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covid-19?
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Opinion | 26 June 2020 New Horizons Hub

The moment when America fell behind

The European Union and China, in particular, are focusing on long-
term investments in clean energy, whereas America is doubling down
on the past, writes Jules Kortenhorst for Project Syndicate

Donald Trump talking about coal with a supporter in 2018

The US is at risk of being left behind

As governments around the world adopt policies to address the immediate economic fallout of
Covid-19, they are making decisions that will also determine their countries’ competitiveness for
decades to come. If designed correctly, stimulus and recovery packages can position countries and
regions to reap the benefits of the industries of the future.

The European Union is already poised to speed ahead with the European Green Deal. And China
will inevitably build on its pre-pandemic competitive advantages in solar power, electric vehicles
(EVs), and batteries. The United States, on the other hand, is increasingly at risk of being left
behind.

The European Green Deal is the perfect model for designing stimulus and recovery packages to
create both immediate and long-term economic advantages. In the short run, its proposed
investments would produce many high-paying jobs in clean-energy infrastructure, funding the
installation of more wind and solar facilities, EV charging stations, hydrogen production plants, and
programs to retrofit buildings for energy efficiency.

Better still, over the long term, all of these investments will result in lower energy costs, more
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resilient energy systems, and a healthier population - among many other benefits. The costs of
clean-energy technologies have been falling rapidly, following predictable learning curves. Over
time, they will only become cheaper and faster to deploy on a greater scale.

The EU Green Deal earmarked €40 billion investment in
hydrogen infrastructure

Recognizing these advantages, Europe's recovery efforts have already allocated billions of euros to
build solar farms in Iberia and offshore wind turbines in the North Sea. European companies such
as Vestas, Siemens Gamesa, and others will do all the work. And these expanded sources of cheap,
renewable electricity will then be used to produce the hydrogen molecules that will power heavy
industry in the future. By earmarking €40 billion ($45 billion) for investment in hydrogen
infrastructure, the European Green Deal aims to ensure that shipping, steel manufacturing, and
other industries can run on clean fuel.

The EU has also set aside recovery funds to install two million electric and hydrogen vehicle
charging stations, thereby stimulating demand for EVs that can be built locally by companies like
Volkswagen, Mercedes, and Renault. In these and other ways, Europe is taking meaningful steps to
catch up with China in green technologies.

In the US, policymakers have thought little about the future

Then again, if China were to introduce a stimulus and recovery package modelled after the
European Green Dedl, it could extend its competitive advantage into other forms of renewable
energy, electric mobility, and hydrogen-powered industry. As in Europe, investment in green
infrastructure will produce millions of good jobs in the near term, while reducing or containing air
pollution and greenhouse-gas emissions over the long term, even as the Chinese economy grows.
The clean air, quiet streets, and pristine views that became an accidental byproduct of the
pandemic lockdown can be made permanent with cleaner forms of energy and transportation.

In the US, by contrast, though the federal government has taken some of the necessary steps to
mitigate the short-term collapse of the economy, policymakers have thought little about the
future. That is why many of the dirty industries of the past are being bailed out.

Concerted policies to build clean-energy infrastructure will
boost prosperity

A decade ago, the conventional wisdom was that America would lead the energy future because it
was approaching “energy independence,” owing to massive reserves of shale oil and gas that could
now be extracted through hydraulic fracturing (fracking). But those industries are now in structural
decline. The cost curves are clear: fossil fuels cannot compete with cheaper, more efficient, and
clean-energy solutions. By the same token, EVs will become steadily cheaper and more reliable
than internal combustion engines, just as green hydrogen will become the energy of choice for
increasingly decarbonized heavy industries.

Watching US President Donald Trump's administration attempt to rescue jobs in coal mining, I am
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reminded of my first job after high school, when | worked in a typewriter factory in the south of the
Netherlands. Imagine if the Dutch government had for some reason decided to bail out that
factory when personal computers started coming to market in the 1980s and 1990s. It would have
been investing in a museum, not in a viable industry.

While jobs in the fossil-fuel industry will be lost, many more jobs will be created to manufacture
wind turbines and batteries, install solar panels, build EVs, retrofit buildings, and so forth. The world
is making the transition to clean energy, and those countries that are betting on the technologies
of the past are digging their own economic graves.

Concerted industrial policies to build clean-energy infrastructure will do an enormous amount of
good, not just for people and the planet, but also for countries’ economic competitiveness and
future prosperity. Europe and China understand this and are already on track to become the
leaders of the world economy in the coming decades. They are actively leveraging their recovery
packages to hasten that historic shift. In Europe, especially, future generations will admire today's
leaders for creating jobs, driving down air pollution, and establishing a competitive economic
position for decades to come. In the US, not so much.

The original article first appeared on Project Syndicate here on 10th June 2020.
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Opinion | 25 June 2020 New Horizons Hub

VoxEU: The bank business model in the
post-Covid-19 world

This article presents a report by the IESE Business School and CEPR
which shows how the current crisis will shape the future of banking,
writes Elena Carletti, Stijn Claessens, Antonio Fatds, Xavier Vives for
VoxEU

Source: Shutterstock

Low profitability was already a problem before the Covid-19
crisis

Forecasts for 2020 suggest a drop in global GDP of 6% with a record number of countries growing
at negative rates (OECD 2020). Advanced economies will suffer a much larger drop in GDP, of a size
not seen since the Great Depression. No doubt, banks will come under stress as large-scale
insolvencies among firms will arise and a wave of bankruptcies among households may follow. In
addition, while banks entered the crisis better capitalised and more liquid, the size of the crisis will

likely strain them to a degree exceeding that envisioned in many stress tests conducted so far (ECB
2020).

The crisis comes on top of the combination over the past decade of several trends that have meant
increased competitive pressure on banks and that, in particular in some regions, have lowered their
profitability. In the second report in CEPR/IESE series on The Future of Banking (Claessens et al.
2020), we argue that the global pandemic is likely to prolong, if not accelerate, many of these
trends - digitalisation in particular. While the economic crisis has triggered policy responses to
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stimulate lending to the real economy while assuring the stability of the banking sector that
provides breathing space in the short run, deep restructuring of many banking systems will be
needed in the medium-term.

A key quote from the article:

In the short run, banks may enjoy a revitalisation as they continue lending to their customers
during the crisis, notably as soft information can more valuable today than hard information. They
also enjoy the protection of the safety net and access to deposit financing. Nevertheless, Covid-19
will likely accelerate the digitalisation and the shift over the medijum term of activities away from
the sector. Medium-sized banks will likely be suffering the most since reaping cost efficiencies with
large IT investments, crucial in a persistently low-interest environment, will be out of reach.

As a result, the banking sector will need deep restructuring; winding up banks and consolidating
the remaining ones will be preferred. Whether in the post-Covid-19 world, political obstacles to
cross-border mergers will prevent, as states become more protective of their national banking
champions, is a major policy question. BigTech companies have many of the ingredients to get
ahead in the post-Covid world. They are digital natives; they have the technology, customer base
and brand recognition, as well as vast amounts of data and deep pockets.

Banking may thus move from the traditional oligopoly to a system with a few dominant platforms
that control access to a fragmented customer base, with a few BigTech firms, together with some
platform-transformed incumbents, monopolising the interface with customers. In this scenario,
ensuring customer data ownership and portability for individuals, and data interoperability
between platforms will be key to keeping switching costs for customers low and the market
sufficiently competitive.

The full original article first appeared on VoxEU here on 18th June 2020.
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Article | 25 June 2020 eZonomics | New Horizons Hub

Football fandom and loss aversion: A
paradox

Football is back. Unfortunately, most fans are likely to see their teams
lose (or at best, draw). So, given the high probability of
disappointment, why is football so popular? Football fan Jay Shamiji
and football agnostic lan Bright ponder the highs and frequent lows of
football fandom through the lens of behavioural science and loss
aversion

Loss Aversion

Loss aversion argues that people are more sensitive to losses than to gains. In general, people
value losses more than twice as much as gains. It may even be that people take actions to avoid
losses. This may help explain why many people keep large sums of money in deposit accounts
rather than invest it in stock markets. Their fear of losing money overrides the chance of significant

gains.

Yet, when we turn our attention to football, the behaviour of fans seems to violate the idea of loss
aversion.

Consider results for the English Premier league over the five seasons from 2014/15 to 2018/19. Of
the 20 clubs competing each season, only three (Manchester City, Tottenham and Arsenal) have
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won at least half their games. Fans supporting the other 17 clubs were more than likely to
experience loss.

Another way to look at this is to consider winners over the past five seasons. In the English Premier
League, three teams won - Manchester City, Chelsea and Leicester. This pattern of producing few
winners is repeated and may be more extreme in other countries. For example, in the German
Bundesliga, Bayern Munich has won each of the past five seasons. In the French Ligue 1, Paris
Saint-Germain has won four times as has Barcelona in Spain’s La Liga.

Still, stadiums in England and elsewhere are packed to the brim. How does this stack up against the
theory of loss aversion?

Mapping happiness

These cold statistics line up with more detailed research. A study in 2018 by Peter Dolton and
George McKerron of the University of Sussex tracked the responses to 32,000 UK football fans on a
smartphone app called Mappiness. The app pings people and asks for their mood at particular
times. By combining data on locations of football stadia, match dates, teams playing, and results
of those matches, the researchers were able to assess how people’s happiness changed in the
hours after a football match. The team a fan was likely to support could also be interpreted from
the data.

The app recorded the mood of match goers following a match. The results were stark. “The pain
felt by football fans after a defeat is more than double the joy of winning”, the study found. This
was coupled with the finding that those in the stadium, rather than elsewhere, had an increased
level of jubilation when on the winning side and a higher level of sadness when on the losing side.

What could explain the willingness of so many people to put themselves in such a potentially
losing position? With no guarantee of successfully understanding football fans, here are three
possible explanations from the behavioural literature.

@ sunk cost

Being a football fan can be expensive. A 2019 study by KPMG found the average fan in the UK
would have to spend on average £1,888 in the season to attend 19 home and five away matches.
Some match goers will be less financially stable than others, meaning these costs can be a huge
burden to shoulder. Some fans pay up-front for season tickets and others usually need to buy
tickets months before a game.

As a result, even before kick-off, many fans are not only emotionally but also financially
committed to the match, despite the likelihood of disappointment. In behavioural literature, this is
known as_the sunk cost fallacy That is the tendency to carry on with a task once an initial
commitment that cannot be retrieved has been made.

@ Football fans and identity

Many people like to be associated with groups. This partly explains the success of social media
platforms such as Facebook, Instagram and Twitter.

Football fans can form particularly strong groups. The book Soccernomics by Simon Kuper and
Stefan Szymanski notes that some fans are “Hornbyesque”. The term comes from the depiction of
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a fanatical fan in Nick Hornby's novel Fever Pitch. But as Soccernomics argues, not all are so
fanatical. Instead, they may be “BIRGers” - those who are ‘Basking In Reflected Glory' and may be
more fickle.

The Hornbyesque fans may have an allegiance to their group that extends beyond the pain of
losing. The BIRGers may drift to other clubs when the going gets tough.

The intersection of football and identity need not be local. It can be international.

Various tournaments allow fans all over the world to divert their energy to support their national
teams. Whether it be narrowly getting to the provisional group stages or being the favourites of
winning the competition, fans come together to back their team until the very end. It is interesting
to note the positive changes created from international tournaments, in particular when a national
team wins a match or attains a great achievement.

A study published in the May 2020 American Economic Review by Emilio Depetris, Ruben Durante
and Filipe Campante, underlined how victories and important sporting achievements in such
tournaments fuel unity and trust. Victories by national teams were found to lead individuals to
become “significantly more likely to trust and interact with members of other ethnicities”. Inter-
ethnic violence is reduced due to these victories, especially when the team is composed of
different ethnicities.

@ Matchday: A Bundled Experience

Watching a football match at the stadium, or elsewhere, can be an experience that bundles
together meeting with friends, a day out and a meal. The match itself is important but is only part
of the package that makes an experience. Research suggests people may value experiences more
highly than goods.

Consider the fans of midtable or lower league teams who purchase season tickets. These regular
match goers will often start their matchday experiences many hours prior to the game itself;
discussing and debating everything under the sun, from contending a potential red card to
predicting the line-up for the next game. For some fans, it may be the only time they break out
into song. The match may be incidental. It is the shared memories and experience of the
turbulence of a football match watched together that they value.

The final whistle

There will be different reasons why each match goer and football fanatic is so invested in the face
of loss aversion. As football writer and thinker Simon Kuper encapsulates in his article for the
Financial Times, football allows people to alleviate themselves from their problems, even if it is only
for a moment or two. His philosophical take on the game picks identity as a mainstay of fandom.
Some people will hold their identity solely to their football club even through the many losses they
must endure. Others will let go. This may be due to losses on the field, a loss of prestige or
eventually just losing interest. Who knows? Maybe there is no paradox at all.
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Article | 24 June 2020 eZonomics | New Horizons Hub

What is inequality aversion?

Social and economic inequality has been an important topic for years.
Research suggests that many people have an aversion to unequal
rewards. Known as inequality or inequity aversion, it may even be
hard wired into our minds. To understand, consider an experiment
involving cucumbers, grapes and monkeys

Fairness may be innate

A 2003 report in the journal Nature outlined a laboratory experiment where monkeys were offered
different rewards for doing the same task. One was given a slice of cucumber for successfully
completing the task. The other was given a grape. The different rewards were seen by each
monkey. The monkeys especially liked grapes, so being rewarded with cucumber when the other
received a grape appeared to be insulting. Indeed, this video shows the monkey receiving
cucumber would throw the food out of their cage in disgust.

Experiments replicate this behaviour in monkeuys and dogs.

The link with animals may seem far-fetched but it may be that there is something innate and
natural about our disappointment when someone else receives more than us.

Unfairness often rubs us the wrong way when it disadvantages us, and we learn how to spot this
from a very young age.
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Be it finance, privilege or simply a slice of pie, not everyone is satisfied having more or less than
others. This is what is known as inequity or inequality aversion.

Fairness can be complex

Reactions to unfairness can be complex. When inequity aversion goes the other way, things get
particularly interesting. Sometimes receiving more than others can cause us to reject an offer -
this is known as advantageous inequity aversion.

When this happens, the absolute benefit, or total amount we receive, seems to matter less than
how much we get compared to someone else.

This isn't necessarily because we care about other people. In many of the studies that have looked
into inequity aversion, neither person receives anything at all if the person who has been offered a
greater amount decides that they don't want it.

In this case, rejection doesn't result in equal distribution, even though arguably both could be
better off if the offer was accepted and each got at least something, even if it was unequally
distributed.

Because of this, it's expected that maintaining social status is one of the underlying motivations
behind it. Rejections aren't necessarily about right or wrong, but about the question, “how do |
come off in this scenario?”

It's also present in varying degrees in different countries and cultures. For cultures that strongly
value evenly sharing resources, the only acceptable distribution is an equitable one.

In real life

[t can be uncomfortable if others know we have more than them. But in the same vein, it can feel
unfair to have less.

Whether it's money or something else, the social environment in which it is distributed can affect
how we feel, and can make us more likely to opt for an equal outcome. Even if that means we
sometimes end up being individually worse off.
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