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Foreword

After months of hard work and plan-

ning, we are proud to present to you ESSA’s fifth
edition of Equilibrium. Equilibrium stands as
a reflection and testament to another year of
ESSA. Another year of engaging economic students, fostering insightful economic discussions
and creating a wonderfully warm community.
We hope that this publication not only highlights
the society’ s achievements throughout 2016, but
also demonstrates the dedication within ESSA to
embracing economic debate and showing that
students care about and have strong opinions
regarding global issues and the political economy.
Whilst working across two different university
committees on one publication can always pose
a challenge, the success of EQ is a testament to
the teamwork of everyone involved. With Skype
attendees in different countries and cities, countless meetings, and pages of edits, the cooperation and efforts of both Melbourne and Monash
committees has paid off to bring this publication
to fruition.
This year EQ showcases the passion of ESSA
writers who express their thoughts and opinions
on economic problems, from the lack of women
within the economics discipline to currency crises and all else in between. It is great to see ESSA
committee members getting involved as well, by
voicing their opinions in EQ’s first ever ESSA Debate. The Debates aim to bring a light-hearted
tone to the publication and encourage writers to

think outside the box – we hope you enjoy reading
them!
Most importantly, a huge thanks to all the 2016
Publications teams from both campuses. To the
Publications Directors, Priyanka Banerjee and
David Hurley, thank you for all your hard work behind the scenes, to keep ESSA Publications running
like clockwork. To all the editors involved – Hugh
Oliver, Harry Murphy Cruise, Tom Crowley and Sam
O’Connor – thank you for the time and effort you
have all put in to ensure that our articles this year
have been our best ever. A tremendous thanks to
all the writers – student, academic and professional – who have provided us with brilliantly insightful
pieces. Of course, EQ and ESSA’s various other endeavours would not be possible without the help
of our sponsors. Thank you for your continuous
support in fuelling ESSA’s rising success.
ESSA has undoubtedly achieved tremendous goals
in 2016, producing quality events, engaging publications and passionate economic minds. We have
had a year filled with fond memories as part of
#ESSAfam, and we are proud to have been a part
of such an impactful society. We hope you find EQ
a worthy testament to how incredible it has been
to be part of ESSA in 2016. We cannot wait to see
how much more ESSA can accomplish in 2017.
With this, we are excited to leave you with the fifth
edition of EQ. We hope you enjoy reading it as
much as we enjoyed putting it together!
-YAEL JACOBY and LOUISE YUN

From 2016 Presidents
A

s the year draws to a close, it is an exciting
opportunity to reflect on all that ESSA has achieved
in its fifth year of operation.
It has been a privilege to work with ESSA and to
promote its vision and values – namely the creation
of an informed and engaged economics community.
The community that ESSA has created amongst students, professionals and academics, has fostered
economic thought and debate in the wider student
community, highlighted the deeply embedded nature of economics in our society and showcased the
opportunities possible with study in economics.
Our online publications have been an integral part
of fulfilling this vision and ESSA’s philosophy, and
have provided timely, and high-quality economic
and political commentary. Contributions from our
team of students and academics continue to be
the backbone of these activities, while ESSA’s radio
podcast, ‘Nominal Interest’ and Monash University’s
annual magazine, Short Supply, have successfully engaged students in economics. Monash and
Melbourne universities jointly delivered a successful Writing Competition that focused on the role of
public funding in educational outcomes.
In 2016 we hosted yet another sold-out Trivia Night,
continued collaboration with the Economics Society of Australia for two Careers Panels, and perhaps
most enthusiasm was realised in the lead up to the
Melbourne vs. Monash Economic Debate, where the
two teams debated the merits of a Universal Basic
Income. Furthermore, it was particularly exciting
to bring the Public Policy Case Competition to our
members this year. With over 170 participants, it
was our largest completion yet and included interstate teams for the first time, and promises to grow
well into the future. We were also thrilled to deliver
an amazing group of panelists (including The Hon.
John Brumby, former Premier of Victoria) for Q&A at
Federation Square where students asked question
about ‘what is the new economy?’ and ‘how do we
get there?’.

We were also joined by Saul Eslake, acclaimed macroeconomist, Jim Minifie, Productivity Growth Program
Director at the Grattan Institute and Lisa Cameron
from the Department of Econometrics and Business
Statistics at Monash University, who shared their
insights with students at a range of separate events.
Monash University hosted a Post-Budget Forum with
student representatives provided another avenue
for discussion and debate. University of Melbourne
also hosted two lectures – one on the importance of
pluralism in economics, delivered by Dr Tim Thornton
and another a Development Economics lecture given
by Dr David Lansley in conjunction with Melbourne
Microfinance Initiative.
Our reflection would be incomplete without thanking
the many important people that have made all we
have done this year possible. We thank the Monash
and Melbourne Faculties of Business and Economics
for their ongoing and generous support of our society.
We thank our sponsors and affiliates – including gold
sponsors Strategy& and Department of Treasury and
Finance. We thank our partner, the Economics Society
of Australia for their continued support for our society
and the study of economics. We would also like to
thank Professor Michael Ward and Ms. Niki Calastas
for their unwavering support throughout the year in
addition to Board of Advisors: Prof. Ian Harper, Prof
Nilss Olekalns, John Daley and Diana Dalton.
Lastly, we would like to thank ESSA’s 2016 committee.
Your hard-work, creativity, passion and commitment
has been behind every success the society. Thank you
for all that you have done.
It is now with great pleasure and anticipation we hand
over the reins to the incoming team – we know with
confidence that society rests in very capable hands.
We look forward to the new heights to which you will
take ESSA.
- By ESHAN GAINDHAR and
			JAMES MACCARRONE

From 2017 Presidents
2016

, yet again a fantastic year for
ESSA. Committees pushed themselves to their
limits to deliver thought provoking content, to entertain students and to develop better connections
with professionals and academia. With highest
membership levels to date, we are engaging with
more students from all disciplines than ever before
to spread the study of economics.
We would like to take a moment to thank the 2016
Committees for their blood sweat and tears that allowed all this to happen. As always our events were
highly informative as well as fun, with plenty of
networking and socializing opportunities. For those
who weren’t able to attend we have introduced
live stream of our events on Facebook. The quality
of submission for our second Public Policy Case
Competition was outstanding and we are hoping to
deliver even more exciting and challenging cases
for you to crack in 2017. The Economics Debate,
another highlight of 2016, provided judges and the
audience with food for thought about economic
and social prosperity. Of course, our publications
team continued to surprise us with brainy material
in all shapes in sizes, from print to podcasts. A huge
thanks to our abundantly writers for making economics ever so amusing and enlightening us on the
state of this unpredictable crazy world.
The onset of a new year is invariably a time of excitement and invigoration within the ESSA committee. Reflecting on the progress
that has been made in just
twelve months, it is clear that
we have immense opportunity waiting ahead of us. With
strong teams across Monash
University and the University of Melbourne, we are in a
fortuitous position to advance
the work of our predecessors
with a fresh perspective on our
future. We hope to see 2017
underpinned by an enhanced

appreciation for collaboration as we reach an ever
growing range of students. Ultimately, we will strive
to build innovative connections between students,
academics and sponsors so that each and every member can realise their potential when armed with an
interest in economics.
Our society’s strength has always been steadfastly
rooted in our members and the relationships we
are able to cultivate under a passion for economics.
In recognition of this fact, we aim to heighten our
engagement with members through an expansion
of the resources that our society is able to provide.
We see this growth emerging from a bolstering of
relationships that ESSA has created over its years of
operation, and the welcoming of new collaborative
partners in some of our events and publications. With
the essential support of our sponsors, ESSA will also
continue to service the academic curiosity of students
and provide access to engaging careers in a variety of
economics-related fields.
As incoming presidents, we are indebted to the 2016
committee for the solid foundation that has been laid
over the past year. From the success of our events to
the reach of our various publications, we look forward to building ESSA’s capacity to ignite passion and
create opportunities for those interested by the many
facets of economics.
- By MARIA GRANT and
			REBECCA SATKUNAM

Semester 1
PPCC

Public Policy Case Competition
This year PPCC made a national
impact as contestants focused on
'Free Trade Agreements: Innovation
and Healthcare.'

Careers Panel
Panelists gave us priceless
insight into the varied possibilities of an economics degree.

Trivia Night

A night which catered to all of our
needs with interesting facts, jokes,
an overdose of economics puns and
plenty of food.

This year Saul Eslake and Prof. Jeff Borland shared
their knowledge and experience sparking debate
and interest in macroeconomics, the 2016 Budget
and policy.

A Conversation with

Semester 2
Economic Debate

The Monash and Melbourne teams
faced off yet again in a fierce debate
over the virtues and vices of universal
basic income.

Semester 2 was action packed with ESSA
Writing Competition, HETSA x ESSA lecture on Pluralist economics, Short-Supply
launch, a conversation with Jim Minfie and
Lisa Cameron and an ESSA x MMI lecture on
development economics. Discussing varying
issues and facets of economics never get
old and like consumer preferences, more is
always better!

Q&A:

The New Economy

Q&A: Our flagship event, was once again
a celebrated success as the crowd and
panelists explored the topic: "What does
the new economy look like? And how do
we get there?”

NATIONAL

Do Books Need Protection?
JESSICA DOWNING-IDE

A

ustralian stories deserve to be
told but as part of the #ideasboom, promoting #jobsandgrowth in an #innovationnation, the federal government has been examining microeconomic reform measures
to open up domestic markets to more competition. One of these markets has been the
book publishing industry, which is currently protected by restrictions on parallel imports, or imports by people who are not the
authorised distributor in Australia.
Two reports have recently been released concerning this issue. In late 2015, the Harper Competition Policy Review examined a wide range
of measures to reduce barriers to entry. Earlier
this year, the Productivity Commission released
its draft report on intellectual property. Both reports recommended that restrictions on parallel
imports be relaxed by 2017. The government has
accepted these recommendations, in the face of
a storm of criticism by prominent authors.
While it’s true that imported books will increase
competition and probably drive down prices,
neither report really engaged with the arguments about the unique nature of Australian

content. This article examines whether this is
justified.
As the Productivity Commission explained,
“parallel imports are protected by intellectual
property (IP) rights and produced with the permission of the rights holder overseas, but imported into Australia without permission of the
domestic rights holder.” These restrictions apply
to books as well as dramatic, musical and artistic works, but not to computer software or sound
recordings. Under the restrictions, bookstores
and distributors cannot import commercial
quantities of books that Australian publishers
have the rights to publish. There are exceptions
for personal use, so they can order in a copy for
a specific customer request, and they can import
a book if it is published overseas but not published in Australia within 30 days.
The reports argue that this enables IP rights
holders (authors and publishers), who hold a
monopoly over supply of that work, to price discriminate. According to the law of one price, in
the absence of impediments to trade, the price
of goods should be the same across countries
when expressed in a common currency. However, with import restrictions, owners of the IP
rights can charge different prices in different
markets for the same good, or supply a different
quality of good to different markets – like Netflix
geo-blocking. This increases the total returns for
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the work, because they can charge a higher price
depending on the willingness-to-pay in that
country. This means that the price in Australia is
higher than in other countries. The familiar logic
is that by relaxing these restrictions, more suppliers will enter the market and import the same
books, thus driving down the price.
The publishing industry made submissions to
the Productivity Commission that since the average selling price of books has fallen over the
last ten years, the restrictions do not increase
prices. However, the Commission emphasised
that this isn’t the correct metric. They compared
900 books over two years in Australia, the US
and the UK. They concluded that while the price
difference was not uniform, and was affected
by fluctuations in the exchange rate, Australian
booksellers still could have shipped many titles
to Australia for less than the price they are being
charged by Australian publishers. They also emphasised the average price for the same books
in New Zealand was NZ$3.06 cheaper since New
Zealand relaxed their restrictions in 1998.
The Harper Review also highlighted the fact that
much of the benefits from higher prices flow to
foreign owners, and retailers who have overseas
stores and can circumvent the restrictions. Moreover, the growth of online stores and e-books
means that the regulations can be circumvented. Even though there is an exception for personal use, the Review argued that transaction
and search costs would decrease by eliminating
the restrictions altogether. The fact that a law is
easy to circumvent is not a very good reason to
keep it.
However, there has been a virulent response
from distinguished authors such as Thomas
Keneally (who won the prestigious Man Booker
prize in 1982 for Schindler’s Ark). He argues in
the Australian Financial Review that relaxing the
restrictions would be disastrous for the Australian book publishing industry. He cited evidence
from New Zealand, where the amount of local
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content being published has contracted disastrously. According to data from Nielsen Bookscan, the range of books published has shrunk
by more than a third since 2008. Moreover, he
argued that cheaper imported American and
British books have flooded the market, and have
crowded out New Zealand authors. This is reflected in the data to some extent. A report by
Deloitte Access Economics, commissioned by
the New Zealand Ministry of Economic Development, found that the sales of locally published
New Zealand content remained steady in absolute terms. However, there is some evidence of
crowding out, especially in the market for children’s books, with the share of new children’s
books by New Zealand authors published declining from 7% to 4% within three years.

"Australian stories
deserve to be told, and
they can’t be told by
anyone else."
Of course, this issue can be thought of as the
same as any other case for protection: if the industry isn’t viable in the free market, the government shouldn’t be wasting money trying to
back winners. The government isn’t very good
at picking them now anyway: the book industry receives $2.4 million in subsidies each year,
compared with $18 billion for the fossil fuel industry. This argument can be readily supported
in the case of the car manufacturing industry, for
example, which had no particularly good reason
to survive in a market with such comparatively
high labour costs.
But books are not the same as cars. Australian stories and experiences are sewn into the
fabric of our identity with the dog-eared copy
of Mem Fox’s Possum Magic tucked into your
childhood bookshelf. A thread is secured every
time Stephanie Alexander’s A Cook’s Companion

is bequeathed to a child leaving home. We are
shrouded in this history with Richard Flanagan’s
The Narrow Road to the Deep North, which also
won the Booker Prize in 2014.
We may never have seen these books, and many
others, if the parallel import restrictions hadn’t
been in place. Without the protection of territorial copyright, it’s very difficult for a publishing
company to invest in local content, because it
has a more limited market. But a smaller market
is not a worthless one. Australian stories deserve
to be told, and they can’t be told by anyone else.
You can’t outsource them, or increase their efficiency. The Productivity Commission referred to
these stories as ‘cultural externalities,’ the coldest appraisal of literature ever bestowed upon
beloved writers such as Tim Winton.
The reports did recommend that literary awards
and support for the industry be increased, to en-

courage local content to be published. But at a
time when funding for the Australia Council was
cut by $100 million, the prospects of continuing
support for the arts is not particularly encouraging.
Ultimately, this comes down to having to make
value judgements about the value of some
goods relative to others, something that economists hate to do. There will always be a trade-off
between efficiency and values such as equity,
representation of minority voices and the inherent value placed on literature. The value of
shared cultural experiences can’t be reduced to
monetary values. Efficiency can’t be the end of
the story. If it were, we would not have this gem
from Richard Flanagan, decrying those who support this measure: “philistines who punish the
creators, destroy all that has been created and
create nothing but destruction.”

Looking for a good read? Here are a few Australian books
recommended by our committee:
THE STRAYS
by Emily Bitto

THE NARROW
ROAD IN THE
DEEP NORTH
by Richard
Flanagan

GENERATION
LESS
by Jennifer
Rayner

OUR MAGIC
HOUR
by Jennifer
Down

THIS HOUSE
OF GRIEF
by Helen
Garner

THE
AUSTRALIAN
MOMENT
by George
Megalogenis

images sourced from: https://www.goodreads.com/
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80 Years On...
Has Anything Changed?
backwards or forwards. Global political instability and economic uncertainty make the 2010s appear to be a delayed echo of the 1930s.

A

Reflection on The General Theory and the Australian economy in a year of
milestones
In February 1936 John Maynard Keynes' seminal
work The General Theory of Employment, Interest
and Money was published into a world experiencing the fallout of the worst financial and economic crisis to date. A sluggish recovery faced
most economies even after seven years, and conventional policy options appeared largely impotent. At the time the Keynes’ work was nothing
short of revolutionary, providing the framework
for new policies and a new way of thinking that
seemed capable of solving the economic problem permanently. Fast-forward 80 years and we
find ourselves in a word which somehow looks
much the same. The ‘advanced’ industrialised
economies of the world once again seem to be
lumbering out of the quagmire of their own creation, though it’s unsure whether they’re moving
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Yet, on closer scrutiny things seem almost entirely different in our neck of the woods. While
2016 is economically memorable as the 80th anniversary of the publishing of Keynes’ magnum
opus – what might be more apparent to Australians is that we’ve nearly completed our 25th
consecutive year of sustained economic growth
without a recession. In fact, we’re quickly closing
on the record for such a feat, a record currently held by Denmark and their 26 year run from
the early 1980s to the late 2000s. A generation
of Australians have never seen the real world
consequences of an economic crisis and its aftermath. In the light of global conditions such a
feat seems almost farcical, especially to those
who lived through the crisis firsthand in Europe
and the US.
One cannot, however, claim these two economic milestones are completely unrelated. When
Keynes first published his work it sparked debate in parliaments and homes across the world.
80 years on and that same debate still continues. From students to economists, the potential
consequences and benefits of Keynesian policy

remain one of the fundamental issues contested in political and social spheres, but without a
shadow of a doubt it can be said that Australia’s
current position is due in great part to the implementation of such policy. In the midst of global
turmoil, the Federal government and RBA implemented a policy mix not commonly practiced for
almost 30 years. As a result, nearly a decade later
the economy is still chugging ahead with growth
around 3% per annum, unemployment below
6%, a stable level of inflation and a debt-GDP
ratio the envy of most industrialised economies.
This isn’t a piece of economic propaganda on the
glorious triumph of Keynes’ ideas and the need
for them to be revered. Rather, it is an observation that what may be perceived as irrefutable
fact can change rather suddenly in this dismal
science. I am not the first, nor will I be the last
to say that while economics is often treated as a
physical science, at its core it is a social science
– interlinked with history, the spirit of the times
and individual belief. Keynes’ work overturned
the established orthodoxy in the 1930s before
itself being superseded in the 1970s for the simple reason that despite its successes, Keynesian
theory alone lacked the power to explain real life
turmoil. In the 2010s current theory faces that
same problem once again – the moral of the story seems to be that economic thinking cannot be
insular, we must accept that valuable insight can
come from many corners. Since the GFC there
have been increasing calls globally for pluralism in the teaching and practice of economics
with mixed results. In Australia at least, we seem
fortunate to have a blend of both, but the same
cannot be said for the rest of the world.

rent argument. In contrast, outgoing former RBA
Governor Glenn Stevens has repeatedly urged
for a glass half full outlook, and considering he
remained unchallenged in office after 10 years
on the job, it’s a wonder his counsel seems to fall
on deaf ears. A landmark US election campaign
kicking up a political firestorm and the exit of
Britain from the European Union show that this
stability seems unlikely to flow from overseas,
while a tenuous one-seat majority in the federal
lower house indicates it cannot come domestically – the question is then obvious, where will
it come from?
Perhaps the answer to this can come from
Keynes once again. Uncertainty was always at
the centre of his work. Perhaps this new normal
of instability is just a different manifestation of
the fundamental uncertainty economies perpetually face. But then again, if one could predict
the future economists would be out of a job.

After six years, five prime ministers and two knifeedge elections, it is evident that Australia has
not weathered the global economic headwinds
unscathed. While stability seems to be the one
thing the domestic economy and Australian people seek, it seems to be something persistently
out of reach. Political rhetoric seems to linger on
a glass half empty scenario unless it suits the cur-
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Education - No Longer the
Great Equaliser?
ANDREW WONG

I

f you walked around the inner Melbourne area and asked any stranger what
quality best exemplifies Australian society as a whole, most will highlight our fair
and equitable way of living and, how hard
work results in success. Since the days of
Whitlam, education in Australia has always
been perceived to be the great equaliser,
the key component that neutralises the gap
between the rich and the poor. Unfortunately, in recent years, our education system has
begun to fail. Like two tectonic plates pulling away from each other, our education
system, a system that once symbolised the
Australian meritocratic dream, is eroding at
an alarming rate.
A government funded school system is supposed
to be equitable and while Australians continue
to pride themselves as being bearers of meritocracy who abide by the ethos of ‘having a fair go’,
the numbers do not lie. We are witnessing a so-
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cial stratification within our own school system
that is not dissimilar to that of the United States.
Despite the leaps we have taken to even the
playing field between the indigenous community and the non-indigenous community, Aboriginal and Torres Strait Islanders are still lagging
behind the rest of Australia in education levels.
Furthermore, there is a growing divide between
the results of private and public schools as well
as between rural and city based schools. Centrally, this severe problem does not stem from a
lack of funding, but simply a mismanagement of
these huge sums of money. The system is broken
and yet we are still pumping millions into this
sinking ship.
Aboriginal people have long been dogged by
the many aftershocks of brutal colonialism that
still persists to this very day. There is no doubt
that the government has made efforts to reconcile with the traditional owners of the land. For
example, the Department of the Prime Minister
and Cabinet has identified school attendance as
a key to improving the educational standards of
the aboriginal and Torres Strait Islander community.1 The goal that the department has tasked
itself is to close the gap between Indigenous and
non-Indigenous school attendance by 2018. Despite these efforts, there still persists a sizeable

gap between the two groups, a 9 percent difference between the attendance rate of Indigenous
students from Year 1 to 10 and that of non-Indigenous students. Moreover, in the past two years,
the rate of improvement has slowed with a mere
increase of 0.2 percent from 83.5 in 2014 to 83.7
in 2016. However, the most damning figure is the
variation across the attendance levels of Indigenous Australians with regards to where they live.
There is a significant disparity between the attendance percentage of Aboriginal students living in ‘very remote’ areas and their metropolitan
counterparts. To compound things further, for
the non-Indigenous community, this difference
is minimal, maybe even negligible.

Student attendance rates (per cent) Year 1 to 10 combined, by Indigenous status and remoteness, Semester
1, 2015. (n.d.). from http://closingthegap.dpmc.gov.au/assets/img/chapter-02/figure1-graph.jpg

This leads to the next crack in our education system. While attendance is not an issue for Australians in very remote areas (if the figures for Indigenous students are discounted), there has been
a growing divide between the results of rural
students and metropolitan students. According
to a study undertaken by the Mitchell Institute,
children from rural and remote communities
are lagging behind their urban based peers in
education standards.2 In the study, children are
categorised into their relative distance to major
cities. It shows massive discrepancies during the
middle years and senior school years between
those from remote locations and the national
average. In these crucial character building adolescent years, students from rural areas are se-

verely disadvantaged due to the lack of access
to education services compared to metropolitan
students. Moreover, the lack of facilities and opportunities afforded to the rural students indirectly push them away from the education system as the report suggests that remote students
have less positive dispositions towards school
on measures such as belonging, self-confidence
and purpose. Does this mean that rural schools
are just bad? No, contrary to that, these schools
want to widen the horizons of their students
and maximise their potential but are restricted
by their limited funding from the government.
Imagine a child who grew up dreaming of being
a scientist. However, during their junior high
school years, their school’s science curriculum
is inadequate; there is only one laboratory and
it has a single set of test tubes which the entire
class must share. So the child’s aspirations gradually decrease not by choice, but by necessity.
Even if they choose to persist with their dream,
they are stunted by the limitations of their
school and are left playing catch up at every
educational milestone. The child's situation is
likely to worsen from here as research indicates
that students living further from cities are less
likely to catch up once they begin to lag behind
at a milestone (see graph). Essentially, the funding system has restricted or possibly eliminated
the child's available avenues to achieving their

Proportion of students meeting educational milestones by location.
from http://www.mitchellinstitute.org.au/wp-content/
uploads/2015/11/rural_remote_graph.png
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dream. To the child, this is the impression of Australia’s lauded ‘giving everyone a fair go’ mentality that the education system has created. Lost
and possibly disillusioned, their future is not as
bright as another child dreaming of the same life
in the city.

Although funding seems to be a central issue
plaguing the education system, the root of the
problems lie more in the biased inequitable distribution of the millions of taxpayers’ money put
aside for the education portfolio. Unfortunately,
there is a nationwide funding problem that undermines our public school system. One would
think that public schools receive more funding
than private schools. After all, according to the
Australian Bureau of Statistics, roughly 2.5 million students, 65.2% of all students from Year
1-12 attend public schools.3 Sadly, the taxpayer
funding for private schools has grown twice as
fast as for government schools. According to a
Monash University study, the funding for high
fee private schools is six to ten times greater
than the additional funding provided to disadvantaged schools.4 The system is so lopsided
that in 2012, top tier private schools such as
Geelong Grammar managed to record a profit of
$10.7 million after receiving $5.2 million in Federal Government funding and $1 million in state
funding. Governments finance both public and
private schools to ensure a general high quality
education but when a private institution starts
to profit from such proceeds, something is seriously wrong.
Due to these funding gaps it is not surprising to
learn that organisations such as the Teachers
College Record have found that the average level of achievement of students from low socioeconomic backgrounds are roughly three years
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behind those from higher socioeconomic backgrounds.5 Education is supposed to be the great
equaliser, where there should be no distinction
between the child whose parents who receive
minimum wages and the child whose parents
are part of the higher income bracket.
The independent Gonski Review was commissioned in 2010. Julia Gillard the Prime Minister
at the time commissioned it in an attempt to
find the catalyst behind the increasingly inequitable education system. The review recognised
a need to increase funding from Federal and
State governments, but more importantly to introduce needs-based funding throughout Australia. While it is by no means perfect, Gonski
represents a renewed initiative to ‘making every
school a great school’ as Gillard said. This is the
most perplexing bit. Both major parties within
Australia have identified the issue and neither
of them have openly rejected the recommendations of the Gonski Review but they are unwilling
to fully commit to structurally changing our ailing education system. The Labor Party promises
to fully fund it but cannot show how it is going
to do so.6 On the other hand, the Coalition are
cutting funding as they look to prioritise the nation’s economy.7 Ultimately, both parties are unwilling to weather public backlash and take the
higher but harder road - restructuring our entire
education system. From our Prime Minister to
the state Premiers, no one is willing to sacrifice
their budgets and to an extent, their political
careers, to mend the growing fault lines and fissures in our educational landscape.
Already, there are clear signs of social stratification in our society and a malfunctioning education system will only succeed in amplifying
rickety situations. One fine day, we will wake
up having realised that Australia is far from the
epitome of meritocracy, which many currently
believe it is. We will know that we had failed ourselves when we neglected the education system
and with it a core element in the meritocratic
Australian identity.

Social Impact Bonds: The
Challenge and the Experience
ALEX BLASHKI
DEPARTMENT OF TREASURY and FINANCE

F

or decades, governments have
grappled with the significant challenges
associated with breaking the cycle of entrenched disadvantage. These challenges stem from many sources. It includes the
difficulty in achieving significantly positive
behavioural change from at-risk groups
of people, and the somewhat surprising
challenge of knowing if a program actually ‘works’. These challenges are applicable
across most policy domains, but in my opinion, it seems to be most relevant in the social
policy space. This is because social policies
and programs can be tricky to measure. In
our tireless pursuit of utility for consumers, it
is imperative to understand how social policy programs impact on the outcomes of our
most disadvantaged.
This is where a Social Impact Bond (SIB) can be
useful. It is an encouraging step to improve the
outcomes of the people we try to help every day.
This is a big part of my job currently as an economist in the Victorian Public Service (VPS). I started my career in the public service as a graduate
economist with the Department of Treasury and
Finance (DTF) in February 2015. As a graduate, I

was given a wealth of opportunity to grow both
personally and professionally.
The Graduate Program provides three fourmonth placements in different roles and departments. Through this program, you are provided
with a range of dynamic working environments
and policy issues to get stuck into. In DTF for example, you can work on a wide range of issues
from health, education, tax, infrastructure, economic and social policy. While I was a grad at
DTF, I worked on the National Disability Insurance Scheme and Early Childhood Education
Reform.
There is also a range of learning and development training modules to further accelerate
your development throughout the program. The
social networking side of the program is also
fantastic, with opportunities to relax and chat
with other grads about your experiences.
The level of responsibility and autonomy I received was extraordinary. Imagine being given
the authority to present a paper on early childhood education reform to a room full of experts
from your department and other departments.
Without a doubt this sort of experience has accelerated my development and has put me in
good stead for my future career in the VPS. These
experiences have almost certainly helped me
tackle the most challenging project of my short
career in the public service– the development of
Victoria’s first SIBs.
If you are wondering what a SIB is, you are probably not alone. They are essentially a form of
outcomes-based contracting, where the govern-
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ment specifies a set of outcomes that they want
to achieve with service providers (typically notfor-profit organisations) and investors (financial
institutions like banks or philanthropic organisations). The overall aim of a SIB is to significantly improve the outcomes for the individuals
it is trying to help in areas of unmet demand or
need, so they are used in areas such as unemployment, recidivism and homelessness. The
government pays for successful interventions
that meet or exceed agreed outcomes.
If you think about the traditional way in which
government funds services, SIBs completely
turns it upside down. At present, government
stipulates funding arrangements in a contract
with departments that specify what has to be
delivered. The majority of reporting is focussed
on ‘outputs’ as opposed to ‘outcomes’. One
option that has been used in SIBs in Australia
and abroad has been the use of private capital,
which has meant that services have been funded
on terms agreed between the investors and the
service provider.
You don’t have to look far to see why governments, including the Victorian Government, are
interested in trying SIBs. Pick up one of the daily newspapers in Melbourne and you will see a
range of complex social problems that could be
tackled using a SIB. You have probably got a list
of the most pressing social issues in your mind.
As I noted in my opening, the cycle of entrenched
social and economic disadvantage is not easy to
break. It is becoming clear to me that the ordinary way of doing things may not work for everyone in the community – some people require
more targeted, individualised support that a SIB
can deliver. The experimental nature of a SIB
means that we can try new and innovative ways
of doing things, while at the same time ensuring
that government still fund core social programs
and services.
My experience to date on this project has been
extremely challenging. I was given the task of re-
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searching and analysing one of the cohorts the
Victorian Government has committed to explore
– people with harmful alcohol and other drug
use issues. This has involved a dynamic range
of work, including preparing research papers
on the policy area, written and verbal briefings
to senior management and also meeting with
colleagues in other departments to hear about
the work that they are doing in conjunction with
ours. It also includes the more day-to-day stuff
that you probably don’t hear much about, including the research and analysis that is not too
dissimilar to the type of research you do for university assignments.
Understanding more about this cohort has been
more challenging than I had anticipated. Who
are they? Where are they? What services do they
use? Surprisingly, tough questions to answer.
Dealing in the realm of uncertainty is never easy.
As an economist, you hypothesise and make assumptions about reality in order to compensate
for the inherent complexities that exist in the
world. It is no different in this project. Whether
it includes the use of the available data in the
analysis of alcohol and drug issues (and assuming that this is an adequate representation of the
current state of play). Or the assumption that
historical client activity is a good indicator of future activity, assumptions are part and parcel of
dealing with real world data.
Despite its challenge, working on the SIBs project has been one of the most engaging experiences of my short career in the public service to
date. It has also been, and will continue to be, a
wonderful learning experience for me both personally and professionally. I hope that you will
keep an eye on what’s happening with this project in the coming months. And you never know,
maybe when you start here you will be working
on something as exciting and challenging as
SIBs.
I certainly hope so.

INTERNATIONAL
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Globalisation
MICHAEL XING

N

eoliberal economic wisdom –
which has comprised conventional economic consensus since the 1970s – has long held
that governments should work towards
dismantling protectionist barriers in order
to realise gains from trade. Increasing economic engagement with other countries has
been bipartisan policy in most democratic
countries; in most major single-party states,
it has been the policy of the incumbent government. If there is one economic idea that
most policy-makers – barring those of certain, autarkic states – have agreed on, it is
the basic idea that economies working together can yield so much more than economies confined to isolation.
But in 2016, less than a fifth of the way through
the 21st century, we are starting to experience a
real backlash against this longstanding trend.
2016 has been a monumental year: we have seen
Britain vote to leave the European Union; close
to 600,000 Australians vote for Pauline Hanson’s
One Nation in the Federal Election; and the
once-unthinkable rise of Donald Trump. These
three events share two things in common: they
are all outcomes of a democratic process; and
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they represent a firm rejection of globalisation.
Whilst mainstream economists have long been
confident in the soundness of trade liberalisation as a broad objective for the world, the population is skeptical. Despite being promised an
abundance of prosperity heading into the 21st
century, many now feel that they’ve missed out.
They feel betrayed by economics’ blatant insistence on free trade, which they feel has left them
no better off.
But before we delve further into this, let’s revisit square one: the logic behind the gains from
trade.
Imagine that you are part of a small household,
comprised of four people. Four sets of physiological needs for food, water, shelter; with four
sets of material desires on top of that, which
need to be provided for. One way of going about
this would be to cut yourselves off from the rest
of the world, and provide everything for yourselves. Gather, perhaps grow, your own food,
purchasing nothing to assist with the process;
collect and treat your own water from nature,
without using any equipment sourced from
outside the household; and piece together your
own shelter and clothing, starting with nothing
but your bare hands.
I’ll leave you to imagine how you and your

household would fare under such a regime. The
alternative is to pull together and trade with
other households. In other words, join in with
the economy – just as all of us have today. Basic intuition tells us that this would lead to far
better outcomes. Basic logic posits that through
specialisation and trade, society can collectively
produce far more than if it were to comprise of
individualised jack-of-all-trades trying to do everything for themselves.
This logic holds as we expand our scope. It
would be silly for the City of Yarra to build a wall
around its boundaries and try to do everything
itself within them. Letting its citizens import
goods and services from other municipalities,
while also exporting to others, makes much
more sense. The same goes for the different
parts of our country – letting Northern Australia
produce most of the country’s agriculture and
trade this with Melbourne and Sydney in return
for them taking care of financial services nationally, works well.
When we take this up another level, to international trade, we start running into issues. Logically, our proposition is sound: impeding the
flow of trade between countries prevents the
world from achieving as much as it can, just as
impeding a household’s trade with society will
leave it poorer. But in the theatre of global politics, significantly more complex variables are at
play. The world is a complex place, its dynamics
far greater than that of any local economy.
For many, globalisation has been a disappointing, if not painful process. Economists never
denied that opening up to the world economy
would be painless. Winding down countries’
self-sufficiency by doing more global trade inevitably involves restructuring, shifting people out
of established jobs. But it was promised that this
short-term pain would be clearly outweighed by
long-term gain, leaving everyone better off. Unfortunately, things haven’t worked out to be so
simple.

Deconstructing trade barriers has exposed us to
a world of volatile dynamics, severely disrupting
the once-steady state of domestic affairs. While
countries have benefited from a boost in national incomes, the system of once-secure industries we had are now devolving into a myriad of
constantly shifting fields of work. For many, this
means insecurity; for others, it means being underemployed, or stuck in long-term unemployment. And for the rest, it means greater stress,
as work in a global economy becomes subject
to increasingly complex demands. Moreover,
for most, all this has come without any meaningful increase in living standards: over the last
decade, 65 to 70 percent of households in 25
high-income economies experienced stagnant
real incomes, partly due to developed countries
having to now compete more intensely with lower wages in developing countries as a result of
freer trade.1
One way many perceive the current state of affairs is inter-generational. It is easy to think back
to the way things were thirty years ago, where
people were all but guaranteed secure longterm employment with steadily increasing real
incomes. It is a stark contrast to the status quo
we have now, where the billion problems of the
world are everyone’s concern. For those who
feel left behind, this state of affairs has inspired
a great nostalgia for the old way of things. Politicians such as Trump offer a narrative of simplicity that is hugely resonant in this climate of
angst. Going back and closing up from the world
is a simple idea, which is why it is so appealing.
It is no surprise, either, that the platforms of
Trump, Hanson and Brexit are xenophobic. Conceptually, race relations are linked to trade economics: mobility of goods and resources necessarily includes mobility of people, meaning a
build-up of racial diversity in local communities
across the world. Therefore, when globalisation
is viewed as a curse, this diversity – as one of the
clearest signs of globalisation – becomes resent-
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ed. Martin Wolf, chief economics commentator
at the Financial Times, writes that “in a world of
stagnant living standards the gains of one group
come at the expense of equal, if not still bigger,
losses for others”.2 With racially different people
easy to group as separate from the ‘local’ population, they are scapegoated for the apparent failures of globalisation, and subsequently blamed
for stealing locals’ economic livelihoods. This
cements xenophobic prejudices, especially as
anti-trade sentiment means hostility to foreign
economic activity.

“Economists should be
thinking of new models for
globalisation that work for
all”
Globalisation has enormous potential as a force
for good. In the Asia-Pacific, close to 1 billion
people have been lifted out of extreme poverty
since 1980 as a result of the opportunities created by connecting with the world economy.3 The
human experience worldwide is being enriched,
with unprecedented access for all to the different aspects of our world. Re-erecting nationalist
protectionism would inhibit the 1 billion people
remaining in abject poverty from accessing the
opportunity to enrich themselves in the global
economy. It would threaten the cosmopolitanism that is so key to the success of the world’s
most livable cities and communities. Indeed,
even in the developed world, it would undo the
fact that we can now take for granted more than
we ever have, be it in the form of cheaper goods,
more diverse lifestyle options, or breakthroughs
in our ability to engage with the world.
With anti-globalisation sentiments having made
their way into systems of governance as a result of Brexit, Pauline Hanson, Donald Trump
and the like, we are now confronted with very
serious challenges to the world economy itself,
and face an uncertain future. Perhaps this political rejection is a reflection on the limitations of
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what economists are offering with many people
convinced that the discipline has nothing good
to offer society.
Economists must ask themselves why they have
ended up where they are today, and what to do
about it. Perhaps it is the inaccessible way in
which economics is communicated. One notable
economist, Simon Baptist, who is the EIU’s Chief
Economist, emphasises communication as the
aspect in need of fixing, suggesting that “the ability of economists to communicate to the public
seems to be in a state of crisis”.4 Saying this, any
manner of communication is futile, if the message conveyed is inconsistent with the realities
being experienced. Explaining that globalisation
is good in the long run does not change the fact
that people feel disillusioned with their stagnant
living standards.
Rather, economists must recognise that the disruption caused by globalisation is a real concern
to the population. The old, neoliberal narrative
of globalisation being a case of short term pain
for long term gain is no longer sound if that pain
is intolerable. Given apparent public grievances
with globalisation, it is time for economists to focus on how to address the issues globalisation
has created. Economists should be thinking of
new models for globalisation that work for all,
and guide governments to focus on improving
quality of life as a main goal.5

Currency Crises
ONG WEN LING

O

ver the last few decades, emerging market growth has outpaced that of
developed countries. However, this growth
has not been without its problems – many
emerging markets have been particularly
badly hit by currency crises.
A currency crisis occurs when the value of a
country’s currency drops dramatically. There is
no universally accepted definition of a currency
crisis; many economists define it as a swift decline of more than 20 percent of a local currency
against the U.S Dollar. Countries in crisis tend to
run current account deficits, borrowing heavily in foreign currencies, as well as experiencing
rapid increases in currency value.1 Capital flows
are volatile; any uncertainty over the government’s actions can lead to capital flight, which
would place downward pressure on exchange
rates, deplete foreign reserves, increase domestic interest rates, and sometimes even trigger
regional recessions, such as the Asian Financial
Crisis in 1997. Currency crises can be especially
destructive to small open economies, or bigger
ones which are not sufficiently stable.
The Mexican Peso Crisis, also known as the Te-

quila Crisis, was one of the first international financial crises triggered by capital flight. On 20
December 1994, the Mexican government went
back on its promise, devaluing the Peso against
the Dollar by 14 percent.2 From fear of another
devaluation, foreign investors rushed for the
exits, rapidly withdrawing capital from Mexican
investments and selling off shares as the Mexican Stock Exchange plunged. The Mexican government was left with no choice but to allow the
Peso to float. In the span of a mere week, the
Peso fell by as much as 40 percent, crashing from
3.4 Pesos to the Dollar to 7.2 to the Dollar.3 By the
end of 1995, Mexico’s hyperinflation had reached
52%.4 Foreign investors not only fled Mexico, but
also emerging markets in general; the crisis led
to financial contagion throughout other financial markets in Asia and Latin America.
A different example is that of the Argentinian
government which passed a convertibility law
in 1991 that linked the Argentine Peso to the
U.S. Dollar at parity. The Argentine Currency
Board pegged the Argentine Peso to the Dollar
between 1991 and 2002.5 A currency board arrangement is a monetary arrangement based
on a commitment to exchange domestic currency for a specified foreign currency at a fixed
exchange rate.6 The domestic currency is usually
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fully backed by foreign assets, eliminating traditional central bank functions, such as monetary
control and lender of last resort, leaving little
room for discretionary monetary policy.7 The
initial economic effects of the peg were positive,
Argentina’s chronic inflation was curtailed, while
foreign investment poured in. As the U.S. Dollar
became stronger in the early 1990s, the Peso
appreciated against the majority of currencies
as well. However, the strong Peso hurt exports
from Argentina, causing a protracted economic
downturn that eventually led to the abandonment of the Peso-Dollar parity. This change, in
turn, caused severe economic and political distress in the country. At its peak, unemployment
soared beyond 20 percent and inflation reached
a monthly rate of 20 percent.8
With respect to the extent of the contagion and
severity, the Asian financial crisis turned out to
be far more serious than the Mexican Peso crisis.
The crisis was triggered by Thailand’s decision to
float its currency on 2 July 1997 after abandoning its peg to the Dollar.9 Soon enough, Indonesia, Malaysia, South Korea, and Taiwan were all
embroiled in financial crises of varying degrees

as foreign investors reassessed other economies
in the region.
To prevent currency values from collapsing, central banks in economies with a fixed exchange
rate tend to intervene on foreign exchange markets, as downward pressure on the currency
can only be offset by an increase in the interest
rate. In order to do so, the central bank has to
decrease the money supply by buying up any
excess domestic currency at the fixed exchange
rate with foreign reserves. However, propping up
the exchange rate is not sustainable in the long
run, both in terms of a decline in foreign reserves
as well as political and economic factors.
In conclusion, growth in emerging markets is a
boon for the global economy, but growth rates
that are too rapid can fuel instability and spark a
currency crisis. The key issue now is that governments need to learn from the past mistakes in
order to avoid future ones. It is, nonetheless, important to bear in mind that predicting the route
an economy will ultimately take is a particularly
difficult task. Your guess is as good as mine.

Bitcoins
JUSTIN LIU

T

echnology often seems to change
everything it touches for the better. Justin
Liu explores some new developments in
economics and monetary systems, and their
implications.
Almost every single economy in the world uses
what is known as a ‘fiat currency,’ a currency
with no intrinsic value, but which holds value
through decree by the government. Previously,
the United States pegged the value of US$35 to
one ounce of gold, meaning that other central
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banks could swap their reserves of U.S dollars
and gold interchangeably (known as the Bretton
Woods system). Other currencies (including Australia and most of Western Europe) often pegged
themselves to the US dollar, resulting in a large
proportion of currencies around the world being
‘backed’ by the value of gold. However, following the Nixon Administration’s upheaval of the
Bretton Woods system, the connection between
gold and currency was severed, and the vast majority of currencies became free floating. This
meant that market forces would determine the
value of money.

The increasing opaqueness
of money:

increasingly obscure as well. As individuals in an
economy, most of our control over currency is
ceded over to the government, but also to financial institutions as well.

The notion that the money we have in our bank
A technological solution?
accounts, wallets and purses has no actual value
may seem alarming. At first thought, why would
Dissatisfied with the various deficiencies of
it? People get paid in money, and they purchase
money today, intrepid programmers have given
goods and services with money as well. Indeed,
rise to what are known as cryptocurrencies, the
the same occurred prior to the float of
“…as
most prominent of which is known
most currencies. The lack of viable
as Bitcoin. Cryptocurrencies are
monetary
alternative currencies meant that
decentralised systems that use
people effectively had no choice and systems become cryptographic functions in order
subsequently continued to use the
to facilitate transactions. As a simnew free-floating currency as per increasingly com- plified explanation, the majority
normal. The strong network effect plex, the way we of Bitcoin is based off a concept
meant that money retained its legitas proof-of-work, a mathtransact with known
imacy because no one has an incenematical equation that is relativetive to upset the status quo.
money and the ly difficult to solve and is comexpensive, but can
way money is putationally
However, as monetary systems bebe quickly and easily verified by
come increasingly complex, the way
managed
anyone. The design of the system
we transact with money and the way
means that connected computers
changes.”
money is managed changes. Entire inthat solve these equations are redustries are built upon managing monwarded with a fee, in exchange for the
ey, without actually creating any money in the
electricity consumed to process it.
first place. Relatively new concepts such as fractional reserve banking, and various novel finanCompared directly to traditional fiat currency,
cial instruments mean that our money becomes

Bitcoins do have some degree of intrinsic value – vast amounts of energy were expended in
order process the transaction. The dedicated
hardware required does consume large quantities of power - it is estimated that the worldwide
mining of Bitcoins consumes the output equivalent to two average sized hydroelectric dams.
Of course, this power consumed is not of use to
the average person, as it is often wasted as heat.
However, the idea that actual effort has gone
into producing Bitcoins does lend more credibility than a government declaring a piece of paper/plastic is money ‘because I said so’ in determining whether a token good should have value.

“Bitcoins are radically
different, due to their
decentralised and
distributed nature”
Key differences in crytpocurrencies
The method in which money is stored is quite
different as well. While physical cash is anonymous, nearly all electronic transactions will be
stored and archived, linking purchases to the
account holder. Bitcoins are radically different,
due to their decentralised and distributed nature. From its inception, every single transaction
performed on the network is recorded in a ledger and is publically available. While this may
seem to offer less privacy than the alternative,
the cryptographic nature of the system results in
difficulty in identifying information and subsequently provides anonymity.
An interesting implication of Bitcoin's decentralised nature is that there is no central authority, unlike a traditional fiat currency managed
by a central bank. Decisions regarding the direction of Bitcoin are usually made by committees,
and contain input from individuals all over the
world. In contrast, China practises ‘dirty floats',
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where their central bank influences the exchange rate by intervening in the otherwise independent market forces. Individuals that may
be concerned with the management of their
currency are rarely offered their say under government controls, whereas the collaborative nature of Bitcoin allows for community input and
independence from economic or government
agendas.

A technological fad, or the future of financial systems?
However, Bitcoin is far from perfect. As part of
the proof-of-work foundation, transactions take
approximately ten minutes to verify – far more
than what the average consumer is willing to
tolerate in a transaction. Additionally, the pseudo-anonymous nature of Bitcoin has made it the
de facto medium of exchange when trading on
online black markets. It has been suggested that
the presence of the so-called ‘dark-net markets’
are responsible for supporting the value of Bitcoin.
Overall though, Bitcoin is a modern marvel of
computer science engineering and raises many
interesting economic implications. Australian
banks are already investigating the potential
use of the ‘blockchain’ (the core mechanism
by which Bitcoin works) to facilitate inter-bank
transfers, as well as various stock exchanges to
store ownership of share certificates. The idea
that nothing more than strings of code, which
started off with no intrinsic or extrinsic value,
can be exchanged to ‘real money’ and physical
goods and services is contrary to many people’s
intuition. Fiat currency also shows many of the
same characteristics however, and most of us
are unfazed at how abstract such a system is either.

Youth in Limbo:
The Far-Reaching Effects of
Italy’s Jobless Generation
EDDIE GO

Y

outh unemployment has become
a hot topic around the world, and Millennials are kicking up a storm over their struggles in the labour market. Eddie Go gives
a rundown of what Italy’s ongoing frustrations can teach the world regarding the importance of employing youth.
Italy’s economy has struggled through gloomy
periods of stagnant and negative growth since
the late 1990s. Crippling events such as the
Great Recession and European Debt Crisis have
accentuated the country’s prolonged difficulties
in getting unemployment and public debt under control. In the midst of it all, young Italians
have been among those hardest hit. An alarming
proportion of young job seekers are still unable
to find work post-recession; and many of those
who do manage to break away from the pack are
forced to make concessions, whether it involves
accepting a temporary contract or taking on a
menial role.1 Nationally, Italy’s youth unemployment rate has fluctuated close to 40 percent.2

The figure increases within the impoverished
regions of Southern Italy, where in some areas,
youth unemployment skyrockets to around 60
percent.3
The immediate economic effect of general unemployment is widely acknowledged – many
studies have been consistent with the inverse
relationship between unemployment and real
output as outlined in Okun’s Law. For individuals, unemployment enhances vulnerability to
mental illness and contributes towards a loss of
morale, both of which may trigger social unrest.
Furthermore, young people struggling to get
their foot in the door are likely to earn a lower
wage in the future, putting a dent in their lifetime resources.
It is all well and good to recognise these effects,
but they fail to paint a complete picture of the
severe threat posed by high youth unemployment. Let us consider the case of Italy.
Like many developed nations, Italy’s greatest
demographic challenge has been the onset of
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an ageing population, fuelled by excruciatingly low birth and fertility rates. The economic
ramifications of an increasing older population
are massive – Italy’s labour force will shrink
over time, and the resultant dependency ratio
will place a huge burden on workers and the
government to provide for the elderly. An ageing population will inevitably harm economic
growth, unless solutions such as immigration
and delayed retirement are embraced in order to compensate for expected labour losses.
With Italy’s health minister describing the country’s low birth rate as apocalyptic, the prospect
of an associated economic crisis as a result
of such problems is not out of the question.4

“Youth unemployment is a
growing concern not only for
one generation, but the
economy at large”
So what exactly are the factors behind Italy’s low
birth rates? This is where unemployment of the
young comes into play. It goes without saying
that having children is a costly decision to make;
expenditure in areas such as education and
childcare require an adequate and steady stream
of income. Considering that youth unemployment has been sitting at almost 40 percent, as
well as the fact that many are stuck with temporary work, Italy’s abysmal birth rate should not
come as a huge surprise. Few Italians currently
have the capacity to start a family, and around
two-thirds of young adults are still living with
their parents.5 Unfortunately, individual budget constraints and job insecurity have made it
commonplace for adults to postpone major life
events such as marriage, buying property, and of
course, having children.
Let’s bring our attention to another population
issue associated with unemployment – emigration. Frustration among youth in finding work
domestically has spurred many Italians to relocate to countries where employment prospects

20

are less dim. Since 1996, 500,000 workers (possibly more) have made the decision to move
overseas, with the data suggesting skilled and
educated workers were more likely to abandon
ship.6 A rapid brain drain in Italy has a number
of effects such as stifled innovation and a reduction in tax revenue, neither of which are desirable considering the economic position Italy
currently finds itself in. A reduction in national
youth unemployment would alleviate skilled
emigration, though improvements in wages and
job security are essential to attain a productive
workforce.
Another issue undoubtedly familiar to Italian
law enforcement is the endurance of organised
crime. Illicit activities undertaken in the underground economy, such as drug trafficking and
predatory lending, have inhibited growth and
contributed to impoverishment within Italian
regions. In the context of youth unemployment,
individuals who are denied opportunities to earn
income legitimately are more likely to resort to
crime, in order to attain their desired standard
of living. Revelations of mafia-assisted cheating
during a prison guard exam demonstrate how
criminal intervention, coupled with widespread
desperation for work, may punish the legitimate
economy.7 If mafia groups continue to find similar means of entrenching themselves in both
the public and private sector, economic losses
will eventually be realised due to the inevitable
corruption and reduced productivity that will
follow.
Youth unemployment is a growing concern not
only for one generation, but the economy at
large. The Italian Government is certainly not
ignorant to this fact, evident in their efforts to
curb the country’s high unemployment rate. The
Jobs Act of 2015, implemented by the incumbent Renzi Government, contained a series of
labour reforms aimed at incentivising the hiring
of young workers, most controversially by providing employers with more freedom in dismissing workers.8 However, subsequent youth un-

employment data obtained from Italy’s statistics
agency suggests that the reforms have had little
success. A more multidimensional approach by
the Italian Government is urgently needed in order to better accommodate young job seekers;
this could perhaps entail the fostering of entrepreneurship and further targeted investments

in industry. What has become clear, however,
is that Italy’s high youth unemployment, along
with its devastating implications, will not magically resolve itself.

Trade-off for Australia in the
South China Sea?
ELOISE HESSE

T

ensions continue to rise in the
South China Sea, unabated by July’s ruling
in The Hague which denied China’s territorial claims. Beijing’s refusal to abide by international law brings Australia closer to a
scenario where it can no longer achieve all
its interests in the region at once.
China and other parties have long disputed the
ownership and economic rights to areas of the
South China Sea. Groupings of tiny islands such
as the Spratlys, the Paracels, and rocky outcrops
like Scarborough Shoal are aggressively contested. Artificially constructing islands, including military installations, and the passage and
stationing of military vessels, have all escalated
the conflict. China maintains that the Sea and
its contents fall within their historical nine-dash
line, which extends south, past Vietnam and the
Philippines, to Malaysia.1
However, in July, the UN’s Permanent Court
of Arbitration in The Hague ruled unanimously that China’s claims were baseless. Central to
the ruling was the classification of the ‘islands’
as ‘rocks’, because they cannot naturally sustain
"a stable community of people".2 Being ‘rocks’,

these contested natural and man-made land
masses no longer afford their claimants rights
to any Exclusive Economic Zones surrounding
them. It was a clear decision, which if respected
by all parties, would have cooled political tensions. Instead, the South China Sea dispute continues to destabilise the region.
The Sea itself is of great economic and strategic importance to Australia. The long-contested
ocean and landmasses south of China contain
an unknown wealth of oil and gas reserves, and
other fought-over resources. Maintaining free
passage through its major shipping lanes is vital to the US$5.3 trillion of trade annually.3 Also
at stake are Australia’s political and diplomatic
relations with each of China and the US. Should
the South China Sea conflict come to a head,
what seems an inviolable strategic monogamy
with the US could ultimately put our prosperous
trade relationship with China in jeopardy.4
China is Australia’s top trading partner, with
two-way trade in goods and services totalling AU$155,500 million in 2015.5 That represents nearly a quarter of our overall trade.
This was augmented last year when the China-Australia Free Trade Agreement came into
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force. And Australia’s trade with China is only
part of a much deeper economic relationship.
The US comes in second, with less than half of
that, at AU$70,200 million in two-way trade.6
The international response to the Court’s findings have been hesitant, considering the decision was very clear. Australia isn’t the only
country thinking carefully about how to respond
to an important economic partner. It would be
in Australia’s interest for Beijing to comply, but
demanding they do so could be counterproductive for our economic relations. In addition to
Australia and the US, the Philippines, Vietnam,
Japan, New Zealand and Canada have openly
urged China to comply with the ruling. ASEAN
and the EU however, have yet to comment.7
The sweeping nature of the ruling has paradoxically made it easier for those within China to
ignore it. Within China, the contention that the
arbitration process was rigged against them
– politically motivated and not understanding of the issues for Asia – is now a convincing
argument.8 Chinese President Xi Jinping faces enormous pressure from poplar nationalist forces and those within the CCP to take
a hard line in the South China Sea conflict;
not only by ignoring the ruling, but fighting
against a perceived international hostility towards China. This risks the possibility of a Chinese response made in the sole interest of
retaining CCP power; a response that would
be otherwise irrational to their economic and
international interests.
US Vice President Biden dropped in on Australia
in the wake of the ruling to remind us (and China)
that the US is “not going anywhere”.9 Pressuring
China to abide by the ruling is part of an ongoing rebalancing strategy to project power in a
region of increasing geo-strategic importance to
the US. Since Obama initiated his pivot to Asia,
Biden again emphasised that the US is ready and
“committed to put over 60 percent of our fleet
and our most advanced military capabilities in
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the Pacific by 2020” should the need arise.10
In response to the ruling, and fresh from Biden’s
visit, Turnbull emphasised Australia’s commitment to maintaining rule-based order in the Indo-Pacific.11 It certainly makes it easier for Australia to say it takes the side of international law,
rather than the US or China, at least in rhetoric.
But the more the conflict escalates, the harder
that will be. Indeed, influential figures in Chinese
politics and state media have warned that our
actions in the South China Sea ‘cast a shadow’
on economic ties. President Xi urged Australia to
take caution in any response to the dispute.
Beyond military posturing and tough talk, there
is a real possibility the conflict could escalate.12
For instance, sabotage to attempted industrial
activities, an enforcing of claimed airspace, or
even a blockade.13 With the aggressive capacity
building and showmanship already occurring
in the South China Sea, it is no stretch to imag-

Malcolm Turnbull and Xi Jinping at the 2015 APEC
summit in Manila.
Image source: Gary Ramage via The Daily Telegraph

ine a situation where Australia’s hand would be
forced. However, short of an armed conflict in
the region with direct US involvement, Australia will avoid choosing between its prosperous
relationships with the US and China. We should
though, expect to risk making compromises, to
ensure long-term regional stability and freedom
of trade.

The Internet Economy
LEON OBRENOV

O

ne hundred and fifty years ago,
the exchange between a provider of goods
or services and a consumer was straightforward. The provider produced the good, and
the consumer paid for it with physical currency. In 1985, when the first internet domain
was registered and we entered the digital
age, it still wasn’t clear exactly how much
the internet would fundamentally change
the way that we think about our lives, and
many of the services we use.
The internet has many forms of commercial activity embedded into it. The most traditional are
e-stores like Amazon or eBay, where consumers
spend digital currency to purchase mostly physical goods. But with the internet also came the
rise of online advertising, which has had a transformative effect on the internet and the world.
Most obviously, when online advertising began
to amass reach in the mid to late 1990s, newspaper advertising plummeted.1 Between 1950
and 2000, newspaper ad revenue in the United
States grew from $20 billion to $65 billion (using 2012 dollar terms) – a generation’s worth of
growth. In the twelve years following 2000, all of
that progress was erased, with print ad revenue
falling almost 50% in four years. With the clarity
of hindsight, it becomes easier to say that this

was just a change in the dependant: from the
newspaper industry, to the internet.
As newspapers have struggled to adjust to this
new economic environment with a slow transition to online revenue, other players have taken
advantage of online advertising, players that,
at the dawn of the internet in 1985, would’ve
seemed inconceivable.
Google provides a host of services we use in our
everyday lives. Whether it’s just the plain old
search engine that is so ubiquitous it has been
turned into a verb, or Gmail, or the rapidly growing YouTube, Google is deeply embedded in
most people’s lives. All of those services are free,
and the only reason they can be is due to advertising. In fact, online advertising makes up the
majority of Google’s annual revenue, earning it
tens of billions annually. Facebook, the world’s
largest social network, a service which has fundamentally altered the way that we interact socially with friends, even old acquaintances we
haven’t seen in years, operates with exactly the
same online advertising business model.
In 2015, online advertising revenue reached
a record of $59.6 billion, up 20% from 2014,
according to the Interactive Advertising Bureau, a growth largely being propelled by mobile.2 Google claimed $30 billion of that pie
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and Facebook earned $8 billion. Between
them, the two tech giants represent 64%
of the entire US online advertising market.3
But like all business models, this lucrative affair
can be and is being threatened by the extraordinary growth rate in the use of ad blockers. The
newest edition of Mary Meeker’s highly watched
annual Internet Trends report from Kleiner Perkins Caulfield & Byers identifies the use of ad
blockers as a major trend affecting the internet in 2016.4 Borrowing data from a company
called PageFair (which helps websites track how
many of their visitors block ads), the report reveals there are now more than 600 million users
blocking ads across desktop and mobile. Given
that, in 2013, that number was less than 100 million and mobile ad blockers were so rare that
statistics on their use are scarcely available, this
represents a phenomenal increase. The use of
mobile ad blocking alone in the last year has increased by 94%.
There are three important takeaways from this
data beyond the size of the increase. Firstly, two
thirds of total ad blocking is now being done on
mobile, despite the fact that desktop ad blocking software is more than a decade older. Secondly, more than half of the people blocking
ads on mobile are in the developing markets of
China, India and Indonesia.5 Thirdly, in India and
Indonesia, two of the world’s fastest-growing internet markets, nearly two thirds of smartphone
users are using ad blocking software.6
PageFair also suggests that, for its largest customers, the use of ad blockers grows at a compound rate of 3% a month, yielding a projected
average growth rate of 43% per year.7 This represents a tectonic shift in the online advertising
world, and is driving the emergence of new economic models on the internet. The most interesting of these is the subscription model. At its
core, it’s very simple. A user pays a regular subscription fee to a website or online service in order to gain access to its content.
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This model is increasingly being adopted by news
providers, who hide content behind a paywall,
and it is the backbone of major entertainment
on demand streaming services like Netflix and
Spotify. Even Google is getting on board. First,
it introduced its own music streaming service,
Google Play Music. More interestingly however,
the company is now offering, in a few markets
including the US and Australia, a service called
YouTube Red. This service gives users access to
Google’s music streaming, as well as ad-free, offline and background YouTube video playback.
This model is essentially like opt-in taxes. We
pay taxes so the government can pool resources
and provide services we otherwise individually
wouldn’t be able to afford. A streaming service
like Netflix is analogous to the portion of your
taxes that go to maintaining the local library, and
a news subscription is analogous to the portion
of your taxes the federal government spends
on the ABC. The economic model underpinning
subscription services is old, but the internet is
reinventing it. Subscription systems provide
more reliable revenue for businesses, something
which will become more apparent the more adblockers are used, and a more transparent economic model for consumers. A customer pays
for access to a service, and they receive that service, rather than the advertising model, where a
customer has little control over what advertising
they see and how they’re personal data is used
by large companies to tailor advertising.
If there is anything the newspaper industry has
taught us in the last two decades, perhaps it
should be that relying on advertising as your primary revenue source isn’t wise, because as unthinkable as it might be, there is a real possibility
that it can disappear.

Where are the Bees?
KASUN YAKUPITIYAGE

“If the bee disappeared off the surface of the globe then man would
only have four years of life left.”
– Albert Einstein (Supposedly)

S

ince the 1970s, ecologists have
observed marked collapses in the bee population. By the 1990s, bee populations were
falling from 30-90% in the US alone.1 Today,
we face the very real possibility that bees
will become extinct, and perhaps if nothing
is done, we might not have any bees at all.
The rapid rate of bees dying across the globe
has perturbed many ecologists and farmers.
Indeed, beekeepers have reported globally the
precipitous decline since the 1980s and the ‘Colony Collapse Disorder’ (CCD) has only perpetuated. Between 2015 and 2016, 5000 beekeepers
in the US had lost 44% of their honey bee colonies.2 Perhaps the most startling aspect of this
phenomenon is that we simply don’t know the
exact reason why bees are going extinct. Regardless, what we do know is that it could have widespread implications on the environment and the
global economy; primarily for the livestock and
produce markets.

A single honey bee can cross pollinate 5000 flowers in a single day and thus when bees decline
at such a rapid rate, harvests for produce may
suffer. The cross pollination process for produce
is hampered with less bees to pollinate, creating
poorer supply side conditions. As a result, the
price for such fruits is likely to rise and access to
healthy diets may decrease accordingly.
Furthermore, the effect on livestock may further
rattle the farming industry. Livestock are fed using almond based foods which are pollinated by
bees. As bees decline, the availability of such almond based foods may decrease, prompting the
price of almonds to rise. Accordingly, with the
price of inputs for livestock farms increasing the
average variable costs for each livestock will also
go up. This may decrease their profitability and
hamper the willingness to supply, causing some
farmers to leave the market place. Indeed, 1/3 of
our meals are made possible by bee pollination,
and their extinction will mean limitations on the
diversity of foods we have today.3
But the effects of this problem extends far further than the economy. Similar to a drought,
the poorer harvests can devastate farmers and
their livelihoods. However, in this case, farmers
don’t even have the hope of the rain one day
coming as the extinction of bees could very well
destroy agricultural industries. The consequenc-
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es of which could include famine – a factor that
historically induces war. Indeed, the World Bank
estimates that we could run out of food globally
by 2050 at the current rate, leading to comments
that the next war “could be fought over resources
like food and water.”4 Whilst this notion is seemingly extreme and to an extent, sensationalist,
perhaps it is our collective ignorance on the issue
that will give it real plausibility.
Scientists estimate that a key cause of the decline
has been the use of insecticides called ‘neonicotinoids’ (the most widely used insecticides in
the world) which damage the nervous systems
of bees. Capitalising 24% of the insecticide market, neonicotinoids have ravaged bee populations worldwide. Bees come into contact with
the insecticide through the cross-pollination process; subsequently bringing it back into the hive,
where it spreads malignantly.5 The insecticide
systematically degrades bees’ nervous systems
causing them to die shortly after. In addition, the
aptly named mite ‘Varroa Destroyer’ is another
leading cause of the collapse. The mite reproduces in honey bee hives and spreads throughout the hive, infecting the hive’s population. The
mite then sucks fluids out of the bees, paralysing
and then killing them. Whilst these causes are
profound in their own right, the CCD cannot be
so easily blamed on these two factors as genetic
uniformity, crop monocultures, stress from human activity and other factors also contribute to
the death of bees. Indeed, there appears to be a
myriad of causes with minute solutions.
There has, however, been direct action by governments regarding a complete ban on the use
of neonicotinoids. This was seen in the European
Union in 2013, where they banned three neonicotinoid insecticides. This could greatly decrease
the rate at which bees die and improve society’s
welfare. However, this was met with prolific lobbying by farming industries, where the use of
insecticide is itself a 1.5 Billion-Euro industry, arguing that it could equally hurt farmer’s harvests
through the infestation of parasites and insects.6
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As such, direct action in the US and other major
agricultural states is likely to be a slow process.
In Australia, honey bees are responsible for $30
billion a year in crops. Whilst Australia is a major
supplier of meat, dairy and wine (yes even wine
is at stake), the implications on our economy,
as well as the global economy is immeasurable
and indeed, the social and ecological impacts
are just as profound. If we lose our bees, we lose
the ability to produce food through traditional agriculture. Moreover, bees are essential to
the maintenance of biodiversity within ecosystems and thus species survival. The cost benefit analysis here cannot and should not exclude
these factors. Perhaps the lobbyists protecting
insecticides are as narrow-sighted as they are
rapacious, and it is up to the public to start appreciating and understanding the critical input
of bees in our everyday lives. Evidently, more aggressive action must be taken before we lose our
precious busy bees.

Why Central Banks Can’t (and
Shouldn’t) Attempt to Please
Everyone in a Post-GFC World
EDMUND KEMSLEY

E

dmund Kemsley explores the implications of continued super low interest
rates throughout the developed world and
makes the case for preserving central bank
independence at all costs.
It’s not easy to be a central banker in 2016. For
the last eight years, central banks across the developed world have worked hard to fend off deflation and inject liquidity into sluggish economies. They are now coming under attack for this
strategy. Some are calling it a cheap money “addiction”, claiming that central banks are sowing
the seeds of the next financial crisis by distorting
asset markets.1 Consequently, more and more
pressure has been placed on central banks to
heed to the call of politicians and governments
who endeavour to dictate banks’ actions.
US Senator Rand Paul, upset with the Federal Reserve’s (the Fed) recent course of action,
opted to take matters into his own hands and
introduce an “Audit the Fed” bill. However, the

bill wasn’t about auditing, as the Fed is already
audited by Deloitte Touche Tohmatsu and all its
Open Market Operations are published and documented.2 Instead, Senator Paul was opting to
expand congressional oversight by increasing
the Government Accountability Office’s (GAO)
powers to review and audit every little action
made by the Federal Open Market Committee.
Such a proposal would have opened the door
for members of Congress to start dictating monetary policy. Fortunately, the bill failed.

“Central
In 2015 the leader of
the opposition in the banks need to
UK Parliament, Jeremy Corbyn, pitched stay the course.”
“People’s Quantitative Easing” (PQE).3 The proposal would work similarly to Milton Friedman’s
helicopter money, a concept already considered heretical by many economists. However,
it is different in two important aspects: firstly,
PQE would upend the Bank of England’s (BoE)
independence and require that the bank create
money at the order of the Government. Secondly, the BoE is dedicated to fighting
inflation and unemployment, but
Corbyn on the other hand, had
broader goals in mind for PQE,
ranging from solving wealth inequality to supporting free higher education.
Despite this kind of rhetoric,
central banks need to stay the
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course. Unfortunately, the Federal Reserve’s decision last December to raise interest rates for
the first time in almost a decade was an indication that the criticism was starting to wear them
down. But thankfully, the Fed later cooled off and
no further rate hikes are on the horizon.4
The central concern for central banks has always
remained the same: maintaining the economy at
a level that is close as possible to “full capacity”.
That means aiming for a “natural” rate of interest
that maintains employment at a rate close to its
long-term natural rate (the NAIRU) and ensuring
that output growth and inflation are stable. A recent study at the Fed shows that the natural rate
of interest in the US is still low. Below-zero low.5
Why is this the case?
In the aftermath of the GFC, aggregate demand
collapsed throughout the developed world. Businesses failed, people were laid off, loans were
defaulted on and government paid out large
amounts in bailouts.
Central banks were soon faced with serious problems. For one, the natural rate of interest eventually fell below zero and this forced central banks
to turn to unconventional means of injecting liquidity in the economy, via quantitative easing
and negative interest rates. They weren’t as effective as one would have hoped, but they were
necessary. This is because for the first time since
the Great Depression, central bankers were concerned about deflation rather than rampant inflation (besides Japan of course, whom have been
wrestling with deflation for about 20 years).6
Inflation has been persistently low across the US,
UK and Eurozone since the GFC and this indicates
that many economies are still in recovery mode.
There are other clues. In the US, long-term unemployment has risen, labour force participation
has fallen and many of jobs that are being created are only part time roles.7
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Globalization is also playing a larger role in monetary policy decisions. Kenneth Rogoff wistfully
declared in 2007 that globalization “has provided an extremely favourable backdrop for monetary policy during the last 20 years.” This is no
longer the case; global trade growth is low, currency wars are rife, the European Union is at risk
of breaking up and worries about a Trump presidency are mounting.
People are right to be concerned about persistently low rates. If the world were hit with another recession, central banks would be largely
powerless. More importantly however, central
banks have no good reason to raise rates. They
are forced choose between trade-offs: an overvalued housing market or the frightful effects of
sinking inflation.
For such reasons, central bank independence
should be preserved at all costs. The choice to
raise or lower rates can only be judged correctly when done in a political vacuum. Those who
think that the Fed, the BoE, or the RBA aren’t
working in our best interest should reconsider
the mandate the central bankers operate under.
This being said, monetary policymakers are always looking for ways to improve the system.
There is a very sensible argument for raising the
interest rate target. The current consensus of a
2-3% inflation target, introduced in the 1980s,
might be damaging to the economy as economic problems seem to worsen as inflation falls
below the 2-3% target.8 Raising it slightly to approximately 4% would give central banks a wider buffer between the long run average interest
rate and the zero nominal interest rate bound.
This could ultimately help them defend against
future recessions.
No matter what happens however, there is no
doubt that central banks will remain in the spotlight for some time to come.

Household Income Inequality:
Changing Families or Changing
Pay-Cheques?
TAYLOR NUGENT

S

tatistics show that income inequality in the US is rising. However, Taylor
Nugent explores how this problem is much
less the fault of the labour market than people realise.
You are unlikely to have come across a discussion of the US economy recently without a reference to income inequality and wage stagnation.
It is widely accepted that the Gini Index, a measure of the distribution of income in the economy, has increased markedly from the 1960s
– that is, incomes have become more unequal.
There has also been documented median wage
stagnation. Real median wages in America peaked in 1999 at $57 843 in 2014-equivalent dollars.1
Such data are often used as definitive insight
into the labour market and the incomes of American citizens. However, the most commonly used
data are household numbers. Unfortunately, as
household numbers conflate both composition

of households and economic trends into a single
data point, such an indicator gives clear information about neither.
In fact, change in income data in the US is wholly
fitting with changes evident in household composition and demography. Downward pressure
on the median wage is created by an ageing
population and an increase in part-time work.
Moreover, changes in household structure also
have a significant effect on household income
inequality.
Interestingly, it is possible for the median household income to decrease even with rising wages.
As the population ages, workers leave the workforce and retire. Before they retire, they are near
their highest earning potential, having accrued
experience through years in the workforce. However, their post retirement income can be expected to be significantly lower. As this demographic
cohort moves beyond their peak earning potential and start retiring, it is expected that wages
would decrease. Additionally, those aged 20-24
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years old, who represent another large cohort of
the population, will have recently entered or are
soon to enter the workforce at their lowest earning potential – likely below the median wage.
There has also been a notable uptick in single-income households. According to the American
Enterprise Institute, there were 52% more households in the US in 2013 than 1980, yet the population had only increased 39%. Per capita income
is spread more thinly among households, and so
median household incomes decline even if individual incomes remained constant or increased
over the period. Multiple-income households
have concurrently fallen from 45% in 1999 to
under 40% in 2016.2 Just over 50% of adults currently co-reside with a spouse, down from 70%
in 1967, whilst the number of adults living alone
has increased from 8% to 14%.3 It is no surprise
that households with fewer income earners put
downward pressure on median income.
Population Pyramid of United States - 2014

Source: https://www.cia.gov/library/publications/theworld-factbook/geos/us.html

In addition, Americans are working less. In recent
history, average weekly hours worked peaked
along with median income in 1999. Since then it
has fallen by 8.8%, while in the same period, median household income has fallen by 7.2%.4 Considering the drop in median household income
in this way asks a very different set of questions
to wage stagnation. While the drop could be a
case of underemployment, it may also be a sign
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of shifting preference around work-life balance
and increasing availability of desirable part time
work.

“There is little doubt that
inequality is worsening
in America.”
These trends combine to make household income a less reliable indicator of real wages in the
economy. It conflates social and demographic
trends with labour market behaviour in a way
that hides causality. This is not to say that median wages have not stagnated, but that the extent
of the stagnation is likely to be overstated when
households are used as the unit of analysis.
Furthermore, societal change has similarly impacted the Gini Index. A 2014 study by Greenwood, Guner, Kocharkov and Santos found that
nearly all of the increase in income inequality is
the result of a phenomenon called assortative
mating, where people create household units
with a spouse similar to themselves.5 It found an
increase in the Gini Index from 33 in 1960 to 43 in
2005. Although the study notes that “the change
in wages across individuals is the primary driver
of this increase in income inequality,” the effects
have been significantly amplified by concurrent
increases in female labour force participation
and assortative mating. Two married doctors
earn significantly more than a single waiter, for
instance. Increased opportunities for women
also mean more female doctors, and through
assortative mating, they are likely to marry male
doctors. Accordingly, the prevalence of high
earning dual-income households increases.
Intuitively, if these high earners were spread
more evenly through households, then it would
result in a more even spread of income across
households. Additionally, it would pull up the
median wage. In 2005,couples who both had
graduate degrees earned 119% above the median wage. If such individuals had not formed a

household together, remained single or married
low or non-earners, both of their households
would still likely be above the median income level. By controlling for marriage preferences by randomising marriages in the population, the study
found that the Gini Index had barely moved, from
33 to 34.6
There is little doubt that inequality is worsening
in America. Technological change is hitting the

middle income routine and administrative jobs
hardest, leaving only high skilled, highly paid
jobs and lower paid, manual and service jobs in
their wake. But it is important to recognise the
limits of commonly used measures of inequality.
Evidently, using households as the unit of analysis can obscure changes caused by the labour
market by conflating it with demographic and
social change.

POP-ECO

Pokémon Go: A Retrospective
TOM CROWLEY

I

n no particular order, 2016 will
be remembered for three things: Donald
Trump, Brexit and Pikachu. What a time to
be alive.
As a budding economist, my retrospective analysis of the year could have included sophisticated, probing analysis of the economic trends of
the serious, socio-political events on that list. I
could have cited prescient scholarship on the relation between income inequality and far-right
populism. I could have made my contribution
to the debate on the failures of the globalisation
narrative.
But instead, I’m going to write about Pikachu. Because after all, what are economics undergraduates for if not to draw tenuous links between the
popular culture and the materials they study? In
continuation of this fine tradition, unasked-for
and unnecessary like every classic of this oh-soclassic genre, I bring you: Pokénomics.
First, some context. At time of writing, I’m still
wandering around in my spare time flinging balls
at Pidgeys, but I’m one of the last losers left. By
the time this is read, much though I might wish
to believe otherwise, the lame fad/gaming phenomenon/lame fad that was Pokémon Go might

well have faded into obscurity. So, a brief primer: for several beautiful weeks in mid-2016, every
child’s dream came true. A mobile app allowed
users to walk around in the real world and catch
Pokémon superimposed onto reality through
their phone screens. So popular was the game
at its peak that its daily users surpassed that of
Twitter. Nintendo’s stock price rose meteorically,
words like ‘Zubat’, ‘Snorlax’ and ‘Dratini’ made
their triumphant re-emergence to common parlance, and landmarks the world brimmed with
gamers of all ages intent on being the very best,
like no-one ever was.
I was swept up in the craze, alienating friends
and halting traffic in the process. But the irritating economics student in me started to see more
in this game than, perhaps, I should have. I came
to view the small decisions the game required
me to make as optimisation problems, the game
itself a microcosm of an economy in which I was
the consumer, and my weeks spent playing the
game were a life cycle.
Before you accuse me of drinking the Kool-Aid
(or is that Tentacool-Aid? You decide), let me explain a little more carefully what I mean. A warning: this’ll get a little technical.
There are several objects in this game, from
which you derive utility. Amongst them: levelling
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up, catching Pokémon, evolving Pokémon and
making them stronger so as to win gym battles.
There are, however, several constraints.
The first constraint is effort. You can’t do anything in this game unless you walk around. You
have to walk to catch, and you have to catch
to level up, and you have to level up for the
Pokémon you do catch to be strong enough to
win gym battles (the Pokémon you encounter
increase in strength as you level up). This is unidirectional: you can’t level down, so the longer
you play the better you get. In this instance, the
forward trend is an inverse exponential (in other
words, it takes increasingly longer to reach each
new level, so the gains from levelling up increase
at a decreasing rate).
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time. But there are other things competing for
space in your bag, chiefly ‘potions’, which can
heal your Pokémon after they’re damaged in
battle. Crucially, potions are used a lot less frequently than balls. Both are flow variables, but
balls flow in and out of your bag more quickly.
This dynamic can mean that, when you hit 350
items, you’re at a ‘bad equilibrium’ with hundreds of potions and few balls. To avoid such
a bad outcome, you have to actively dump potions regularly.
The final and most interesting constraint is your
collection of stardust and candies (yep, I know
how ridiculous I sound). Each Pokémon has its
own unique candy. Collect enough of that candy,
and you can evolve it into a new one. But candy
can also be used to power up Pokémon, along
with a pinch of stardust. Stardust is universal,
unlike candies. You collect both when you catch
a Pokémon. Optimisation here becomes very
complicated. Should you power up a Pokémon,
or save the candy to evolve? Should you hold off
your stardust until you’ve levelled up enough for
the Pokémon you’re powering to be worth your
time? What do you derive more utility from, just
collecting Pokémon or making the ones you’ve
got stronger? Should you spend your stardust
now, or wait a couple of days and see if a better
recipient comes along?

“If, like my Pokémon career,
we spend our lives not quite
making the best decisions all
the time, then the conclusions
of neoclassical models, upon
which we rely so heavily, are
undermined. ”

At this point, I’m well aware, you’re probably
feeling awash with nerdy jargon. If you’ve played
the game, you might find this vaguely amusing.
If you haven’t, I’m surprised you’re still reading.
But whether you’ve played it or not, I’m guessing what’s on your mind as you read is this: who
actually thinks like that? Is Tom insane? Why on
earth would you spend your time thinking about
optimisation problems and bad equilibria? Just
play the game, stop obsessing about it!

The second constraint, the number of Pokéballs
you have, limits how many Pokémon you can
catch. You collect balls by walking around and
can only store 350 items in your inventory at one

Believe it or not, that’s exactly the reaction I’m
after.
Not long after I spotted these optimisation prob-

lems, and started to think about them as I’ve described, I realised how much of a drag it was to
be constantly trying to ‘optimise’ when I played.
Nobody, I told myself, actually thinks like this. I
might be able to abstract away from the game
and come up with a foolproof way to optimise
my relative use of stardust and candies, but I’d
be about the only one who did, and I’d probably
suck the fun out of it in the process.
In other words, nobody, not even an obsessive
person like me, consciously optimises every
time they play. I might have recognised the secret to maximising the number of balls in my
bag, but I’d keep forgetting to dump potions and
reach bad equilibria. Even though I had thought
long and hard about the best way to play, I was
too lazy to follow through.
I point this out because exactly the same sort of
obsession with optimisation that I’ve displayed
here is routinely displayed by mainstream microeconomists who study human behaviour.
The central assumption that defines modern
neoclassical microeconomics is that rational individuals will always optimise, choosing to purchase with their incomes the collection of goods
that, amongst infinite options, gives the greatest
utility.

Of course, that sounds about as unrealistic as my
Pokéwaffle, and it is. Nobody heads to the grocery store with as careful an optimisation rubric
in mind as I’ve outlined above. Nobody makes
their day-to-day decisions by carefully measuring the opportunity cost of every action and
every purchase. The expectation of rationality,
in other words, is too burdensome. A lot of the
time, we don’t optimise. My clearly way-too-serious thinking about how best to play Pokémon
Go still didn’t turn me into an efficient player.
How can we then expect that every consumer
will do better with every purchasing decision
they make?
This might sound like a pedantic point, but the
rationality assumption is central to every aspect
of modern economics. Large-scale macroeconomic models, the stuff used to predict variables
like interest rates, inflation and growth rates,
rely on this assumption. The question, then, of
whether we have any hope of living up to the image of consumers the assumption creates, is an
important one. If, like my Pokémon career, we
spend our lives not quite making the best decisions all the time, then the conclusions of neoclassical models, upon which we rely so heavily,
are undermined.
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Is the Salary Cap Bad for
the A-league?
YAZ NAJI

I

n sports, the free market dictates
that the best sportsmen are paid higher
salaries as demand for their unique qualities is high relative to supply. Thus, clubs
with the highest revenues are able to stockpile the best players by offering the highest
wages. However, talented sportsmen are of
low supply and if the richest clubs exploit
this, poorer clubs cannot compete, as the
quality of the competition falls for neutral
viewers who are forced to watch less interesting games due to the disparity in skill
level between teams. This negative side effect imposed onto viewers as a by-product
of the production of the A league, is termed
a negative externality in the language of
economics.
This negative externality is a form of market
failure, where the market fails to bring about
an efficient allocation of resources and can be
observed in the largest soccer leagues such as
the Premier League, Bundesliga, Serie A, and
Ligue 1, in which it is a statistical anomaly for

36

the upper echelon of clubs to not claim honours
during the season. This leads many Australians
to argue that the lack of variety of teams competing for the top prize reduces the entertainment of the league as the competitive balance
is strongly geared towards the elite clubs with
massive revenues.
This is why salary caps are implemented in the
AFL and A-League in order to maintain financial
parity between clubs and ensure strong competition in the league, reducing negative externalities by ensuring a pleasurable viewing experience regardless of team affiliation. However, as
opposed to the AFL, soccer is an international
sport with an international transfer market with
many Australians watching international leagues
more than the A-League. Due to soccer’s globalised nature, clubs trade internationally and players can transfer away from the A-League, reducing the quality of the league in the process.
As the A-League loses its best players every year,
the quality of the league does not grow tangibly
and as a consequence, audiences can simply
watch (demand) substitutes for the A-League
- international competitions in which better

quality football is played. Therefore, long term
revenue growth of the A-League is dependent on
their ability to retain the best players possible, a
scenario which the current salary cap prevents.1
Currently, the salary cap for A-league clubs is
$2.60 million, with a salary floor of $2.275 million. Although some A-league clubs have sufficient revenue to afford at least double these
wages, the A-league’s salary cap makes wages
far too low relative to competing countries, who
do not have salary caps. The average wage of
an A-league player is around $120,000 whereas
the average wage of Australia’s close competitor, Japan is $250,000 AUD.2 Therefore, as soon
as A-League players deserve higher wages, that
the best clubs have revenue to provide, foreign
clubs offer them greater salaries and lure them
away.
Therefore, to preserve the growth of the
A-League, a “soft” salary cap, rather than a strict
cap should be adopted, also known as a Luxury
Tax. This system has been implemented worldwide, most notably in the MLB, employing soft
spending thresholds for all teams. However, if
teams with larger revenues wish to spend over
this threshold, they may do so, incurring a tax
which is paid to the sporting code which serves
to redistribute this revenue. Through this process, the larger teams are able to retain their
more prized sporting assets, reducing the likelihood of our best talents being poached by
foreign competitors. This is because the more
financially viable teams can pay top dollar to
preserve talents and reduce a sporting brain
drain. Moreover, excess spending over the soft
threshold by large teams such as Melbourne Victory and Sydney FC, can be redistributed to the
smaller teams such as the Central Coast Mariners to reduce the disparity of quality between
the best and worst teams while also preserving
the players which may influence Australians to
tune into the A-league over a foreign substitute.

and integrate with developing players in each
team, the overall quality of the league is further
increased as experienced players pass on their
knowledge to young Australian talent. This creates an almost Keynesian style sporting-quality multiplier, as our increased spending on top
quality soccer players reaps a far greater rate
of return through the increased development
of our young sporting future. Thus, higher wages for one talented footballer who would otherwise have left the league, is transferred into
greater tutelage for dozens of young Australians.
While the implementation of a luxury tax may
increase the technical discrepancy between
the richest and poorest clubs, imposing a negative externality on neutral viewers by reducing
competitive balance, this trade-off is necessary
as maintaining quality players will grow overall
league revenue and in the long run, reduce externalities as total revenue for all clubs will increase due to higher value television deals and
advertising contracts.3 Furthermore, the financially weaker clubs will be supported through
the richest clubs spending past their thresholds and inadvertently contributing revenue to
the smaller clubs. Essentially, the Luxury Tax
is the perfect compromise between the Australian sporting mentality of competition on even
grounds, and the broader soccer mentality of
the elites being able to flex their unencumbered
spending muscle. The end result will be all clubs
having a better chance to grow their revenue and
fully stretch the bounds of the soft salary cap,
better players in the A-League, more Australians
and even foreigners increasing demand for the
A-League relative to our Asian competitors, better Australian talent due to top quality mentoring, more chances of international success, and
perhaps the currently distant dream of Australia
ever winning a World Cup.

Moreover, as this system establish revenues sufficient enough for talented players to remain
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In Defence of a Facebook
Addiction
SUVI LOKUGE

I

n today’s tech-driven society, it is
not uncommon to hear that people have
become ‘addicted’ to forms of social media. But is this type of addiction necessarily
irrational? Suvi Lokuge explores the idea
behind rational addiction.
Much has changed since Facebook. When waiting in line for coffee, during an awkward social
event or even commuting on public transport,
Facebook saves you from the awkward eye contact with strangers. As amazing as Facebook is,
we all have that friend who uses Facebook way
too often – tagging people in the latest memes,
changing their profile photo (too) often and constantly sharing random posts. This is a perfect
example of how addicted some people have become.
This brings us to the question of rationality; is it
irrational to be addicted to an application that
makes you scroll through a sea of posts when
you know you should be studying? In fact, it’s irrational to be addicted to anything at all, right?

Rational addiction
Rationality is defined as consistently making decisions that maximise long-term utility, where
utility is a measure of happiness or well-being.
Addictions seem to be the antithetical to rationality. However, the model provided by Becker
& Murphy describes rational addiction as instances where ‘individuals realise the addictive nature of choices they make, but may still
make them because the gains from the activity
exceed any cost through future addiction’.1 For
example, Sigmund Freud, a major contributor to psychology, became a cigar smoker despite knowing the health risks. He believed
that smoking enabled him to work more effectively. Rational addiction theory argues that
for Freud, if the benefit of enhanced work performance outweighed the future health costs,
this could be considered a rational addiction.

Evidence for the rational addiction model
Empirical research such as Chaloupka’s studies
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on cigarette consumption and Bentzen & Eriksson’s work on alcoholism support the rational
addiction model.2
The discipline of behavioural economics echoes
the concept of rational addiction and argues that
the assessment of irrationality or rationality depends on the context of the situation. Cost-benefit analysis that is specific to the context determines whether the addiction is rational or not.
Similarly, extension of the rational addiction
model to include bingeing,3 uncertainty and regret has allowed the rational addiction model to
become more widely accepted.4

Issues with the rational
addiction model
Admittedly, the theory is not without its flaws.
The model is a mathematical one, and econometric testing has produced some strange results. In Auld & Grootendorst’s study, results
based on Becker’s rational addiction model
show that milk is as addictive as cigarettes.5 But
as milk is not an addictive substance, this raises

concerns about the model’s accuracy.
Furthermore, the evidence is also mixed. Baltagi
& Geishecker’s empirical tests of alcoholism in
Russia fail to support rational addiction theory6,
while Bentzen & Eriksson’s empirical research on
alcoholism in Nordic countries supports rational
addiction theory.7 This is also the case with cigarettes, with two conflicting bodies of evidence.
According to Sloan & Yang, a lot of promising
economic research uses the rational addiction
framework, but empirical research based on this
model is inadequate.8
Although the theory is somewhat flawed, there
is a broad body of economic literature to support the theory of rational addiction. This does
not mean that behaviours associated with addictions are rational though. But perhaps, for certain individuals, this Facebook addiction could
be a rational addiction that is allowing them to
the best versions of themselves.

Season’s Greetings: How
Holiday Spending Affects
The Economy
ROLAND ALLEN

W

hile it occupies only a single
day on the calendar, Christmas imposes a
pretty strong effect on the collective psyche
of much of the Western world. Though it
is undoubtedly a good time to appreciate
those close to us and the impact they’ve

had on our lives, sentimentality is big business and the more cynical of us might point
out that much of the enthusiasm surrounding such days comes from companies who
can provide the- present- you- absolutely
must -buy to show your sincerity.
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When you get down to it, every Western holiday is to some extent a consumerist exercise,
which has an array of interesting consequences.
So let’s put aside the holiday spirit for now and
delve into the economic effects of holiday present spending.

It wastes resources and inflates
measures of material living standards

calculate society’s wellbeing. GDP as a measure
of our material living standards regards all production as an added value with which wellbeing
increases; but if society is producing and then
spending income on goods and services which
are demanded based on a false understanding of
consumers’ preferences, then wellbeing doesn’t
increase by as much as the numbers would suggest.

Of course, the perennial challenge associated
with purchasing gifts is finding something that
the recipient will really value. We all know the
feeling of excitement of getting a Christmas gift
from an extended family member evaporate
as we open up something spectacularly crummy (followed by the obligatory half-hearted attempt at making it sound like it was just what we
wanted). This is classic information asymmetry,
where the purchaser of the gift doesn’t understand the receiver’s preferences as well as they
do. This results in purchases that on average will
yield less benefit for the receiver than if they had
just bought something themselves.

It skews economic activity towards certain times of the year

A big picture way of looking at it is that bad gifts
are inherently wasteful and inefficient. Economics is ultimately about how to allocate scarce
resources, and if as a society we’re allocating
those resources to people who don’t value them
as much as others do, we’re not maximising our
overall wellbeing; someone’s trash could be
someone else’s treasure.
Another way of thinking about the issue is that
excessive gift-giving may inflate metrics used to

40

Consistently, we see retail spending increase up
until Christmas,1 with a significant hangover in
the beginning of the following year. The fact that
certain types of expenditure get shoehorned
into particular time periods has a few economic
consequences.
Recent cutting edge figures released by the ABS
show that nobody in their right mind actually enjoys eating turkey; this should come as no
surprise to anyone given that nobody eats it for

most of the year, yet one day every year families
across the world bust out the traditional Christmas bird in a fit of collective amnesia. What this
means on the supply side is that while business
is booming for a month or two, the rest of the
year they aren’t producing nearly as much; this
probably means a substantial amount of idle
equipment collecting dust which is highly inefficient. This also will have a distortionary effect on
employment; many people gain work approaching Christmas only to lose it soon after, creating
greater friction in the job market as workers have
to attempt the transition to new jobs afterwards.
Focusing a great deal of spending in a short
period of time also puts cash flow pressure on
consumers, who might have to borrow money
to fund their purchases. If all of these same purchases were spread out more evenly over the
year, it wouldn’t be such a problem, but a high
volume all at once can place considerable pressure on household budgets.

It encourages us to save less overall
Without the social expectation for holiday-related giving, people would almost certainly
spend considerably less on presents for others
(alright, now we’re officially wallowing in cynicism). Some of that money otherwise spent on
presents would likely be saved (and less money
would have to be borrowed).
It thus seems reasonable to assume that consumerist holidays might cause us to spend more
and save less overall. While this might sound like
a bonus initially, it is a double-edged sword; the
amount that households save has implications
for long-term growth and any downwards pressure on savings could impinge efforts towards
growth in the long run.

year and compare the changes in consumption
patterns, something that unfortunately some
spoilsports might label ‘totalitarian’; testing hypotheses in economics is hard, people.

Perhaps we would all benefit if we did away with
the social obligation of gifts and focus our energy towards the better part of the holidays; the
enriching experience of connecting with friends
and family. As is, however, the two seem intertwined and we shouldn’t be so quick to throw
the baby out with the bathwater. Indeed, there
may be a collective action problem as while
most would like the materialistic aspect of holidays like Christmas to be reigned in, it isn’t exactly in any one person’s interests to buck the
trend (try not buying a relative a Christmas gift
as protest and see how that goes down). So for
the moment, we have to choose between both
the things we enjoy most about the holidays and
the sketchy consumerism versus nothing at all.
Maybe a few dud presents every now and again
are worth it in the scheme of things.

Determining just how much these holidays affect overall spending patterns would be tricky.
The best way would be to make it illegal (punishable by immediate imprisonment) to give
anyone holiday-related presents throughout the
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An ESSA Debate:
Donuts are fantastic because of their variety and
versatility.
I’m sure the donut craze has not gone unnoticed. Donuts
of every flavour imaginable, filled with gooey Nutella,
decorated to look like a Poke ball… even the hybrids like
cronuts, crullers and doughnut milkshakes! Not to mention the variety of “fried doughs” from around the world,
which offer a full range of savoury and sweet options.
Can you imagine the prospect of a bagel craze? Cue a
silent audience with glazed expressions.

Onto versatility. Donuts are a breakfast food, snack
food, party food – appropriate for any occasion. They are
a ready to go food and easily stored, and their multiple
applications ensure that there is little wastage of this
good, providing higher levels of utility for consumers.
For example, donuts can function as a substitute for
birthday cake and even flowers as an apology gift for an
angry partner! They aren’t as easily substituted – if you
are craving a donut, other sweet treats just won’t cut it.
Whereas with bagels, you can readily get your smoked
This affects the economy in two ways. With more spesalmon and cream cheese fix elsewhere. However, let’s
cialised donuts to fit the wide spectrum of consumer
assume the utility of donuts and bagels are the same, for
tastes and preferences, consumer surplus increases.
the sake of argument only. The marginal cost of producFor example, vegans who previously could not partake ing a donut is extremely low as the production process
in donuts previously are now spoilt for choice with the
is very simple and does not require complex inputs. The
vegan-friendly choices. The meat lovers can enjoy the
marginal cost of producing a bagel is not simple. The
famed bacon and maple syrup donut flavour. Secondly, bagel is boiled and baked, doubling production time.
there is a flow on effect in the creation of different des- You also to have to cut it open, find appropriate fillings,
serts from the plain donut, increasing the productive use ensure it is toasted to perfection, the list goes on. Even if
of existing capital. There is boundless scope for creativity this is all done by a professional, this is an inefficient use
in the donut industry, unlike the stable and low-growth of labour resources if a higher cost is incurred to achieve
business of bagels. The current trend for innovation in
the same level of utility.
the donut industry will improve Australia’s Total Factor
Productivity (TFP), if not through technological progress, For my closing statement, this debate should be awardthrough higher human capital efficiency generated by
ed in favour of donuts because they make our lives hole.
happier workers.
- JIA YING KHO
For decades, doughnuts were America’s go-to
dough product with a hole. With the turn of the 20th
century, however, came a sea of change in American
tastes from which bagels have emerged as the superior
consumption option. Today, approximately 61% of American households now consume bagels on par with the
61% that consume donuts.1,2 Further, bagel consumption
is only growing each year with its ability to serve as a
relatively healthy breakfast and lunch food item at the
forefront.

of oil, donuts have around 12 times the amount of
fat contained in the average bagel.3 This comparison
extends to carbohydrates, sugar and cholesterol. Even
adding on the traditional dollop of cream cheese or slice
of smoked salmon to the wholesome bagel, the donut
presents a far more heart-healthy option than the rather
fattening glazed donut. Rapidly increasing healthcare
expenses is well known to be a major global budgetary
issue. Further, the link between a healthy society and
economy is undeniable.4 Thus, in bagels’ nutritional
value lies the poppyseed of its takeover; a well-reasoned
The relative nutritional values of bagels versus the tradi- shift in society’s view towards healthy foods means that
tional glazed donut are perhaps easily realised. As comes bagels, not donuts, are in fact #bae goals.
with a cooking method that involves being fried in a vat
-ASHIKA RAMAMURTHY
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Bagels vs. Donuts
Firstly, the bagel is a no-fuss meal. One does not
have to worry about a hot jam squirt ruining their
clothes when they bite into a bagel. Both risk-loving
and risk-averse individuals can enjoy a bagel and many
more, as its savour translates to a marginal utility that
does not diminish with each subsequent unit. The same
cannot be said for the donut. Due to its sickly sweetness,
one can only ingest a maximum of two donuts before
marginal utility decreases into negative figures, and consuming an additional unit quickly becomes undesirable.
Notable poet Jay Z stated in his oft-cited ‘Empire State
of Mind’, ‘Since I made it here, I can make it anywhere’.
The bagel has certainly made it in New York City. Such
is their popularity in the Big Apple that the author of
this piece once lined up for two hours to buy bagels in
Brooklyn. There were plenty of other ways she could
have chosen to spend her time, but the expected return
(deep satisfaction) was so high she was willing to forego
the opportunity costs.
When confronted with a fixed supply, the perceived
Donuts are the clear winner in this debate. The variety! The sweet, sweet gratification of sinking your teeth
into perfectly moulded sometimes-cakey-sometimesbready goodness! I mean, donut makers – artisans, if you
will – are even creating donuts so artfully presented that
they will get you more likes on your average Instagram
post than otherwise. And if that isn’t a win in the #foodporn market, I don’t know what is.
Social media snobbery aside, donut preferences are
very clearly transitive, which we all know is an important
quality for a good. That is, if someone prefers a chocolate
glaze donut to a salted-caramel-custard-filled donut,
and a salted caramel to a red velvet donut, then they will
definitely preference the chocolate glaze above the red
velvet. Alas, not so for bagels. There is too much variance in bagel composition and filling for preferences to
be transitive, which creates masses of problems when

value of bagels increases, and thus people’s willingness to pay, or the amount they are willing to sacrifice
(price + loss of feeling in extremities + agony of extended
small talk with strangers) skyrockets. Such high demand
for donuts is literally unheard of. The bagel is the Hamilton of foods and the donut is the off-off-Broadway play
advertised on the inside of a public toilet door.
Finally, as a versatile bread which can be eaten with a
large variety of condiments, bagel consumption has
many positive knock-on economic effects. The smoked
salmon and cream cheese sectors, as well as the
industrial-chic laneway restaurant sector (a vital part of
Victoria’s economy) are all propped up on the stilts of
bagel popularity.
The long-standing appeal of the bagel and its ability
to never stoop to fad status (Nutella donuts, anyone?)
demonstrates its superiority over the donut, evident by
its place in the hearts of those who take circular doughy
food seriously.
- JULIA PHAM

trying to accurately chart one’s utility function. For
example, a smoked salmon bagel may trump the humble blueberry bagel for lunch on Monday, but blueberry
may come out on top on Wednesday. This inconsistency makes it hard for economists, and bagel-makers, to
determine just what consumer preferences are, and thus
the utility derived from these baskets of bagels.
The beauty of donuts is that more is always better. Monotonic preferences mean that these delicious, decadent
morsels are always in demand, and the more the merrier.
Think about it – if someone came to a party with a box
of donuts, everyone would be so, so happy. If he or she
came with a box of bagels however, not so much. Bringer-of-bagels may incite weird looks, lost respect, and
perhaps worst of all, be shunned as “that person who
brought bagels to Dan’s dinner party, can you imagine?!”
- LAURA FOO
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Voluntourism
ALEISHA HALL

E

ach year, many young people
travel to places far and wide to volunteer
for a variety of causes in disadvantaged
and underdeveloped countries. At the core
of this is the somewhat naïve hope of making a big change in the world, thus lending
itself to the expansion of the ‘voluntourism’
industry, that is “travel that involves volunteering for a charitable cause”.1 I too considered engaging in so-called voluntourism
during the university holidays just past,
however, once I began my research, to say I
was mortified is an understatement.
It quickly became very apparent that behind
the façade of being part of major change in the
world, there is a variety of factors that many,
myself previously included, do not properly consider before embarking on such seemingly beneficial trips and fuelling this industry that turns
over more than $2 billion annually.2
Traditionally, voluntourism was exclusive, and
only available to skilled professionals in fields
such as medicine. Those with appropriate qualifications were adding actual value to disadvantaged communities abroad. However, fast
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forward to 2016, and practically anyone can decide to go on such a trip, irrespective of how mismatched their skills may be to their placement.
18 year olds who are fresh out of high school are
entrusted with building a school for example,
despite their obvious lack of expertise in construction. Not only does this seem dangerous,
but it certainly made me wonder, what possible
value could an unskilled individual add? More
than anything, rather than being an asset, it
seemed to me that they are instead a hindrance
that those supervising their placement must attend to.
As I delved further into my research, I stumbled
upon an incident that illustrates this argument
perfectly. Mark Watson, the executive director of
‘Tourism Concern’ - an organisation dedicated
on unveiling unethical tourism practices - recalls
once meeting a young lady who had gone on a
voluntourism trip to Tanzania to build a school,
only to discover that at the end of each working
day, local people had to rebuild the walls due to
the poor workmanship.3 It was at this point that
my economic sensibility came in. To me, this exercise seems like nothing more than a complete
waste of scarce resources and time, as both parties surely could have been doing more productive and beneficial things than repeating each
other’s work.

However, even more disturbing than this is the
notion that volunteers could actually be directly
harming those within the communities they vow
to be devoted to helping. As the number of voluntourists grows, it has become an increasingly
lucrative industry that entrepreneurs globally
have sought to profit from. One of the most attractive placements for young people has proven to be working at local orphanages, creating
so-called demand for orphans. As simple economic theory dictates, producers are alerted
that they can further maximise profits if they are
able to meet rising demand. Consequently, this
has eventuated into the terrifying trade of “orphans”, most notably in countries such as Ghana, Cambodia and Nepal. It is not uncommon for
children to be sold to 'orphanages' by their poverty-stricken parents and exposed to decrepit
living conditions in order to extract maximum
donations from unsuspecting volunteers, most
of which becomes company profit, rather than
funds used to benefit the local community as alleged.

good in the world can bring unintended harm.
Yet, despite the ghastly findings I made outlined
above, the one that made me think the most was
in regard to why people seek to go on volunteering trips. As I looked through a copious number
of websites, the word 'you' kept sticking out to
me, with every advertisement focused on what
the volunteer gets out of it, rather than those
that they are supposedly signing up to help. Why
do we decide to travel to far corners of the world
when there are countless opportunities to volunteer within our own local community? Why do
we choose to spend thousands of dollars in travelling expenses and administration costs despite
the fact that these funds could be directly donated to the community you want to help?
Soon enough, it became incredibly clear to me
that volunteering trips are, more often than not,
marketed as a priceless experience for the volunteer, without placing much emphasis on how you
will be helping the community you are placed in.
For any entirely rational person with a genuine
desire to make a difference, paying to go on such
trips could not be any more flawed. Economics
espouses that it is in human nature to only consider personal benefits, while disregarding costs
that do not affect us. No matter how much we
try to deny it, humans are instinctively self-interested creatures, even when it comes to activities
that are seen as noble by society.
So if you ever contemplate going on one of these
trips, I urge you to consider if it truly makes economic sense.

Theoretically, if all voluntourism ceased and
consequential demand for orphans drastically
fell, this horrifying practice should stop also, as
there would be no reason for now dismally unprofitable organisations to pay for children to
pose as orphans. However, as long as demand
for volunteer trips remains strong, child trafficking for such obscene purposes is likely to continue, further emphasising how naïve desires to do
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Fixing the ‘Leaky Pipeline’:
Why are there No Women in
Economics?
SARAH ABELL

A

ccording to the National Science
Foundation’s Survey of Earned Doctorates,
women earned only 34% of economics
PhDs in 2011 – much lower than the 46% of
all doctorates that are earned by women.1
We know further, from more recent analysis,
that women struggle when it comes to co-authoring papers on economics.2 Women are less
likely to be promoted as economists than even
in what are considered more male dominated
professions such as engineering and physics. Indeed, women in economics actually out publish
their male peers, but do not get the credit for it.3
In a testament to this, The Economist’s list of
25 most influential economists failed to include
women. Only one woman has ever won the Nobel
Prize for Economics – Elinor Ostrom in 2009. Milton Freidman’s wife Rose Freidman, for example,
is much lesser known than he is, despite having
co-authored some books with him and having
even assisted in writing his seminal text Capital-

ism and Freedom, even though only he is credited.

What causes this disparity?
To the credit of the economics field, some committees have been established to investigate
why women are so underrepresented in economics. However, even the discourse that surrounds solving this problem can sometimes be
grounded in sexist assumptions. Research has
debunked the myth that there is a ‘female brain’
– that women are inherently more organised,
neater and more creative than men. Where academia and the media purport that the problem
is more so that our textbooks are more about the
costs and benefits of owning a car or going to the
football, rather than about make up and clothes,
they appear to perpetuate the idea that women
are only concerned with those things that we
want them to be concerned with such as their
appearance and having children.4
A study done at the University of Missouri found
that when they economics lecturers used real
world, female relatable, stories in introductory
economics classes to explain concepts, such as
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having a child to illustrate the concept of opportunity cost, women were less likely to drop the
class and more likely to major in economics. This
does not show that the female brain exists, but it
does show that women’s unique experiences are
frequently excluded from class discussion.
But even more than this – where we must consider
the idea of the socially constructed female brain
is concerning economics itself. As young girls we
are hardly encouraged to engage ourselves in role
play about going to the office as an accountant,
or to engage in the incredibly manly interest of
money. Indeed, for years it was considered that
money was a man’s job, and women were dished
out cash to buy essentials for the home and for
themselves. Although we have attempted to do
away with this kind of household structure, the
same idea endures. Stereotypes about women,
in particular wives, as being big spenders, bossy
and high maintenance only serves to enhance
the myth that women can’t handle money, that
they have no economic prowess with which to
function in the world. The image of the woman
who flashes her pink credit card, or who request
exorbitantly expensive presents on her birthday
is one that pervades the minds of men, and of
society more generally. These underlying biases
are ones that contribute significantly to women
receiving less credit for their work within economics.
There are still more deeply entrenched, masculinised ideas within economics itself that contribute
further to the discrimination women face within
these fields. The core principles of economics
have been criticised by many, including in the
feminist economics movement, as being inherently gendered. However, perhaps there are phenomena more inherent in economics at its core
that favour a perception of the ‘male brain’ over
the female one. According to Victoria Bateman,
economics as a field seeks to look at the world
through the lens of society as a ‘rational thinker’.5
This rational thinker is, as we learn in Lecture 1,
Week 1, Semester 1, an emotionless and selfish
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individual driven by price and perception of risk.
These are the kind of cold individuals closely
aligned with the masculine view of the ultimate
human – one who is ‘rational’ as per these criteria. It is this kind of fundamental principle that
drives perpetual undervaluing of, for example,
women’s unpaid work at home by traditional
economics. Similarly, economic analysis frequently ignores power relations within different
economic environments, such as the sexual division of labour in a household.
It can be seen here that economics as a field is
predominately an individualistic one, where collectivist notions of what a 'rational' choice consists of are often ignored.6 In fact, women's lives
and decisions around the world are often much
more collective in nature, where they make decisions not in their own self-interest but in the
interests of their household or family. Ignoring
feminist economics where it problematizes this
ideas serves to exclude the experiences of women not only in Western culture, but also in other
cultures around the world who have a vastly different existence to the one purveyed by neo–liberal western economics.

What now?
The first step to fixing these problems is in recognising them, and, for some economists, such
as this one, this is still a long way off. However,
perhaps economics should look to some of the
ideas that it preaches. Losing human capital
is bad for an economy – and it is inefficient for
economic talent to be denied the opportunity to
fully show itself. A number of economic studies
have shown that the global economy loses when
women fail to meet their full potential.7 As such,
there is a long way to go for women in economics, but there is hope for the future that they get
there.

Iowa Markets
MICHAEL KERRISON

ric, mathematic, statistical data-trawling economists are adopting experimental tactics. And it's
this unique intersection that makes the field and
its concepts so valuable.

W

e always knew who would win.
Everyone, everywhere, knows about the
United States' presidential election. It's
been nearly impossible to avoid it. Most
people know at least a few names from the
campaign trail, and many have some sort
of opinion. With millions upon millions of
people involved – directly or indirectly – in
what is essentially a question of preferences, surely, in the aggregate, we should know
from the start who's going to win. But with
every newspaper, website, primary and caucus yielding different results, it sure doesn't
seem that way.
Enter experimental economics.
Experimental economics – along with its sibling, behavioural economics – is a relatively new
field, as these things go. But it's hot: it's growing (and maturing) very, very quickly. And that
makes sense: it's the epitome of “social science”,
combining everything from psychology to mathematics in one empirical package.
And the keyword there is “empirical”. The use
of “quasi-experimental terms” in top economics journals has grown similarly exponentially;
what this means is that even purely economet-

Growth in the experimental economics field
Charles A. Holt,
http://www.people.virginia.edu/~cah2k/y2k.htm

For example, we all know about incentives – if
you offer someone a reward for doing something, they'll (intuitively) be more likely to do
it. But how do we conclusively prove that? How
much of a difference does it make? And how do
we convert that to, say, public policy?
Well, you can run a “field experiment” in India.1
Experimental economists working with the government offered mothers a bag of dal – beans
or lentils, worth about an hour's wages – if they
immunised their children. And immunisation
rates skyrocketed. Experimenters generally prefer laboratory experiments, as the variables can
be more carefully controlled, but something
like this simultaneously yields very useful data
on underlying phenomena and a ready-made,
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easy-to-implement, effective policy!
So far, so straightforward. But we can get more
inventive – let's look at another problem.

actually think will win: we get less of people's
opinions and beliefs, and more of the underlying
information we want.

When you go out for dinner on Lygon Street, the
hawkers will often seat you as close to the restaurant window as possible. That's because when
you walk past a restaurant, and you see it's full,
you know it must be good. That's the “wisdom
of the crowd” - and it's a remarkably powerful
tool. For challenges like guessing a weight or the
number of jellybeans in a jar, a crowd's average
guess will be incredibly close to the actual value.
And we see this happen every single day in
the marketplace! In competitive markets, 'the
crowd' sees what everyone else is doing and
then 'guesses' with their wallets – and an equilibrium price is reached. Guess what? We can apply this to everything from orange spray tan, to
bad toupees, to political campaigns.
The Iowa Electronic Markets have been doing
just that since the late 80s. The University of
Iowa has run markets to predict (among other
things) The Matrix's box office revenue, Kmart's
earnings, and an awful lot of American political
elections.
The concept is very simple: they're share markets, and you trade for shares that you think
are going to pay out. For the recent Republican
nominations, people could buy in for $1, which
bought a portfolio of shares: one each of Carson,
Cruz, Rubio, Trump, and 'Other'. This was a winner-takes-all market – every share of the winner
would pay $1, the rest nothing. So, naturally, if
you hoped Rubio would win (“expected” might
be a bit strong), you'd trade all the rest of your
shares for as many Rubio shares as you could
get. Or you might want to take a 'straddle' position – keep your Trump and Cruz, and trade
off your Rubio and Carson. The subtle benefit of
this is that even if people really like Rubio as a
candidate, there's incentive to pick the one they
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University of Iowa (as of 10/8/2016)
(https://tippie.biz.uiowa.edu/iem/)

This is what happened to the relative share prices:
It's a bit all-over-the-shop, but then again, so
was the race – you can see the derailing of Rubio's campaign; can very clearly tell when Cruz
dropped out; and appreciate all sorts of other
events encoded in those peaks and troughs.
It also makes one thing apparent: whether or not
they wanted it, an awful lot of people – by the
end of February – expected Trump to win. They
were confident. And they were right. And that's
the magic of experimental economics!

Rawls: The Property-Owning
Democracy
SAM O'CONNOR

J

ohn Rawls was one of the most
prominent philosophers of the 20th century.
His works on moral and political philosophy are regarded as the bedrock of modern
ideas about social justice, democracy and
liberalism. The fundamental tenet of Rawls’
philosophy is the idea of justice as fairness,
which is the notion of society in which all citizens have equal and basic rights, within an
economic system that is egalitarian. Among
Rawls’ wider writings on social justice and
politics, however, is a truly original and interesting economic concept that some argue could replace the traditional welfare
state.
Two key principles of justice are at the centre of
Rawls’ philosophy. They are as follows:
1.
Each person has the same indefeasible
claim to a fully adequate scheme of equal basic
liberties, which scheme is compatible with the
same scheme of liberties for all.
2.
Social and economic inequalities are to
satisfy two conditions:
a. They are to be attached to offices and
positions open to all under conditions of
fair equality and opportunity.
b. They are to be to the greatest benefit of the least-advantaged members of
society. 1

Rawls believed that the post-Second World War
welfare state was inadequate to truly realise his
ideas about justice, because he felt the welfare
state merely cemented the powers of an economic elite, rather than binding citizens together
by a “common enterprise.” One alternative Rawls endorsed was the concept of a “property-owning democracy.” The term itself goes back as far
as the 1920s, when it was used by British Conservative politicians.2 However, the term in Rawls’
usage began to refer to something more radical;
a program of considerable state redistribution of
land to ensure that all citizens had a fair share
of private property. Enlightenment thinkers such
as Jean-Jacques Rousseau and Thomas Paine
had endorsed similar ideas in the 18th century.
Paine himself argued that accumulating private
property was not necessarily the result of hard
work and initiative, but rather “the effect of society”- in essence, the collection of economic rent,
advantaged by the lottery of birth.3
The “property-owning democracy” has been
embraced both by theorists on the left and right
of politics, but in different ways. On the left, the
concept was embraced primarily for its potential to bring about the sort of egalitarian society
Rawls envisioned. On the right, property-owning
democracy was embraced as a rhetorical device
and policy goal; allowing working people to improve their standard living through personal responsibility and independent initiative, rather
than via a government-run welfare state. In her
first speech as leader of the British Conservative
Party in 1975, Margaret Thatcher explicitly described property-owning democracy as “a goal
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we still pursue today.”4 Thatcher’s government
introduced policies aimed at fostering increased
home ownership among poorer Britons, especially those who previously lived in public housing.5
Achieving Rawls’ vision of a true property-owning democracy would, one thinks, involve a
highly unpopular program of state-sanctioned
forced acquisition of property on a huge scale.
Barring a truly dramatic change to the current
state of affairs, this is highly unlikely to be ever
viable, and there are questions to be raised
about its desirability. So, are there other situations in which Rawls’ principles can be applied?
One way of realising justice as fairness might be
through co-operatives. Co-operatives are businesses (and other organisations) owned and run
by and for its members, who share the profits
from such a venture. In co-operatives, the principle of “one member, one vote” applies, and their
explicit aim is to improve the livelihood of all
through, as the name suggests, co-operation. In
this way, co-operatives are akin to Rawls’ vision
of wider society.
Other philosophers have proposed a similar
model. Among the most prominent is John Stuart Mill, who argued that the 19th century capitalism of his time did not allow workers to properly share in the fruits of their labour. Mill held
the view that redistribution of wealth in a capitalist system ought to be carried out in a manner
that alleviated inequalities created by unequal
ownership of property. He believed that there
ought to be a “recognition, in each person, of a
right to the exclusive disposal of what he or she

has produced by their own exertions…the right
of producers to what they themselves have produced.”6 Mill was not a socialist, but believed
rather that capitalism ought to be reformed. This
reformed capitalism would be characterised by
inheritance taxes, as well as acquisition of and
redistribution of unimproved land, and Mill saw
it as the best system for providing for the general
welfare of society, especially the poor.7 This latter proposal certainly has echoes in Rawls’ concept of the property-owning democracy; both
are characterised by a belief that a laissez-faire
system of private property ownership leads to
inequality that ultimately is damaging for society.
In a world that is increasingly characterised by
inequality between not only different professions but, indeed, different generations, one
might be inclined to argue that a “property-owning democracy” is an idea whose time may have
come. Of course, such a concept is unlikely to go
much further beyond the boundaries of philosophical thought, but it nevertheless raises important questions. What sort of society do we
want to live in? Is it one characterised by a stark
gap between haves and have-nots, in which
entire generations are doomed never to afford
their own homes? Or, is it one in which the state
plays a role in ensuring that every person has an
equitable and fair share in the general prosperity of society? There are a myriad questions that
emerge out of this sort of thinking, and only time
will tell how things will play out.

Hidden Morals in Economic
Assumptions:
A look at Immigration Policy
QUOC ANH NGUYEN

I

mmigration is a complicated topic
that recently has risen to dominance in political debates across the Western world. Yet
“debate” may be too generous a word: it is
hard to know whether those with opposing
views listen to each other anymore. Arguments regarding immigration are fraught
with moral assumptions and the staunch
opinions on either side highlight the subjective nature of this debate. Opinions range
from Donald Trump's and Brexiteers’ focus
on cultural cohesion and "feeling safe" from
terrorist attacks, to refugee advocates' call
for "compassion" and "moral duty". Perhaps
it would seem natural, then, to seek policy
debate focused on hard, objective evidence.
Enter economists, armed to their teeth with
measurement methodologies, graphs, charts
and models. They may not come to consensus

very often, but the hope is that their arguments
are over measurable economic facts.
That aim, however, would be misleading. Whilst
"objective" economic models and figures can
and are used to help drive migration policies, it
is inevitable that they will be shaped by very subjective factors. The economics analysis process
cannot begin without subjective ethical choices
first being made. The article will illustrate this
point with regards to utilitarianism, perhaps the
most common framework for economics analysis.
Utilitarian economics analysis depends on two
vital steps: calculating an aggregated "net benefit/cost" figure, and quantifying all possible benefits and costs of a decision. These steps taint
the analysis with a degree of subjectivity, resulting in non-trivial ethical consequences.
As an ethical framework, utilitarianism lends itself well to economic analysis. At its core, utilitarianism is about the calculations of pleasure

53

and pain. Accordingly, the best action is one that
maximizes utility, requiring the decision-maker
to evaluate the possible gains and losses created in any plan. If this sounds familiar to economics students, it should: they see it in equating
marginal cost and benefit in first year tutorials,
and maximizing utility function in second year
exams. In fact, some of utilitarianism's earliest
proponents, Jeremy Bentham and John Stuart
Mill, wrote a fair bit about economics.
Immigration is frequently discussed in utilitarian
terms. The notion of open borders is promised
by some economists to bring a net benefit of
between 50 and 150 percent of world GDP.1 Migrants are praised or scorned depending on how
much taxes they contribute versus how much
welfare they demand.2 Migrant-sending countries worry about the negatives of "brain drain"
on their most educated citizens, yet do not want
the positive inflow of remittance to stop.3 The
cost benefit analysis evidently permeates the
discussion on immigration.
Making judgments on a collective level has ethical implications on fairness that cannot be justified through objective economics. Different
individuals are affected by immigration policies
differently, with some losing out while others
gain from it. Choosing to "iron out" this fact
through an aggregate "net benefit/cost" number
is a subjective decision exogenous to the economic facts.
For example, say that the facts show that unrestricted low-skilled immigration will raise Australia’s GDP and lower living costs for most people, but displace some native-born workers. The
net benefit figure is positive, but should those
newly unemployed celebrate? Strict utilitarians
would go ahead, but a Pareto-optimal devotee
will protest until no one gets hurt, no matter
what the gains are.
To make things more complicated, people's experience of gains and losses differ according to
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their circumstances. A dollar weighs heavier in
the pocket of the poor than in that of the rich.
This is dramatically illustrated when it comes
to immigration policy: freer immigration rules
for the well-educated may simply mean opportunities for more exciting travel or better-paid
professional jobs. For the less fortunate, freer
policies could mean either completely losing the
ability to support one's family or receiving wages tenfold of what one would normally earn. A
GDP aggregate would scarcely differentiate between these two experiences and whether one
decides to weigh the "raw" economic numbers
or attempt to quantify people's experience is a
choice one makes in deciding what is fair.
Moreover, since a utilitarian migration policy
depends on the aggregation of gains and losses
they must all be of the same dimension. This is
not so straightforward; not all gains and losses
are monetary. Decisions made on how we quantify and compare benefits and costs from differing dimensions open a minefield of subjectivity.
Simply deciding which factors one measures
and takes into account spells out a moral perspective on what matters and what is right.
With immigration creating possible job losses
for low-skilled workers in destination countries,
there are also non-monetary damages. A job
contributes to a sense of self-worth and social
standing, the loss of which can affect psychological wellbeing. On a macro-scale, receiving
migrants from other cultures leads to long-term
cultural and demographic shifts that can disturb
social cohesion. Some may object that these
losses cannot be measured in an objective manner. Yet they can lead to very ‘real’, measurable
effects such as the contemporary anti-globalization sentiments amongst Western democracies which have already made themselves felt
via Brexit, and potentially exploding further in
the 2016 US presidential election. If a utilitarian-style migration policy is to be implemented,
such consequences must be accounted for - but
this cannot be done objectively.

Benefits of immigration also go beyond the monetary. Refugee-resettlement programs need to
assess whether their costs are justifiable or not.
But how should the benefits of a safe environment and a chance to re-start their life be quantified? Destination nations also reap the benefit of
enhanced cultural diversity and stronger linkage
to migrants' motherlands. These abstract calculations of non-monetary welfare effects may
also invite criticisms that they should not be included in rigorous economic analysis. Yet what
counts as economics changes over time: Adam
Smith's economics heavily interacted with moral philosophy; Keynes relied on psychology to
explain recession; and environmental, feminist
or behavioural economics have all expanded
economics to areas previously not considered
appropriate. Excluding certain areas from one's
analysis is a subjective choice with non-trivial effect on the final policy's shape.
Injecting public debates with hard facts to arrive at public policies backed by strong evidence is, without a doubt, a laudable goal. This
would benefit any and every area of the public
sphere, not least immigration - where the quality
of public discourse in recent time has been, to
say politely, less than satisfactory. Economists,
then, have much to contribute. Yet we should
be careful: the utilitarianism-based analysis often employed by economists can only inform as
much as the subjective choices underpinning it
allows. Some clear-eyed humility and acknowledgement of the moral underpinnings of the assumptions we make would be quite beneficial to
the profession and society at large.
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An ESSA Debate:
Should We Focus
on Financial or
Political
Economics?
Today, the functioning of financial economics is
more relevant, more relatable and therefore more
important than ever before. Almost every Australian
will use two types of financial services in their lifetime
- superannuation and debt financing. The former will
determine your quality of life after retirement, as well as
our ability as a nation to fund our needs. The latter can
make your Australian dream of owning a home come
true.
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At the same time inappropriate use of debt and widespread ignorance of financial economics caused the
two of the worst financial crises to date. Arguably, the
most horrific consequences of these crises are not
financial in nature. Violence, depression and suicide
sky-rocketed in 2008 across the globe. But ask an average Joe why 8.7 million jobs were lost in the Great

Recession and he will undoubtedly blame it on
the greed of the investment bankers, as if subprime
mortgages were forced on the American citizens at gun
point. Sure, one might argue that better regulation of
the financial industry could have averted the GFC, or
prevented a class action against the fees on late credit
card payments, but government legislation is not a
replacement for personal responsibility and prudent
decision making. It is only rational that information
asymmetry due to the lack of financial education will be
exploited.
Therefore, it is in the interest of each individual, and
therefore the society as a whole to understand the mechanics of financial economics.
-MARIA GRANT

Economics is important insofar as it can
be used to improve human lives. Financial
market-induced crises such as the Great
Depression, the Asian Financial Crisis and
the Global Financial Crisis have been some of
the greatest causes of human misery in the
past 100 years. Economics does and should
seek to avert such crises. Economic analysis
– both positive and normative – that focusses
on ensuring efficient operation of financial
markets and minimises the risk of large-scale
meltdown is important for improving human
welfare.
A majority of any given economy is driven
by the private-sector – which itself is underpinned by financial markets – and it is important that the optimal rules for markets exist,
and that the system is well-understood.
Crucially, the effectiveness of monetary policy
is a defining issue of contemporary macroeconomics. An ability to understand the
extent to which central banks may stabilise
an economy effects the standard of living of
billions of people world-wide.
An appreciation of asset pricing and investEconomics has become (unfortunately) synonymous with complex, often tokenistic, mathematics which does not end up illuminating much
at all. Perhaps its most egregious application is
in the case of financial economics. Tracking and
predicting arbitrage opportunities, and finding
determinants of financial sector profits and supernormal portfolio returns brings little to no value to
society. There really is only so far you can go with
‘trickle down’ economics – until you realise that no,
analysing synthetic CDO trades doesn’t really help
the average person, except maybe as script material
for The Big Short.
Certainly, I can concede that there is some value
in studying and pursuing financial economics. But
this value exists only insofar as that informs better
prudential regulation of financial practice. Because
ultimately, economics is the most pertinent to
society when it can provide a nuanced framework
to design and evaluate policy. This is where political
economics is really able to shine.
Relatively underappreciated, it is a broad area

ment can have powerful implications for
the efficient allocation of resources across
different sectors – i.e. determining where
money flows in an economy.
Banks are a set of institutions that nearly all
people will deal with directly in their lives. In
the case of no direct contact, people still face
the live the effect of banking on their community and the broader economy.
Additionally, for the world’s most disadvantaged, the ability to access microfinance can
be empowering and enable people to escape
the poverty that afflicts them.
Moreover, an understanding of how governments may fund their promises can radically
improve the reach and scale of government
policy.
Financial economics is a discipline that
encompasses all of these activities that focus
on the flow of money. An economics discipline that did not undertake robust analysis
of financial markets would be incomplete,
and not maximally relevant to the standard of
living of the world’s population.
- JAMES MACCARRONE

that blends together a variety of academic
disciplines to inform its results – everything from
psychology and sociology, to biology and (our
favourite) maths! The plurality of this area often
means that it is able to self-critique or at the very
least, open economics and its findings to greater
discussion and debate. This sort of discussion is
exactly more of what we need given the existing disconnect that the general public already tend to feel
with the economic discipline. The relative ease of
stimulating this kind of much-need public discourse
Most importantly though, political economics is
able to be widely applied. From institutional evaluation and design, to analysis of national and cultural
conditions, political economics has many avenues
through which to affect and improve society.
And in the end, using the economist’s favourite philosophy of utilitarianism itself, political economics
wins out; it’s simply more versatile and better for a
greater number of applications.
- PRIYANKA BANERJEE
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In a world where “cash is king”, the
importance of financial economics cannot
be understated in considering the advancement of society. Though the financial sector
of our economy employs less than 5% of the
population and contributes towards 10% of
our GDP, almost every element of the economy is directly or indirectly affected by the
financial sector. Financial economics will
continue to retain importance in our society
for as long as people and businesses alike
maintain their love for money.
We can see the significance of financial economics when we look at business decision
making processes. It is only in recent decades
that we have seen the rise of businesses
establishing “social responsibility” outcomes
and the like in their annual reports. However,
at the end of the day, we see that businesses
are still mainly focused on financial outcomes.
A good example of this is energy giant AGL.
AGL proudly boasts that they are the nation’s
largest renewable energy generator, and are
committed to maintaining this reputation by
engaging in “decoalification”. Last year, AGL
announced its 35-year plan to shut down all
of its coal assets. If climate change is indeed
such a huge problem set to affect the entire
population, why extend this plan for so many
years? The answer lies in the finances. In
making its decisions, AGL has factored in its
profit motive as well as the high closing costs
involved. Even in the context of oversupply,
which currently exists in the national electricity market, dirty coal plants continue to
operate because currently, the best financial
outcome is to resume operations.
Whilst global issues such as climate change
might seem like they can be adequately dealt
with politically, we have seen policies of the
past failing, and this is a good example of a
case where financial economics provides the
incentive and drives the response.
- RONNIE MEOUNG

58

Adam dropped the pound
of sausages to the ground,
mouth agape. An epiphany! He
bounded out of the butcher’s
store and hurtled home to the
Smith residence, desperate to
commit his infant thesis to the
safe permanence of parchment
before it vanished.
‘I’ve got it!’, he muttered gleefully, as, home and hunched over
his desk, he began to write. ‘The
butcher didn’t give me the meat
because he likes me! He did it…
because he makes a profit! It is
in his own interest to do so!’ His
hand darted furiously across
the page. ‘And even though
I’m looking out for myself, and
he’s looking out for himself, in
total… HAH!’

How cruelly tragic, then,
that this grand science of human decision-making has been
dragged, kicking and screaming, into undergraduate business courses the world over.
How perverse that the mammoth contributions of these
intellectual giants are now
force-fed to 19-year-old trader
wannabes, bound to graduate
with the belief that the dismal
science they have endured is
good for nothing other than to
make them money.

When economics is treated
as a natural complement to
finance, or a tool for business,
the legacy of Smith is betrayed.
So too the legacy of Ricardo,
Mill, Marx, Keynes, Schumpeter
and all their kind. Their work
This last exclamation startled
was of significance far beyond
the cat and, it became appar- the trading floor, meant for apent, his wife, who peered in
plication in loftier places than
inquisitively. ‘Everything alright, an Excel spreadsheet.
dear?’, she asked. ‘Yes, yes, quite
alright’, replied Adam, distract- Although economics has a
ed. ‘’I’ve just discovered a mech- place everywhere, so wide is its
anism which, if my suspicions
remit, its true home will always
are correct, could be applied
be the domain of the political.
once mathematised to generate The questions with which polia simple predictive model to
tics deals, questions of alloenhance my portfolio returns
cation, of gross production, of
over the medium-to-long term! social organisation, are worthy
Wait until da boiz at Goldman questions for a social science
hear about this!”
of human decision-making to
apply itself to.
*****************
The ideas Adam Smith spent
By all means, use economics
his days grappling with were
to maximise your portfolio renot narrow. Nor were the
turns if you must. While you’re
problems that preoccupied the at it, use it to optimise your
pantheon of great economists breakfast cereal choice, or pick
who followed him. In fact, their apart the tactics of a basketball
intellectual ambitions were so game. Economics is nothing if
large as to border on hubris.
not versatile, and its insights
They sought nothing less than are by design nearly universal.
to map human decision-mak- But don’t fool yourself: that
ing in its entirety. They delved stuff is bush league compared
into our psyche in search of
to the greater questions ecoclues that could reveal how the nomics can and should devote
great hidden mechanisms of
itself to answering.
society hung together.
-TOM CROWLEY

The Pursuit of Happiness: Rethinking the Measurement of
Economic Progress
SOLOMON ZHANG

T

he pursuit of happiness permeates into virtually every facet of life.
How does this ideology translate into the
measurement of socioeconomic progress?
Solomon Zhang explores.
Whether it be through an introductory economics course or the daily finance segment in the
news, it is likely you are familiar with, or at least
have come across, the term Gross Domestic
Production (GDP). Conventionally defined as
the sum of Consumption, Government Spending, Investment and Net Exports, GDP has
enjoyed a hallowed status as the predominant
means of measuring the economic and social
progress of a country since its modern inception
in 1934 by American Economist Simon Kuznet.1
Despite Kuznet’s early warnings that the GDP
measurement was not to be utilised as a measurement of a country’s welfare, GDP is a term
now synonymous with the health of an economy, playing a central role in guiding public
policy decisions.

However as of late, a growing body of leading
economists have recognised that GDP is a poor
means of assessing the health of economies
and the progression of society.2 As 2001 Nobel Laureate Joseph Stiglitz stated at the 2016
World Economic Forum, "GDP is not a good
measure of economic performance [nor is it] a
good measure of well-being.”
A phenomenon discovered by economist Richard Easterlin in the 1970s reveals one of the
key problems associated with GDP and its use
as a welfare and progression metric, as well
as a central factor for public policy decisions.
Dubbed the Easterlin Paradox, it was discovered that growth in GDP did not automatically
translate to growth in societal welfare and happiness, despite the fact that wealthy countries
were happier on average. The phenomenon was
markedly observed in China between 1990 and
2010, during which China’s GDP quadrupled
whilst life satisfaction remained unchanged.3
The paradox has attracted much academic dis-
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cussion and can potentially be explained away
by the unequal distribution of GDP growth and
wealth creation.4 Assuming additional wealth is
concentrated in a small segment of the population, economic growth tends to not be associated with increased life satisfaction. This reveals a
critical issue with GDP in that it is insensitive to
distribution and thus compatible with extreme
social inequality, an issue circumvented when
using a happiness or well-being metric for measuring social progress. 5
But what alternatives to GDP are out there for
measuring social and economic progress? Arguably, happiness itself. As a measure of subjective well-being, happiness as a metric of socioeconomic development first emerged from the
tiny Himalayan country of Bhutan in 1972. This
lead to the computation of Bhutan’s first Happiness Index in 2010 and the continued guidance of the country’s development and public
policy as a function of the country’s subjective
well-being. Bhutan’s Happiness Index is based
off a four pillared philosophy of Good Governance, Environmental Conservation, Cultural
Preservation and Socioeconomic Development,
which is ultimately transformed into a quantitative measure.
Despite its total population of under one million
residents, Bhutan has arguably inspired a shift

Diagram Source: http://www.rehanamoosajee.co.za/
gross-national-happiness-in-business-summit-bhutan-7-13-june-2015/
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away from the global obsession with the GDP
metric, with numerous countries showing support for similar measures based off wellbeing
criteria, such as Australia’s very own ‘Measurement of Australia’s Progress’ Index which was
commissioned from 2002 to 2013.
A common critique of a GDP-centric measure
is that such an ideology encourages ‘short-termism’ and the depletion of natural resources,
undermining the potential of future generations
to enjoy the same standard of living in the longterm.6 One of the key benefits of a happiness
metric, such as the one utilised by Bhutan, is its
inclusion of environmental conservation as an
explicit and inseparable element of socioeconomic development. Given the general reluctance of mainstream policy makers to take drastic action to preserve the natural environment,
especially at the cost of economic growth, the
addition of a happiness or well-being metric
is perhaps a welcome means of addressing
the issues associated with climate change.7 At
the very least, it provides an avenue for policy
makers to justify a policy agenda more closely
aligned with the preservation of our precious
natural resources.
The past decades have seen the introduction
of wellbeing and happiness economics as new
tools for guiding socio-economic development
and answering important policy questions.
However, it is perhaps best that it remains
exactly that; a tool to complement the arsenal
of policy makers, as opposed to one that replaces the systematic usage of entrenched growth
metrics such as GDP entirely. Just like GDP, a
wellbeing based metric is ultimately a simplified, headline measure that lends itself to standard econometric methods and measurement
errors. It is by no means a mechanism that is
perfect and comes with its own new set of hurdles and biases that must be confronted. However, it inspires hope of a future where growth
is enjoyed all the more widely and sustainably,
and where society is overall a happier place.

Last year, I was an economics honours student at the
University of Melbourne who had little exposure to the
professional workplace. Through a Victorian government
graduate recruitment scheme I joined the Essential Services Commission’s energy division.

plans of new market entrants, ensuring I consider the current and future possible market dynamics. I’ve identified,
suggested and implemented process improvements. And
I’ve had the opportunity to apply economic principles in a
rapidly changing energy industry with battery solutions to
capture renewable energy becoming ever more viable. All
of these experiences have been valuable in contributing to
my growth as a well-rounded economist.

I wasn’t sure what to expect transitioning from the classroom to the real world. I remember being excited, intrigued and a bit nervous, but it became apparent quite
quickly that the commission was going to be a stimulating, Under the guidance and mentoring of the incredibly
challenging and rewarding workplace.
talented team at the commission, the confidence I have
in my decision making capabilities has grown. On a daily
My work at the commission allows me to apply economic basis my manager and senior colleagues inspire me to
principles and frameworks to a diverse range of industries, think of innovative solutions to old problems and to take
while still leaving room for creativity and innovative ideas. on new challenges in the interests of learning and develI started in the compliance team working with and analys- oping as a graduate.
ing data sheets and have since taken up further work with
the licensing and standards team. Most businesses parI would highly recommend the comticipating in the Victorian energy market require a licence
mission to any budding economists
and the commission administers the relevant licensing
who are looking for a challenging
framework. It was really interesting to see first-hand the
and insightful introduction to prochallenge of balancing the need to reduce barriers to entry
fessional life.
while also maintaining adequate assessment processes to
determine whether a business will be viable in the market.
Chris Gilbert,
2016 University of Melbourne
Over my eight months here I’ve assessed the business
graduate
If you are interested in taking part in the Essential Services Commission
graduate program, please contact (03) 9032 1300.
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