
Read the article ‘Greece exits its bail-out programme, but its marathon has further to 

go’ taken from the Economist (August 2nd 2018). Based on this text, complete the 

task below. 

TASK 

• Identify two problems within the Greek economy. Propose a solution for

each of these and evaluate their effectiveness.

• “Membership within a monetary union can revitalise economies, especially
for countries riddled with economic difficulties”. Discuss.

Your answer will be assessed taking into account your ability to construct a reasoned, 

insightful, and logically consistent argument with clarity and precision. 

Greece exits its bail-out programme, but its marathon has further to go 

On August 20th Greece exits the last of three bail-out packages. Both its creditors 

and its government think its public finances have improved enough for it to borrow 

from the markets again. Debt relief agreed on in June helps cushion its return. The 

maturity of some loans has been extended, and interest-rate relief offered on others. 

A cash buffer of €24bn, enough to cover nearly two years of Greece’s funding needs, 
should also reassure investors. 

But the public finances and economy have miles to go before they reach normality. 

Public spending is still severely restrained. The Greek government has signed up to 

exceedingly ambitious targets: primary surpluses (that is, excluding interest 

payments) of 3.5% of GDP until 2022—which only a few non-oil-producing countries 

have achieved in the past 30 years—and an average of 2.2% until 2060. In the early 

years, creditors will monitor progress every quarter. 

Euclid Tsakalotos, the finance minister, is confident that Greece will beat these 

targets, freeing up budgetary space for tax cuts and greater investment and social 

spending. But Greece’s public-debt burden of 180% of GDP means that creditors’ 
faith in the public finances is vulnerable to missed targets, slow growth or a sharp 

rise in interest rates. In a report released on July 31st the IMF said that further debt 

relief might be needed. 
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After years of contraction, followed by stagnation, the economy is growing again. But 

Mr Vourvoulakis and most of his compatriots are yet to feel the benefit. The crisis 

caused profound damage to the economy. In real terms, GDP and investment are 

significantly below pre-crisis peaks (see chart). A fifth of the workforce, and two-fifths 

of young people, are unemployed. For Greeks lucky enough to have jobs, wages have 

been slashed and taxes raised. Hundreds of thousands of mostly young and skilled 

people have left the country in search of better livelihoods. 

The crisis exposed deep flaws in Greece’s economic model. It relied too much on low 
interest rates, which funded splurges on public spending and housing, and too little 

on exports. Wages had far outstripped productivity, making the country less 

competitive than many others in the euro zone. The government bureaucracy and 

courts were corrupt and inefficient. Greece was a forbidding place for foreign 

investors and new businesses. 

The situation is now improving, though slowly. Exports have risen, partly thanks to a 

doubling in the number of tourists visiting Greece (though Spain and Ireland, which 

also struggled after the financial crisis, have seen exports grow more). 

Competitiveness has improved because of falling nominal wages—a painful way to 

adjust, but the only one possible in a currency union with low inflation. 

The government’s belt-tightening has been drastic—and counterproductive, many 

economists argue. Tax rates are now higher than in most of the European Union, 

points out Miranda Xafa of the Centre for International Governance Innovation, and 

may be choking growth. The tax-free threshold is higher than the median private-

sector wage, meaning revenues depend on a small share of taxpayers. The marginal 

rate for Greeks earning €40,000 ($46,500) or above (including social-security 

contributions) is around 70%. Ms Xafa thinks that evasion may be rising, as self-

employed people conceal their income. At its creditors’ insistence, the government 

will broaden the tax base in 2020. 

Growth is still disappointing. GDP rose by 1.4% in 2017, and is expected to increase 

by around 2% this year. The IMF is gloomy about the economy’s potential, partly 
because of a rapidly ageing population. 

The banking system is still ailing. Just under half of existing loans are non-performing, 

and banks have little appetite to offer new credit. They are now better set up to sell 

non-performing assets, but working out how much collateral is worth and which 

indebted businesses can survive will take time. Even if banks’ targets are hit by the 
end of 2019, bad loans will still account for over a third of the books. 



The biggest barrier to growth, though, is that it is still harder to do business in Greece 

than in other European countries. Take the €8bn privatisation of Hellenikon, the site 
of the old Athens airport. The lease for the land was put out to tender in 2011 and 

eventually bought by a consortium of Greek, Chinese and Emirati investors, who 

intend to turn it into a holiday resort. But delays, arguments over terms and 

investigations by environmental agencies mean that the buyer has yet to break 

ground. 

Improvements to the business environment, justice system and public administration 

are all on Mr Tsakalotos’s agenda. But critics doubt his government’s commitment to 
reform. Greece rose rapidly up the World Bank’s Doing Business rankings until 2015, 

when a coalition government led by Syriza, a radical left-wing party, came to power. 

It has rowed back on some of its predecessors’ reforms, such as liberalising highly 
regulated professions and curbing collective wage-bargaining. The IMF frets that pay 

rises might once again become untethered from productivity gains. 

Text taken from: https://www.economist.com/finance-and-

economics/2018/08/02/greece-exits-its-bail-out-programme-but-its-marathon-has-

further-to-go 



Read the article ‘What an economist means by “rationality”’ taken from Hippo Reads. 
Based on this text, complete the task below. 

TASK 

• Can a model be worth using even if it is neither true nor wholly realistic?

Your answer will be assessed taking into account your ability to construct a reasoned, 

insightful, and logically consistent argument with clarity and precision. 

What an Economist Means by “Rationality” 

Like any human endeavour, economics tries to tell stories about the world. Typically, 

we call these stories models. More often than not they are written in math, but they 

are stories nevertheless. They say: here is how I think things work. If this bill passes, 

what do I think will change? If we are hit by an unexpected event, what do I think will 

happen? 

The least you can ask of me as an economist is that my story must hang together. It 

must be internally consistent, so that the ending of the story follows sensibly from the 

setting and the characters. So, my characters must be well-motivated. What are their 

wants, their needs, their desires, their temptations? What obstacles do they face? Are 

they rich or poor? What are their responsibilities? Who is their antagonist? 

Rationality provides internal consistency for the characters, and so it closes the model: 

we may have a situation and a character, but we have no prediction until we decide 

what our character wants. Our characters can contain multitudes, but they are never, 

ever crazy. When the story calls for them to make a choice, they always make a choice 

that follows from how we have motivated them. 

Notice that this makes no claim about what the motivations of the character actually 

are. Our rational protagonist could be humble, monomaniacal, greedy, reckless—so 

long as her choice follows, we call it rational. Rationality is the model within the model. 

It’s a story of how people choose, which we can then nest inside the larger story we 
are trying to tell. 
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Since there are arbitrarily many motivations for us to choose from when building our 

character, there are arbitrarily many ways for someone to be rational, and arbitrarily 

many ways to close an economic model. This makes sense: when presented with 

exactly the same situation, you might behave differently than me. To assume that a 

person is rational doesn’t imply anything about what her choice will be until we 
decide what she likes. A good model, then, involves some artistry and judgment. 

What motivations do we think are plausible for our character to hold? 

Economic models are abstract, yet their purpose is to bring us as close to reality as 

possible. It insists that we have to begin a dialog with reality. What do people’s 
motivations actually look like? What choices do we actually observe? We need 

stories to organize our thoughts and to understand a complicated world, but any 

good story must have some kind of relationship to reality. 

All models are wrong. This is inescapable and by design. All stories are wrong. All 

narratives are wrong. To reason about the world is to live a Catch-22: the only perfect 

model is reality, but this is precisely what we need models to understand. But there is 

nothing wrong with being wrong. We do not ask for models that are true, or models 

that are realistic, just models that are useful. And so, it is with rationality. It is the 

ultimate useful model. It is not designed to be true. 

In the end, do economic models relate the real world? Some more than others—by 

adding more and more detail and by engaging in the conversation with evidence, we 

might get a story that describes reality quite remarkably well. 

But once upon a time there was a tortoise and a hare. The fable is neither true nor 

realistic, yet it contains the essence of a truth. We learn something interesting about 

persistence and hubris by reflecting on the story. And so, it is in economics: modelling 

and theorizing is story-telling. We try to create fables that have meaning. In our fables 

we have people, and the people come in all shapes and sizes. The concept of rationality 

can speak to them all. Rationality buys us flexibility in our fables, not rigidity. All that 

we have to do is use it. 

Text taken from: http://hipporeads.com/what-an-economist-means-by-rationality/ 



Read the article ‘Money for nothing: the case for a basic income’ taken from the 

Financial Times (March 2nd 2017). Based on this text, complete the task below. 

TASK 

• Evaluate two advantages and two disadvantages of implementing a universal

basic income.

• Compare the policy with one alternative response to increased automation

and assess which is preferable.

Your answer will be assessed taking into account your ability to construct a reasoned, 

insightful, and logically consistent argument with clarity and precision. 

Money for nothing: the case for a basic income 

Advocates of a universal wage are increasingly citing evidence as well as appealing to 

ideals. Could their dream become reality? 

We live in implausible times. Robots may take our jobs. The Arctic might disappear. A 

new wave of strongmen is pushing back against what only yesterday seemed like an 

unstoppable tide of liberal democracy. As the New York Times recently reported, 

media references to that menacing line from Yeats — “Things fall apart; the centre 

cannot hold” — have spiked to a 30-year high. 

It’s only natural, amid all this uncertainty, to cast about for alternatives. Conventional 
wisdom and expertise are at a dead end. Our policy toolkit seems woefully empty. 

Into this void steps Rutger Bregman, a 28-year-old Dutch writer and thinker whose 

four books and writing in the media have received considerable attention in his own 

country. His ambition is large; he wants to rescue us from our current economic, 

social and political malaise. The language he uses to describe his mission is similarly 
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soaring; he seeks nothing less than to guide us toward “a new lodestar, a new map of 
the world that once again includes a distant, uncharted continent — Utopia”. 

The tricky thing about utopia is that it’s an inherently subjective concept: one 
woman’s utopia is as likely to be another’s dystopia. Bregman’s prescriptions will 
please those of a liberal, cosmopolitan and mostly progressive bent. His ideal world 

would include more open borders, a 15-hour work week, less inequality, and fewer 

“bullsh*t jobs” (by which he seems to mean primarily those in the financial sector). 
His most important (or at any rate overarching) idea appears to be a call for a 

universal basic income — “free money”, as he puts it, that would be distributed to 

every citizen, without means testing and without attached conditions (for example, 

the requirement to work or look for work). 

The notion of a guaranteed income for all may appear counter-intuitive, even 

heretical in an era marked by anxiety over rising deficits and creaking welfare states. 

Opponents of the idea also worry that no-strings-attached free money could reduce 

incentives to work. Bregman is relatively sanguine about costs, suggesting, 

alternatively, that a universal income would be cheaper than existing welfare 

programmes, or that it could easily be paid for by new taxes on “assets, waste, raw 
materials, and consumption”. Concerns about incentives are similarly unfounded, he 
argues, relics of old, patronising thinking about poverty and welfare. 

Empirical evidence suggests that cash handouts do not, in fact, make people less 

likely to work. In many cases, they actually increase labour activity, for example by 

providing recipients with the financial security to quit unfulfilling jobs and launch 

entrepreneurial ventures. Bregman is at pains to dismiss stereotypes of the poor as 

lazy or unmotivated. As the economist Joseph Hanlon (whom Bregman quotes) 

phrases it: “Poverty is fundamentally about a lack of cash. It’s not about 
stupidity . . . You can’t pull yourself up by your bootstraps if you have no boots”. 

Bregman is a champion of the randomised control trial (or RCT) in social sciences 

research; this increasingly popular approach to evaluating policy interventions 

borrows its method from the field of medicine. He cites a number of small-scale trials 



and experiments that indicate the many possible benefits of cash handouts. In 

countries as diverse as Canada, Brazil, Kenya, Namibia and Mexico, universal income 

schemes have been linked to reductions in malnutrition, crime and child mortality, 

along with improvements in indicators of education, equality and economic growth. 

Advocates also make several ethical arguments, pointing to the social and moral 

imperatives of providing citizens with an income floor at a time of rising concern over 

automation, structural unemployment and growing inequality. “This wealth belongs 
to all of us,” writes Bregman. “And a basic income allows all of us to share it.” 

Bregman may be a particularly enthusiastic evangelist, but he is hardly the first to 

promote a universal income; the idea has a long, and in many ways somewhat 

surprising, pedigree. Thomas More, the godfather of utopia, envisioned something 

like a guaranteed income for the residents of his idealised world. Versions of the 

concept have also found favour among thinkers as varied as John Stuart Mill, Thomas 

Paine, Friedrich Hayek, Milton Friedman and John Kenneth Galbraith. In the late 

1960s, no less a conservative stalwart than Richard Nixon presented a basic income 

bill, labelling it “the most significant piece of social legislation in our nation’s history”. 
It passed the US House of Representatives before dying in the Senate. 

The idea subsequently fell out of vogue, obscured by Reaganite-Thatcherite pieties 

about meritocracy, hard work and individual responsibility. But it has recently 

returned from the fringes to the centre-stages of policymaking, once again a 

respectable option backed by influential figures on both the left (who like its 

egalitarian impulses) and the right (who find it less paternalistic than the welfare 

state). Several European countries — including Finland, Netherlands and Switzerland 

— have seriously considered some version of a guaranteed income scheme. This 

year, India hinted at plans for its own programme. In many ways, the idea seems 

particularly well-suited to our fluid political times, cutting across existing ideologies 

and affiliations. Precisely because the benefit is universal, it appears to have 

widespread political acceptability. In Bregman’s pithy — and characteristically 

theatrical — phrase: “Basic income: It’s an idea whose time has come.” 



The contribution of utopian thinking is rarely in its particulars anyway; blueprints for 

change, as Bregman himself acknowledges, have a way of collapsing in the face of 

human complexity (or, worse, turning into totalitarian nightmares). The real value of 

utopian thought is that it forces us to confront the present, and to at least 

acknowledge the need for a very different future. In this sense, his thoughts are more 

interesting as diagnoses than prescriptions: they tell us we’re at an impasse, and they 
make a compelling — even devastating — case for the insufficiency of business as 

usual. 

Text taken from: https://www.ft.com/content/81fdf4c4-fdc2-11e6-8d8e-

a5e3738f9ae4 



Read the article ‘An aging global population and its economic implications’ based on 

text taken from the South China Morning Post (28th January 2018) and Global Risk 

Insights (February 12th 2017). Based on this text, complete the task below. 

TASK 

• Should governments try to stop the phenomenon of an aging population, or

accommodate it?

Your answer will be assessed taking into account your ability to construct a reasoned, 

insightful, and logically consistent argument with clarity and precision. 

An aging global population and its economic implications 

Aging population: a population with an increasing median age 

The conventional wisdom, that China, the world’s most populous country, has too 
many people, is no longer valid. The harsh new reality faced by the authorities in 

Beijing is that China’s population is aging at a faster rate than previously imagined 
and the country’s shortages of workers, students and babies are set to worsen at an 
alarming rate. 

While China’s economic growth miracle in the past four decades had many 

underlying factors, a key one was its huge labour force. Hundreds of millions of 

Chinese workers left their rural homes to work in factories and construction sites, 

contributing to China’s economic boom and rapid urbanisation. 

China’s notorious one-child policy (1979) on the one hand mobilised “baby boomers” 
born in 1950s and 1960s into efficient production, while on the other hand they were 

allowed to have only one child, making child-rearing less of a priority. 
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However, as China’s labour force ages and the supply of new labour dries up, the 

burden on the pension system and households is becoming increasingly heavy. 

Unfortunately, China’s preparations for an aging society were insufficient, as seen 
from the lack of elderly care facilities to its outdated birth-control policies. 

The median age in China last year was estimated at about 37.4, or about 10 years 

older than that in India. In 1987, the number of births was 25.3 million – 8 million 

more than 2017. That means that by 2047 there will be 8 million fewer Chinese 

consumers aged 30 than there are now. 

Beijing ended the one-child policy at the end of 2013, allowing couples in which at 

least one partner was an only child to have a second baby. Two years later it decided 

to let all couples have two babies. 

However, those relaxations proved too mild and too small. The traditional Chinese 

idea of “the more, the merrier” when it came to children was completely uprooted 
by the ruthless implementation of the one-child policy and the difficulty of bringing 

up children with inadequate child facilities. For young Chinese couples in cities and 

villages alike, one child is now the default, two is extra, and three is craziness. In fact, 

double income no kid (DINK) families are more common in China than those with 

three children or more. 

The Chinese government must wake up to the country’s demographic reality and 
adopt policies to encourage child birth, such as direct subsidies for new-born babies 

and personal income tax deductions for parents. 

This is an attempt to combat the phenomenon of an aging population. People are 

living longer due to improvements in global health care and fighting infectious 

diseases such as polio, malaria, and HIV. On the positive side, mortality rates are 

lower than ever before since such diseases can be cured or controlled. However, it 

also means that lower fertility rates are becoming increasingly prevalent. With lower 

child mortality rates, families are not in need of having many children and are 

shrinking in size. Women, on average, will bear two children by 2100 rather than the 

present two and one-half. 



One key economic implication of an aging population is the strain on social insurance 

programs and pension systems. With an expanding cohort of elderly citizens, many 

nations must raise their budget allocations for social security. In other words, the 

amount of money coming into social security will lessen due to fewer contributions 

from workers and more funds going to a retired population. The problem for 

pensions is the declining number of younger workers, thus resulting in lower funds 

being contributed. This decline in the workforce will lead to an increase in the age 

dependency ratio: the ratio of working-age to old-age individuals. Globally, the 

dependency ratio in 1970 was 10 workers for each individual over age 64, but the 

expected ratio in 2050 is four workers for each person over 64. 

Another key economic implication of an aging population is the increase in health 

care costs. As the population ages, health generally declines with more medical 

attention required such as doctor visits, surgery, physical therapy, hospital stays, and 

prescription medicine. 

For example, in the United States, it is projected that public health expenditures will 

rise from 6.7 percent of GDP in 2010 to 14.9 percent in the year 2050. This increase 

in health care costs will mean that nations must put more funds and human 

resources into providing health care, with spending on dynamic infrastructure 

projects as its opportunity cost. 

There will also be shortages of skilled labour trained to care for aged patients. It is 

projected that the registered nurse workforce in the United States will see a decline 

of nearly 20 percent by 2020 which is below projected requirements. An influx of 

immigrants with the necessary skills would need to be accepted to offset this 

shortage; the young workers from abroad also contribute to a vibrant workforce 

many countries need. 

With an aging global population, economic growth will also be impacted. Most 

importantly, there will ultimately be fewer workers available for firms to make 

products and provide services. This drastically lowers an economy’s potential output. 



Countries such as China and Mexico are expected to witness declines in their 

workforce from the year 2030 to 2050. Other large economies such as Japan are 

projected to see a 19 percent decrease in their worker population within the next 25 

years, followed by a 24 percent decrease over the following 20 years. Europe is also 

expected to see declining numbers in its workforce which will impact their chance to 

have a growing, competitive economy. For nations to see high rates of GDP growth, it 

must have a growing and vibrant workforce. As aging populations are almost 

ubiquitous across the world, the future of the global economy could be dire. 

Text taken from: 

• https://www.scmp.com/news/china/economy/article/2130737/why-china-

must-wake-demographic-reality

• https://globalriskinsights.com/2017/02/aging-global-population-economic-

implications/



Read mission statement of the IMF and the article ‘What are the main concerns and 

criticism about the World Bank and IMF?’ taken from the website of the Bretton 
Woods Project (August 23rd 2005). Based on these texts, complete the task below. 

TASK 

• What economic problems could a developing country face that could cause it

to seek help from the IMF and World Bank?

• Identify alternative solutions to two of the problems and discuss their

effectiveness compared to intervention from these international institutions.

Your answer will be assessed taking into account your ability to construct a reasoned, 

insightful, and logically consistent argument with clarity and precision. 

“The International Monetary Fund (IMF) and the World Bank are institutions in the 
United Nations system. They share the same goal of raising living standards in their 

member countries. Their approaches to this goal are complementary, with the IMF 

focusing on macroeconomic issues and the World Bank concentrating on long-term 

economic development and poverty reduction.” 

Mission Statement 

What are the main concerns and criticism about the World Bank and IMF? 

Criticism of the World Bank and the IMF encompasses a whole range of issues, but 

they generally centre around concern about the approaches adopted by the World 

Bank and the IMF in formulating their policies, and the way they are governed. This 

includes the social and economic impact these policies have on the population of 

countries who avail themselves of financial assistance from these two institutions, 

and accountability for these impacts. 

Critics of the World Bank and the IMF are concerned about the ‘conditionalities’ 
imposed on borrower countries. The World Bank and the IMF often attach loan 

conditionalities based on what is termed the ‘Washington Consensus’, focusing on 
liberalisation—of trade, investment and the financial sector—, deregulation and 
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privatisation of nationalised industries. Often the conditionalities are attached 

without due regard for the borrower countries’ individual circumstances and the 

prescriptive recommendations by the World Bank and IMF fail to resolve the 

economic problems within the countries. 

IMF conditionalities may additionally result in the loss of a state’s authority to govern 
its own economy as national economic policies are predetermined under IMF 

packages. Issues of representation are raised as a consequence of the shift in the 

regulation of national economies from state governments to a Washington-based 

financial institution in which most developing countries hold little voting power. IMF 

packages have also been associated with negative social outcomes such as reduced 

investment in public health and education. 

With the World Bank, there are concerns about the types of development projects 

funded. Many infrastructure projects financed by the World Bank Group have social 

and environmental implications for the populations in the affected areas and 

criticism has centred on the ethical issues of funding such projects. For example, 

World Bank-funded construction of hydroelectric dams in various countries has 

resulted in the displacement of indigenous peoples of the area. 

The World Bank’s role in the global climate change finance architecture has also 
caused much controversy. Civil society groups see the Bank as unfit for a role in 

climate finance because of the conditionalities and advisory services usually attached 

to its loans. The Bank’s undemocratic governance structure – which is dominated by 

industrialised countries – its privileging of the private sector and the controversy over 

the performance of World Bank-housed Climate Investment Funds have also been 

subject to criticism in debates around this issue. Moreover, the Bank’s role as a 
central player in climate change mitigation and adaptation efforts is in direct conflict 

with its carbon-intensive lending portfolio and continuing financial support for 

heavily polluting industries, which includes coal power. 

There are also concerns that the World Bank working in partnership with the private 

sector may undermine the role of the state as the primary provider of essential goods 

and services, such as healthcare and education, resulting in the shortfall of such 

services in countries badly in need of them. As an increasing shift from public to 

private funding in development finance has been observed recently, the Bank’s 
private sector lending arm – the International Finance Corporation (IFC) – has also 

been criticised for its business model, the increasing use of financial intermediaries 

such as private equity funds and funding of companies associated with tax havens. 

As the World Bank and the IMF are regarded as experts in the field of financial 

regulation and economic development, their views and prescriptions may undermine 

or eliminate alternative perspectives on development. 



There are also criticisms against the World Bank and IMF governance structures 

which are dominated by industrialised countries. Decisions are made and policies 

implemented by leading industrialised countries—the G7—because they represent 

the largest donors without much consultation with poor and developing countries. 

 

Text taken from: http://www.brettonwoodsproject.org/2005/08/art-320869 
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