQFRXUDJHG�YLROHQFH�DJDLQVW�WKH�7XWVL�PLQRULW\���7KH�VLJQL¿FDQW�LPSDFW�
of media on political decisions regarding violence and minority attacks was 
evident. However, one must critique this study as it did not account for factors 
VXFK�DV�KLVWRULFDO�HWKQLF�DQLPRVLW\�RU�FLYLO�ZDU��ZKLFK�PD\�KDYH�LQÀXHQFHG�
¿QGLQJV��5HJDUGOHVV��FROOHFWLYH�YLROHQFH�ZDV�VLJQL¿FDQWO\�LQFUHDVLQJ�LQ�UDGLR�
FRYHUDJH��DQG�WHQ�SHU�FHQW�RI�WKH�NLOOLQJV�FDQ�EH�DWWULEXWHG�WR�57/0�EURDG-
casts (Yanagizawa-Droft’s, 2012). Clearly, media unequivocally did not lead 
to good governance in this case. As the U.N (Sheng, 2009) explained good 
governance requires, “Full protection of human rights, particularly those of 
minorities.” The impact of media on political decisions can, therefore, giv-
en the correct setting, be catastrophic. However, while such cases are key to 
DVVHVVLQJ�PHGLD¶V�LQÀXHQFH�RQ�SROLF\��LW�PXVW�EH�QRWHG�WKDW�WKLV�FDVH�LV�ODUJHO\�
unique to this situation, and similar scenarios are at best uncommon. 

Conclusion

7KH�VLJQL¿FDQW�LPSDFW�RI�PHGLD�RQ�SROLWLFDO�GHFLVLRQV�KDV�EHHQ�GHPRQVWUDWHG�
throughout this paper, and a clear analysis of the mechanisms through which 
PHGLD�LPSDFWV�SROLWLFDO�GHFLVLRQV�KDV�EHHQ�VKRZQ��0HGLD�DIIHFWV�SROLWLFDO�
decisions of all types - those related to politicians’ retirement and resigna-
tion, strategic military attacks, public spending, international relief and even 
state-sponsored mass murder. The relationship between media and good gov-
ernance is perhaps more subjective; however, this paper has demonstrated that 
on the whole, media does lead to good governance and is a necessary element 
of society. It has been illustrated how media reduces corruption, removes 
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FRUUXSW�RI¿FLDOV��LQFUHDVHV�DFFRXQWDELOLW\�DQG�WUDQVSDUHQF\��DQG�UHVXOWV�LQ�SRO-
LFLHV�WKDW�HQKDQFH�WKH�ZHOIDUH�RI�FLWL]HQV��,Q�FRQFOXVLRQ��PHGLD�KHOSV�SURPRWH�
JRRG�JRYHUQDQFH�DQG�LV��WKHUHIRUH��D�FUXFLDO�SDUW�RI�WKH�SROLWLFDO�HFRQRP\�

References:

)HUUD]��&��	�)LQDQ��)����������(OHFWRUDO�$FFRXQWDELOLW\�DQG�&RUUXSWLRQ��(YL-
GHQFH�IURP�WKH�$XGLWV�RI�/RFDO�*RYHUQPHQWV��$PHULFDQ�(FRQRPLF�5HYLHZ

/DUFLQHVH��9��	�6LUFDU��,����������&ULPH�DQG�3XQLVKPHQW�WKH�%ULWLVK�:D\��
$FFRXQWDELOLW\�FKDQQHOV�IROORZLQJ�WKH�03¶V�H[SHQVHV�VFDQGDO��/6(�ZRUNLQJ�
SDSHU�

6Q\GHU��-���	�6WU|PEHUJ��'����������3UHVV�&RYHUDJH�DQG�3ROLWLFDO�$FFRXQWDELO-
LW\��'HSDUWPHQW�RI�(FRQRPLFV��0DVVDFKXVHWWV�,QVWLWXWH�RI�7HFKQRORJ\��

6WU|PEHUJ��'����������5DGLR¶V�,PSDFW�RQ�3XEOLF�6SHQGLQJ��7KH�4XDUWHUO\�
-RXUQDO�RI�(FRQRPLFV�

(LVHQVHH��7���	�6WU|PEHUJ��'����������1HZV�'URXJKWV��1HZV�)ORRGV�DQG�8�6��
'LVDVWHU�5HOLHI��7KH�4XDUWHUO\�-RXUQDO�RI�(FRQRPLFV�

'XUDQWH��5��	�=KXUDYVND\D��(����������$WWDFN�:KHQ�WKH�:RUOG�,V�1RW�:DWFK-
LQJ"��8�6��1HZV�DQG�WKH�,VUDHOL�3DOHVWLQLDQ�&RQÀLFW��-RXUQDO�RI�3ROLWLFDO�
(FRQRP\��

<DQDJL]DZD�'URIW��'����������3URSDJDQGD�DQG�&RQÀLFW��7KHRU\�DQG�(YLGHQFH�
IURP�WKH�5ZDQGDQ�*HQRFLGH��&,'�ZRUNLQJ�SDSHU�

6KHQJ��<��.����������:KDW�LV�*RRG�*RYHUQDQFH"�8QLWHG�1DWLRQV�(FRQRPLF�
DQG�6RFLDO�&RPPLVVLRQ�IRU�$VLD�DQG�WKH�3DFL¿F��

:ROIH��0��	�-RQHV��%����������$�)DLOXUH�WR�&RPPXQLFDWH��$JHQGD�6HWWLQJ�LQ�
0HGLD�DQG�3ROLF\�6WXGLHV��,Q�3ROLWLFDO�&RPPXQLFDWLRQ��
 
0F&RPEV��0����������7KH�$JHQGD�VHWWLQJ�7KHRU\��

7HZNVEXU\��'��	�6FKHXIHOH��'��$����������1HZV�)UDPLQJ�7KHRU\�DQG�5H-
VHDUFK��,Q�0HGLD�(IIHFWV��

/LP��7��	�.LP��6����������0DQ\�)DFHV�RI�0HGLD�(IIHFWV��,Q�0DVV�0HGLD�(I-
IHFWV�5HVHDUFK��$GYDQFHV�7KURXJK�0HWD�$QDOV\VLV��

/LHEHU��3��	�*RODQ��-����������3ROLWLFDO�3XEOLF�5HODWLRQV��1HZV�0DQDJHPHQW��
DQG�$JHQGD�,QGH[LQJ��,Q�3ROLWLFDO�3XEOLF�5HODWLRQV��3ULQFLSOHV�DQG�$SSOLFD-
WLRQV�


	ser_2021_prelim
	o-ring-ellen-mchugh
	bespoke-james-burne
	eastern-eu-niamh-howley
	eco-warrior-henry-arrowsmith
	cap-simmington
	economic-convergence-faria
	economic-convergence-grunwell (1)
	dublin-pop-oconnell
	globalization-northcote-hololei
	eastern-eu-niamh-howley
	ser-media-dawson

