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EDITORIAL  

  

With yet another successful term for the MCS Economics Society, we have come to the end of the first 

year of this society. Set up at the beginning of the school year, the society hosts weekly meetings and 

discussions on contemporary economic issues. This term has been thoroughly enjoyable with 

presentations on topics ranging from lessons to be learnt from the crises to the exploration of economic 

policies of Ming China.  

This term witnessed several L6th pupils giving confident and enlightening presentations on their 

Waynflete topics. The society has been very fortunate to hear talks from Professor Ngaire Woods on the 

influence of politics on economic decisions and Professor Parama Chaudhury on economists’ analysis of 

discrimination. In this final issue of the year 2012-13, on behalf of the society, we would like to take this 

opportunity to thank all the speakers of this term for informative and insightful presentations. 

The society’s blog mcseconomicus.wordpress.com provides access to summaries of the weekly 

gatherings. Everyone is more than welcome to post questions or continue discussion on the blog. Lastly, 

we would like to thank all the members of the society for their continued encouragement and support. 

We have seen this Society grow from infancy to where it stands now; we sincerely hope that it keeps 

flourishing and engaging even more pupils into the dynamic and ever-changing world of economics. 

Wishing the Society its first happy birthday, we bid a warm goodbye to it. 

Ronak Jain, Maria Chetskaya 
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WHEN POLITICS AND ECONOMICS CLASH: REGULATING THE GLOBAL 
ECONOMY SINCE 2008 by Professor Ngaire Woods       

 

In the Economics Society gathering before the Easter break, Professor Ngaire Woods, Professor of 

International Political Economy at University of Oxford, discussed the economics and politics behind 

bailouts.  

The areas covered in this talk included: 

 Brief overview of the crisis after 2008 

 Lessons to be learnt from past crises  

Prof Woods began by highlighting the number of bailouts that have been given to countries within the 

EU after the financial crisis of 2008. It was noted that the following lessons should be learnt from 

reflection on the financial crises that have occurred in history. Below is a list of 5 lessons that have been 

learnt from history and that were remarked to be very important to get right in making decisions of 

bailouts: 

1. Bail out should be big – the size of the bailout should be enough to deal with the crisis and to 

be once and for all rather than giving multiple bailouts to countries as have been observed to be 

the case with the Greek bailouts. A single, large bailout is desired since multiple bailouts increase 

costs and time taken for negotiations. Multiple bailouts should also be big in order to restore 

confidence in the country in the bond markets as a bailout acts as a signal to them.  

The size of the bailout is decreased significantly after political negotiations which have to take 

into account the financing of the bailout. In the case of EU, it may appear to be the case that one 

country’s tax payers are paying for a bailout to another country and this may exert political 

pressures on the leaders of these countries to negotiate a bailout of a reduced size than planned 

originally and seen as economically necessary. This is one of the many ways how politics plays an 

important part in influencing economic decisions and may even diverge from economics.  

2. Austerity/ fiscal adjustment imposed should not be too severe- austerity has a negative 

effect on the economy as job losses result in losses of tax revenue kicking start a negative 

multiplier effect in the economy. This would result in a contractionary effect on the economy, 

reducing growth. At the same time due to reduced growth, investors, with reduced confidence in 

the economy, charge higher interest rates for the government to borrow. Borrowing at these 

higher rates would only add to debt. The ultimate effect of austerity is only to increase 

government debt to GDP ratio, creating a vicious cycle of the debt problem.  

However, despite this link between austerity and increased debt to GDP ratio, other countries 

which give bailouts still impose austerity on the receiver country because austerity is politically 

visible. Austerity is taken to sometimes to justify giving bailouts as the receiver country must 

undertake structural reform to rectify its economic situation. However, what is important to 

remember here is that what is needed is structural reform which is gradual as opposed to 

suddenly imposed austerity.  

It was also noted that there are incentives for other countries in the EU to grant bailouts to the 

defaulting countries as there is a risk of contagion and fears that other countries may follow suit 
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leaving the EU. This would not only reduce the single market area but also would be politically 

defaming.  

3. Conditionality – the conditions imposed on the countries that receive bailouts must be limited 

and precise. This is to keep down costs of drafting agreements and for the countries/institutions 

that give bailouts to have clear criteria to check whether the conditions are being met. 

 

4. Imposed conditions don’t work – the very idea of an external country or institution imposing 

conditions on a country may upset people living in the receiver country leading to protests and 

rallies which have been witnessed in the past few years in countries where austerity has been a 

condition for bailouts. Instead, it is important to find those willing and wanting to reform within 

these countries and support them so that the conditions do not appear to be imposed by an 

external force.  

 

5. It is bad to bail out – this is especially important in cases where countries have fixed exchange 

rates. This precludes the currency from depreciating which would have made the country’s 

exports competitive in the world market preventing the default.  
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YOUTH UNEMPLOYMENT by Imi Mulliner    

In this Economics Society gathering, Imi discussed the causes and impacts of unemployment focusing on 

the situation in the UK.  

The areas covered in this talk included: 

 Types of unemployment 

 Causes of youth unemployment  

 Impacts of youth unemployment 

Youth Unemployment   

The term means the proportion of the youth labour workforce who are unemployed and not in full time 

education or apprenticeships, aged between 15 and 24. The figure below shows the youth unemployment 

rates for EU. 

 

In the UK alone 974,000 young people were unemployed between October to December 2012 making up 

20.8% of the youth population in the UK. In Spain the rate was 55% and globally it is about 12.6%. The 

chart below shows the global youth unemployment rates: 
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Types of jobs 

It was pointed out that it is important to look at the types of jobs available in the labour market today in 

order to see the varying impacts social and economic developments have on these, and how this in turn, 

is impacting the young unemployed. There are three types of jobs:  

  Transformational - these are typically physical jobs requiring little skill, for example jobs in the 

construction sector 

  Transactional - routine jobs that can potentially be automated, for example insurance brokers 

and clerks and finally 

  Interactional - rely on knowledge, expertise and co-operation with others for example a doctor 

Most notably, transformational jobs have been in long term decline in rich countries, shifting to emerging 

markets, and therefore reducing the number of jobs available to unskilled workers in rich countries. Also 

due to their potential to be automated, there is a potential for the number of transactional jobs to 

decrease.  

Types of Unemployment 

The type of unemployment youths are experiencing is also important as from this we can determine 

whether the problem is a long term or short term problem. Briefly, it was mentioned that there are four 

main types of unemployment relevant to youth unemployment figures:  

  Cyclical – caused by changes in aggregate demand 

  Structural – caused by changes in the structure of the economy 

  Frictional – short term, when people move between jobs  

  Classical Unemployment – when real wages are above the market clearing wage level 

The worry is that youth unemployment is structural and therefore long term given that the workers lack 

the skills to easily switch occupations. Hence they lack labour occupational mobility.  

Causes 

There are many causes of youth unemployment but the main ones at present are the following: 

 Demographics – An ageing population means that older workers stay in employment for longer 

to finance their pensions and longer lives which inevitably hurts youth employment 

opportunities.  

  Technological developments - Technological developments have contributed to an 

improvement in the factors of production, making it quicker, cheaper and more efficient to 

produce products and provide services. Despite increasing the productivity of an economy, the 

introduction and development of technology has meant that white collar jobs are being replaced 

increasingly by computers. Thus the demand for skilled labourers has reduced as machines 

become cheaper and more efficient than a working man. Improvements in productivity have also 

reduced the number of people needed in a firm to achieve the same output and has thus led to a 

widespread reduction in employment in most industries, as firms wishing to maximise profits 

reduce the size of their labour force.  
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Developments in technology have also contributed to structural changes in the make up of the 

economy and linking to this the types of jobs available. This can be witnessed today as jobs that 

existed ten years ago such as many manufacturing jobs no longer exist.  

Finally as a result of improvements in medical technology, such as the equipment used to find 

cancer tumours, people’s life expectancy has increased dramatically. Despite this increase people 

are not putting a suitable amount of money aside to support themselves later in life whilst 

pension plans have not been adjusted to account for increasing longevity. So as a result when 

people come to the age when they initially expected to retire they are discovering huge shortfalls 

in their pensions and so decide to defer taking their pensions by staying in or going back to work. 

Therefore, as a result of people staying in work longer a blockage is being created in the 

cyclicality of employment as there is a reduction in retirees freeing up jobs for the younger 

generation entering the workforce. The two graphs show the change in the makeup of the UK 

population based on age in 1911 compared to 2011. Noticeably, there is a much higher 

proportion of people over 70 showing the increase in life expectancy and therefore the problem 

this is having on the youth as the older and more experienced workers are often more attractive 

to employers than young and inexperienced workers.   

 

  Globalisation - As a result of globalisation, developed countries with a high minimum wage have 

lost many companies who were major employers due to their ability to locate overseas where 

labour costs are significantly lower. This has impacted on blue collar workers as unskilled work 

can be carried out at a far cheaper rate overseas due to fewer regulations in developing countries 

and a lower labour cost. Therefore, there is a need to increase the skill of unskilled labourers in 

order to increase their attractiveness to employers. Young people who have left school with few 

qualifications are most affected by this as the unskilled jobs they would have usually filled have 

reduced or gone altogether leading to a skills mismatch.  

The graph shows the decrease in OECD countries such as the UK’s share of world trade 

compared to developing countries, which we can assume is a direct result of globalisation as 

transnational companies have been able to relocate in these countries to make use of their lower 

labour costs, resulting in an increase in their economic output and a decrease in ours.  

 Government legislation and Employment rights - Government legislation in the UK and E.U. 

has also contributed to the movement of jobs out of the UK and E.U. to Asia and other 

countries where legislation regarding working conditions and minimum wages are much more 

relaxed offering employers lower operating costs. Despite the UK having a much more flexible 

labour market compared to the E.U., it is still clear that many of the jobs traditionally found in 

the UK have moved overseas. This is particularly noticeable in the manufacturing sector. This 
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links to globalisation and the recent increase in the movement of jobs out of the UK and 

overseas.  

  Reduction in vocational training - The reduction in vocational training, for example 

apprenticeships and the emphasis on earning a degree mainly due to the government’s aim to 

have at least 50% of people going to university, has led to many graduates graduating with 

degrees that are unsuitable to the current job market and so prevent them from gaining 

employment due to a resulting skills mismatch.  However, the recent increase in University 

tuition fees will hopefully lead to more people starting vocational training courses instead of 

going to university.  

 Financial crisis - The financial crisis starting in 2008 as a result of the Lehman brothers collapse 

led to many businesses going into administration, a fall in bank lending, bankruptcies and a rise in 

public sector debt. This led to a decrease in consumer confidence and economic uncertainty 

causing a contraction in aggregate demand and therefore a fall in UK exports. The bailouts of 

countries such as Greece and Ireland, members of the Euro and the UK’s biggest trading partner 

had a huge impact on UK exports and also affected confidence in UK banks.  

The government’s use of austerity measures have also impacted further on demand in the 

economy as their reduction in government spending and raising of tax rates has caused people to 

have less disposable income and led to a negative multiplier effect which is bad for economic 

growth prospects. As labour is a derived demand, meaning demand for one thing depends on the 

demand for another, this contraction in aggregate demand in the economy has contributed to the 

high youth unemployment rates. However, as this is a result of changes in the economic cycle 

unemployment caused from this is more cyclical and therefore less of a worry.  

Impacts 

Again, there are many impacts as a result of Youth unemployment but the most important ones are 

considered to be the following: 

  Detachment from the labour market - when people give up looking for a job and often never 

return to the labour market. This is common among unemployed adults but bears much greater 

significance to youth unemployment rates, with estimates that more than 6 million young people 

worldwide have either given up searching for a job or have decided to prolong their studies due 

to the poor labour market conditions. This can lead to their deskilling and prevent any possibility 

of them returning to the labour market. With the total number of drop-outs aged 15 to 24 

reaching 6.4 million worldwide there is an increased dependency on welfare reliance such as 

benefit payments and also growing income disparity and decreased social mobility between those 

in work and those not. It also causes increased government spending and therefore deterioration 

in the fiscal stimulus. Moreover, it can cause social unrest and increased anti-social behaviour 

among unemployed youths as they have nothing to do all day and little to aspire to. The London 

riots in 2011 have often been linked to an indirect protest regarding youth unemployment, 

economic decline and classism. As a whole as seen this can lead to macro-economic instability.  

  Greater inequality - As a result of unemployment young people generally suffer a lack of regular 

income, this can lead to poverty and increase income inequality between those in jobs and those 

who are unemployed. If this gap widens significantly it can also lead to decreased social mobility 

which may cause social unrest.  
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  Increased government expenditure - As a result of the high number of unemployed youths the 

government earns less tax revenue and welfare payments such a job seekers allowance naturally 

increase. In 2006 fiscal year the government was spending £4 billion on unemployment welfare 

payments and in the 2012 fiscal year it spent £9.8 billion on unemployment welfare payments. 

Clearly this has a negative impact on the fiscal stimulus and is bad for the economy as a whole as 

it could contribute to increased income, capital gains and corporation tax and other indirect taxes 

in order to fund the increased spending on unemployment.  

 Health problems - Finally, unemployment is linked to an increase in the likelihood of having 

various health problems due to stress and a poor diet as microwave meals are cheap and easy so 

things like vegetables and fruit, being more expensive are generally forgotten leading to 

malnutrition and increased susceptibility to illness. An increase in mental health problems is also 

closely associated to unemployment; unemployed people are 30% more likely to have a 

psychological illness compared to those who are either economically inactive or employed.  

 

To conclude, Imi noted that youth unemployment in the UK is largely structural and that highly skilled 

professions are less likely to be affected. The problem is that there is a skills mismatch and so unskilled 

workers are likely to be affected the most. The impacts of continued and rising youth unemployment 

need to be tackled immediately and quickly given the potential numerous detrimental impacts it has on 

the economy and in the society.  
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WAS MING CHINA (1368–1644) CRIPPLED BY PROTECTIONISM? by Eamon 

Devaney 

In this Economics Society gathering, Eamon provided an overview of why the Chinese empire, the most 
powerful empire in the world for a period of around 600 years, was crippled by an inward facing 
economic policy of protectionism. 
 

The areas covered in this talk included: 

 Chinese Civilisation 

 Foreign Trade 

 Silver Crisis 

 Agriculture Crisis 

 Malthusian Trap 

The Chinese Civilisation  

The talk began with a brief introduction of the ancient Chinese civilisation. Some of the aspects 

highlighted included firstly, the forbidden city of Gugong which was built by 1 million workers and 

contained approximately 1 thousand buildings. It was constructed between 1406 and 1420 and located in 

the heart of Beijing. Second, the Grand Canal maintained by 50 000 workers, allowed access for 12 000 

grain barges each year. Third, the Chinese Compendium used the works of 2000 scholars to make 11000 

volumes of knowledge, finished in 1410s- 1420s and was only surpassed in 2007 as the world’s largest 

encyclopaedia by Wikipedia.  

 

Early Ming Exploration 

Admiral Zheng led a fleet of 300 naval ‘junks’ on seven missions into areas such as Thailand, Java, Ceylon 

(modern-day Sri Lanka), and Jeddah at the top of the Red Sea. However, unlike the European powers 

that secured trade routes with areas such as Mexico and Hispaniola, the Chinese donated extravagant gifts 

to the indigenous population so that they simply acknowledge their supreme power.  

Chinese technological advancements 

Early Chinese Sung era advancements seemed to lead to increase in GDP/capita above contemporary 

demographic trends, with two harvests of rice a year viable. In the early 11th Century, China was 

http://www.google.co.uk/url?sa=i&rct=j&q=ming+china&source=images&cd=&cad=rja&docid=sXiI1jkmuVK42M&tbnid=mQ8DvZChFIIfkM:&ved=0CAUQjRw&url=http://worldhistory4th.wikispaces.com/7.+Ming+and+Qing+Dynasties&ei=ghJ1Uf36FIjK0QWSl4GABw&bvm=bv.45512109,d.d2k&psig=AFQjCNE_tNQDgSzWlY8Nu1jfuUk3xuNomw&ust=1366713109852507


11 

 

producing more iron than the whole of Europe did up to the 17th Century. An acre of agricultural land in 

China could feed a large family, whereas in Europe the number was closer to 20.  

A western perspective (Adam Smith’s view) 

Adam Smith described China as ‘a country which neglects or despises foreign commerce, and which 
admits the vessels of foreign nations into one or two of its ports only, cannot transact the same quantity 
of business which it might do with different laws and institutions….’. Smith suggested that this left the 
Chinese without the benefits of comparative advantage and international division of labour. Adam Smith 
attributes the dynasty’s collapse from the early 16th Century; a year in which he also described China as 
‘one of the richest…most industrious and most populous countries in the world’, while simultaneously 
suggesting it was ‘long stationary’, listing the foremost contributing factor to this decline as one of failure 
to encourage and engage in foreign commerce and trade. 
 
Conformation of the West’s Ascendancy 

 First Opium War (1839–1842) 

 June 1842 - British Royal Naval sail up Yangzi River to the Grand Canal after British 

opium stocks are destroyed by Chinese officials. Chinese have to pay 21 million silver 

dollars, open five ports to British trade and hand over Hong Kong to British 

 Second Opium War (1856–1860) 

 Chinese seizure of the pirate ship ‘The Arrow’, leads to the British governor of Hong 

Kong ordering the bombardment of Canton; forces to hand over Southern Kowloon. 

What went wrong? 

1. Free Trade 

The turning point of 1424, in which the Yongle Emperor died cannot be understated. Zheng He’s 

missions were suspended, potentially because of problematic fiscal policy in the imperial court. China 

closed up all its ports so only one or two remained open to receive foreign imports such as silver. In 1551 

it became a crime to go to sea in a dual masted ship.  

 

2. Silver Crisis 

Silver, the main form of currency for the Chinese in the early 17th 

Century began to decline in quantity, when the Spanish and Japanese 

dramatically cut their supply into China. This forced the price of silver up 

in comparison to the other medium of currency, copper. Since the 

agricultural workers paid their taxes in silver, they saw a vast decrease in 

their disposable incomes, which brought about riots and inevitably 

rebellion in the form of Li Zicheng.  

 

3. Malthusian Trap 

 

China fell into the Malthusian Trap shortly after the death of Zheng He, when it focused on intensifying 

rice production over manufacture. This was so great that population growth skied above increase in 

technology. In contrast the European powers broke out of it during the Industrial Revolution in around 

1760.  

http://www.google.co.uk/url?sa=i&rct=j&q=silver+&source=images&cd=&cad=rja&docid=hWNRBr-u676BdM&tbnid=MRqV-128bOmUtM:&ved=0CAUQjRw&url=http://www.buyingsilver.org/&ei=V0d4UeelFMKb0QWUjoDYAw&bvm=bv.45645796,d.d2k&psig=AFQjCNHt4YT7Vt1uW6iBQizq2n_8JDSQFg&ust=1366923468057300
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4. Agriculture Crisis 

The agriculture crisis spawned from the Little Ice Age, which brought about particularly cold and dry 

seasons particularly from 1610-1640, shortening the essential growing season drastically. These were 

accompanied with floods and an earthquake in the province of Shaanxi that killed nearly 850,000 people. 

The population decreased by 40% between 1580 and 1650. 

5. Rebellion 

Both the agricultural and silver crisis led to a rebellion against imperial forces, led by Li Zicheng from the 

Shaanxi province. This coincided with an invasion from the Korea, under the rule of the Manchu. It was 

a peasant led rebellion which finally crippled the Dynasty, with the imperial government unable to supply 

the western provinces with grain due to shortages in the nation.  
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HOW DO ECONOMISTS ANALYSE DISCRIMINATION? by Professor Parama 

Chaudhury  

In this Economics Society meeting Professor Chaudhury* gave a talk on “How economists analyse 
discrimination”. 
 
Prof Chaudhury outlined at the beginning of her talk that in any social group men always earn more than 
women – gender differences far outweigh racial differences - from this starting point, Prof Chaudhury 
went on to give an account of how economists analyse pay discrimination.   
 
The table below gives a flavour of the gross pay gaps across Europe – the chart shows that for every £1 a 
man earns in the UK, women are paid 21p less.  The smallest gender pay gap is in Italy.  Prof Chaudhury 
explained this is because in Italy “women only work if they have a good job, whereas in the UK lots of women work” 
 

 
 
Prof Chaudhury then gave an explanation of the wage decomposition technique.  This involves using a 
mathematical formula to analyse factors that influence the wages.    
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The basic formula is then used to estimate separate wage equations for men and women.  
 

 

Prof Chaudhury then gave an account of the summary of her research and presented the society with a 

list of the primary drivers of wage differentials between men and women.   

 

Prof Chaudhury outlined that women tend to have lower experience accumulation throughout their 

careers than men.  This is related to career breaks and childbirth.  However, this is not the only factor 

explaining the gender pay gap.  Prof Chaudhury outlined that one of the primary drivers is often first job 

choice – further research suggest that this may be linked with ambition or the fact that a future career 

break is expected hence careers are chosen accordingly.  Furthermore, research suggests this may be 

linked with pre-labour market choice such as degree course choice.  The research also suggested that 
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women possibly chose to invest less in their human capital because they expect a lower return on their 

investment over their working life.  

Prof Chaudhury concluded that “even though women in the UK are more likely to finish a university degree they are 

often paid less”.  The society then discussed whether or not this was a form of market failure and if there 

was a role for government intervention in the labour market to reduce the gender pay gap.  

This included a review of the hard (eg laws etc) and soft (eg changing attitudes) methods of intervention 

in the labour market.  For instance, the use of role models has been found to be beneficial in USA and 

more needs to be done to encourage women to choose future careers in sectors that are typically seen as 

male.  One area of particular concern is the fact that women tend to opt out of the STEM subjects at A 

level – which can limit future degree options.   

Prof Chaudhury then present the final slide to give her views on where government policy should focus, 

concluding that “whilst there is a role for discrimination law in the workplace it may not be very useful if issues relating to 

pre-labour market choices are not resolved.” 

 

The meeting ended with the society thanking Prof Chaudhury for her time and for giving such an 

interesting and engaging talk.  

*Professor Chaudhury is a lecturer at University College London. Her research interests include labour 

economics, specifically inequality and technological change. Prior to UCL, Prof Chaudhury taught at the 

University of Oxford, and in the US at Dartmouth College and Yale.   

 
 
 
 

  

http://www.ucl.ac.uk/economics/
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HAS UK BEEN BETTER OFF BEING OUTSIDE THE EUROZONE? by Ronak Jain  

             

This essay, produced as a piece of classwork, is reproduced here. 

 

The UK is a member of the EU but has not adopted the Euro. To what extent has the UK 

benefitted from not adopting the Euro in recent years? 

As the EU moved to further economic integration from being a single market to a single currency area, 

the Eurozone, UK decided to remain outside the Eurozone in 2003. Even though UK is still a full 

member of the single market, several factors need to be considered when deciding whether UK has 

benefitted from remaining outside the Eurozone.  

One benefit of the UK staying out of the Eurozone is that it is claimed that the Euro is not an optimal 

currency area (OCA). An OCA is a geographical area in which a single currency would create the greatest 

economic benefit and where each country maintaining its own currency may not be the most efficient 

economic arrangement. The closer integration of economies in such an area would facilitate trade though 

each country would lose its ability to control its monetary and fiscal policy. It can be argued that the Euro 

was never an optimal currency area since it does not have a fairly homogenous economy that can cope 

with a single currency and a single interest rate. In fact the economies that constitute the Eurozone are 

diverse in terms of the goods they produce. For example, whilst Germany is a world leader in exporting 

high quality manufactured goods, Spain relies more on tourism. This diversity makes it difficult, if not 

impossible, to design economic policies or make decisions on interest rate for all these countries. This 

problem is evident today as the low interest rates set by the ECB caused asset bubbles in Spain though 

whilst in Germany this was prevented as unit labour costs were prevented from rising. The countries 

within the Eurozone have not fully converged structurally and this increases the fear that the interest rate 

decisions made by the ECB will not be the appropriate ones for all the countries since one country could 

be experiencing inflation whilst the other deflation. Furthermore, the labour market within the Eurozone 

is not flexible as it labour faces geographical immobility given that countries within the Eurozone have 

different languages and cultures. The Eurozone is therefore too large and hence UK has benefitted from 

staying outside it since otherwise it would have been subject to the decisions by the ECB which may not 

necessarily be appropriate for the British economy.  

However, it can be argued that countries within the Eurozone have benefitted from other ways in which 

the UK has not. Firstly, being in a single currency area allows price transparency. This is because as the 

goods are freely traded within this area and the area has a single currency, prices of goods can be easily 

compared across the countries whilst previously this would have meant converting from one currency to 

another. This facilitates trade for consumers. Secondly, businesses gain from being within a single 

currency area as they do not face transaction costs as they have to convert from one currency to another 

when importing or exporting. This cuts down their production costs and hence producers too benefit. 

Thirdly, due to the cumulative effect of the two advantages described above, FDI is attracted to single 

currency areas since it is easier to trade. This can in turn have multiplier effects on growth as FDI may 

lead to greater employment and greater income which boosts consumption. Therefore, being in the 

Eurozone would have benefitted the UK in the form of increased trade and growth. However, this 

assumes that the Eurozone as a whole will be formed of successful economies and this is not necessarily 

the case. As it has been witnessed in the recent Eurozone crisis, a slump in one of the economies, like 

Greece, has triggered negative impacts on other economies too, Spain, Portugal and Italy. The credit 

rating can be downgraded for the whole single currency area as investors perceive the area as a whole. 

Thus, UK has benefitted from not being a part of the Eurozone which has recently faced economic 
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turmoil with several economies defaulting on their debts. Moreover, it is important to note that the UK is 

still part of the single market and therefore attracting FDI has not been an issue.  

Another benefit of not being part of the Eurozone is the ability the UK gets to set its own monetary and 

fiscal policy without any imposed constraints. A condition under the EU’s Stability and Growth Pact to 

be part of the Eurozone is to have interest rates must be no more than 2% above the interest rate set by 

the ECB. The monetary policy is surrendered to the ECB. Moreover, a condition of being part of the 

Eurozone is not to have budget deficit more than 3%. This puts limit on the economic policies that can 

be enacted to tackle domestic issues. For example, if the UK had been part of the Eurozone, in times 

such as now, when the economy is facing a downturn, the Monetary Policy Committee would have been 

unable to set the very low interest rates of 0.5% which has been the case since 4 years now and to enact 

quantitative easing which has amounted to £375 billion. Furthermore, when the monetary policy is not 

under our control, the only other demand side policy that can be used is the fiscal policy but the limit on 

budget deficit to 3% of GDP restricts the use of this policy too. Therefore, had UK been part of the 

Eurozone, it would have completely lost control over its monetary policy and the use of fiscal policy 

would have been limited which would imply that UK would lose the ability to manage its economy. This 

effect would be most harmful if the UK economic cycles are not synchronised with that of the Eurozone.  

Despite this, it can be argued that the interest rates set by the ECB have not been very different to that of 

the UK and the economic cycles of the economies within the UK and the EU are fairly synchronised. 

This is primarily because the Eurozone and other EU countries are UK’s main export markets and hence 

if they face a downturn then UK’s economy is also affected. Therefore loss of monetary policy would not 

be very harmful. Also, the conditions of the EU Growth and Stability Pact are not met by all countries 

since Greece did not restrict its budget deficit to 3% or its debt to 60% of GDP. Therefore, even if the 

UK would be part of the Eurozone, it would still have some flexibility over its use of fiscal policy as the 

conditions are not effectively enforced. However, this may not be the case in the long run as due to this 

the Eurozone has faced the crisis and it is likely that the conditions of being part of the Eurozone would 

be made stricter.  

A third benefit for the UK economy is having the freely floating exchange rate. Due to quantitative easing 

and low interest rates, the UK sterling is depreciating. This means that the competitiveness of the UK 

economy is increasing in the global economy. This can help the UK to enact export-led growth as 

increasing exports can lead to a shift out of AD provided imports do not increase by the same amount. 

This can also improve UK’s current account deficit. However, this has not already led to an export led 

growth and the trade deficit has been worsening. In fact, the floating exchange rate is said to have 

increased the uncertainty for domestic businesses importing as they falling pound means they have to pay 

more for the products they import. This risks cost push inflation as the supply curve shifts in. This can in 

turn mean increased consumer prices for UK customers. Also UK’s major export is financial services 

which have an inelastic demand and so the UK has not yet met the Marshall-Lerner condition yet where 

the PED for imports and exports exceeds one. Therefore the benefits of having a freely floating exchange 

rate may not be very strong for arguing the case for being outside the Eurozone.  

Joining the euro could have meant more stability and less volatility in foreign exchange markets markets 

as the euro takes into account all countries of the Eurozone rather than only being dependent on the 

exports and imports of one country. However, it can be argued that the single currency has unequal 

effects on the countries part of the Eurozone because Germany benefits the most from the low exchange 

rate of the euro as otherwise the Deutschmark would have appreciated significantly under a freely floating 

exchange rate, reducing Germany’s exports. In other countries, this may be the reverse; for example, if 

Greece had left the euro and returned to the Drachma, its currency would have depreciated significantly 

making it more competitive internationally. Therefore, this once again illustrates that the Eurozone is not 
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an optimal currency area and there is a huge disparity in the benefits of the single currency amongst 

individual Eurozone countries. Furthermore, I believe that the Eurozone crisis illustrated that a single 

currency without a single fiscal union could be very harmful as different countries can differ hugely in 

terms of their deficit and debt levels. Therefore, arguably it would be safer for the UK to enter the 

Eurozone if all other countries fiscal policy was also surrendered to the ECB since then the countries 

would be more synchronised and less prone to one country threatening the prospects of the other 

economies by hiding its true fiscal position.  

Thus, there are several advantages the UK has had by not being a part of the Eurozone although there are 

also certain costs. I think the most important of these is the transaction costs and lack of price 

transparency both of which can affect FDI inflow. However, I believe that the benefits of staying outside 

the Euro outweigh the costs in number and significance. The most significant benefit is the control over 

our monetary and fiscal policies, both of which are essential tools to manage the economy. Losing these 

economic tools and being subject to a ‘one-size-fits-all’ policy of the Eurozone could prove detrimental to 

the prospects of the UK economy. The risks associated with joining the Eurozone have been illustrated 

clearly by the recent Eurozone crisis. The crisis, in my opinion, has not only shown that UK was correct 

to not be part of the Eurozone but also has further decreased the likeliness of UK joining it, at least in the 

short run. Being a part of the EU still bestows the economic benefits of being within a single market such 

as the attraction of FDI and hence the marginal returns of further economic integration would be 

diminishing though I believe that UK should still continue being part of the EU single market. Finally, 

the benefits and costs of joining the Eurozone have only been analysed in economic terms and the 

decision could ultimately depend on political will. 
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