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Foreword
Priyanka Banerjee

It is with incredible excitement that I present to
you the fourth edition of Equilibrium. As ESSA
has strengthened its position as the premier
student voice of economics in Australia, this
publication endeavours to both showcase the
achievements of the society in 2015, and contribute
to its ongoing success.
This year posed a unique challenge in the creation
of Equilibrium as I was on exchange in Paris for
the latter half of the year – precisely when the
publication is compiled and edited. While this
was an initial hurdle, it certainly provided me
with the motivation that I needed to spread out
the necessary work more evenly across the year.
There were emails, messages and Skype calls
aplenty in order to accomplish what seemed to
be a mammoth task – with the time difference
calculations between France and Australia adding
a nice numerical touch to the whole situation.
And finally, after countless hours of planning,
editing and formatting, the work has come to a
close in making Equilibrium 2015 a reality.
Of course, all of this would not have been
possible without the brilliant Publications
teams at Melbourne and Monash. Firstly,
to Lisa Panigrahi and Oscar Han, the
Publications Directors – thank you for being a
source of unwavering support during what was
sometimes a tumultuous year. To Neisha Bond
– thank you for your incredible design work in
making Equilibrium look so stunning. To Tom
Crowley, Olivia Robins, Hugh Oliver and Carl
Buhariwala, the Editors – thank you for helping
me in creating this. To James Maccarrone, thank
you for being my liaison back in Melbourne and
organising all of the behind-the-scenes logistics.

To Richard Lee, Rebecca Satkunam, Stella
Que and Ben Falloon, thank you for your hard
work in creating our first ever ‘Year in Review’
infographic. To the ESSA committee – thank you
for all your help and support, it really has meant
a lot. And finally, my sincerest thanks to all our
contributors – student, academic and professional
– for your insightful and fascinating writing. 2015
saw a record number of contributions from our
writers, from all around Australia, and without
them Equilibrium simply would not have been
achievable.
From here, it is with much anticipation and
excitement that I will be continuing on in ESSA
as the Publications Director for Melbourne in
2016, which is certain to be another installment
of the society reaching new heights.
And so I present to you the 2015 edition of
Equilibrium. It has been an honour to bring
together such an engaged and vibrant discussion
of economics, from a wide range of perspectives.
I hope you enjoy the publication as much as I did
in creating it. Happy reading! •
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From the 2015 Presidents
Ben Ditchfield and David Lee
As ESSA’s fourth year draws to an end, it is exciting
to reflect on the society’s achievements over the past
12 months. We are indebted to Priyanka Banerjee for
compiling this edition of Equilibrium as a memento
for everyone connected with ESSA in 2015.
We have had the honour of working with ESSA,
and promoting its vision. We are proud of our efforts
and achievements in bringing students, academics
and professionals together, to foster an environment
of respectful debate and discussion between the
three, on economic issues of importance.
In its fourth year, our online publication continues
to provide a readily available source of insightful
articles. Contributions from our team of 40 student
and academic writers have offered commentary on
economic, social and political issues. In addition,
the launch of a quarterly magazine at Monash
University has sparked a newfound interest in
economic discussion for many.
We have again brought our members and sponsors
together through our Trivia Night, which sold out
in a matter of hours. The Careers Panel, with the
Economic Society of Australia returned, and the
2015 installment of Q&A, hosted by Mr Michael
Rowland from the ABC further discussed pressing
issues of intergenerational inequality and the future
of energy. The Melbourne vs Monash Economic
Debate drew a record crowd as teams debated the
efficacy of austerity.
We were also thrilled to bring Dr John Daley, CEO
of the Grattan Institute, Dr Matthew Butlin, the
Chair of the Victorian Competition and Efficiency
Commission and Professor Rod O’Donnell from
the University of Technology, Sydney, to share their
insights with the students at a number of separate
events. The new Post-Budget Forum with ALP,
Greens and Liberal club representatives provided yet
another avenue for student discussion and debate.
A reflection on the year would not be complete
without acknowledging the many important people
who have made all of this possible. We thank the

8

Monash and Melbourne Faculties of Business and
Economics for their unwavering support throughout
the year. We thank our sponsors and affiliates
for their support, financial and otherwise, and
especially to our Gold Sponsor NAB in this regard.
We thank our partner, the Economic Society of
Australia, for their ongoing support to ESSA and
to the study and field of economics in Victoria.
We would also like to thank Professor Russell
Smyth, Ms Niki Calastas and Dr Simon Angus at
Monash University for their continued support and
contribution to ESSA throughout the years, and
Associate Professor Neville Norman who this year
concluded our annual Norman Lecture Series. We
wish him all the best in his retirement.
Lastly we extend our deepest gratitude to the
society’s 2015 committee. Our success throughout
the year has been yours, and is entirely the result of
your commitment, passion, ingenuity, hard work,
and persistence. Thank you – for all that you have
done.
It is with confidence and anticipation that we pass
the baton to our 2016 successors. We hope you
enjoyed being a part of our society in 2015, and we
look forward to joining you, as members of ESSA,
in the year to come. •

From the 2016 Presidents
James Maccarrone and Eshan Gaindhar

2016: The Year of the Hedgehog
As the end of 2015 of ESSA’s calendar is celebrated purpose: to innovatively connect like-minded
amongst the festivities of Year In Review, it is a students together to ignite a passionate economics
community that is more informed, engaged and
fitting occasion for reflection.
aware of the breadth of opportunities and unique
As we looked back, and pondered upon our role in multidisciplinary relevance of economics. So long
ESSA’s future, we felt our thoughts aptly captured as every action we undertake in 2016 is maximising
in Jim Collins’ classic ‘Good to Great’ – where we our contribution to this aim, we can surely look back
happened upon the story of the Hedgehog and the at the launch of Equilibrium in 2016 and consider
the year a success.
Fox – expounded by Isiah Berlin:
‘The fox knows many things, but the hedgehog knows
one big thing... the fox is a cunning creature, able to
devise a myriad of complex strategies for sneak attacks
upon the hedgehog...and each day, some version of this
battle between the hedgehog and the fox takes place,
and despite the greater cunning of the fox, the hedgehog
always wins’.

A core component of this program is to continue
to engage with our sponsors – who have been
extraordinary with their support, around building
even better avenues and channels for us to connect
bright and eager economics students with the
numerous careers opportunities which present
themselves.

From creative new additions to the ESSA calendar
which have huge growth potential, such as the
Public Policy Case Competition, to the traditional
entertainment and networking of ESSA’s Trivia
Night, 2016 promises to deliver an impressive array
of events to our members and the broader student
This means that we are excited for 2016 to be a year and young-professional community.
As a fundamental to both economics and ESSA’s
of action with a deliberate focus on our central
philosophy, we will continue to undertake an
expansive program of publications in a multitude
of formats which will stimulate thought, debate
and analysis around the big ideas which govern our
world.
As incoming Presidents for ESSA in 2016 we are
energised, along with the Monash and Melbourne
University teams, by the prospect of helping to
build on ESSA’s first-class reputation, reach and
contribution as a Collins-class Hedgehog.

Thus, with an extraordinarily capable and dedicated
team, we look forward to working with each other,
and will be endeavouring to ensure that everything
that we do as a society is delivering on our core
promise to connect the largest audience of diverse
students with the economics discipline and its
opportunities to make a lasting difference on our
world. •
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Careers Panel

An interesting discussion between professionals in both
the public and private sectors, proving that careers in
economics are about ideas, not numbers.

Trivia Night
10

A Conversation With

An in-depth look into the minds of John Daley and
Matthew Butlin, emphasising the need for economists
to consider political economy.

With MC Daniel Odoi, former CSS
President, it was a night of food,
economics and even a Simpsons
joke or two.

11

Public Policy Case Competition

A public policy case competition
centred on labour force casualisation
and ways for the Australian economy
to move forward.

Economic Debate
12

Q+A

A night of enthralling discussion
on intergenerational inequality
and meeting future energy needs.

A riveting debate on government
austerity, settling only that the
Melbourne vs Monash rivalry will
persist for some time yet.

13
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Internship Program Opportunities
The Department of Treasury and Finance has a limited number of internship positions available
over the 2015-16 summer break. The purpose of the internship program is to provide opportunities
for highly motivated, near-final year university students interested in a future career with the
Department to gain first hand experience in the application of economics in a public policy
environment. Placements will be in a number of teams within the Department on a full-time
basis for up to 12 weeks. Candidates will also be considered for an internship with the
Essential Services Commission.
Victoria’s Department of Treasury and Finance serves government by providing leadership in
economic, financial and resource management. The Department’s vision is a prosperous future for
all Victorians. All Treasury and Finance staff contribute to the Department’s aspiration of an
organisation where staff are challenged to grow personally and professionally, and the organisation
is exciting and united.
The Essential Services Commission is Victoria’s independent regulatory of the electricity, gas,
water and sewage, taxi, ports and rail freight industries. The primary objective of the Commission
is to promote the long-term interests of Victorian consumers with regard to the price, quality and
reliability of essential services.
The positions offer a unique opportunity to build experience and skills in economic and financial
policy analysis and development. Successful applicants will work on a broad range of tasks,
including policy advice, research, analysis and report writing.
The successful applicants will:
•
be highly motivated economics or public policy students, have completed a minimum of two
years of study with at least a credit average in economics/econometrics subjects studies;
•
be in their final or penultimate year of study in 2015 (with a preference for students intending
to complete a subsequent honours or Masters year);
•
be interested in applying economics in a public policy environment;
•
have an eye for detail, knowledge of economic theory and economic analysis;
•
have excellent verbal and written communication skills; and
•
already be eligible to work in Australia.
Successful applicants will be employed under the conditions set out in the Victorian Public Service
Workplace Determination 2012, and will be paid a salary of $46,413 per annum (pro rata), plus 9.5
per cent superannuation. The intern program will run from late November/early December 2015 to
February 2016.
Applicants are required to apply online at www.careers.vic.gov.au and will need to send a covering
letter, a copy of their resume and a recent academic transcript of results.
For further information on these opportunities contact Simon Mulcahy on (03) 9651 2745.
To find out more about the Department of Treasury and Finance or Essential Services Commission,
visit www.dtf.vic.gov.au and www.esc.vic.gov.au.
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Magna Carta for First Australians
Charlie Lyons Jones

In Australia’s quest to have its Aboriginal and Torres Strait Islander peoples recognised in
the constitution, Charlie Lyons Jones explains the importance of the Magna Carta, its long
history and its powerful symbolism.
EIGHT hundred years ago this year, Magna Carta
was written by a number of angry barons who wanted
to have certain liberties protected from the powers of
King John. Enshrined in the document are sixty-three
clauses, three of which are still effective in the laws of
Great Britain.1 The document espouses values which
are held dear in liberal democracies the world over.
Three such values are the separation of church and
state, the right to due process of law, and that nobody
should be above the law.
As noble as are these values, the language of Magna
Carta was gendered. For example, Article 39 states
that ‘No free man shall be seized or imprisoned, or
stripped of his rights or possessions, or outlawed or
exiled, or deprived of his standing in any way …
except by the lawful judgment of his equals or by the
law of the land.’2 In other words, Article 38 of Magna
Carta was written by barons in order to take some
of King John’s and give it to the men of England.
How? By making the King of England subscribe to

in the face of a sovereign. Such an answer transforms
Magna Carta into a text whose principle is universal.
The principle is that everybody is entitled to be free
from a sovereign’s power if such power is arbitrary
and coercive. This is why Magna Carta was used as
a symbol of freedom by those who campaigned for
women’s suffrage in Great Britain.
A good example of Magna Carta’s importance in this
movement of the early twentieth century comes from
an essay of Helena Normanton’s entitled Magna Carta
and Women. The essay was written one hundred years
ago this year and celebrated Magna Carta’s seven
hundredth anniversary. Normanton wrote that ‘[t]he
message which Magna Carta brings to those who can
read into its age-yellowed parchment the story of all the
efforts and thoughts it enshrines from the past, is one
of mighty encouragement and perennial hope.’ 3 Why
was Magna Carta a symbol of ‘mighty encouragement’
for women? The campaign for women’s suffrage was
accompanied by a vibrant debate amongst female

“The question is which people need
self-determination in Australia.”

the same laws as the men of England. In this sense,
Article 38 represents the empowerment of men in the
face of a sovereign. This would be an accurate, literal
interpretation of Magna Carta’s thirty-eighth Article.
The task of being accurate and literal in the
interpretation of a text will only get one so far.
When placing Article 38 of Magna Carta in a
modern context — as is appropriate on the text’s
eight hundredth anniversary — the most important
question would be: does Article 38, and Magna Carta
in general, represent any universal principle or value?
One answer to this question would be that they both
represent the empowerment of an oppressed people
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intellectuals. The task was to ensure women’s role in
history’s grand play was recognised and appreciated.
This was the achievement of Normanton’s Magna
Carta and Women, for it explained, in lucid and
brilliant argument, why women’s ‘…bitter sufferings
as taxpayers, mothers and wives, showed the necessity
for curbing the King’s tyranny.’4
By ensuring that women were not forgotten by
history’s often unforgiving mind, those intellectuals
and ordinary people who campaigned for women’s
suffrage showed that Magna Carta’s principle could
be made universal in fact, not only in principle. Nelson
Mandela found great comfort in this idea of making

Australia

universal the principle of Magna Carta. So much so year during which Captain James Cook sailed a fleet
that he mentioned it in the Rivonia trial at which he into Botany Bay. For a long time these 350,000 people
was sentenced to a life’s imprisonment in 1964:
— those indigenous to Australia — were considered
flora and fauna and had minimal rights.7 Moreover,
“ … Magna Carta, the Petition of Rights [sic.] and when Australia’s constitution was published, these
the Bill of Rights, are documents held in veneration by Indigenous Australians were not considered citizens
democrats throughout the world … I have cherished the by the Australian government8; the privileges of
ideal of a democratic and free society in which all persons citizenship were, for a long time, reserved for white
live together in harmony and with equal opportunities. It men.
is an ideal which I hope to live for and to achieve. But if
needs be, it is an ideal for which I am prepared to die.”5
Fortunately, Indigenous Australians, along with
women and people of whatever background, are now
Mandela’s fine example demonstrated that the considered citizens by the Australian government.
principle of Magna Carta is valuable when understood Unfortunately, the Australian constitution has nothing
in universal terms. His resolve made sure that this to say about its grim past.9 On the 25th June 2015,
principle would empower oppressed peoples the world The Honourable Ken Wyatt tabled the Join Select
over. Let us now take a step back and think about what Committee’s Report into Constitutional Recognition of
else Magna Carta might represent. Most importantly, Aboriginal and Torres Strait Islander Peoples. One aim
Magna Carta is about a people determining that they of the Committee’s was to start debate about whether
have rights which demand respect from a sovereign or not the Australian constitution should remain
for the document would not have existed had the silent on this issue of the Australian constitution
Barons not written it for King John, their sovereign. reflecting its troubled past.10 Another aim of the
In this sense, Magna Carta can be seen as a document Committee’s will be to have a referendum on the
and symbol of the Barons’ self-determination before topic.11 I hope the 25th of June 2015 marked a day
King John.
in which Magna Carta’s powers of self-determination
and empowerment were unleashed in Australia, for
If we apply Magna Carta’s principle of self-determina- Australia’s sake. Only history can make that decision.•
tion to a contemporary Australian context, it follows
that the document might help an oppressed people
find self-determination. The question is which people
need self-determination in Australia. The answer
should seem quite obvious. Roughly 350,0006 people
lived in what could be termed Australia in 1788, the
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Indigenous Housing Crisis
Bori Ahn

Indigenous housing continues to be a longterm issue, with miscommunication between
government, non-governmental organisations, and Indigenous communities. It is therefore
important that we now look for sustainable solutions to create equal opportunities.
Visiting suburbia startles me. At the risk of sounding
self-indulgent, I am confronted by both my handicap
and my privilege with every trip outside of the city
bubble. My handicap is that I am not white. My
privilege is that I am sheltered, and do not usually
have to experience the more vicious drawbacks of
the racism that often comes with it. Although I do
encounter casual racism, it is something else to see
firsthand the systemic neglect of those who are not
able to escape. Indigenous Australians are a prominent
example.
The immediate reaction to bringing up Indigenous
issues is that it is the same old, same old. But while
the problems still exist, strategies employed actually
change repeatedly. In May, the government controversially announced the decision to pledge $2 billion
of the budget1 to Indigenous housing and investment
in remote areas over the next eight years. This includes
the building and refurbishment of housing across
four states and the Northern Territory, plus schools
and jobs programs. It also means the formation of
new national partnership agreements. The National
Partnership Agreement on Remote Indigenous
Housing (NPARIH) is a 10-year project launched
in 2008 and set to expire in 2018. Incorporating the
Strategic Indigenous Housing and Infrastructure
Program, more than 1000 new houses were built, as
well as 3000 rebuilds and refurbishments.2
Importantly, the government has since refused to
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further rebuild or refurbish works. Unless a long-term
lease came to fruition, the Northern Territory
Government had to put a stop to “capital works”,
renewing and replacing buildings to create assets.
This came as a move towards new housing investment
in communities where there is long-term tradeable
land tenure agreements, allowing a mix of housing
options including home ownership.
Now, a new NPA has been established, worth around
$1.1 billion over three years. The investment will be
worth $988.2 million in 8 years, and an additional
$61.3 million over 4 years3, prioritising schooling,
community safety and employment. $4.9 billion
will be provided in 2018 to 20194 for the Indigenous
advancement strategy so its funding does not decline
in real terms because of the varying indexation rates
on the different funding it now encapsulates. It will
also fund the Northern Territory government to
take full responsibility on delivering municipal and
essential services in remote Indigenous communities.
In addition, they plan to build employment related
accommodation in urban and regional areas
There have been major problems associated with
the program in the past. Overcrowding is endemic.
Indigenous people are ten times more likely to live
in overcrowded accommodation5: it is not uncommon
to see twelve people living in a 3-bedroom house.
Houses are often unfit for living in, with toilets that
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have been broken for over a year, no power, no water
and upgrades that take more than a year to process.
Indigenous residents, struggling with this poor
quality housing, are frustrated at the government for
not honouring their commitments.
The new budget has already been deemed a budget
not fit for Aboriginal and Torres Strait Islander
peoples by The National Congress of Australia’s First
Peoples. They call for the government to “’lift its game’
in the way it engages with Aboriginal and Torres
Strait Islander organisations and communities”6,
and it seems governments – both state and federal
– are trying to reduce their responsibility to fund

valued.
The overwhelming current trend is that Indigenous
social housing services are run by state housing
establishments, accompanied by a few Indigenous and
community-run organisations.
Reforming the current housing policy is an immense
task. Service dissatisfaction would be much improved
by more localised, adjustable methods, coupled with
more cross-cultural communication between the state
and charity-run providers. Housing agencies need to
have more face-to-face contact with Indigenous clients,
stressing the importance of personalised exchanges

“There must be more adaptability in
regards to policy interpretation”

community housing.

and building an understanding of cultural norms.
There must be more adaptability in regards to policy
Furthermore, remote communities are emphasised, interpretation and implementation. For instance,
while urban and regional communities fall by the rent policies are often complex and contradictory.
wayside. This is reflected in disproportionate federal This will supersede the existing strategy of electronic
funding. The reality is that 30% of Indigenous communication, limited power of front-line staff,
households live in social housing, and 80% of these and rigidity of policies.8 Neoclassical models are
tenancies are in non-remote communities.7 Residents clearly ineffective when discussing remote Indigenous
do not wish to leave the area – they could not find communities.
alternative housing if they were forced to, which
would only exacerbate the homelessness. Moreover, To better meet the desires of the people they are
they have ties to the people living there. Closing trying to help, the government needs to employ more
the existing camps would mean ignoring the needs Indigenous staff in leadership roles, chiefly service and
of families, including family members from remote policy planning and provision. This would hopefully
areas who travel to access services. Long-term visitors open the dialogue for assimilation of core interests
also need to be accounted for. All of these groups are rather than re-iterating fixed positions. Sustainability
eligible for public housing. Traditional owners of the is likely to be a key point for discourse. Indigenous
land have been offered voluntary leases over public people are more empowered when working within
housing, but the offer was declined. This is a startling programs that foster their culture and caring for the
move. What reasons would they have to reject a land.
proposal that is seemingly directly beneficial?
These are only a few of the vast array of factors that
In this case, the government has clearly demonstrated have been brought up by Indigenous people, people
a failure to understand Indigenous culture and on the ground and academics in the field. Yet these
practices. For example, in some communities, when concerns have not been responded to sufficiently.
the husband passes away, the wife is expected to leave Indigenous housing is a confusing and frequently
the house immediately, never to return and with all paradoxical issue in need of several years of consistent
possessions intact inside it. Of course, social groups attention to multifaceted integration and open lines of
living in similar areas can have completely different communication.
culturally ingrained practices and priorities. However,
some general tenets can be acknowledged and Perhaps only then can Indigenous Australians begin
signposted, at least in terms of housing. Flexibility to gain the many privileges afforded to the rest of us.•
and the freedom to come and go at will are highly
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Population Growth – Prosperity
or Peril?
Benjamin Wee

Conventional economics teaches us that growing the population will increase the size of the
workforce, boost productivity, growth and thus living standards. However, is such a theory
applicable in real life, or is it a convenient myth?
Australia has a rich history of immigration,
drawing people from all around the world to form one
of the most multicultural nations on Earth. Indeed,
the formation of society as we know it has been the
product of key policy decisions and global events such
as the abolishment of the White Australia policy, the
influx of European migration from World War II and
refugees from the Vietnam War. This has resulted in a
diverse mix of people and traditions coming together
to form a truly unique society.

of income tax, GST, and stamp duty as the economy
grows.
Indeed, though growing the population, Australian
can be a ‘bigger’ economy, catching up with other
rich, developed nations in the quest for riches and
prosperity.
But does bigger equate to better?

Whilst Australia has undoubtedly benefited from
From an economic perspective, immigration has population growth since European settlement, the
been an important policy in building Australia into economic benefits are not unambiguously positive and
a young, developed country. Increasing the inflow of can, in fact, become a drag on living standards.
people into the country can ‘grow’ the economy via
several channels. This can work by increasing the Since the early 2000s, Australia has adopted high
amount of labour resources available for production levels of immigration and population growth relative
and providing a wider customer base for businesses, to the historical norm.
stimulating aggregate demand. Attracting a range

“It is not in our best interest to grow
simply for the sake of growth”

of people from various backgrounds adds cultural
diversity and widens the skills base of the labour
force, giving greater flexibility for existing and new
industries.
In a very broad sense, adding to the labour supply
can also reduce the cost of labour and generally boost
competitiveness, ceteris paribus. Specific industries
such as real estate and dwelling construction directly
benefit from greater population growth as greater
housing capacity is required to support more people.
State and federal budget balances also benefit in the
short term, receiving more tax receipts in the form
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This staggering rate of growth is further compounded
when compared to other developed economies. The
intergenerational report shows Australia leading the
way in average population growth year on year relative
to other OECD countries.
Since this period of rampant population growth,
GDP has surged with the onset of the mining boom,
whilst real GDP per capita has now flat lined.
As we can see, population growth has helped the
country as a whole ‘grow’ (produce more), whilst
individual wellbeing remains stagnant. The mining

Australia

boom and increased immigration has failed to Thus, if the government chooses to maintain this
benefit the existing population, with new workers not high level of immigration, it needs to invest heavily
significant improving the nation’s productivity.
in public infrastructure in order to support the
population. Without such ‘capital widening’, we
Indeed, increasing the population simply to maintain cannot maintain our current wellbeing in the long
headline growth does not improve society’s living term, as our existing wealth is diluted and further
standards. Without correct public investment to pressure is added to infrastructure bottlenecks2. As
sustain a larger population, our individual wellbeing a result of this, productive investment into capital
does not improve and will likely make us worse off.
deepening is diverted away from improving efficiency
to maintaining our existing standard of living.3
Without public investment, a larger population
puts a strain on existing infrastructure causing Australia has become a great multicultural nation as
increased congestion on our roads and overcrowding a result of immigration, helping build the modern
on public transport. Whilst big businesses benefit Australian economy to reach great heights in its
from population growth, they are able to here do so short history. However, maintaining existing levels of
without being more efficient, innovating or increasing population growth requires the government to
their productivity.1 This also puts pressure on existing carefully consider the opportunity cost of investing
government services such as health and education. in public infrastructure rather than other forms of
Banks and real estate in particular benefit the most productive investment. It is not in our best interest to
from this as demand for property and mortgages grow simply for the sake of growth. We must consider
increases proportionately with a larger population, our existing and future economic problems and act
pushing up already high prices.
accordingly to ensure a more prosperous future. •
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Water Trading: Past, Present and
Futures
Patrick Healy

Patrick Healy expolores how water shortages in the Murray-Darling basin led to the
development of water trading practices which may soon allow for securities trading of water.
A decade of low water levels in the Murray-Darling
basin culminating in 2007 created mounting pressures
in farming communities. This long stretching drought
led to a large number of desperate farmers to consider
water trading for the first time.

new scheme.
The first barrier was that farming communities
were fearful that over trading could cause adverse
socioeconomic and environmental impacts. This
resulted in these communities putting social pressure
on farmers not to trade. However these effects were
not directly caused by water trading. Rather, they
were brought about faster as water trading allowed
for market mechanisms to react to environmental
conditions.

Water trading is a way of applying free market
mechanisms to water usage. The process has been
gradually developed in Victoria since the 1989 Water
Act which was introduced to address problems caused
by the scarcity of water. The overall aim of a trading is
to allow for the efficient allocation of water amongst a
number of different competing uses.
Because many people in communities were not

“It is essential that there is a balance
kept between market efficiency and
sustainability”
Trading involves the buying and selling of entitlements
to access water. This involves temporary sales, which
allow for short term reallocation of water to deal with
variability of access that can be bought back if needed.
As well as permanent sales, which allow for water
which is being poorly used to be reallocated to areas
where it can be used more productively.
Across the Victorian farming industry, water trading
has helped to remove some of the uncertainty caused
by the scarcity of water. It gives farmers more control
over their water use to cope during times of drought.
This means freedom to make important economic
decisions, like industry entry and exit. . However, as
there were so many farmers who were new to water
trading in 2007, there was overall lack of knowledge
about the process. As they were new in the industry,
many farmers were initially apprehensive about this
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familiar with water trading, these market reactions
were not properly understood. To help overcome this
misconception, communities were informed of the
long-run benefits of the scheme. If farmers across
Victoria were unable to access water through trade,
many would be forced to exit the industry.

The second barrier was that many farmers did not
understand the benefits that the temporary sale of their
entitlements could create. Within communities, a lack
of understanding meant farmers weren’t aware of the
difference between permanent and temporary trading.
This resulted in them putting pressure on each other to
not to trade at all. Their rationale? If they cooperated
they could reduce the individual cost of maintaining
irrigation infrastructure through economies of scale.
However if one farmer in a community defected, the
others could see the financial benefit of defecting. It
was in the interest of non-traders to keep cooperating

Australia

- though they did face a dilemma. Those who were
last to trade faced deflated prices.

which are being considered by researchers. The first
is called options. These give buyers an option, without
obligation, to purchase entitlements over a specified
To help overcome these concerns, the corner-stone period at a pre-agreed price. The second is forward
of game theory, the prisoner’s dilemma, was used to contracts. These are a price agreed upon in the
educate farmers about the benefits of trading. In the present for the future delivery of water. This allows
prisoner’s dilemma, rational choice leads people to act farmers to buy water when the price is low in order
in their own self-interest even though cooperation to meet future requirements. The benefit of allowing
would be more beneficial. There is a diminishing futures to be traded, is that the risk of holding large
return of how much profit can be made using water water entitlements can be spread out over time. This
for farming. Hence, it is in the interest of farmers to helps deal with uncertainty caused by the seasonal
temporarily sell unused water to improve cash flow fluctuations of water.
and receive a higher return from their assets. Being
able to understand this information helped farmers The primary water market is not yet developed
realise that it was in their best interest to enter the enough to allow for a secondary market. Before
temporary water market.
futures trading can be implemented. There needs to
be a consistent flow of market information so that
The lessons learnt from improving trading practices risks can be calculated. On top of this, the delivery
to address water shortages in the Murray Darling of water needs to be more efficient to guarantee that
basin have helped create a more mature market. contracts and options will be met.
This development has been gradual, and careful
consideration has been given to address the concerns While futures trading of water would allow for
of stakeholders and help them to overcome the barriers scarcity risks to be better managed, perhaps it is a
to entry. This has been aided by introduction of water good thing that secondary markets are not yet viable.
brokers which has made participation cheaper and There is not yet regulation to prevent large traders
easier. Also, because many farmers have now been from transferring risks to the environment. As we
trading for some time, they are more at ease with the move into the future, farmers and consumers alike
industry and more open to new schemes. In creating a have to think creatively about water conservation.
larger water market it is essential that there is a balance As our climate becomes more unpredictable, using
is kept between market efficiency and sustainability. economic theory during droughts may aid us. •
Focus must also be given to make trading safer and
easier to access. If traders have the knowledge that
there will be sufficient access to water into the future
this will create security and encourage trading.
As greater numbers of buyers and sellers utilise water
trading, there is the potential for a secondary water
market which trades securities to be developed.
There are two main methods of futures trading
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Are Graduate Jobs Becoming
Harder to Find?
Stephanie Byrnes

Stephanie Byrnes dissects the Australian graduate labour market.
Like many other students in their final year of
university, this year I embarked on the dreaded
process of working out what to do with my newly
acquired human capital. If you were not in the know;
mid-February to late-April is prime time for graduate
applications. Having done quite a few now, I can
confidently say that they are exhausting and, at times,
a little terrifying.

Over the past couple of decades, Australia has
experienced very strong growth in the higher education
sector. Higher education attainment in Australia is
among the highest in the world and is set to climb.
In 1971, only 3% of 20–64 year old Australians had a
university degree; by May 2014, that proportion had
increased astronomically to 57%.4

Whether the Australian labour market can cope
with such high growth in education attainment is
another matter. ‘Globalisation has resulted in greater
‘Outstanding graduates require a combination of strong international competition, off-shoring and less
academic results along with involvement in extracur- certainty regarding future labour requirements [in
ricular activities. They need to be self-starters, thrive on the graduate environment]’.5 This means that there
solving problems and have the ability to learn and be is increased competition for graduate positions across
coached. They must also demonstrate career ambition and the board, and post-study employment prospects
good communication skills’.1
are far less certain; ‘the aggregate stock of graduate
human capital may be too high and some graduates
That’s pretty frightening. When I asked one graduate may need to be employed in occupations which do not
recruiter what they looked for in a graduate she require a degree’.6
said, ‘You don’t have to be Young Australian of the
Year, but it would help’. While we both laughed, I However, the trends in the graduate labour market
was crying on the inside. So, as with other things I may not be explained by supply-side factors alone; on
am unfamiliar with or scared of, I decided to gather the demand-side firms are also playing a significant
more information on the Australian graduate labour role in changing the graduate labour market landscape.
market. I found the best source of information to In a 2013 survey, the proportion of participating
be Australian Graduate Careers.2 Not only do they employers who recruited no graduates in 2013 was
annually undertake the Graduate Outlook Survey3 — 19.3%—the highest since the survey’s inception in
which looks the graduate labour market and graduates’ 2005.7
current prospects—they also have tips for the entire
job application process.
So, I hear you ask, what are employers looking for?
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“People with
higher levels of
education are
more likely to
be employed”

Graduate Intake for 2008-20138

Key issues that affect total number of graduates recruited10
One explanation could be unfavourable economic
conditions. 34.9% of participating employers indicated
that economic conditions were most important in
deciding the total number of graduates they recruited
in 2013, while budgetary conditions came second.9
Essentially, both demand- and supply-side factors
have been interacting to create a crowded graduate
labour market. So, taking all of this into account, why
would you personally invest in higher education? The
costs of higher education include both direct costs—l,
like most other students, now owe a sizeable HECS
debt to the government—and indirect costs, such as
the opportunity cost of forgone earnings.
Nevertheless, education is strongly correlated
with greater labour force participation rates, lower
unemployment rates and higher earnings.11 People
with higher levels of education are more likely to be
employed. 80% of people with a bachelor’s degree and
75% of people with an advanced diploma, diploma or

Certificate III or IV are employed, compared with
66% of people with Year 12 as their highest level of
education and 46% of people with Year 11 or below as
their highest level.12
While there is a lot of doom and gloom in the graduate
labour market, things aren’t all that grim. According
to Graduate Opportunities 2015, 73.6% of employed
graduates were working in their field of study four
months after course completion, while 78.9% were
working in their field of study three years after
course completion.13 Given that the vast majority of
graduates get to where they want to go, I have great
hope that my own dream graduate job is waiting just
around the corner. •

25

Australia

The Murray-Darling Basin		
Authority: A Socioeconomic
Perspective
Joshua Brown

In this article, Joshua Brown explores the newly created Murray-Darling Basin Authority,
and draws some broad conclusions on what the future of the Basin area may look like under
its coordination.
It wasn’t so long ago that Eastern Australia was in
the midst of ‘the millennium drought’, one of the
worst droughts on record. For over 10 years, between
1997 through to 2009, farmers in the Murray-Darling
basin held their breath awaiting the seasonal life
giving rains.
Now, over five years on, the Federal Government’s
new Murray-Darling Basin Authority (MDBA) is
claiming that the ‘long term health of the whole system
is now at risk’1 – a warning made even starker when
one considers that the basin area extends over 14%
of Australia 2 and provides up to 65% of Australia’s

state governments. Provided that the MDBA
remains relatively independent at the federal level, the
same can be said here as well. In effect, this was an
attempt to depoliticise the problem and centralise the
decision making in order to better manage the social,
economic and environmental aspects of the entire
Murray-Darling Basin.
It is worth noting that this is where the Water Act 20074
comes into play as the foundation for the MDBA
Basin Plan. This act identifies an extensive range of
issues and limitations, and provides the guidance
for a macro level management plan that seeks to

“It is the deeper market failure that
should be considered the primary
fault”

agricultural water needs.3 Now, on the cusp of another
potentially devastating drought, the MDBA is about
to be put to the test.

balance5 the social, economic, and environmental
factors required for a sustainable future. Specifically,
and crucial to this balancing act for the people who
rely on the basin, is the measurement of Sustainable
The ‘millennium drought’ brought near disaster for Diversion Limits (SDLs). It is this measurement that
the people and ecosystems of the Basin area that appears to act as the primary constraint on the final
relied on its water supply. Central to this was the fact distributional outcomes outlined in the Basin plan
that the area suffered from aggressive irrigation for between the states and various regions. It is essentially
water intensive commodity crops and dairy, a practice a golden rule for how much water can actually be
that appears to have continued unabated. The primary diverted out of the river and groundwater systems.
fault, however, lies with various state authorities
that took what they could with scant regard for the Unfortunately though, the SDLs, and the Basin plan
other states or the environment. The MDBA was more broadly, are unable to make value judgments on
established in an effort to rectify this market failure, the exact distributions beyond incorporating an Enviand fend off political wrangling from the individual ronmentally Sustainable Level of Take (ESLT). This
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means that dependent ecosystems and water quality
are, at least, taken into account, though this is where
it ends. This is because there is no such sustainable
development limit, or any other social counterpart
against which to balance this environmental
pull. Although this is likely due to the fact that
development and planning authorities still reside with
states, it means that there is still nothing to impede
the boom-bust cycle of agriculture and development
in the Basin area in response to flooding and droughts
beyond a singular market constraint on water use.
This is worrying as there could well be a repeat of the
staggering levels of bankruptcies and farmer suicides,
as developers push limits in the good times, only to
then abandon them in the bad. The finding6, that on
average 9% of suicides in rural males aged 30 to 49 are
attributable to drought, should be cause enough for
concern here. There has also been a shift in government
policy away from water buy backs towards subsidisation
of efficiency improving irrigation systems7. From the
perspective of short term productivity, this is good,
as it means greater productivity for labour and capital
investments – though it ends there. In practice,
farmers are encouraged to take on more debt, which
could potentially cripple them financially, should a
drought hit before they can pay it off. It is further
argued that it will likely also result in less flow back of
water into the actually Basin system, representing an
extra absolute loss from an environmental perspective.

of the cultural and social fabric of local communities
and farming is likely to be exposed to bankruptcy
or heavy indebtedness, leaving the larger industrial
farming complexes, who can afford to diversify their
risk, as the only potential buyers. Although this may
not necessarily be ‘wrong’ in itself, it has the potential
to create communities reliant on large labour
monopsonies – a situation that any economist should
deem as being undesirable on efficiency grounds.
This is all on top of a continued debate amongst the
various interest groups through the MDBA over
which needs should take precedence. Therefore,
although the MDBA is a solid step forward, it is
difficult to believe that it has completely solved the
issue of water shortage in the Murray-Darling Basin.
At best, it would appear that the MDBA and the Basin
Plan can provide an institutional framework through
which these competing interests can be contained and
depoliticised, acting efficiently within the capacity of
a quasi ‘water commodity board’. At its worst though,
they could shroud the issues of the Murray-Darling
Basin under an institutional cloak whilst doing little
to actually limit the social, political, and economic
behaviours that impact the basin.

Unfortunately, it appears that only time will tell what
the MDBA will eventually become – but regardless,
and somewhat paradoxically, state and federal
government coordination still appears crucial to the
wellbeing of Australians affected by the effects of
Finally, a reliance on only one dynamic, the market drought. •
price of water, should also be seen to potentially
leave smaller, poorer farmers exposed to predatory
industrial practices. Should a drought come, much
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Restructuring Corruption to Spur
Growth
Charlie Mei

Corruption is a widespread problem across many, if not all, developing nations. Nigeria
was once a land of promise, only to be wrecked by the wrath of free-for-all government
exploitation. Nevertheless, what can history teach us about economic prosperity and the
structure of a country’s corruption? As fresh elections have brought about a new leader, can
Nigeria finally achieve prosperity and rise as a leading African power?
Nigeria was once a land of promise. The nation
was the world’s leading source of cotton, the largest
producer of oil and a major exporter of peanuts.1
Naturally, Nigeria was tipped to become a leading
African power. But that potential was never realised.
Since 2014, Nigeria’s growth has worryingly gone on
a downhill trend, illustrated in Figure 1.

Corruption Destroying the Nation

The effects of rampant corruption are felt across the
nation. Take public security. A $470 million contract
in 2010 was awarded to the Nigerian government to
improve security across the capital.2 Appallingly,
those funds brought few functioning security cameras
to the capital of Abuja in the fight against jihadist
After breaking from the shackles of colonial rule, the group Boko Haram. In addition to this misuse of
country has been plagued by a plethora of violent, funds, high-ranking commanders reportedly took
bloody military coups. Subsequently, the ineffectual over 50% of budgeted allowances for dangerous field
leadership of Goodluck Jonathan during the activities of their army members.
democracy of 1999 to 2005 brought about widespread
corruption that has continued to stymie growth. In The power industry is another example where
fact, the most recent 2014 Corruption Perceptions corruption has left Nigerians neglected and anxious.
Index ranks Nigeria with a poor score of 27, on a scale Under state ownership, large areas of the country
of 0 (highly corrupt) to 100 (very clean).
were left without electricity for weeks on end. Experts
believe the economy could have grown by two to four
percentage points faster per annum had there been
sufficient power. Outraged, the governor of Sokoto in
2012 questioned the constant power failures, only to
Figure 1: Nigeria’s Annual GDP Growth Rate

Source: Trading Economics
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Figure 2: GDP Growth Rates in Russia v. Indonesia in the early 1990s
Russia
Indonesia

1990

1991

1992

1993

-3.0%

-5.0%

-14.5%

-8.7%

9.0%

8.9%

7.2%

7.3%
Source: The World Bank

be allegedly beaten with a horsewhip.

Shliefer and Vishny believed the structure of
corruption can explain why the two countries had
such a discrepancy in growth.4 In Russia, exploitation
was unrestricted – Communist Party members took
bribes in accordance with their rank in the hierarchy.
With a free-for-all extortion structure, business
owners were left with little more than food scraps.
Desperately short of funds and with no room to
invest, the Russian economy tanked.

Nigerian politicians have also been accused of money
laundering. British police arrested former state
governor Diepreye Alamieyeseigha after laundering
more than $1 million cash in his London home.3 In
March 2013, Alamieyeseigha was only pardoned by
the Council of State, angering ordinary Nigerians.
While the country’s state governors and ministers are
living the dream, the general populace lives without
electricity, in fear, and with a dim future.
In stark contrast, Indonesia’s corruption was rigidly
controlled from above by President Suharto during his
rule from 1967 to 1998. He monopolised corruption
How Best to Deal with Corruption
by firing bureaucrats whose bribe-taking became too
blatant, keeping large-scale profits to his family only.
Yet corruption is a ubiquitous phenomenon across the Doing so assured Indonesian businesses that they
globe. Its presence can be felt from nearby Zimbabwe, would not be repeatedly extorted by varying entities,
where Robert Mugabe is largely blamed for the ‘slow but rather, may only have to pay the Suharto family
genocide’ of residents from famine and HIV, to as far instead. They could then plan accordingly, leaving
east as the organised crime activities in Myanmar. funds available to invest. As a result, the economy
Some countries, like Indonesia, have nevertheless boomed.5
been able to sustain GDP growth rates substantially
over 7% per annum in early 1990s as Figure 2 reveals.
Others, like Russia, have instead crumbled across this
same period.
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A Short Term Solution for Nigeria
In present day Nigeria, small businesses must pay
licence fees that become suspiciously large before
Christmas and Easter. Corruption in the country
is akin to that of post-communist Russia, with
local and other government agencies dipping in as
they please for their share of bribes. In order to put
a lid on such extortions, the nation can do well to
satisfice. Centralising corruption to a single entity,
like Indonesia did, could be a short-term solution
to Nigeria’s growth problems. By capping the
amount politicians and officials can exploit, Nigerian
businesses are at least given a chance to invest and
grow.

On 29 May 2015, the Nigerian people successfully
ousted Goodluck Jonathan to elect Muhammadu
Bahari as the new President. For the first time, the
handover of power was a surprisingly peaceful affair.
Despite attempts to rig the election by both parties,
the vote was largely seen as the country’s fairest and
freest amidst decades of violence and turmoil. And
Buhari appears earnest in tackling the corruption that
pervades the country. With a reformed democratic at
the helm, can Nigeria finally rise from the ashes of
corruption and achieve that elusive prosperity and
greatness? •

“In fact, the most recent 2014
Corruption Perceptions Index
ranks Nigeria with a poor score of
27 on a scale of 0 (highly corrupt)
to 100 (very clean)”
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Turning Point for Exploration

Jacob Stone

The impact of globalisation on the resource sector has created many problems for
multinational conglomerates operating out of Australia. This article highlights the point in
history when the mining sector, in Australia and abroad, recognised the importance of social
and environmental sustainability and obtained a “social license to operate.”
The geo-economic paradigm of the pacific region
shifted significantly in the latter part of the 20th
century as a result of increased foreign direct
investment. It seems the world we live in now has
become very diverse and there is therefore a need to
recognise the importance of differing cultural and
social systems in an economic context.

incurred as a result and how this process can be
avoided in the future.

Whilst other sectors utilise triple bottom line
reporting in a different manner, the impact of the
mining sector is inherently difficult to quantify. These
social and environmental costs can be measured by
the financial detriment suffered by companies after
The extraction sector in Australia — and the they are incurred, for reasons related to localised
world — learned much from the experiences of the conflict with those directly involved and consequent
Panguna copper mine in Bougainville, Papua New asset write-downs, mediation expenses and any costs
Guinea. Corporate Social Responsibility (CSR) incurred in returning land to its previous use.
and obtaining a ‘social licence to operate’ prior to
beginning operations — in exploration projects At the time of the opening of the Panguna copper
abroad — is essential. This concept stresses that a mine in 1967, there were impediments to success
corporation must gain consent from the surrounding that stemmed directly from an unequal distribution
communities before it begins operations. Receiving of income amongst traditional landowners. In
this consent impacts positively on the bottom line of particular, conflict arose over the form of rents offered
an organisation wishing to invest in this sector. The and compensation given to those affected by the
legacy of Bougainville Copper Limited (BCL) — a mine. Although BCL believed they had taken every
subsidiary of Rio Tinto, will be used as a framework conceivable step to act socially, ethically and environfor the following discussion.
mentally responsibly, this was far from the case. There
was a misappropriation of profits with the majority
Triple bottom line reporting strives for greater going to the Papua New Guinean government, whilst
social, economic and environmental accountability the geographically remote Bougainville (culturally
through the disclosure of an organisation’s impact on and ethnically dissimilar to the rest of Papua New
these areas. As with most concepts that require the Guinea) saw little of the profits.
private sector to divulge sensitive and often complex
information, it has not been without consequence and Furthermore, the system of rent sharing was far
has not risen to prominence. It forces decision-mak- too rigid and did not accommodate for the eventual
ers to measure externalities of production, the costs deaths of female landowners and the impact of land

“BCL’s experiences are proof of
the adage that accountability is
progress”
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ownership changes through the matrilineal system.
Naturally, landowners turned to BCL for assistance,
but it was unable or unwilling to stand up against
the national government for more equitable benefit-sharing on behalf of landowners and the provincial
government. It became apparent however that BCL
would suffer irreparable damage in the long-term for
not advocating for these causes.

product of which could create a political and economic
conundrum.

BCL’s experiences are proof of the adage that
accountability is progress and that there is an intrinsic
need to acknowledge the importance of gaining a
‘social licence to operate’ in today’s globalised world.
Whilst the world had yet to embrace such policy prior
to Panguna, they certainly did thereafter. Panguna was
A cessation of production in 1988/89 following ‘eth- a turning point in history, where the appeal of natural
no-nationalist demands precipitated by localised resource extraction abroad could be pursued only on
grievances about the Panguna copper and gold mine’,1 the basis that social and cultural considerations were
led the Papua New Guinean government to intervene given more weight — a practice achieved primarily
to quell the attacks on the mine. Unfortunately, the through greater CSR and triple bottom line reporting.
historical tensions between Bougainville and Papua
New Guinea engendered a ‘revolt’.2 This tension Whilst the stigma that surrounds triple bottom line
originated from English colonial policy that led to the reporting is unwarranted, some in the private sector
inclusion of Bougainville within the newly formed continue to be ambivalent about it. In the future, we
state of Papua New Guinea despite its cultural and can only hope to reflect upon the experiences of BCL
ethnic alignment with the Solomon Islands.
as an unfortunate reality, and one that taught the
mining sector about the importance of people, culture
For BCL, the losses incurred during the fiscal years and corporate governance. •
1988/89 were significant as the company’s first ever
net loss of $20.6m was made in 1989, largely due to
operations being disrupted. Once operations ceased
this was followed by a $350m impairment of mining
assets in 1991. A subsequent and final impairment of
$198m in 2014 reduced asset values down to zero.3
Additionally, BCL suffered the loss of over 25 years
of operational profits due to the premature closure of
the mine. As it appears today, a resolution will not
be achieved without significant compromise — the
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Supranational Government

Leon Obrenov

The intense scrutiny of the European Union this year has rendered its weaknesses clearer,
prompting Leon Obrenov to explore the very notion of supranational government.
Since 2008, the Greek economy has been in a state
of near-constant implosion. The debt crisis it faces has
only been compounded by poor political and economic
decisions by a raft of European institutions. The whole
saga has raised numerous macroeconomic questions
of great import. Is austerity a socially responsible
method of dealing with debt crises, or is debt relief
a better path? Does austerity even work in every debt
crisis, or are there practical limits to its effectiveness?
These questions are likely to occupy the minds of
economists for years to come, and their solutions
are certainly important for our future. However, the

some of their authority to a higher tier of government
which they collectively construct. This transnational
tier of government, working with this ceded authority,
is ostensibly required to make decisions like any other
tier of good government. In other words, it attempts
to achieve the same three goals that any good
government generally seeks to achieve. However, as
a form of supranational government, the EU is sorely
lacking.

Greek crisis hasn’t just posed economic questions.
Underlying the financial saga is an important political
question: is the Eurozone, and indeed the European
Union (EU), viable?

wealthy nations in Europe. While poorer nations can
extract some small benefit from the alliance, they
pale in comparison to benefits more powerful nations,
including Germany, can reap. While the EU is unique
in that it allows for popular elections across national
borders, many of its institutions are not accountable
to much else other than the decidedly undemocratic
and unaccountable technocracy in the background.
The Eurozone, the common currency bloc within the
European Union, suffers many of the same design
flaws, and is itself a poorly designed currency union.
It has offered very little to counteract the economic
consequences for a number of nations switching to a
higher value currency, which has unsurprisingly led
to, amongst other things, an increasingly problematic
lack of competitiveness.

It falters on the first goal, because the EU, as a
vehicle, is really designed primarily to benefit already

“The question that the current
Greek crisis raises becomes one not
of viability, but of cause”

Generally, the goal of good government is
three-pronged. Firstly, it seeks the greatest good for
the greatest number of citizens within its domain,
while taking care to avoid the tyranny of the majority.
Secondly, it seeks to balance the efficiency of executive
authority with the accountability of democracy so
as to create a structure that is neither pathetically
inefficient, nor so unaccountable that it may act
harmfully without cost. Finally, it tries to balance
the long term good with the populist myopia of the
present.
The EU is, essentially, a form of supranational
government, smaller in scale but greater in domestic The question that the current Greek crisis raises
power than the United Nations.
becomes one not of viability, but of cause. How is
it that the admirable ideal of a unified Europe, the
A supranational government is a form of government so-called ‘European project’, could become such a
wherein a number of different nations agree to cede poorly designed construct as the European Union?
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Within the very basics of consumer behaviour theory
lies an assumption that bears true most of the time in
reality. This assumption states that when you present
a choice between two baskets of goods to a consumer,
and one basket has strictly more of every good in it, the
consumer will always prefer that basket. Importantly,
the option of having more of everything can be
considered analogous to having more opportunity,
at least in an abstract sense. Moreover, it does not
seem immoral to want to have more opportunity for
yourself, or your family, or your children. The desire
of parents to ensure that their children have every
opportunity to achieve comfortability in their lives is
rightfully considered important.

off a collection of perfectly moral decisions, desires
to maximise the opportunity available to its citizens,
even, if necessary, at the expense of other nations
(who also want to do the same).

Most people don’t consider this as a consequence of
their decision making process, and when that decision
making process becomes one shared by an entire
nation, we find ourselves with a nation that, based

The fact that the European Union, the most obvious
form of supranational government attempted yet by
humanity, is buckling, in no way invalidates the goal of
supranational government. Supranational government

The social manifestation of this desire is nationalism,
and it is the reason why the European Union falters as
a supranational government. In my view, the reason
that the European Union, and the Eurozone by
extension, is beginning to buckle is because the spirit
of the European project was never really there.

While individuals and nations professed to believe in
the common benefit of a unified Europe, nationalism
ensured that the goal was always to maximise the
The problem inserts itself, as is often the case, when opportunity one’s own nation could extract from the
one scales this decision up from the micro to the union, while minimising the amount of opportunity
macro level, from the level of the individual to that of one would have to give away. In effect, the goal was
the society or the nation. It is unfortunately the case always selfish, and while the alignment of selfish
that opportunity is largely a finite resource, which goals was enough to create the European Union, it is
means that for one person’s opportunity to increase, not enough to sustain it. That can only be managed by
another’s must decrease.
a true belief in the European project.
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“It is unfortunately the case that
opportunity is largely a finite
resource”
is the only system of human organisation which But just because the road is complicated, and our first
truly enables us to reap the benefits of globalisation, attempt has been less than stellar, doesn’t mean we
unhindered by a nationalistic sentiment that seeks should give up on the ideal. •
to limit our capacity to collectively and efficiently
create greater opportunity for all. A well-designed
supranational government is actually extremely simple
to conceptualise. Hold in mind the relationship
between a well-designed federal government and its
regional counterparts (in Australia, these would be
states), and just imagine an equally well-designed
tier of government above the federal tier which seeks
to do many of the same things between nations that
federal tiers of government do between regions.
Though this ideal supranational government is
admirable and greatly desirable, for its social, economic
and political boons, it is unfortunately as unlikely as
most other ideals to ever happen. When given a choice
between a complex path to enormous opportunity,
and a far simpler path to sufficient opportunity, too
many people, for altogether respectable reasons, will
choose the latter.
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US Banking Crises and their
Influence
Alexandria Woodruff

The GFC was the first major financial crisis of our generation. It was most likely a major
influence in the choice to study economics. Questions arose as to how this could happen, how
banks can fail, how banks can be too big to fail, and how we can design a system where this
will never happen again. An undergraduate degree later, Alexandria Woodruff started to
understand that the US economy was built on banking crises.
From the 18th century to 2009, the US has
experienced 35% of the world’s banking crises. It is
clear this is an over-representation, considering as of
2013, the US only had 19% of the world’s GDP.1 The
US has been uniquely crisis-prone, and this has been
attributed to its banking sector structure and diverse
policy environment.2

there was a significant decline in stock prices, along
with an increase in liabilities of failed businesses.
Interestingly, in this earlier period, the U.S. did not
experience nationwide banking crises with the threat
that depositors (large or small) would withdraw their
money at a whiff of banking decline acting as an
incentive for banks to behave prudently.5 The early US
banking system was unique.

A banking crisis can broadly take two forms – an
exogenous shock or depositor withdrawals. Historically The development of economic thought on the origin
they rarely coincide with each other.3 An example of of banking crises is ongoing and perhaps overly reliant

“The Great Depression changed the
perception that banks were stable”

on the experience of the US. There have been many
surprising economic concepts that have stemmed from
these crises. For example, following a series of panics
that spread throughout the US like the Panic of 1901
and 1907, the US set up a central bank (the Federal
Reserve) in 1913 for the purpose it is used today6,
making the US the founder of the modern central
bank concept. These systemic panics are now thought
to be caused by the large quantity of state banks that
An example of the depositor withdrawal crises was were “undiversified, insulated from competition and
the Panic of 1907 which was caused by a liquidity unable to coordinate their response to such panics”7.
crisis at the Knickerbocker Trust Company leading This environment was not seen in other countries, but
to depositor runs on many banks. To put a stop to the nonetheless led to central banks in the model of the
panic and most likely protect themselves New York Federal Reserve popping up globally.
banks arranged to save all sickened banks bar two.4
The Great Depression changed the perception that
Panics became so common in the U.S. that after the banks were stable. This change in perception led
U.S. civil war such a panic would occur any time to reforms including restriction on bank activities,
the exogenous shock form of banking crises was the
Panic of 1901, endured by the US. The cause of this
crisis was the crusade by the then Chairman of Union
Pacific to gain control of Northern Pacific Railway.
He attempted to buy a large quantity of Northern
Pacific stock leading to major flow on effects to other
stocks, and panic selling by smaller investors ending
in their ruin.
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such as the separation of commercial and investment
banking, targeted bank recapitalisation, and limited
government insurance of deposits. People were once
again becoming sceptical of banks. Friedman and
Schwartz developed the Friedman-Schwartz theory
after they observed the ongoing cycle of US banking
crises8: that banks are inherently unstable due to
depositor panic that causes contagion. From this
view, it seemed clear that the only solution was for
government backed deposit insurance to manage the
inherent unstable nature of hanks, and protect banks
from depositors wanting their money. Government
backed deposit insurance schemes were adopted the
world over.

The GFC proved once again the US’ might in creating
an astonishing rapid and financially ruinous banking
crisis. The bailouts and claims of too big to fail are
a throwback to the disproven Friedman-Schwartz
theory. Solutions like this will arguably cause moral
hazard that will continue to provide no incentive for
banks to avoid a crisis in the future. •

In the latter part of the 20th century it was undeniable
that the government backed insurance schemes did
not solve the inherent instability of banking. It in
fact, they became a source of it. Empirical research
into banking crises in this time has now produced a
consensus that bank liabilities need the risk of loss to
encourage prudence. The Friedman-Schwartz view
was in fact based on an aberration from the natural
state due to the unusual macroeconomic stability
of the period in which the view was formulated.
Government backed insurance schemes create a
situation in which banks are not susceptible to normal
bankruptcy laws, and as a result, have no incentive to
ensure enough liquidity to pay out all depositors.9

37

Economic Thought

A Basic Income: Money for
Nothing?
Sam O’Connor

Imagine being paid thousands of dollars every year by the government to do…nothing. It
sounds like a pipe dream, but it’s actually a serious idea that’s a potential solution to poverty,
inequality and unemployment. However, is it really worth it? Sam O’Connor explores the
pros and cons of a basic income for all.
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Imagine a world where nobody had to worry about
having a job in order to live (relatively) comfortably.
Imagine a world where artists, writers and creators,
without the need to earn a wage in order to live
comfortably, could spend all of their time contributing
to the enhancement of human culture. Imagine a
world where nobody lived in poverty, because an
annual income was guaranteed to them simply by
virtue of existing.

Theoretically, any adult Australian would receive
this payment, regardless of their employment or
income status. The concept of a basic income has been
advocated for some time. In the 1960s, both Milton
Friedman and Martin Luther King Jr endorsed
a UBI as a measure to reduce poverty.1 In 1969, a
basic income known as a ‘negative income tax’ was
proposed by then US President Richard Nixon, but it
failed to pass Congress.2

Proponents of a universal basic income (UBI) portray
this as a world that can become reality through the
introduction of such a scheme. What this consists of
is very simple: every year, every person would receive
a sum of money from their government, with no
restrictions. Ideally, this amount would be enough
to provide the means to help families live above the
poverty line, but not so much that providing such
an income would dissuade too many people from
working. This payment would replace many current
transfer payments.

Advocates argue that a basic income is necessary
in order to compensate for the future loss of many
low-income, low-skill jobs to automation. Take,
for instance, the rise in self-service checkouts at
supermarkets, or automated service in fast food
outlets. Jobs at the supermarket checkout or the local
McDonalds predominantly employ society’s more
vulnerable. If, in 10 to 15 years, these jobs no longer
exist, rising unemployment may increase the number
of people living in poverty. To combat poverty, a basic
income has been proposed as a potential solution by
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economists such as Robert Reich.3 One 2013 US study
argued that by providing a basic income of US$3000
a year, 16 million Americans would be lifted out of
poverty, at the cost of US$930 billion, equivalent to
5.7% of USA’s Gross Domestic Product.4

Furthermore, successfully implementing a UBI would
be difficult. Taxes could be increased to pay for a UBI,
in the hope that the basic income would make up for
the loss in aggregate demand caused by the tax hike.
Alternatively, the basic income could directly replace
the current welfare system, but this would create its
A UBI is one of the few policy areas which both own problems. Single parents with multiple children,
the left and right of politics can potentially support. and those with permanent disabilities, would need
Right-wing advocates for limited government argue extra support from government, regardless of whether

“A universal basic income is a radical
solution to the problems of poverty
and homelessness in our society”

that a UBI streamlines welfare and gives people
freedom to make their own decisions. Left-wingers
like the idea of a UBI because of its potential to help
lift people out of poverty. In recent years, the idea of
providing everyone with a guaranteed income has
gained some support. Switzerland plans to hold a
referendum on introducing a basic income in the next
few years, tentatively scheduled for 2016 or 2017.5
However, this is not to say that there is no reasonable
opposition towards such a scheme. The most obvious
and common argument against a basic income is that
it would make it easier for people to drop out of the
workforce. With a regular payment flowing in from
the government, it suddenly becomes a lot easier to
stop working and simply live on the payment alone.
The very introduction of a basic income could create
a situation where it eventually becomes unaffordable
due to lower income tax revenue from people stopping
work.
A universal basic income is a radical solution to the
problems of poverty and homelessness in our society.
However, it is debatable as to whether it would be
especially more effective than the status quo. One of
the advantages of Australia’s current welfare system is
its efficiency. Australian cash transfers and benefits are
targeted far more towards the poorest 20% of society
than any other advanced country, according to the
OECD6. If the current welfare system was replaced
by a basic income for all, without means testing,
a considerable amount of money might be paid to
people who do not require government support.

the basic income was available or not. However, this
may be balanced out by the non-material benefits
of such a scheme. Artists and creators might have
more time to create works that add to cultural life,
and people who previously lived in poverty would be
reassured that they would not go hungry. Aside from
its ability to theoretically eliminate poverty, many
other potential benefits of a basic income are largely
non-material.
Nonetheless, parties and advocacy groups that lobby
on behalf of a basic income have sprung up all over
the world. The British Green Party advocated for a
‘citizen’s income’ at the 2015 general election7. In
Australia, Basic Income Guarantee Australia, based
out of the Queensland University of Technology,
promotes a UBI as a ‘just path to poverty elimination,
economic security and solidarity in Australia and internationally.’8
Overall, the concept of a basic income is a potentially
useful tool in fighting poverty. However, it is not a
policy cure-all, and any implementation of a basic
income would need to be done gradually and carefully
to ensure that it is fair, effective and affordable. As
things currently stand in Australia, there is no pressing
need to reform our welfare system in favour of a basic
income. Yet it could prove to be a policy worth serious
consideration in years to come. •
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The Evolution of Sharing
Anisha Kidd

The sharing economy is becoming ever more present in our lives. But it begs the
question if this is a recent phenomenon or was it there all along? Anisha Kidd writes
that sharing in online communities was there from the start, although the recent flood of
technological innovations has come to fundamentally change what it means to share online,
to our economic benefit.
It is hard not to get caught up in the rhetoric of the
‘sharing’ economy. It is embedded with notions of
community, ethical consumerism, environmental
consciousness, a return to the ‘old days’ and a general
‘stuff you’ to ‘greedy market incumbents’ which is
increasingly rousing the online masses into avid
applause (or at least heaps of Facebook likes).

We had everything from file sharing services like
Napster that created a new frontier in distributing
and storing data, to socially sourced production like
Wikipedia that tapped into decentralised information
networks.

Perhaps the most striking example given was that
of the SETI@home program. Launched in May
Heralded as the next big thing since the Industrial 1999, the SETI@home program was designed to
Revolution, the reinvention of conventional investigate extra-terrestrial life through analysis of

“The Internet was enabling a wealth
of value-adding social sharing and
exchange that posed a real challenge
to our economic models”

marketplaces, and a challenge to mass consumerism,
it is hard to ignore. And as we eagerly log online to
fund a new Kickstarter project or rent a room in Paris
on Airbnb, it certainly appears that this phenomenon
is here to stay.

radio transmission. What appeared like a huge task
requiring significant computing capability was all
but overcome by the utilisation of idling assets, a
common feature of sharing economies today. The data
to be analysed was cut into small chunks and then
disseminated across a community of home computers
Hindsight in the digital age is a fascinating endeavour. - who contributed idling computer resources when
With the wealth of online resources, you can they weren’t in use.
almost witness again the evolution of an idea from
conception to execution. That was the feeling I had In what Yochai phrased as its ‘decentralised and
as I watched a non-HD TED talk dating back to July non-market functionality’, the Internet was enabling
2005 that eagerly hinted at the growing social value a wealth of value-adding social sharing and exchange
embedded in online networks. Presented by Yochai that posed a real challenge to our economic models.
Benkler, Professor of Entrepreneurial Legal Studies He was adamant to add however that this developing
at Harvard Law School, the talk, titled Open source technological and social movement was threatened by
economics, highlighted the numerous achievements the industry incumbents as much as it threatened industry
Internet had to claim by tapping into social networks. incumbents - pointing towards music industry titans,
encyclopaedia publishers and software engineers.
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Jump forward 10 years and much of what Yochai had
to say resonates in the economic evolution that we are
currently experiencing. A host of start-ups (although
start-up is a little misleading since many of these
organisations are far from infancy) are all tapping
into social networks embedded online to create
new marketplaces and new economic models intent
on capturing our social tendencies in increasingly
efficient ways.
Today they’re heavily market- and transactional-based
presenting new opportunities for individual suppliers
and individual demanders to present themselves in
decentralised and distributed economies. We can
share or buy or sell houses, cars, money, dogs, tools,
and even time and skills at the click of a button.
So what exactly am I talking about? ‘Collaborative
consumption’ was a phrase coined by Rachel Botsman,
a leading thinker of the power or collaboration and
sharing and thus a recommended source of reference
for some useful definitions. Over the past few years
the notions of ‘collaboration’ and ‘sharing’ have been
readily interchangeable in the characterisations of new
technology-based marketplaces and networks and yet
each poses a slightly different idea.

left gathering dust as you’re left watching grass grow thus both pose efficiency gains in an economic sense.
Botsman states that the ‘collaborative economy’ is
defined by its decentralised economic network that
directly connects ‘need-ers’ and ‘have-ers’, whereas the
‘sharing economy’ is defined by its economic network
that does as expected: allows users to share to their
economic gain.
This brings us to our Etsys and Airbnbs. As Yochai
alluded to, both have posed significant challenges to
market incumbents. The growth of online shopping
continues to impose challenges to traditional retail
models, and increasingly everyone from hotel chains
to banking institutions are likely to be caught up in
some dispute about the conduct and regulation of
these new players.
And with good reason. Today Etsy has annual gross
merchandise sales of $1.93 billion (2014) - boasting
32 million items for sale amongst millions of sellers
and buyers. Airbnb has demonstrated even more
phenomenal growth, trumpeting over 40 million
guests, in over 190 countries.

Certainly, technology has an important role to play
in all of this. As a super-enabler, technology has
Both tap into the use of goods and services that are been fundamental to the success of emerging social
in some way underused. Consider a car left idling at platforms.
home while you take the train to work, or a mower
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In addition to impressive operational efficiency gains economic gain it is difficult to fathom, even facing a
and the online communicative and computational stronghold of incumbent industries, the wave of social
tools it provides, technology’s recent success has been sharing coming to rest any time soon. •
to overcome trust issues central to limiting the expanse
of social exchange. Faced by the question of trust, the
notions of car sharing, house sharing, dog sharing and
the like take on a naturally ominous tone. However,
advances in reputational feedback mechanisms and
ratings systems embedded in online networks are
at the core of minimising or even eliminating these
economic barriers. So much so that there is even
discussion of a new economic product - reputation
capital – which, once quantified and aggregated
online, can provide real-world value.
All of this points to a changing model, a new
economic age. Although many of these markets are
still very young there are undeniable gains being
made in everything from economic efficiency to
environmental conservation to downright handy and
convenient functionality. And in the face of such
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Reflections on Economic
Teaching
Matthew Rao
As Matthew Rao’s time studying economics at university comes to a close, he feels like it is
the right time to review his experience and point out the problems that need to be addressed
in order to improve student satisfaction.
The impending end of my degree has prompted
me to review my experience of studying economics
at university. It is a discipline with much that is
captivating and, after four years of studying it, I can
boast proudly that it has captivated me. It disappoints
me, however, to qualify that this has occurred
due solely to experiences outside of my university.
Conversations with my fellow students suggest that
this disappointment may be widespread. It therefore
deserves to be expanded on. My experience has left
me with an impression, though far from perfect,
of what might need to change to leave economics
students more satisfied. One of these changes, a focus
on economic pluralism, was the subject of my article
in the last edition of this publication. This article
focuses on a second: a greater focus on the normative.

Microeconomics subjects were dominated by the
maximisation of consumer utility, macroeconomics by
general models of output and growth like IS-LM and
Solow. I could see the importance of these, but I knew
they were not the perfect summation of economics.
Where was the history of economic thought? Where
was the analysis of the impact of economic policies in
different countries? Where, in the wake of the GFC,
was analysis on the role of financial markets?
On the microeconomic scale there was an extremely
narrow focus on the maximisation of consumer utility,
and on the macroeconomic scale, on the general
impacts on output, of changes in certain variables
within models such as Solow and IS-LM. As
important as these are, it is not the perfect summation
of economics. There was very little focus, if any, on

“There is a trend in economics to
shape it as more akin to a natural
science than a social science”
First, some context. After completing VCE, I had my
heart set on studying economics. I began my course
with an enthusiasm that seemed only natural. I felt
as if I was embarking on a journey that would equip
me with the tools I needed to understand the complex
world of economics which had captured my interest.
I couldn’t wait to begin. Some disappointment, then,
when I found myself memorising select models from
one particular school of economic thought.

the history of economic thought, on the impact of
economic policies in different countries, or even on
the role of financial markets, which seems criminal in
the wake of the GFC.
But as much as there needs to be a pluralist revolution
in what is taught in economics, there also needs to be
a change in how it is taught.
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There is a trend in economics to shape it as more hand, unlocks the contest of ideas which makes the
akin to a natural science than a social science. That discipline so attractive.
is, economics is sometimes taught as if its truths are
objective and determinate.
The next step for me was to engage in this contest
of ideas by entering into discussion with like-minded
But this indeterminacy was the very thing that attracted people. Over the last couple of years, when debating
me to economics in the first place. The fact that there and discussing issues with my fellow writers at ESSA,
are questions yet to be answered, such as “How much often in an informal manner, I have taken more joy
power should the state have over economic affairs?” and excitement than from any tutorial class I have
or “Do we want to live in an egalitarian society or been subjected to. The interaction with people who
an individualist one?”, was exactly what I found so may think differently to myself has not just opened
exciting.
my mind to different ideas, but it has sharpened my
own arguments and understanding.
But instead of discussion, what I encountered was
lecturers and tutors who taught subjects as if the So why is this so hard to come by in a university
answers to these questions were pre-determined, and tutorial room? Here you have like-minded people, in
the only task for us was to learn the models. But what an informal setting, with up to or over an hour sitting
is the use of undergraduate students learning the in the same room. Why, instead of summarising
models when they don’t yet know how they want to the previous week’s lectures, not just allow for open
use them? I couldn’t find discussion of these questions discussion? Why not discuss the ideas themselves, in
at my university so I resolved to look for it elsewhere. addition to tutorial exercises? There is an alarming
lack of student input in most economics classes.
Reading the work of and listening to the speeches
of notable economists, I found insightful and diverse This again seems to stem from the idea that economics
economic analysis, from the right-wing Friedman to is a science with unalterable conclusions. Even the
the left-wing Stiglitz.
most strident economist theses days wouldn’t dare
say that any economic theory is infallible. Economics
Note that the use of the terms ‘right-wing’ and needs to shed itself of this undeserved self-righteous‘left wing’ don’t seem out of place when applied to ness and realise that it is more akin to philosophy
economists, as they would if applied to physicists or than to science. Therefore, as in a philosophy tutorial,
chemists. This speaks to the importance of political and scepticism and debate should be central.
philosophical thought in understanding economics.
For example, Friedman’s focus was on reducing Regardless of whether the university economics
the role of government in the economy, whereas experience does get the makeover it needs, one thing
Stiglitz is disparaging in regards to the free-market will remain certain: economics offers so much to
fundamentalist dogma. Without knowing the political young minds by way of illumination of the world
context behind their research, much of their message around us and of ways to change it. It would be a
is lost. Understanding political context, on the other crime to squander this opportunity. •

44

Economic Thought

Irrational Economics:
The Untold Story of the
Global Economy
David Hurley

Economic analysis typically hinges on tangible factors such as debt, growth, and
production. David Hurley takes a deeper look into the subject which suggests an alternative
to the mainstream narrative.
It seems like economists speak a different language —
talk about debt, growth, and assets is commonplace.
Phrases like ‘GDP per capita’ or a ‘rational consumer’
are typical in undergraduate degrees around the
world. Ask the average person their view of the field
and they might say something similar about the core
focus of economics. But an examination of the root of
the profession throws up a different story. Economics
is, at its heart, the study of people. Hopefully this isn’t
news to anyone — despite fighting the tag, it is still
classified as a ‘social science’.
Economics seeks to explain how people might react to
certain situations; it postulates that human behaviour

trust. The thread of this idea runs deep into the
history of economics. Keynes, in his General Theory
of Employment, Interest, and Money, introduced into
economic literature the idea of ‘animal spirits’, which
are typically thought of as contagious sentiments
not based on rational analysis. Keynes identified
them simply as a ‘spontaneous urge to action rather
than inaction’.2 The influence of animal spirits, or
irrational forces in general, cannot be overstated.
Financial crashes are hinged on the spread of panic
throughout the financial world — investors become
worried about the sudden panic, and may choose to
liquidate their own assets simply due to the spreading
fear. Confidence in the strength of the market is all

“Trust and confidence are at the core
of this complicated system”
is somehow predictable (hence the ‘rational’ consumer).
Subsequently, the profession is often accused of being
unrealistic, narrow or, in the most extreme cases,
‘useless’.1 These criticisms have merit. Whether it is
recognised or not, the global economy runs primarily
on irrational forces. Trust and confidence are at the
core of this complicated system. Presented forthwith
is the often ignored story of what really drives the
economy.

that separates stability from disaster.

From Keynes’ analysis, it is clear that the presence of
animal spirits can easily tip an economy into recession
or depression. The term ‘animal spirits’ is reminiscent
of the ‘herd’ mentality — the irrational spread of panic
harks back to the days of cavemen. The contagious
spread of pessimism undermines confidence and trust.
Investors begin to question the future of the economy,
and deleverage (reduce their asset to debt ratio) in
A careful examination of the nature of economic order to counter the danger. Similarly, agents in the
workings shows that the economy is dominated by economy may begin to distrust their colleagues —
‘irrational’ forces. Booms and busts, financing, share- bankers may choose to halt loans, and debtors insist
holdings, and business start-ups are all substantially that borrowers should reduce discretionary spending
influenced by the presence of these forces, particularly in order to ensure they do not default on their loans.
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The Global Financial Crisis (GFC) was a classic case of
irrational forces driving collapse. But macroeconomic
crises are not the only places where one can find the
disruptive effects of irrational influences.
In 1986 Mohammad Yunus introduced a revolutionary
concept which would not only encourage growth, but
also lift people out of poverty and cultivate the entrepreneurial spirit. The concept, coined ‘micro-financing’ (or ‘micro-credit’), is influential in providing
credit to those without collateral. He would later
earn a Nobel Peace prize for his work, such was its
influence. It works by tapping into social capital,
which is a strength of rural communities in poverty.
Risk is distributed amongst peer-groups by granting
funds to a small group, allowing anyone in the group
to pay off the loan. Hence, if one individual’s income
suddenly falls then it is possible for someone else to
compensate for the lost loan payments.3 Trust plays a
significant role in the formation of micro-credit.

infringed upon. Borrowers default, and (as shown by
the subprime mortgages issued during the mid-2000s)
creditors grant debtors unrealistic loans that they
have a slim chance of repaying. Trust is still being
repaired as a consequence of the latter. The system of
credit hinges on a relationship of reciprocating trust.
Without trust between borrower and lender, the
arrangement collapses under the weight of scepticism.
Given the importance of credit in the economy, it is
not sensationalist to suggest that trust is a defining
factor in the strength of an economy.

Despite talk of globalisation and the transformation
of the economy, the core of interaction remains with
the institution of trust. Whether assessing financial
collapse or the effects of a default on a loan, it is
impossible to avoid the reality of changing sentiments.
Regardless of one’s view on the political economy,
an effective analysis cannot be undertaken without
including the profound effects of the so-called
irrational forces. Perhaps it is time students and
The pivotal concept behind the theory is that the scholars alike tuned in to the hidden story behind the
members of the group will seek out only the most economy. •
worthy individuals in their community. Consequently
those who are unlikely to pay back the loan are
automatically excluded from proceedings, allowing
both the debtors and the creditors to protect themselves
from default. Whilst the concept was certainly not
ignored (more than 150 million worldwide benefit
from the service), the role of trust has been criminally
understated.4
More generally, loans are an archetype of the institution
of trust in the economy. Creditors trust that debtors
will make payments on time and, likewise, debtors
trust that the terms of the loan are manageable.
The arrangement is precarious, and all too regularly
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Life, In Three Textbooks

Daniel Tan

Daniel Tan takes a step back from his past three semesters of economics to examine some gaps
in the models as they relate to our daily economic lives.
How do you fit into an economics textbook?

is redundant. Lower wages in fewer hands is hardly
a recipe for a healthy economy. Instead, the question
should be: how much specialisation should we have?

Before you start googling contortion techniques,
allow me to clarify. How does an individual like your
good self, fit into the Grand Scheme of Life according Is it possible to specialise and still keep your job? In
to an economics textbook? Where do you come in?
a recent Economist article1, Frey and Osborne noted
that jobs associated with high education and wages
But, wait, you ask. What economics textbook tells may yet survive. Moreover, the article speculates that
you about life? Well, I believe just about every one technological leaps would push people into more
does, explicitly or otherwise. For example, from my “emotive” jobs (such as yoga instructors) that machines
last three semesters, the general picture I get from my cannot (yet) grasp. In other words, things are looking
textbooks is that:
up for Arts students.
Each individual has an edge in producing something –
this is our comparative advantage. However, we need
to obtain goods/services that we do not have an edge
in. Thus, we trade with others. But we need the means
to trade (this is usually money). Hence we specialise
in our comparative advantage to obtain the means
to trade (e.g. by earning money). By obtaining more
goods and services, our standard of living is raised.

I do not believe specialisation can be avoided,
yet I think there must be a hedge against too
much specialisation. More importantly, though,
workers need to have access to upskilling courses or
educational advancement as a way out of redundancy.
The changing nature of labour markets might also
mean that education systems need to rethink this idea
of specialisation. Might the workers of the future only
specialise on the job?

Upon much reflection, however, I have found this line
of reasoning somewhat suboptimal. Here are a few The ubiquitous market
reasons why.
Textbooks hardly ever (or never in my experience)
Specialisation
mention economic transactions other than market
exchange – that is, buying and selling at a given price.
Ford once said that nothing is particularly hard if Moreover, money is used so often that many take this
you divide it into small jobs. That is, if you divide to be true of the general economy.
your labour so that each individual is very adept at
their task, this increases the efficiency of your whole Was it always this way? No, and it still is not.
production process.
Christmas presents, trading Pokémon cards, and
paying taxes are all ways of changing one’s stock of
However, it will inevitably have one side effect: as possessions without recourse to money or even an
individuals specialise, they become less resilient exchange. Pryor’s classification of transactions reveals
to changes in the labour market. As technological a more detailed and nuanced view of transactions.
innovation accelerates, unless education systems catch There are different types of exchanges, and there are
up, even more workers will be rendered redundant, one way transfers, both of which have multiple subfaster. Structural unemployment is bound to rise.
categories.
Is specialisation necessarily a good thing?
Unemployment is difficult to escape if one’s skill set
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Why are these not represented in textbooks?
Insignificance is no excuse: human civilisation has
survived for millennia without resorting to market
exchanges, and non-market transactions persist to
this very day. Still, it serves to reinforce the notion
of the entire economy as a giant market, and what is
more, we measure it that way too: GDP is the total
market value of all final goods and services produced
in a given period.

the role of inherited wealth in perpetuating inequality.3
Then again, taxing households is undoubtedly messy
– they overlap across generations, vary across cultures,
and who knows when individuals are acting alone?
The textbook solution is simple: ignore households,
focus on individuals and hope the rabbit-hole
disappears, which sure helps.
Wealth and the mystery of money

Yet this notion creates blind spots and myopic policies.
For example, inheritances - non-market transactions A popular Chinese saying goes, “with money, not
between wealthy parents and their equally wealthy everything is possible; but without it, nothing is.” In
children - have an effect on inequality which is not a world dominated by market exchanges, money has

“The textbook solution is simple:
ignore households, focus on individuals
and hope the rabbit-hole disappears”
addressed by taxing those high income earning
children.
The basic economic unit
Wait a minute, you protest. Yes, the children are no
worse off once they receive, say, ten new tax-reducing
rent-earning properties, but are their families’ wealth
as a whole not reduced?

become the primary way of obtaining what we need
and want. But, it has landed right at the bottom of
Maslow’s pyramid – we can no longer survive without
money. The pursuit of money has become the driving
force in life today that has justified not only working
and borrowing to accumulate wealth, but also risky
intangible investments.

This was not always the case. As David Graeber
explains in his book Debt: the First 5,000 Years, it
Exactly, which brings us to another inconvenient used to be that one could get lunch at the tavern and
aspect of our economies usually overlooked by have it put on one’s tab, to be later repaid in kind or
our textbooks – that people often make economic (less often) cash. Transactions were based on trust
decisions in groups.
and credit; money was used only between strangers.
Nor was barter the unwieldy problem portrayed in
Moreover, within a household, goods and services textbooks the world over. People had no problem with
flow around without need for money – think cooking, non-coincident wants – all it implied was a debt to be
chores, meals out, Christmas gifts, rides to school. settled in future.
Bills are not split – choices of spending on groceries, a
new car, the mortgage and education are largely made The interesting thing about money is that despite
as a single household. That is why the ABS measures its centrality in day-to-day life, we students are told
income distribution by households – it is simply more precious little about how it works – a point highlighted
relevant that way.
by Bernard Lietaer and Jacqui Dunne in their book,
Rethinking Money. Discussions of money are often
However, the taxes used to combat inequality are limited to its functions, the banking system, Fisher’s
directed at individuals. This raises the possibility quantitative theory and exchange rates. Let a few
of certain individuals receiving no income yet still examples show its inadequacy.
enjoying a lavish standard of living as a member of a
rich household. More and more voices are decrying2 Money, we are told, arose out of a need to facilitate

48

Economic Thought

trade without relying on coincident wants. Money
thus serves as medium of exchange. Why, then, do we
need physical currency to measure value against? Why
not quote prices in an abstract unit, say, an imaginary
bar of gold, or even a moon rock?
At the same time, textbooks do not discuss the
conflicts between the functions. If money is also a
store of value, that implies an incentive to save and
remove currency from circulation, which means…
reduced availability of a medium of exchange in the
economy. This tension is never mentioned.

when many things (such as defence and civic rights)
are enjoyed in common but have no price or are
untradeable. Such are the complications encountered
when we adopt a system of metrics solely denominated
in money, a failing recognised by none other than the
father of GDP, Kuznets himself4.

There is hope that the troves of information opened
by big data could someday be moulded into better and
more accurate metrics. Still, until then, unsatisfactory
abstractions will continue to be the necessary
by-products of the quantification of subjective
Other examples on my wish list of inclusions to parameters like welfare.
textbooks would be the impact of cooperative
currencies, how a currency is made and the links The necessity and abuse of models, then, encapsulate
between money and debt.
many of the issues raised in this article.
Market exchanges, self-interested individuals,
Welfare
national accounting – these are all abstractions of
reality, an attempt to measure and comprehend the
In tandem with the ascent of money in our daily lives, world around us, which is not wrong in itself. But
welfare has also been monetarised in our textbooks. once they take on a life of their own and begin to
They create the impression that your standard of influence the way we think and how we live our lives,
living is measured by the size of your opportunity set that is when it becomes a problem.
– the range of goods and services one can afford. As a
result, your welfare is now defined by how much lower Uppermost in our consciousness must always be the
a good’s price is compared to what you’re willing to mindfulness that models are just tools, and their output
pay for it.
necessarily bears the imprint of their limitations.
Of course, such a definition is narrow even at the In short, remember the caveats – and please, improve
individual level. The disjuncture widens further when the textbooks. •
such figures are aggregated and taken as indicators
of social welfare as a whole. This is especially true
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A Greek Tragedy Averted?
John Lodewijks

Professor, S P Jain School of Global Management
Observers may be a little perplexed and confused
when a small country like Greece dominates the media
as it has this year. After all, Greece is a country of
just 11 million people, with an economy representing
about 0.4 per cent of the world economy. So what was
all the fuss about?

generates more jobs and the income to pay the debt
off?
The European Monetary Union

A focus on current dilemmas obscures more
deep-seated structural problems associated with a
Partly it was a concern about falling dominos – if monetary union. A monetary union consists of a
Greece fell, who would be next – Spain, Italy, Portugal? group of countries that adopt a single currency with a
Could the Eurocrisis escalate to bring to an end the single central bank conducting monetary policy for the
Eurozone? It was also a matter of fragile and unstable whole region. Members of the European Monetary
global financial markets where one negative signal Union cannot print more Euros or improve competican lead to herding behaviour that spreads contagion tiveness by depreciating the common currency.
throughout the financial world. On September 15,
2008, when just one company, Lehman Brothers, Given these restrictions, was it a fateful error for these
filed for bankruptcy, it lead to financial chaos and European countries to move to a common currency?
ushered in the global financial crisis. It was very much In 2001 when Greece entered the European Monetary
about the appropriate macroeconomic policy to use in Union it could now borrow long term funds at roughly
a heavily indebted country: is austerity and belt-tight- the same rate as the Germans. They borrowed and
ening the way to go to reduce one’s debt or should consumed more than they
otherwise would and
we try to stimulate the economy (even at the expense they became heavily indebted to banks elsewhere in
of accumulating more debt) so that it expands and Europe. Particular difficulties related to the wage
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bill of the public sector, the generous pensions and
very early retirement age, the expensive education and
health system that delivered poor quality outcomes,
and the very low tax compliance.

Paul Krugman says that if you add up all the austerity
measures, they have been more than enough to
eliminate the original deficit and turn it into a large
surplus. So why didn’t this happen? The Greek
economy collapsed, largely as a result of those very
Policy in a straitjacket
austerity measures, dragging revenues down with it.
Greece has over the last five years met most of the
A county can normally stimulate economic activity austerity demands but the economic situation has not
by conducting an expansionary monetary policy. improved and they have now drawn a line in the sand
However, the European Central Bank must conduct and said that further austerity has to stop.
monetary policy with respect to the economic
condition of the union rather than an individual The predicament earlier in the year was dire. The
country, implying that interest rates may be too high European Central Bank cut off access to additional
for some counties and too low for other countries. In funds by the Greek banks, generating public panic

“It can rightly be said that the Greeks
are in many ways the authors of their
own tragedy”
terms of debt, it matters if you borrow in your own
currency or someone else’s.

and forcing banks to limit withdrawals or close
completely. The government also imposed capital
controls to restrict currency flight. The government
If you borrow in your own currency, the central bank had a $3.5 billion repayment due to the ECB in mid
can always buy federal debt, and you can devalue July. Since then, interest rates on Greek government
your currency. Cases of successful austerity typically bonds have risen to 16 per cent as markets prepared
involve large currency devaluations that make their for the possibility of default.
exports more competitive. But Greece, without its
own currency, didn’t have that option. If you can’t The endgame?
control your currency and devalue, then you have to
reduce costs internally and wage cuts will be resisted. Paul Krugman states that it has been obvious for
Being a member of the Eurozone trapped Greece in some time that the creation of the euro was a terrible
an economic straitjacket.
mistake. Europe never had the preconditions for a
successful single currency. Should these countries
The current crisis
in deepest problems then return to independent
currencies? Should there be a Grexit — Greek exit
It can rightly be said that the Greeks are in many from the euro? Legal experts tell us that there is no
ways the authors of their own tragedy. But the coherent way in which Greece can make an orderly exit
austerity program imposed on them in order to receive and that there is no legal mechanism with which to
bail-out money has seen their economy shrink by a do so. Polls have consistently shown that the majority
quarter, unemployment rise to 25 per cent and youth of Greeks want to remain in the Eurozone. Greece’s
unemployment to 50 per cent. The Greek government situation was dire. A compromise was reached at the
was spending excessively in the late 2000s but since last minute but it may just postpone the current woes.
that time has significantly reduced spending and
raised taxes. Government employment has fallen Hopefully it gives Greece some breathing room to
more than 25 percent, and pensions have been cut stimulate the growth of employment and income that
sharply.
helps finances debt repayment but that will depend
on the state of the world economy, over which Greece
has no control. •
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The Absorbing and Expanding
Social Science of Economics
Gigi Foster

Associate Professor, UNSW School of Economics
Economists are a lucky bunch. Decades of work by
those in our discipline have produced arguably the
most useful, tractable, and flexible model of human
behaviour that the world has ever seen. While other
social sciences struggle with measuring personality,
separately identifying broad social trends, explaining
the evolutionary origins of human sacrifice, and other
such bogs, economics is eminently practical. The
discipline’s social role in modern life is to provide
brass-tacks advice for real-world decision makers
making resource allocation decisions under scarcity
and other constraints. The material world can’t wait:
it looks for answers from economists, and for better or
for worse, economists have given them.

public goods and certain goods with high returns to
scale, like national defence, and systems of law and
currency; and the recognition that in these and many
other settings, material incentives matter. Subsidies
and sales work, and isolated market disruptions like
price shocks and taxation make people substitute
away from some goods and towards others, lessening
the blow of such disruptions but also at times creating
deadweight losses.

Yet it has long been recognized that the mainstream
economic model of atomistic, individualistic agents
out to maximize their personal benefit is incomplete
as a reckoning of humanity. We’ve seen economists
and non-economists alike roll their eyes at the lack of
The mainstream analytical framework used by realism in a model that doesn’t immediately recognize
economists in crafting their advice has delivered altruism, morality, or teamwork as a core part of the
a number of big hits in the policy realm that play human experience. Books like The Why Axis and

“Like any science, economics can
only truly grow when its theoretical
backbone expands”
again and again, as familiar situations are repeated
across time and space. As I have mentioned in
other forums, these big hits - crafted from the
application of fundamental economic concepts to
material realities - underpin our profession’s advice to
governments and industry around the world. They
include the recognition of gains from trade, leading
to our dislike of trade barriers and our promotion of
specialization according to comparative advantage;
the recognition that competition is good, and that
constrained competitive forces can efficiently solve
a great many allocation problems; the recognition
that governments are the optimal providers of
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Nudge have made their authors famous in part due to
the shock and awe reaction of readers confronted with
the application of economic thinking to the realms
of giving, habits, and other phenomena not normally
associated with our discipline’s framework.
Some strands of academic writing in the discipline
too have attempted to accommodate these supposedly
`non-economic’ aspects of behaviour. While some
contributions merely aim to demonstrate that
predictions of uniform selfishness just don’t hold up
(e.g. in the experimental laboratory), more constructive
offerings have tried to back-fill the workhorse utility
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function with socially-derived goop, such as social
esteem, preferences for conformity, other-regarding
preferences, or warm glows. Such attempts are not
wholly satisfactory, but they nonetheless demonstrate
the great flexibility of our science. Tell us what the
objective function is for the individual economic
agent, and away we go: our constrained optimization
programs and market-wise analytics will generate
optimal choices, along with predicted trading patterns,
prices, winners, and losers. Given a minimum set of
assumptions about core functions, market structure,
information, and decision time lines, the economics
machine can spring into action and quickly deliver
insights on individuals’ and governments’ optimal
behaviour in an uncertain world. What an enviable
toolbox we have!

being able one day to then map that understanding
into the practical and tractable form required by, and
expected of, the economist.

Like any science, economics can only truly grow
when its theoretical backbone expands. The basic
architecture we have been schooled in has the best
chance across all of social science of proving itself
strong enough to absorb the greatest discoveries
of its sister disciplines, like psychology, sociology,
anthropology, and political science. Once these ideas
begin to be absorbed, the predictive power of economic
models can start to be expanded such that altruism,
fairness, love, and other core humanitarian concepts
are recognized and allowed to flourish in the mind
of the economic agent, driving and constraining his
resource allocation decisions as we all know, thanks
While the signs of interest in broadening the lens of to introspection, which they do.
the discipline are encouraging, we have yet to see a
holistic accounting within the economist’s paradigm A dry and dismal science? Hardly. Economics is the
of the myriad human tendencies, traits, and needs place to be as a social scientist in the future, with an
that mainstream economics presently leaves out. To exhilarating plate full of interdisciplinary exchange
try to fill this gap, my colleague Paul Frijters at the and discovery ahead of it. •
University of Queensland and I have been working
to translate the `big hits’ of other social sciences - like
love, power, and group behaviour - into a language
that economists can work with. Rather than just
dumping things into the utility function, we are
building our understanding of people and societies
from the ground up, drawing on the insights of other
disciplines as we go. The flexibility of the mainstream
economic model means we have a fighting chance of
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Economics as a State of Mind

Simon Mulcahy

Economist, Department of Treasury and Finance
What is economics? What do economists do?
Ask two different people and you’re likely to get three
different answers. It’s true there is an extraordinary
breadth to what these terms can mean, but it is also
true that Adam Smith’s musings in the Wealth of
Nations and the analyst working a spreadsheet in a
bank have something in common.

Understanding trade-offs, objectively being able to
weigh the costs and benefits of different options is
a fundamental skill for any economist, regardless of
whether you are thinking about how to get kids to
read more or what rate of interest to charge customers.

The Victorian Department of Treasury and Finance
(DTF) is a microcosm of the variety of questions
Economics gives us a framework to understand that economists face. Economists and analysts in the
how we use and deploy resources. How we use this Department investigate issues across the environment,
framework ranges from the grandiose (how should we education, tax and social policy.
structure society, or who and how should we pay for Working within DTF not only means you will
education and health), to the not so grand (such as provide advice to Government on interesting public
the application of economic theory to diverse topics policy issues, it also makes you get better at some of
such as sumo wrestling and drug dealers raised in the the key questions of economics.
bestselling book Freakeconomics).

“Being a good economist means being
able to use economic theory to reason
well”
So economics gives us a problem: how do we allocate
the limited resources (tax dollars, time, oil and so
on) available to us? The role of economists is to think
about how to address this and their answers won’t
always be the same (and nor should they be).

Reflecting on my time at the Department, the
experiences, opportunities and training I have been
provided has – in the economic jargon – exponentially
increased my human capital.

I started with the Department as an intern in 2011.
For example, open any newspaper and it is evident The first thing I was struck by was the level of skills
that there is a wide range of differing views about how and expertise I was surrounded by. Within DTF
we should tax people. There are rarely any absolute are some of Australia’s most capable economists and
answers to economic questions.
analysts. Most learning is done on the job, so clearly
This being said, not all arguments are equal. Being there is no better way to learn than from those who
a good economist means being able to use economic are great at what they do.
theory to reason well.
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It is both challenging and rewarding to articulate to
an audience of senior economists and analysts why
the advice you intend to provide to Government is
rigorous, precise and useful for the Treasurer.
As I moved from the internship to the Graduate
program, the opportunities for my growth continued
to expand. The Graduate program offers access to a
variety of learning and development programs, from
structured economics and public policy training to
mentorship programs, which can provide ‘grads’ with
access to some of the most experienced and senior
executives in the public service.
Victorian Public Service (VPS) grads also complete
three four-month placements in different roles, or
rotations to other departments. This gives grads
great exposure to the different types of roles that are
available in the VPS and leaves no doubt that the title
‘economist’ can mean very different things.
It also provides an insight into what the Victorian
Government as a whole is about.
Finally, the grad program is a great social network
(not to be underestimated), with fifty or so other entry
level candidates with whom you can learn and share
common experiences with.
So economics isn’t one thing and economists don’t
have prefabricated answers to draw on. It’s better than
that.
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Economists develop the capability to think through
most problems. It’s a great skill to have because
building the depth of your technical expertise does
not come at the expense of the breadth of your
professional knowledge or capacity (as with so many
other roles). Indeed it improves it.
I could think of no better place to begin thinking
about how an economist would address the issues
that affect all Victorians than within the Victorian
Department of Treasury and Finance. •
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Rethinking Water Pricing
Essential Services Commission

The Essential Services Commission has commenced a major review of its pricing approach
for Victoria’s State-owned water businesses.
Since commencing our water price regulation role
in 2004, the Essential Services Commission has
undertaken three major price reviews, completing the
most recent in 2013.

substitute product or simply choose to not consume
at all.
In the Victorian water industry, customers cannot
exercise choice.

The detailed rules which govern how we establish
water prices (set out in the Water Industry Regulatory
Order) were changed in 2014. The changes generally
provide for much greater flexibility in pricing
approach.

Without effective customer consultation, businesses,
governments and economic regulators could be
enticed into prescribing for customers the services
they will receive.

So, we’re asking: is there a better way to establish
water prices?

This is not the outcome that we wish for.

In a paper prepared for the Commission, Stephen
Littlechild — who is well known for his work in
It is important to recognise that the pricing approach providing the intellectual underpinning of price cap
is a means to an end—it should help to ensure that regulation — and Bruce Mountain, raise a number
water customers receive the services they demand at of ideas on how we might facilitate greater customer
the lowest possible price, and minimise the time and involvement in price setting, drawing on examples of
costs involved to establish prices.
recent practise in England, Wales and Scotland.
We will also continue explore ideas raised in other
We asked a number of economic regulation experts to papers prepared for the Commission, and in the
prepare papers providing ideas on alternative pricing submissions from interested parties that we have
approaches. Some common themes emerged.
received thus far.
In particular, a number of papers focused on
opportunities to strengthen engagement between Alistair Buchanan, former head of UK energy
water businesses and their customers.
regulator Ofgem and now at KPMG, recommends
we adopt some of the pricing reforms recently
In competitive markets a crucial dynamic is the implemented in the UK energy sector. This includes
interaction of businesses and their customers. strengthening financial incentives for businesses to

“It’s an exciting time in economic
regulation in the water sector”

Businesses and customers haggle over prices and the
terms and conditions of services. Ultimately customers
indicate what products and services they value by
choice: they will choose another provider, choose a

deliver on service targets and augmenting funding
available for businesses to innovate.
Synergies Economic Consulting proposes an
approach where businesses meeting certain conditions
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would be subject to light handed price regulation. For
example, if a business proposes price changes below
a threshold specified by the Commission and the
business demonstrates strong customer input, its price
submission may be fast tracked and subject to less
scrutiny by the Commission.

we establish the rate of return for water businesses in
our price reviews.
These papers are available on our website.

We’re now part way through our review, speaking to
interested parties from industry, consumer groups,
Sapere Research Group suggests that it may be possible government and other regulators, just to name a few,
to have different price controls for each element of to gain their perspectives on what and how things
the water value chain to reflect their respective cost should be changed. It’s an exciting time in economic
drivers and market conditions.
regulation in the water sector and we’ve got an
ambitious program to apply our new approach to the
Frontier Economics recommends developing an next price review in 2018.
enhanced price cap approach based on the current
building blocks methodology, but recommends that Three years may seem like a long time, but when you
we consider greater use of benchmarking, separate have nineteen water businesses and a lot of interested
price controls for different parts of the value chain, parties with differing views on how to improve things,
and a risk-based review of price submissions so high there’s a lot for us to do.
performing businesses may achieve a lighter-handed
regulatory approach.
If you’re interested in learning more about our future
of economic regulation project or wish to contribute
Bruce Mountain at CME suggests that the ideas, please drop us a line at water@esc.vic.gov.au. •
Commission explore a number of changes to the way
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The Heart of Economics

Jemma Swan

Analyst, Deloitte Access Economics
Deloitte Access Economics may be a familiar name
to many students of economics, yet having now spent
six months in the Deloitte Access Economics graduate
program, the wide variety of work undertaken by the
team across the country still constantly surprises me.

the connection between the relevant parties and
provided assistance in the recruitment and the
initial stages of resettlement. The resettlement was
predominantly driven by the demand for labour by a
major local Nhill employer, Luv-a-Duck, a company
that farms, processes and produces duck products.
My work as an economist has surpassed what I For the report, Deloitte Access Economics estimated
imagined during my early undergraduate days the economic impact to be worth $41.5 million in
whilst reading seminal publications such as the net present value terms. This number represented the
Building the Lucky Country series and watching Chris impact on gross regional product, and was in addition
Richardson’s federal budget analysis. Pro bono work to other impacts on employment and household
and social impact measurement are two areas that I expenditure.
have been exposed to that extend the commonly held
understanding of economic consulting and tackle As well as directly adding to the region’s labour
issues at the heart of Australian society.
supply, our analysis found that the resettlement
actually created additional jobs in the area. In fact, our
In the last six months I’ve been fortunate to work on CGE modelling estimates that an additional 70 jobs
pro bono projects for the Fitzroy Legal Service and were created. The availability of suitable employment

“Social impact measurement is a core
part of business”
Impact Investing Australia. I also attended the launch
of a research report that was a pro bono collaboration
between Deloitte Access Economics and AMES, the
Adult Migrant English Program. The report, Small
towns, Big returns: Economic and social impact of the
Karen resettlement in Nhill, measured the economic
and social impact of the resettlement of the Karen
people to Nhill in western Victoria’s Wimmera region.

was identified as one of the success factors in the
resettlement process. For the Karen, employment
provides the income that people need to live satisfying
and full lives, and for the local community, having
newcomers join the working population creates links
and helps generate acceptance and respect.

In addition to the economic analysis, the co-authors
of the report, AMES, conducted a social impact
The Karen are an ethnic minority from Burma who assessment of the resettlement process. The benefits
have come to Australia as refugees. Over a period of for both the Nhill and Karen communities included:
five years approximately 160 Karen refugees who had redress of population decline for the township of
predominantly been living in the western suburbs Nhill; revitalisation of local services and increased
of Melbourne have been resettled in Nhill. The government funding; access to improved standard
resettlement was arranged by AMES who established of living for the Karen population; and increased
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bridging capital across both communities including Currently, I’m working on a project with Impact
increased engagement in volunteer work.
Investing Australia developing a framework to facilitate
improved outcomes for the impact investing sector.
While on a much smaller scale than most of the Impact investments are investments that intentionally
research into economic and social policy conducted by target specific societal objectives as well as financial
Deloitte Access Economics, the Karen resettlement return, and measure the achievement of both. The
report was an important and relatively rare good objective of the framework is to provide a method for
news story about the contribution of refugees to the analysing the contribution (or social impact) of social
Australian community and economy. The report is purpose organisations and communicating the cost of
publicly available on the Deloitte Access Economics providing this contribution.
website.
While challenging, measuring social impacts and the
The second non-traditional aspect of applied cost of these to society is a vital part of policy discussion
economics I have enjoyed exposure to is social impact and informs how we allocate scarce resources to tackle
measurement. It is a relatively topical discussion our most pressing social issues.
with newer initiatives such as Social Impact Bonds For me, working with Australia’s largest team of
and impact investing (leveraging private finance for economists in the private sector has delivered a sense
social benefit) gaining wider community interest. that our work is not only closely tied to the economic
Much of our work focuses on measuring and well-being of Australia, but also contributing to its
evaluating social policy programs implemented by social and community development. •
federal or state government departments. As such,
social impact measurement is a core part of business
for Deloitte Access Economics alongside more
traditional economic analysis. An example of a report
that specifically measures both economic and social
impact is one completed in 2012 for the Butterfly
Foundation, Paying the Price - The economic and social
impact of eating disorders in Australia. This report is also
publicly available on the Deloitte Access Economics
website.
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A Career in the
Dismal Science
David de Garis

Director and Senior Economist, National Australia Bank
My interest and what developed into a professional
interest, sometimes bordering on obsession, started
with Form V Economics at school. (For those of you
that don’t know what Form V is, the Google machine
might help.) A love of subjects requires some interest
in the subject matter but also an engaging teacher, and
for me Economics connected at both those levels and
I continued on completing my HSC in Economics,
Maths, English and some other studies. I recall at
the time learning about wages policy which, at the
time, was a policy construct of the Conciliation and
Arbitration Commission that determined wages
growth, largely based on CPI, plus a loading. (Ah,
the good old days of higher inflation!)
I was not a great school student but managed to
get into the nth intake to do a B. Ec. at La Trobe
University, also majoring in pure maths and Statistics
and Mathematical Economics. After completing
the basic degree I was accepted into and completed
Honours and gained a cadetship with the Australian
Bureau of Statistics that gave me a salary in my fourth
year and a job in Canberra once I graduated. I then
worked for the ABS, in the Labour Force area and
Balance of Payments as I recall.
I hightailed it from the high life at the ABS, that was a
good start but not going to be my career, landing a job
at the Federal Treasury at a time when John Howard
was Treasurer, followed by Paul Keating. My final
stint in Canberra saw my take on a Senior Economic
Advisor’s role in the Prime Minister’s Department
when Bob Hawke was PM. That also introduced
me to senior government meetings with visiting
dignitaries as well as note taking in Expenditure
Review Committee and Cabinet meetings when
economic policy was discussed, for example during

the preparation of the Budget.
I left Canberra in the late 1980s and joined the
Economics team at ANZ and after several years
moved into the “exciting” world of financial markets,
a world of Reuters and Bloomberg screens, ever
changing data and news and many talks with clients,
morning meetings, internal briefings and more. I’m
still in that world, having seen an enormous change,
more cycles than I care to remember, the emergence of
China and sort of more recently, the Global Financial
Crisis, also known as the Financial Crisis and the
Great Recession.
Heady days for sure, but exciting at a professional
level nevertheless. I’m still working in that world.
These days I spend probably a third of my time
analysing data and events, another third preparing
for and speaking with clients about the economy and
markets here and offshore, a constant stream of media
interviews and other bits and pieces. It’s been a great
journey. I’d recommend it to anyone looking for a
career in the dismal science. The only qualifications
are a real interest in economics, dedication to your
craft and lots of work and endeavour, and be rigorous
with your analysis.
As a postscript, I’ve noticed that there seems to be
less students studying economics at school and at
university level. This is not a good trend. Encourage
others to study economics, understand its rigour, its
shortcomings and how new areas like behavioural
economics play out in today’s economy and markets.
It’s an exciting and ever-changing world. •
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...and the Graduate Experience

Demi Patras

Analyst, National Australia Bank
My name is Demi Patras and I am an Analyst in Balance Sheet Management in Group Treasury
at NAB. I studied at Monash University, starting with a Commerce degree, majoring in
Economics and Finance where I developed a real passion for economics. I liked that economics
teaches you to think about problems differently. It also encourages you to look at the economy
in the real world and question the reason why economic decisions are made as they are. This
passion for economics led me to complete Honours in Economics in 2013. I joined ESSA
as a member in my final year, and felt it was a good community where I could connect with
like-minded people and engage in fun and interesting conversations about real life economic
problems.
During my Honours year, I attended a number of ESSA events, including the ESSA Trivia
Night, where I sat on a table with a representative for NAB. I had considered applying for a
job at NAB, but felt a bit of uncertainty surrounding the application of my economics skills
in a bank. I decided to apply regardless, and was thrilled to be accepted into the Graduate
Program in 2014 as a Finance and Strategy Graduate. I completed three rotations across
Strategy, Regulatory Change and Treasury. During my time in Strategy I had to complete an
analysis of the Australian economy. This included forecasting GDP and credit growth as well
as understanding the macroeconomic challenges Australia was facing. In my third rotation in
Treasury I had to gain a good understanding of financial events occurring both domestically
and internationally in order to understand the implications these factors had on the bank’s
funding. I enjoyed this rotation so much that I stayed in this team as an Analyst after the
Graduate Program.
I am glad I chose the NAB Graduate Program, because I feel it was a great place to not only
practically apply the skills and knowledge I developed in my degree, but to see the implications
that decisions based off economic theory can have in the real world. •

“The only qualifications are a real interest
in economics, dedication to your craft and
lots of work and endeavour”
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