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DR BEGONA DOMINGUEZ
How did you get into economics as a profession?
While I was in high school, I loved Art, Philosophy,
Physics and Maths. I was not sure what to study at
University, but, at one point, I realised that Economics had many of the aspects that I enjoy. As it is a
social science that uses mathematical tools and,
while researching in Economics is not exactly like oil
painting on a canvas, it does involve creativity.

The Federal Budget suggests a 0.06 per cent levy
on the five biggest banks, though (according to the
ABC) these costs will be passed on to customers. Do
you think this policy is a good one?
If there was enough competition in the bank industry, then the levy would not be passed to the
consumers, at least not to a great extent. However,
the bank industry in Australia is concentrated in few
large banks. That, in my opinion, makes it quite likely

What are you currently researching?

that the costs will be passed. Then it will not be a tax

My main research interests are in fiscal and mon-

on the banks’ income but a regressive tax on the

etary policies. Currently, I am researching on how
capital and labour income should be taxed when

families that use their bank accounts. If that happens, it would not be a good one.

taking into account the heterogeneity among individuals and the different effects of these taxes on
interaction between monetary policy and financial

The cash rate has been 2.5% or lower since August
2013. Do you think that Australia will run into issues
with the zero lower bound?

innovations and how they jointly affect inflation and

I don’t think that will happen in the short and

the individuals’ behaviour. I am also interested in the

“

economic stability.

medium-run. The domestic economic conditions

While researching in
Economics is not exactly
like oil painting on a canvas,
it does involve creativity.

“

What led you to pursue an academic career compared with other potential options? Is there anything you’d recommend to students who want to
take this path?
I enjoyed my undergraduate studies in Economics

and when I finished, I wanted to continue learning
more Economics. That’s why I ended up applying
for PhDs and eventually following an academic
career. Compared to other career options,
academia offers the possibility of doing research
with the freedom to choose the topics that you
want to research on.
I would recommend the students to talk with their
professors so that they have more information
about how they can prepare for a successful PhD

and what options would be the ones more suited to
their research/career interests.

are moderate to strong, with GDP growing over 2
per cent per year and unemployment just went
down to 5.7 per cent. Moreover, while the core
inflation of the major advanced economies has
remained low, the headline inflation has recently
risen. Having said that, I find hard to predict what
the future is going to bring. So, I don’t think it would
happen provided there are no big surprises in the
political and economic situation of Australia and
internationally.
Lots of students are very scared about the maths
in economics, especially in introductory courses
where they may not have a mathematical
background. Do you think that substantial maths
is necessary or is there more than can be done to
make economics accessible to the layperson/
student?
I guess it depends on the course level. For
undergraduate studies, I think many courses can be
taught with very little math. However, for Honours,
PhD programs and courses that have a research
component, a higher level of Math is indeed
necessary.

The Interview was conducted by Ryan Palfrey.
Thank you very much for your time Dr Begona
Dominguez.
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DR PETER EARL

ABOUT

PETER

What drew you to economics in the first place?
When did I first become aware of economics? I
know when I first saw the word ‘economy’, and it
was when I was about 7 in a book of cars, and I
didn’t know what the word meant when I was reading a chunk of it to my primary school teacher, but
she explained.

B E H AV I O U R A L E C O N O M I C S
Peter’s focus is on behavioural and evolutionary
economics. Having studied it in his second year
during his undergraduate degree, where he looked
at the behavioural theory of the firm and the resistance of firms to change, he made a connection
with what he had been reading on the history of
science. This sparked his interest in the role of knowledge and the way you change what you think you

I think what really got my attention about econom-

know, and he began pioneering a behavioural

ics was being in Britain as a kid in the mid-1960s

theory of the individual.

when the pound was having trouble and seeing
Harold Wilson (then-Labour PM) give his devaluation
speech in 1967 on TV. I think that’s when it started - I
watched the budget speeches; I think that’s where
it comes from. But I didn’t actually study it in school
until the year 11 equivalent. And going to university, I was torn between economics and geography
really.

In terms of continuing your research in the area,
what was the objective you had, was there any
clear picture of where you were heading, given it
was so novel?
My PhD title was originally called ‘A Keynesian Approach to Structural Change’, and I liked to look at
micro-structure, rather than macro-. It was Keynesian in the sense that I wasn’t presuming the pricing

So I guess you’ve been influenced by the economic
conditions you grew up in. I can see students these
days having their studies in economics being coloured by the GFC for example.

mechanism would always be able to work, much in

Well we had that sort of thing going on at that time

markets that might not clear in the way they should.

as well, and the work on financial instability that gets
talked about if you’re lucky in macroeconomics
courses, and a bit in behavioural and evolutionary
economics. Minsky’s book on that came out when
I was in my final year, and we’d been taught about
it by Tony Cramp, who was a monetary economics
specialist who corresponded with Minsky over many
years. So you know, it was in our curriculum back in
1976, 77, just around the time when the British banking sector crisis happened.

the same way that Keynes identified flaws in the underlying micro-structure: interest rates that might not
change, investment that might not happen, labour

Initially, my focus was on the resistance of firms to
changing their behaviour; firms could have a flatearth mentality like scientists did in the past, being
in denial about what’s going on. And then it got
more into the non-price decision making aspect of
firms.
When did you shift the focus more from the firm to
the consumer?
I had been working two years on the PhD, and basi-

What got me around that time was the way the

cally what I was doing then mostly came out some

British firms were losing market share to the

years later in my book, ‘The Corporate Imagination’.

Japanese and German imports. The theory we had

Just before I took up the job at Stirling, the

at the time didn’t really explain much about that,

professor of managerial economics there, Brian

and that’s where I got into the idea of non-price

Loasby, told me he had been reading this book by

competition and the idea that product features

George Kelly, ‘Theory of Personality’. That was where

mattered, and people might be intolerant to the

things really came together: the idea that people

failings of cars that didn’t run reliably enough and

are scientists, so the stuff that I had previously read

have enough equipment. That’s probably where

on astronomers and physicists came in.

behavioural economics started to step in.
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What Kelly was saying in this book was that we’re

Now the heterodox crowd comprises of a very

all like scientists really; we’re struggling to figure out

big variety of people, who mostly don’t believe in

what it’s all about, life is this struggle to makes some

formal modelling. They also, in many cases, are not

kind of sense of what world one’s in and cope with

into the idea of the individual acting independently

it. That’s what the PhD turned into.

within the parameters of set preferences. They see

There was a bit of the industrial structure still in it,
the non-price competition aspect and what was
implied for trade policy if people were choosing on
the basis of product features rather than the price.
That remnant of the original focus was still in there,
but there was definitely a shift.

“

Life is this struggle to
makes some kind of
sense of what world
one’s in and cope
with it

the individual is operating as some kind of social
animal; and the extreme version, is that choices
are purely socially determined, we’re kind of going
about like we’re in a doped up daze just doing
what we do because that’s what you do. There’s
definitely, within the evolutionary and institutional
economics, the importance of social rules that we
learn.
So the orthodox view is definitely focussing on optimisation from given preferences with a given set of
constraints at a moment in time - there’s a notion of

“

reversibility, if you change the price in this direction,
people would do this, but if you change it back,
people revert to their old behaviour. In
heterodox on the other hand, the emphasis is on

H E T E R O D OX V S O RT H O D OX
ECONOMICS

history: as we go through time, we change and we

So your research centres on behavioural and
evolutionary economics, and these get classified as
heterodox schools of thought. Could you, as
briefly as you can, explain what is meant when we
say heterodox as opposed to orthodox economics?

try to build into formal models, that there’s some

Essentially the orthodox economists are the vast

Jason Potts, a former UQ staff member and one of

majority of economists. Economics is increasingly

my past PhD students, formally worked out what

being defined as doing economics in the way these

the difference was in approaches. That’s what we

economists do it: using formal modelling, under

cover as a key theme in ECON3540. That formally

some kind of constrained optimisation exercise,

speaking, the maths of the orthodox economics is

which focusses on the individual. There’s a well-

very different from the maths that you would use to

defined preference system and well-defined con-

write down heterodox approaches. The maths of

straints and the task of the choice process is to find

orthodox economics is in terms of fields, like Newto-

the optimal choice.

nian fields in physics, where everything is connect-

That’s what makes economics different from
psychology, as I remember hearing in a seminar
once: psychologists don’t have the constraint part
in their story, so constraints are fundamental. And I
think that’s a good idea, as long as one recognises
that the constraint might be fuzzier than the orthodox economists want to admit.

learn, we’re not today the same person that we
were last week even. That’s a fairly big problem to
kind of learning process to be incorporated, and
how is it that people form knowledge and so on,
and economics hasn’t really wanted to go there.

ed to everything else to some degree. Within the
heterodox approaches, the system isn’t fully wired
together, people create connections, the system
gets rewired, new connections get made. That’s
how the process of knowledge growth is occurring,
for example the smart phone came from connecting the idea of a phone and of a computer.
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PLURALISM IN POLICY
D E B AT E S
Do you think there is still some overlap between the
orthodox and heterodox side, in a sense that they
can feed in to each other?
So with new behavioural economics, which is
distinct but borrows some ideas from old
behavioural economics, the reference point is
always the rational choice model of how the
decision maker ought to behave. What would the
decision maker do if they were smart enough and
not beset with these heuristics and biases that are
part of human nature, and how can we construct
policy to enable people to arrive at that point.
But to undertake such an approach, you need to
assume problems are closed. Instead, the problems
we face as consumers are very open-ended and
the problem set keeps changing whilst we are still
making decisions. So the optimum may be impossible to specify, even if you’re an economist looking
at what people should be doing.
Working with Lana Friesen on the mobile phone
choices research really brought it home to me that
open-ended problem view was the correct way
of understanding many real world problems. Even
we couldn’t work out what the best mobile phone
plans were that the people in our survey should
have been choosing. The phone plans were always
changing, so we had to consider: at one point do
you say ‘oh well I’m going to choose a plan now
that is optimal right now, even though new phone
plans may come in tomorrow’. You’re left with a
picture of life as a process of muddling through and
trying to find ways that are not dysfunctional, and
that’s very different from the standard optimisation
approach taken by the orthodox view.

You can see the basic idea there applying for
optimal budgeting for food. The set of food options
with set nutrition characteristics will not change
drastically, and you can experiment and work your
way, with some knowledge, towards an optimal
trade-off. You can see the economising idea very
well there.
But then you start looking at the supermarket, where
it’s not just the fruit and veggies section, or the
deli section, you get further in and there are tens
of thousands of items to choose from. Now that
is where the optimisation model is starting to look
more problematic. So essentially, different models
for different contexts. That’s where the
pluralism comes in - it’s useful to have many
different perspectives in economics. Always give the
other side’s point of view a voice.
Just in terms of pluralism, I was reading an article by
Paul Romer recently, and he takes the view that in
areas such as macroeconomics, you need to have
consensus if you want economics to be seen as a
science and that anything where there is no consensus in that sense is just ‘academic politics’. Do
you think that’s related to pluralism or is that another
issue altogether?
I think in a sense, Romer is saying pluralism is a bad
thing, that’s the way I am reading it. If you try and
say this is the way ahead in macro, and have people agree on it, and those who do not agree shut
out of the room, then even if we (those who dissent)
may have very big messages to get across, we do
not have a voice and people won’t listen within the
big consensus group, resulting in them missing out
on some things. Recognising that there are contending perspectives and being aware of them is
important.
If you go back into the years before the GFC, if the

And I’m not denying that the optimisation ap-

consensus was that markets do work efficiently. But

proach is useful. I wish they would teach consumer

there were people putting up their hands saying ‘uh

behaviour in terms of choices among product

but there’s this kind of strangely euphoric upswing

features and characteristics, which is something that

and speculation prone to go on’. We know it goes

Australian economists invented in the 1960s (Lan-

on from looking at history. And then the consensus

caster and Ironmonger).

group goes, ‘no no no, look we’ve learnt from this,
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we’ve got a long boom now.’ Is the consensus help- and where we don’t what’s going to be available
ing in that situation?

tomorrow?’

I guess it’s dangerous to have consensus in a sense, We don’t know what our circumstances will be in
because there could be blindspots.
the future. We don’t know the distribution of
Yeah, and at least if you’ve got pluralism going on
and there’s active debate, policymakers may say
‘ok, you academics are arguing amongst
yourselves. If we’re designing policy, we better design the policy mindful of where the important areas
of dispute are. To err on the safe side
perhaps, we should take seriously these ideas given
by Minsky on financial instability, and build up our
monetary regulations in the light of those, so that
bank balance sheets will not get into a fragile condition.’
That said, in order to avoid gridlock and paralysis,
you’ve got to be open minded, but armed with
your way of thinking as your own toolbox for coping
with inconsistency if you like. I know that I tend to
want to use a hammer, rather than a screwdriver,
but I’m aware there is a screwdriver in that toolbox
as well. So if it doesn’t look like a hammer is going to
work, then the screwdriver may be wielded.
It’s all about diversifying the ways of thinking that
you have I guess. But don’t you think the heterodox
approach loses some of its rigour by rejecting the
formal modelling used in orthodox circles?
I can see that mathematical modelling may be
useful in setting up testable hypotheses that you

possible outcomes that we’re searching. The maths
isn’t going to get you around that argument; there’s
a logical limitation to optimisation.

E V O LU T I O N A RY E C O N O M I C S
In addition to behavioural economics, Peter also
writes on evolutionary economics, which views the
economy as a complex system consisting of
institutions. The implications of such a view is that
complementarity and substitutability of a
particular aspect of the system becomes important
to the formation of good public policy. For example,
development is not possible without strong political
institutions or production systems.
We discussed whether the heterodox schools of
thought lose predicting and explanatory power due
to the aforementioned lack of mathematical rigour,
therefore losing relevance for public policy and empirical research. Peter disagrees, arguing the importance, particularly of evolutionary economics and
the complex system approach, the welfare and
development policy in the Northern Territory.
It is a matter of having credible infrastructure in
place, having critical attitudes toward work, getting
education levels up across the standards. Without

can apply econometric methods to. What I’m

them, the economy may not work. It’s a bit like

ten very detached from the real world, that you’ve

to Auckland’. In terms of the theory of

a box - these are the only sets of

to meet, then more planes would fall out of the sky.

nervous about is where the maths is wonderful but in putting someone in the cockpit of a plane and saying, ‘well, you’re cheap; we have to train you; fly me
order to get the maths to work, the model has gothad to assume all of these things away. To make the substitution, well then you may say if pilots are like
optimisation work, you’ve had to put the problem in that, if there is no rigorous set of standards they have
possible solutions to the problem.

People will get used to the probabilities, and take

I suppose the other thing you could say is, you can

the world as one in which a lot of the times

be rigorous in words, in your arguments. If
someone is presuming optimisation is possible, and
then you say to them ‘logically, how can we
optimise in a context in which the world is changing

the decisions accordingly. Whereas if you think of
substitution isn’t really what is happening, that there
may be system prerequisites for something working,
for example there are system
prerequisites for a plane staying in the air.
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When you start thinking of the economy in that
sense, and recognising that people need to have

C O M M U N I C AT I N G I D E A S

With the internet being ubiquitous in modern life,
there’s a lot of economics blogs that you can find
they’re in, and somehow you’ve got to get a hold of one online, and you have one yourself. Do you think
that is a viable way of reaching out to the public
these routines, which means learning; then you’ve
and communicating or is there definitely limitations
got a very different view of economics than one
compared to conventional methods?
which is focussed on simply solving a given problem
It may be that the problem the public has is the
where everyone’s got their price, where you can
classic ‘choice overload’ problem as we see from
always affect behaviour in a certain direction if you
the standard behavioural and evolutionary
tweak the relative prices. So I think that’s where
economics viewpoint. A Google search result will
economics is going to be potentially changed in a
throw up many results; the results that get thrown
big way, by the generations that carry on.
up on the first page are affected by decisions that
routines that are appropriate to the environments

I suppose, there’s almost like an anthropology
perspective. Where you’re looking more at the way
people behave from a historical perspective, and
looking to the future, how that’s going to change
depending on the way culture is developing.
Obviously, the formal prerequisites and corequisites
for systems to operate, that’s different from thinking about the behaviour part of it. And all of these
things are the way I see economics. We are people
at certain points in history. We acquire apps in our
head. We are born with a particular basic operating
system, and we’re nurtured by these apps being
learnt from infancy, as we grow up, as we are in
social situations. And we gradually gain more and
more capabilities. Some of them we acquire
ourselves through experimentation. These are ways
of doing things, they’re programs, just like on a
phone. For me, the big problem often is that we’re
running the programs without thinking of alternatives. Pluralism being missing in everyday life. And
that relates to one of the other areas where I think
the behavioural/evolutionary approach that I work
with is apt, and that’s solving the climate change

people made before in their searches, so you’ve
got this kind of ‘historically dependent’ process
wherein useful stuff may not get looked at. It may
just get buried because people don’t go beyond
page 1, 2 or 3.
If something can somehow go viral, it may change
the rules of the game in terms of whether people
start thinking about that idea, and a blog piece
can serve as a portal to the academic literature if
people want to go further, may be very effective
in getting change happening. But only if it can get
to the attention of people who are looking for new
ways of thinking.
Your question is not misguided in the sense that
there is a potential audience out there and you
should go out and look for it. The challenge is to
reconcile one’s time, with teaching, the research
to produce the stuff that is expected, and the time
to do the things that one thinks should be done as
well. The last may get put on the sidelines. Or you
don’t do the research that is expected. And in a

sense I suppose that’s what Ha-Joon Chang [who
problems. Getting people to think whether there are wrote ’23 Things They Don’t Tell You about Capiother ways of operating.
talism’, a popular selling book] has done at CamBasically, people tend to be operating on autopilot.
That’s where this anthropology may come in. There
are these ties which bind you into doing things.
Family pressures, social pressures are all acting on us
to behave in certain ways. So actually that
wording might be quite appropriate here.

bridge and I’ve done over here. It’s very tricky.
Whether it’s an optimisation problem from one’s
time, I’ll leave you to think. There are all sorts of uncertainties involved.
The Interview was conducted by Eddie Watson.
Thank you very much for your time Dr Peter Earl.
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THE ECONOMICS OF JOB SEEKING

JESSICA DOWNING-IDE

We are constantly bombarded with advice about padding our resumes by getting a part-time job,
doing volunteer work and extracurricular activities to maximise our chances of getting that top tier grad
job. You would think that it would be easy enough, right? Adjust your Facebook privacy settings, send
out a generic cover letter exaggerating your achievements, and sit back and watch the job offers roll in.
Wrong.
Job seeking is difficult because we’re not looking at your standard supply and demand curves anymore,
and we’re not working with perfectly competitive markets. Not only are we working within a skilled
labour market, it’s a matching market: you have to apply to the firm, and the firm has to choose you. Other matching markets include venture capital investment or marriage, so you can use these tips to find a
bae as well. However, if you’re interested in a more rigorous analysis than the one I’m about to give you,
check out Peter Diamond, Dale Mortensen, and Christopher Pissarides, who shared the 2010 Nobel Prize
1

in Economics for their work in matching theory.

There are three ways that economics can help us understand why finding a job is so difficult. Firstly, it
takes time and effort to look for and apply for jobs. Secondly, firms are working with asymmetric
information: you know more about your own ability to work hard, and your tendency to watch 18 hours
of Netflix straight, than your employer does. Thirdly, everyone is searching under bounded rationality.
1. SEARCH COSTS
First things first, you have to look for a job. In doing so, there’s an opportunity cost to your time. The time
you spend looking at companies’ websites, attending networking events, or cold-emailing HR
departments, is time you could be spending doing more enjoyable things, like watching 18 hours of
Netflix. To do this rationally, you must weigh up the marginal cost of your time in clicking to the next page
of Google, with the marginal benefit of the very small chance of finding a job that you will like, and are
qualified for.
There are all sorts of other costs involved in searching. First, you have to lay the groundwork (see below
about asymmetric information). Then, once you have found a job you want to apply for, the research
begins. You comb through the company’s website, the news about its clients, and stalk the people who
work there on LinkedIn, all to write that killer cover letter, perfectly tailored to the job.
Once you’ve done this, and you get through to the interview (congrats!), there’s more to do. Put on your
nice suit, and do your hair and makeup properly. You might have to fork out for an academic transcript –
order this early online, and you can save $10. Nice!

1

http://www.nobelprize.org/nobel_prizes/economic-sciences/laureates/2010/advanced-economicsciences2010.pdf
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While this time has an opportunity cost, the marginal benefit will probably exceed it. Even if you don’t get
the job, you’re accruing experience in writing applications and making connections with people that
might help you when it comes to applying for grad jobs. That’s rational.
2. ASYMMETRIC INFORMATION
The worst thing about applying for jobs is when an essential prerequisite is experience. How are you supposed to obtain experience when firms will only hire people who have experience already?
Economics can help us solve this great mystery. What this really comes down to is signalling. In the presence of asymmetric information, you know more about whether you’re a hard worker than the firm does.
No matter how much you claim to have “excellent written and spoken communication skills” in your resume, the firm can’t see that on the page. What they can see, if you do have prior experience, is the fact
that you’ve developed those skills doing similar work.
The good thing is that if you don’t have prior experience, hope is not lost. You just have to find other ways
to signal to the firm that you would be an asset to the company.
The time you devote to this beforehand, by doing extracurricular activities or competitions, also involves
an opportunity costs. However, by doing this, you’re investing in what economists call your ‘human
capital.’ By increasing your experience and skills, you become more productive. This means that you’re
more valuable to the company, and you can earn a higher wage for your labour later on.
3. BOUNDED RATIONALITY
We’re always seeking to equate the marginal benefit of finding a job to the marginal cost involved in
doing so. This means giving up when the cost exceeds the benefit. However, this is not so easy to i
mplement in practice.
There are many reasons why the MC=MB equation may be out of whack. It’s difficult to tell exactly what
the marginal cost and benefit actually is. We saw that the opportunity cost might be offset by the
benefit to your human capital. But it’s difficult to quantify human capital, and you don’t know whether
the resume-padder that you sign up to will in fact be any good. This might mean that you expend a lot of
time struggling with student politics without much benefit, but you wouldn’t know that from the outset.
Furthermore, both job-seekers and firms carry irrational stereotypes and biases that might preclude them
from finding the perfect match.

18

2

A recent Australian study by Booth, Leigh and Varganova demonstrated that discrimination in the labour
market plays a big role in whether minorities will be invited for interviews. In fact, this was most pronounced in Brisbane :’), where the same resume submitted with an Anglo-sounding name was approximately 1.5 times more likely to be called back than the same resume with a Chinese or Middle-Eastern
name. What a time to be alive.
Though we as individuals may not be able to correct some of these market failures ourselves, now we
know how economics can help and hinder our search for that perfect cushy internship. God speed
friends, and be thankful that your economics degree will come in handy for something.

2

Alison Booth, Andrew Leigh & Elena Varganova (2010) ‘Does Racial and Ethnic Discrimination Vary Across Minority Groups? Evidence from a Field Experiment’ IZA DP No. 4947 < http://ftp.iza.org/dp4947.pdf>

19

IS THE PRICE RIGHT?

R H I A N N O N BY R N E S

I’ve got a great deal for you, get this –the same product for an increased price! As Salvador Assael, this
is the exact agreement you are proffering to New York City in the 1970s. Assael had found himself in the
possession of a great number of Tahitian black pearls, an easily harvestable, bountiful and intrisically
worthless good. On his first trip to the Free World™ his efforts to integrate these pearls into the American
market garnered him a quite (in)significant zero sales.
Any good economist would tell us that
the pearls was as good as done, there
was simply not the demand for these little lumps of calcium carbonate. Luckily
for his future prosperity, Assael was not
a good economist (or, perhaps just did
not subscribe to neo-classical economic
Trying to figure out if the price you pay for a good is relative to
its intrinsic value or a projection of the suplus you will receive
from its purchase as a consumer and if so does that even really

theory).

matter anymore

Instead, a year later he convinced his good friend and legendary jewler Harry Winston to display these
pearls in the window of his store on Fifth Avenue with an outrageously high price tag attached. At $10,000
a piece, these pearls quickly became a symbol of wealth and elegance, draping the figures of Manhattan’s elite and fattening Assael’s pockets quite nicely.
So, a simple man beat economic theory. He did it and we can all pack up our economics degree, throw
it in the trash and head on home to fertilise our veggie garden. Somewhere along the way our
economic theory went awry. The instrinsic value of the good had changed the same, so had the
supply, but by changing the price the perceived marginal benefit gained from purchase had skyrocketed to somewhere above the hefty $10,000 price point.
Dan Ariely explains what he denotes the ‘fallacy of supply and demand’ in his book Predictably
Irrational, and does so by comparing us all to geese. Konrad Lorenz discovered the psychological phenomenon of imprinting when he confirmed his hypothesis that goslings will attach themselves to the first
large moving object that they see after hatching. Inspired, Arley created his own hypothesis; the last two
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digits of a person’s social security number would directly impact how much they were willing to pay for a
bottle of 1998 Côtes du Rhône, a cordless keyboard, and a variety of other goods.
Following a description of the good, forms were handed out and the subjects were asked to write the
last two digits of their social security number at the top of the form, then next to the good, answering
yes or no to if they would be
willing to pay that much for

it

(20 implying $20). They were
then asked to write down the
maximum amount they were
willing to pay for the product.
This arbitrary number has no
rational connection to how
much a good should be worth
to a person. Nonetheless, the
subjects revealed themselves to
be (predictably) irrational in the results. The subjects with social security numbers ending in the upper 20%
(80-99) accepted a maximum price 216 to 346% higher than those subjects with numbers ending in the
lowest 20% (00-19).
What he found was the existence of arbitrary coherence. The fundamental idea is this: initial prices are
haphazard and may not be reflective of the actual value that a person would get from it, but once those
prices are established in our minds they will shape the value we denote to a good or service in the
future. So the initial price the subjects were asked to consider when evaluating whether or not they were
to purchase the good had an immense impact on what they perceived the good to be worth.
Subconsciously they had pegged the price of the product to the first one offered. Assael, perhaps privy
to this concept, had waited long enough between his trips to the US that any rememberance of the initial
price of his pearls had been erased. Then, by attaching an exorbitant pricetag, he managed to peg the
price of the black pearl to extravagant gems like rubies, diamonds and emeralds. With these gems came
the kind of consumer lust that only latches onto goods we know we can’t afford. “Tom had
discovered a great law of human action, namely, that in order to make a man covet a thing, it is only
necessary to make the thing difficult to attain.”
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A MATTER OF SURVIVAL: CHANGING THE QUESTION

CAEL AN RAFFERT Y

Democracy, in all its various forms, is the lifeblood of the people, providing the power for the creation of
vast economic and legal frameworks. Yet, it equally provides the power for its complete and utter
destruction. The very functioning of a society rests in the palm of this political concept, and consequently,
important decisions and events carry a significant potency which given the rise of globalisation, can adversely disrupt the operational capacity of domestic and international polities. In the wake of a number
of global democratic milestones in recent months, it has become increasingly important to consider the
approach of democratic societies in their decision-making; as therein lies the problem.
The practice of this Athenian concept
has evolved dramatically over the
course of many centuries since its
inception. The emergence of
democracy in Athens during the
seventh century BCE was promulgated
on the basis of a tension between the
aristocrats and the citizens. To avert
civil unrest, a Greek noble, Solon, advocated for the establishment of the
Ecclesia, an assembly charged with
administrative and legal powers. All citizens voted for representatives whom were chosen from all bar the
poorest social group. Higher governmental posts were reserved for the upper class and a review system
was established to check improper applications of power. The aspiration towards representative and
inclusive democracy continues to remain relevant in contemporary systems as it fosters a growth climate,
both socially and economically.
In its modern usage, many of the class barriers have been removed through anti-discrimination laws while
greater checks and balances have been introduced with the benefit of hindsight. An illustration is the
adoption of federalism which has led to the creation of tiered government, resulting in a diffusion of power between national, state and local institutions. Moreover, in light of the recognition and
legitimisation of political bodies through various treaties, coupled with growing global
interconnectedness, a number of international organisations have emerged to manage economic and
legal imperatives. It is through this culmination of factors that one could argue the world has never been
more democratic, nor more open. So why then are there so many disenfranchised groups?
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The problem is obviously multifaceted, but the core reason relates to the unsympathetic nature of politicians to the average voter’s plight. Ignoring the extreme spectrum of President Trump and Senator Pauline Hanson’s views, and the climate of the Brexit vote and the recent Turkish referendum; these outcomes
represent people’s real concerns on a broad array of issues ranging from equality and health to growth
and immigration. While some of these problems can be linked to an individual’s circumstances, many are
aggravated by the action and often inaction of the political class. Moreover, economically and socially,
acceptance of international norms such as globalisation are seen as the primary drivers of their misfortune; in stark conflict with the position held by mainstream politicians and the privileged elite. The outcomes noted above are a logical step on the part of the disenfranchised as the political institutions, both
domestically and internationally, have failed them.
However, this failure in representation from the point of view of the disenfranchised is a by-product of a
focus on the short-term. Throughout all these events runs a familiar thread; the push for
protectionist economic agendas and restrictive immigration policies. In the short-term, these types of policies do stimulate local growth and investment while socially purifying, to a certain extent, the
domestic populace. However, its strategic usefulness quickly diminishes over longer timeframes. The push
for protectionism and isolationism is valid but misguided, as growth and competitiveness in the long-term
would be weakened, thereby exacerbating the current issues of the disenfranchised. A return to a protectionist and isolationist past is not what any party should be advocating for as the era in which those
policies existed can never again be replicated and will ultimately help no one. Yet, its existence is the
result of an acceptance of extremes.
Political parties should not create policies on the basis of extreme ideology. They should instead focus
on reform, support and advancement; practiced together, not in isolation. A movement towards this
approach does not require a complete renovation of the system, rather a change in mindset involving a
‘question-of-degree’ analysis. It must be noted from the outset - this is not a new concept. However, the
forgetfulness or malice of the political elite necessitates its advocacy.
The ‘question-of-degree’ analysis can be illustrated in examining free trade. Free trade in its literal sense
performs little beneficial purpose for society and as such is curtailed through an extensive range of regulations. The regulations seek to neutralise, or at least, mitigate, the negative elements of the policy whilst
engendering the spread of its positive aspects. The ‘question-of-degree’ inquiry seeks to identify what level of regulation should be imposed. By asking how much free trade should be limited is a better question
for democratic institutions to answer than holding a hard-line stance on the issue. Of course, there are
topics where extremist stances should be held, such as the right to life, but in many of the issues facing
the world today, a ‘question-of-degree’ approach would work, and should be the question democracies
ask.
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Arguably, its application to legal, economic, and social quandaries is unmatched. For instance,
switching from an ‘all-or-nothing’ attitude would enable a meeting-of-the-minds more frequently over
harder policy issues, actually creating real results. Such a switch would also be accompanied with the
introduction of policies geared towards longer timeframes with a focus on sustained growth and
productivity, as these types of policies are typically more moderate, and therefore, more agreeable. This
approach would give rise to more mutually beneficial outcomes for all parties by coupling the reform
with the requisite support to achieve the desired advancement of a policy issues. Perhaps this transition
would reduce the level of disenfranchisement which plagues the current political system by restoring
confidence and efficiency in the institutions.
Granted, this approach assumes the political elite will represent their constituents and not vested interests, but a discussion on this issue goes beyond the scope of this essay. Nonetheless, it would be suffice
to say on this issue that voters get the governments they deserve. Moreover, it also works on the premise
that voters and politicians will actually be informed on the issues they are voting on, as limits can only be
debated if one understands the topic and its intricacies. A change in approach may actually catalyse a
deeper understanding on these issues which can only be beneficial for everyone. In the end, changing
the question is certainly a movement in the right direction as improvements in decisionmaking will occur when extremes are no longer being advocated.
Democracy, like an integrated world economy, is here to stay, so maintaining faith in the system is of paramount importance for all interested parties as many alternatives would leave the world in a
constant state of conflict. As the level of disenfranchised citizens increases globally, to continue with
the current ‘all-or-nothing’ approach to policy development is both irrational and perilous. However, by
changing the question, greater representation is achieved with more beneficial policies developed and
implemented. To ignore the valid concerns of the people and do nothing is one of the greatest dangers
to modern democracy and economic activity as we know it. It really is a matter of survival.
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HOUSING BUBBLE

BENJAMIN GIBBONS

What metrics should the Australian Government use to determine whether Australia is in a housing (asset) bubble? If the Australian housing market is in an asset bubble, what policies should the RBA and
the government use to bring housing prices back to an analysis of fundamentals?
The US sub-prime mortgage crisis was identified by twelve out of approximately 15,000 economists
(Bezemer, 2010). Clearly, determining if an asset bubble exists isn’t simple. Which metrics may assist
economists and government entities in determining the presence of an asset bubble?

1

I will present several metrics that may be used to indicate whether Australia is in a housing bubble:
1. Minsky’s preconditions (Minsky, 1992);
2. Price to rent and price to income ratios (Fox & Finlay, 2012);
3. The Kavanagh-Putland Index (Kavanagh, 2007); and
4. Igan and Loungani Modelling (IMF, 2015).
I propose that, to reduce the impact of housing price corrections and limit Australia’s exposure to
future bubbles, the federal and state governments should replace Australia’s current land tax and
incentive arrangements (e.g. stamp duty, limited land taxes, tax exemptions for owner-occupiers,
negative gearing, participation grants) with an annual land tax applying to all land regardless of use
based on a value-per-square metre scheme (Treasury, 2009) and removing distortionary land
2

purchasing and capital gains incentives.
This system will:

1. Reduce tax distortions on the housing market by decreasing private rent and the economic
incentives for mortgages (Kavanagh, 2007) thereby increasing property transfers and tenancy
options;
2. Increase construction withholding costs, reduce speculative housing booms, and improve
the efficiency of land use (Egan & Soos, 2014) (Wood, 2012); and
3. Provide a more equitable model of taxation for individuals and a more consistent model of
revenue raising for governments (Treasury, 2009).
1

This presentation will limit itself to analysing several metrics to show that the Australian housing market may be
currently face a housing bubble. However, extensions of this idea include: 1) other metrics like Caldera modelling
and stock valued to GDP; 2) based on historical housing bubbles, which metrics are most accurate; 3) have other
countries (e.g. OECD countries) experienced similar departures from fundamentals? How has globalisation affected domestic and world housing prices; 3) given that different housing markets in Australia (Sydney vs Darwin)
have significantly different experiences in their house prices, what factors drive prices to exceed fundamentals?
2

This presentation will limit itself to this proposal. Other solutions include reforms to the financial and real estate
sectors (e.g. stress-testing and market liquidity requirements). Further, based on my preliminary research, I believe
it is inappropriate for the RBA to use monetary policy to specifically respond to changes in housing prices (as
opposed to naturally responding to them as a component of aggregate demand). Further analysis on this point,
however, could determine in what circumstances (if any) it would be appropriate to use monetary policy as a
tool to correct housing prices.
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NEGATIVE GEARING

CAEL AN RAFFERT Y

Negative gearing has enjoyed long-standing notoriety within Australia by virtue of its application
and usage under taxation law. Comparative to a number of Western tax systems, Australia places
no quarantine or capping restrictions on losses accrued on negatively geared assets such as
equities or property. This allows geared losses to offset assessable income in other income streams.
With the addition of other tax schemes, such as the Capital Gains Tax (CGT) discount, the cumulative effect of
these policies skews the tax treatment favourably towards
investment, rather than domestic, long-term ownership.
The attempted abolition of negative gearing by the
Hawke/Keating Government in the 1980’s has given significant stimulus to arguments used to dismiss policy change.
Proponents for negative gearing have primarily given
weight to the positive effect the policy has on the supply of housing, and the effect on housing
and rental affordability. Yet, research in recent years has
shown an insignificant correlation between negative
gearing and either of these issues. Furthermore, the
economic climate in the 80’s during the abolition is
vastly different to the environment
Australia, and the states, face today. As such, a reform
agenda can and should be pursued.
The proposed ‘grandfathering’ approach by the Australian Labour Party, while positive, remains unambitious as better reform routes are available. Australia can embrace a United Kingdom approach, with quarantined deductions to asset classes or
an American methodology with caped deductions. Alternatively, the CGT can be modified to an
accrual basis or negative gearing reworked on a progressive system reflecting income tax brackets.
While these reforms in themselves are not perfect, these new approaches provide fewer weaknesses than the current policy. Ultimately, reforms to negative gearing can provide impetus to redefining
Australian taxation law, ensuring efficiency and equity become the defining characteristics of tax
policy.
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FIXING THE FUEL TAX

F I L I P M I L O S AV L J E V I C

‘You aren’t stuck in traffic. You are traffic.’ - A quote of unknown origin in response to complaints about
being stuck in city congestion. The quote comes with economic merit; in deciding to drive each of the
drivers stuck in the morning rush had made a decision which had affected other parties and created a
negative externality. The negative externalities generated by that decision to drive include; increased risk
of collision, congestion, and pollution. Many of these costs are not internalized and as such bear a cost
to society.
There are many suggested solutions by economists to address negative externalities; Pigovian taxes, regulation, provision of licenses to pollute or other property rights solutions.
Currently, according to the Webb (2000) a secondary reason for Australia’s fuel excise tax “is to recover
from road users the costs they impose on society when using roads. Economic theory suggests that road
users should bear the full cost to society of their journeys.” My hypothesis is that current excise taxes are
inadequate to internalize the cost of driving and will aim to show this, followed by providing a policy
recommendation to address the current policy shortcomings.
Firstly, each additional car on the roads adds to the economic cost of crashes and incidents. Car
collisions are not always considered externalities as the cost of a collision is internalized in the payment of
insurance premiums. However, there are many costs associated with a crash that are not included within
insurance namely; emergency hospital costs, loss of income, congestion, etc. The Department of Infrastructure (2016) estimates that the annual economic cost of collisions in Australia is $27b and IBISWorld
(2016) gives the Car Insurance Market industry revenue as $19b. This would mean that the economic cost
not internalized is in excess of $8b.
Secondly, passenger cars are the third largest cause of carbon emissions in Australia after energy
generation and agriculture. This pollution raises health concerns and contributes to greenhouse gases
which Australia has pledged to reduce as a part of the Kyoto Protocol. Australia had previously imposed
a tax on carbon of $23 per tonne and this can be used to estimate the pollution caused by Australia’s
18.4 million registered cars (ABS, 2015). Using an EPA (2016) estimate of an average passenger car
emitting 4.73 metric tonnes per year it can be estimated that pollution costs Australia annually $2b.
Thirdly, the Bureau of Infrastructure, Transport and Regional Economics (BITRE, 2015) has estimated that
congestion in major Australian cities is $6b for personal automobile transportation and $8b for business
related automobile transportation, bringing the cost of the decision to drive in lost fuel and time to $14b.
This comes to an approximate economic burden caused by driving of $24b (not including damage to
roads). According to The Treasury (2016) the fuel excise tax raised $19.3b. Therefore, a shortfall of $4.7 to
cover this externality exists. Two potential policy solutions include; an increase of the fuel excise tax as
well as a tax on insurance premiums. Mandic and Edlin (2006) claim that a Pigovian tax on insurance premiums would be greatly more economically efficient than a ‘gas tax’ as a tax on insurance would take
into account heterogeneity (worse drivers would pay more than better as they incur greater damages).
As such, a combination of the two mechanisms is recommended. If the fuel tax were to wholly fund this
shortfall Australian fuel taxes would still remain below average fuel tax levels of most developed
nations.
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