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Foreword
Dear Readers,
It is with great pleasure that I announce the release of the 25th edition
of the Journal of Creative Distractions. It is my hope that it will both
be interesting and provide insight to everyone who reads it.
This year’s edition is comprised of four sections. The first, entitled
“This Year in Economics”, hopes to provide a broad insight into some
of the key occurrences in economics domestically and internationally
this year. Further, we bring you two lecturer interviews, one from Dr
Axel Wieneke who teaches ECON2021 - Principles of Macroeconomics
and ECON2200 - Management of Financial Institutions, and another
from Dr Jorge Miranda-Pinto of ECON3020 - Advanced Macroeconomics fame. We also have five student-written articles in this year’s edition, as well as three of the previous entries into the ELRI Policy Pitch
Competition to assist you in developing your own pitches.
I would like to sincerely thank everyone who has contributed to make
this publication come to fruition. The Journal of Creative Distractions
would not be the same were it not for the enthusiasm of lecturers to
partake in interviews, or the participation of students in writing economics-related articles.
Of course, the publication would not be a reality were it not for the
hard work from the publications team. With that in mind, I would like
to thank Laurie Bristow, Emma Beal, and Matt Lockhart for their contributions to our second major publication of the year. This would not
have been able to happen without them.
Happy reading!
Tim O’Brien
UQES Director of Publications
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This Year in Economics
Macroeconomy
Cash Rate: The cash rate remains at 1.5%, as has been the case since August 2016. Markets are
not predicting an increase until mid-2019.
Inflation: Inflation has remained just below target, sitting between 1.8%-1.9% through the year
so far. The RBA is aiming to pull this back up to between 2% and 3%.
GDP: GDP growth has increased to be within the goal of 3%-4%, currently projected at 3.1%.
This year from the RBA:
The RBA has made a few notable announcements over the last year. They’ve discussed
blockchain and the possibility of an electronic Australian dollar (eAUD), finding the
technology to remain insufficiently developed. They’ve further discussed how distributed
ledger technology is causing innovation in the payments system, finding that regulators are
not doing a good enough job of keeping up. The New Payments Platform (NPP) was also
introduced towards the beginning of the year, providing a significantly faster method of
transferring funds between banks. Finally, an anal-ysis of inflation targeting was produced as a
celebration of 25 years of practice, finding the activity to be achievable as the target has been
reached consistently, as well as effective as unemploy-ment has been lower and less variable
on average since implementing the system.
Further reading:
https://www.rba.gov.au/speeches/2018/sp-ag-2018-03-13.html
https://www.rba.gov.au/speeches/2018/sp-dg-2018-04-12.html
https://www.rba.gov.au/speeches/2018/sp-so-2018-06-26.html
https://www.rba.gov.au/speeches/2018/sp-ag-2018-07-08.html

The Budget
Scott Morrison’s 2018 budget contained a variety of winners and losers, but was ultimately
about promoting growth. Perhaps the most significant development was the plan to deliver tax
relief to lower and middle-income Australians, a move which will ensure 94% of Australians
will pay no more than 32.5 cents to the dollar. Small businesses are still able to write-off assets
of less than $20,000 to avoid taxes. In a bid to increase the supply of housing, vacant land
holders are no longer able to claim tax deductions on said land, thus increasing affordability.
The one shining light for future generations was a commitment to provide $500 million in
funding to help save the Great Barrier Reef. However, it was revealed that $444 million of this
fund was given to the Great Barrier Reef Foundation (GBRF) without going through a tender
process. The foundation reported revenue of $8 million in 2016. Additionally, the board of the
GBRF is com-prised of representatives supported by BHP, Qantas, Rio Tinto, Google and
Orica. Clearly, the budget was not one for future generations.

This Year in Economics
International Economy
America
Since his election win in 2016, Donald Trump and his highly contested policies have undeniably
impacted the US economy. Trump attributes the current unemployment rate of 3.8%, which is
at its lowest level in two decades thanks to an expanding labour market, as one of his key
politi-cal successes. The stock market also rallied in his first 12 months of presidency, with the
Dow Jones Industrial Average up by 32.1%. However, newly imposed trade tariffs have raised
con-cerns amongst investors, with many American companies watching their stock prices tank
to reflect lower expected earnings and economic growth. As such, whether the ‘Trump effect’ is
a legitimate response to good political leadership or is merely the result of an upwards trend in
the economic cycle remains unresolved.
Britain
The impact of Britain’s departure from the European Union remains a major area of political
debate with concerns that trade and the nation’s GDP levels will be negatively affected. On the
other hand, Brexiteers continue to argue that the UK’s withdrawal will allow for tax cuts coupled
with increased government spending. However, the full economic impact of Brexit is still far
from fully known, with the British prime minister, Theresa May, recently rallying support for a
movement towards a ‘softer Brexit’. May and her people have effectively proposed a free trade
area for goods with the EU, amongst other association agreements, but still do not wish to
adhere to EU policies for services nor allow the free movement of people across borders.
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because the country is trying to protect its exports through a cheaper currency. But whilst the
trade war with America dominates the public’s attention, economists are more deeply concerned
with the potential impact of weakened domestic demand and slow property and stock market
growth. Policymakers’ campaign to deleverage and control financial risk, in response to the
IMF’s warnings against the country’s rising debt levels, is also inevitably placing downwards
pressure on the economy.

Financial Markets
The ASX200 Index has continued to demonstrate strong returns of 9.10% over the past 12
months.
Specifically, 2018 began with a January high, and a 6% loss through early February, which was
part of a global trend. Returns were equally poor through to the end of the first quarter; the
2018 March quarter was the third worst March quarter in the past 25 years, with losses totaling
5%. The market has since recovered, reaching a 12-month high in July.
Good Performers
Afterpay Touch Group Ltd has by far been the standout this year. Following their July business
update, in which they announced an almost tripling of sales through their platform, their share
price has rallied, up 130% since January 1.
The Small Ordinaries Index (companies in the ASX300, but outside the ASX100) is up 3.19%
since January 1, and has gained 21.06% over the past year.

This Year in Economics
Financial Markets
Poor Performers
Several stocks are down due to poor publicity this year. Namely, banking and insurance shares
have taken hits due to the Royal Commission. In particular AMP, is down 32% since this time
last year. Whether or not the effect on financial sector shares from this Royal Commission are
permanent, however, divides opinions.
Similarly, Mortgage Choice suffered the effects of a 7.30 investigation into franchisee targets,
dropping 22% in June, following the publishing of the report. Finally, Telstra shares have
contin-ued to slump, down 30% over the past 12 months, and their plans to split the company
and cut 8000 jobs in response to falling efficiency seems not to have put spectators’ minds at
ease.
Further Reading:
https://www.marketindex.com.au/asx200
https://www.businessinsider.com.au/asx200-australian-stocks-price-target-2018-4
https://www.smh.com.au/business/australian-shares-seal-worst-march-quarter-since-financial-crisis-20180329-h0y437.html
https://www.fool.com.au/2018/07/19/why-afterpay-touch-group-ltd-asxapt-shares-are-skyrocketing/
https://au.spindices.com/indices/equity/sp-asx-small-ordinaries
https://www.asx.com.au/asx/share-price-research/company/AMP
http://www.abc.net.au/news/2018-06-05/mortgage-choice-franchisees-set-to-revolt-commissions-targets/9835230
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Graduate Analyst Recruitment
Are you a talented micro‐economist interested in pursuing a rewarding career in
regulatory or competition economics? If so, consider applying for a QCA entry level
graduate position, for early 2019 intake. At the QCA you will quickly apply your
knowledge and skills, impacting on a broad range of state issues and government
policies.
“Working for the QCA has allowed me to develop my skills in economic regulation whilst
working alongside experienced professionals in a team environment. Having the
opportunity to do meaningful work with real outcomes makes for a rewarding
experience.” (Allie Davis, QCA Graduate Analyst intake January 2017)

Graduate Program Features
As a QCA Graduate you will benefit from the following program features:
the opportunity to do work with real outcomes, learning from well‐respected
industry professionals.
competitive graduate salary
placement within a small, professional and highly skilled project team (assignment
areas may include Research, Energy, Water, Rail & Ports)
access to a range of flexible work options, with a culture that actively supports
work/life/family balance
assignment to a mentor economist
regular opportunities for additional training and professional development
convenient location in modern premises in Brisbane CBD near Central station.
Duties
Assist with research into economic, financial and technical matters
Contribute to reviews and investigations
Prepare written reports
Maintain financial models
Assist with monitoring and reporting activities
Work in a co‐operative team environment
Eligibility & Application Procedures
For information on eligibility and application procedures, visit the QCA website for:
www.qca.org.au (Careers link).
Closing date for applications: Monday 20 August 2018
Any queries? Email hr@qca.org.au.
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LECTURERS

DR AXEL WIENEKE
DR JORGE MIRANDA-PINTO

Lecturer Interview:
Dr Axel Wieneke
Thank you for taking the time to meet
with the UQES publications team, Axel. To
start off, lets just jump straight in and
find out a bit about what first attracted
you to the field of economics!
Of course! I always liked the social sciences
and anything economics-related whilst I was a
student in high school. I was always interested
in why things worked in a certain way, and
economics answered those questions for me.
Meanwhile, in other subjects, you were often
taught about how something was done without
being told why that rule existed and why it
made sense.
As undergraduate students of economics,
are there any subjects that you would
particularly recommend we take if we
aspire to go into economics research?
Yes, anything that is heavy on maths and
econometrics. Even though they seem daunting initially, it is like learning a new language.
Once you reach a certain ability, you can
understand new concepts more easily. For
research, understanding maths makes things
much easier as the language of maths is
unambiguous.

the more valuable courses to take?
Well I haven’t sat in the classes myself, and
whilst I would always recommend taking
advanced econometrics, you should talk to
other students that have taken these classes
before!
On the topic of the royal commission into
banking that has recently been established in Australia, how do you think the
tightening of credit conditions is going to
feed through into the wider Australian
economy?
First of all, I would distinguish between the
royal commission and what the RBA and APRA
are doing. I believe the tightening is mainly
coming from the latter two, where the RBA
might introduce higher interest rates in the
future as well as continuing to just generally
watch out over the credit market. Even though
it is not the RBA’s direct job, they work together with APRA, and have jointly introduced
macroeconomic prudential regulation, cutting
back on high leverage, and interest-only
investment loans. Over the past few months,
this has had a direct impact on the market.

The royal commission will have more of an
Additionally, you should try to take subjects
indirect impact. The royal commission is
that you are interested in as they will be natu- mainly looking into fraudulent behaviour and
rally easier for you and you will automatically
risky lending. But the kind of loans they are
be more successful with them. It might be hard focusing on should not have existed in the first
to tell which subjects are interesting before
place, so in that sense I don’t see it having a
you take them, and even though the title
major impact on the economy. The royal
might sound fascinating, it can sometimes
commission is also ensuring due diligence and
really depend on the lecturer or textbook. On
that banks are not giving out too many risky
this account, I would recommend speaking to
loans. This is the kind of risk that relates to
older students. Be careful who you speak to
your question. You can have either due
howev-er; some students might tell you not to diligence by checking as to whether a certain
take a particular subject because it is mathsindividual should be allowed a loan or not, or
intensive so don’t be discouraged by this! Also, you can do due diligence with lawyers creating
if you want to pursue a research career,
a massive list of people who are within the
working as a tutor or research assistant will
rules of APRA and the royal commission. The
give you a much better insight into what
latter would not be a good way to move
happens on the other side of the office doors.
forward as businesses who don’t “tick all the
right boxes” might lose out.
Just a small follow up on that, do you
think taking some of the more advanced
Do you think this credit tightening is
economic theory courses such as
going to have a long-term impact on the
ECON3010 and ECON3020, as well as
financial markets outside of Australia?
advanced econometrics courses such as
How will it affect our competitiveness
ECON3350 and ECON3360, are some of
with other international economies?

Lecturer Interview:
Dr Axel Wieneke
I don’t think the royal commission will affect
other countries much. Most countries did not
take notice of the introduction of the royal
commission in Australia, because Australia is
thought of as small country on the other side
of the world. Even if they were reporting on
our Royal Commission, I can imagine that the
banks and politicians in other countries would
claim they are different to those in Australia!
This is just like how Australia claims we don’t
have a housing price bubble like in the US. Of
course, I don’t know if we have a housing price
bubble, but it looks like it when you compare
our house prices to other countries. Even the
RBA is hinting that Australians should not
expect house prices to increase infinitely as in
the past, and they appear worried about the
number of high-leverage loans.

So, you could almost describe this sort of
regulation as a ‘double-edged sword’
where there are both upsides and downsides?

So obviously the royal commission has
been introduced to try and help certain
groups, most likely with the consumer in
mind. However, as you have mentioned,
there is tightening of some credit lines
such as interest-only loans. Considering
some first home owners and young adults
dependencies on these, who do you think
are going to be the real winners and
losers of this tighter regulation?

So, before the royal commission, I believed
they were somewhat similar. When I was working in Germany, they were very strict with
loan-to-value ratios of less than 80%, and if
you had any kind of criminal conviction or had
committed tax fraud, you were unable to take
a leading role in the bank. When I came to
Australia, I found it a bit more relaxed, though
still quite similar. However, now that we have
the royal commission, I find it quite shocking
how relaxed some of the top-level managers
are in regard to some of the business practices. They seem to think that the worst part
about the royal commission was that they got
“caught out” and seem to be missing a bad
conscience. That said, there is a saying that “if
you look for something you will find it”, so
maybe the other countries are simply keeping
a blanket over things.

This is, of course, tricky to predict, but it is
even harder to create regulation that is heading in the right direction. Currently, the royal
commission is putting its finger on loan-to-value ratios that are too high, as well as those
who have low incomes, have received too
much credit and are now unable to service
their loans. These kinds of people and their
guarantors, who may have been family members, are losing their homes which is an awful
story. If, in the future, banks decide not to
take guarantees anymore or are at least much
more prudent of those they permit to be
guarantors, then young people might find it
harder to secure a loan. So there is a flip side:
whilst you want the banks to perform due
diligence before they hand out loans, at the
same time, taking away the opportunity for
banks to use all kinds of credit enhancements
may lead to the banks being too careful. Even
though a person might have a good job lined
up or a good business idea, if you are not
“ticking all the right boxes”, you will not find it
easy to secure a loan.

It is for sure a double-edged sword! I am also
worried it might have an implication on equity.
Those who have a lot of collateral already will
have an easier time getting a loan than those
who only have a little collateral, so altogether
more resources are being channeled to the
people who are the “haves” rather than the
“have-nots”. That said, it is not the bank’s job
to make Australia more equitable.
So to finish up, how do you think the Australian banking sector compares to that of
Germany in terms of accountability?

However, as I said before hand, Germany used
to be very prudent giving out loans but recently they have loan-to-value ratios of over
100%. Also, with interest rates very low in
Europe, house prices have started to rise. Over
the last 8 years, they have risen by over 40%
and now 16% of the loans have loan-to-value
ratios of over 100%. Rising house prices, low
interest rates and people feeling positive about
the economy always seem to be having an
inter-esting impact on banks.
That’s a very good point! Thank you so
much for taking the time with us Axel!

Lecturer Interview:
Dr Jorge Miranda-Pinto
Economics students spend countless
hours at networking events looking to
discover what they want to do. For students looking down the research pathway,
could you shed some light upon the
day-to-day life of someone in the profession?

Bellofatto (a professor at UQ). He is working on
a paper on regionalisation that might have an
impact upon Chile. Chile is trying to decentralise their economy, because it is all centralised
in the capital. They are working on optimising
the regionalisation of Chile, which may have an
impact for that economy.

It’s pretty much studying all the time. You
study for teaching, study for research of
course, reading papers, learning things, so it’s
a lot about learning. The good thing is that
you’re going to be studying exactly what you
like or think is relevant. If you like biology, or
macroeconomics in my case, it’s what you will
be looking into all the time. However, I am
looking at the newspaper every day. It’s more
about trying to better understand macroeconomic theory given real world facts that happened many years ago. Thus, in academia we
are not necessarily super connected with the
current macroeconomic conditions. I use twitter a lot to be more connected, to try to learn
what discussions are out there. I also work on
improving the way I write and present my
research.

I have talked to the RBA and they are interested in collaborating to try to understand how
credit linkages or credit constraints are affecting firms in Australia, looking at credit policies
targeting different firms or sectors.

What types of audiences are you presenting your findings to?
Most of our presentations are just to an academic audience. This might not be ideal
because you don’t learn how to really explain
and advertise your findings to more general
audience. In general, I don’t have to explain
the big picture to the audience; I go into the
details of my model, my data, and what my
findings are. That might be a problem because
you miss the connection of your research with
the issues general audiences care about.

I did have an effect in Chile when I was working there. There was a reform being elevated,
and I was in the team elevating the reform.
What policy reform did you work on?
Pension reform. It was whether or not to
increase the amount of money that firms pay
for your pension. In Australia it’s 17% - firms
put in superannuation. In Chile, it’s 10%
coming from the individual’s salary. They
wanted to increase it to 14%, with the extra
4% coming for the employer. We evaluated the
effect of the extra cost of hiring the employee
upon employment. I was involved in the estimation of that and we found that it was a
significant decrease in employment in the short
run, while in the long run there were positive
effects on saving, pensions, and GDP. However, the reform didn’t get through because of
the important effect on employment. It was
about 300,000 employees without a job if the
reform was to be implemented right away. But
gradually it would have been very different and
there was a communication error there from
what we estimated the cost to be and what the
public thought. So that taught me a lot about
the political economy side of things. But that is
the closest I have been to some impact.

That is something I gained through UQ Chile.
There is an organisation called UQ Chile where
I had the opportunity to be the premier speaker and opened one of their workshops. In doing So, how was your role different from your
so, I was able to connect my research with
time in South America to here?
what’s important for policy makers.
So in Chile, what I did was work for the GovDo have any peers who have had their
ernment. I was evaluating reforms day to day
findings applied in a policy sense, or to a
using administrative data, meeting with minisnon-academic audience?
ters etc. which was super interesting. However,
you face all the shortcomings of economics.
Hard question. The closest I think is Andres
You go to meetings and the models and

Lecturer Interview:
Dr Jorge Miranda-Pinto
econometrics that people are using to assess
the reforms is super limited. So, you realise
there is a lot to improve, to learn and to get
better in how we evaluate reforms, and how we
evaluate the macroeconomic effect of things.
Was the limitation of economics in your
role due to communication issues or limitations of the practice itself?

develop a theoretical model that explains that.
What are the different substitutes that
you examined that firms can use other
than just labour and capital?

It’s actual labour and capital with intermediate
inputs. So, as a car producer I use metal,
plastic, glass etc. substituting your capital with
those intermediate inputs or within glass and
There are two things. One is a limitation of
leather within those and across those. We
skills. For example, I did not have a PhD at the focus on the elasticity between labour and
time, I did not know a lot of things yet. I had
capital together with intermediates, and the
limitations. On the other hand, there is a
elasticity among the intermediates.
difference between what the people in the
government use, like models or econometric
Are there any other projects you are
techniques, and what people use from the top - working on at the moment?
the frontier of economics. From the frontier, to
what is used… there is a huge gap.
I submitted a paper on input-output connections and aggregate volatility to a journal.
On the other hand, the frontier is far from
Hopefully I get some revision, acceptance or
perfect, and we continue to improve it.
rejection with good comments. There I emphasize the role of input-output structure in ampliIs that a reflection of practices in your
fying shocks. Input output is the idea that
time in Chile or economics in general?
firms are all connected because they produce
things that all use amongst themselves in
It depends on the country and the institution.
production. For example, agricultural
In Central banks in general are closer to the
producers produce things (rubber etc) that car
frontier. Government is more political. And
dealers use in production. And in turn, the
people change a lot! Analysts come and go with agricultural producer uses vehicles in their
the president. So that is also a friction that
production of agriculture. We’re all
makes the gap larger.
interconnected. So, the structure of that
connection is different across countries and
In that light, what are you excited about
therefore, that network. The structure of that
that you are working on now?
network affects the way shocks propagate. I
find that to be important in affecting aggregate
I’m excited about the paper I presented today. volatility. So, all this is about how micro things
We tried to learn about the credit frictions of
have aggregate impli-cations.
the different firms in different sectors of the
economy in the US during the great recession. As students, we learn in our macroecoOur contribution there is to show that the
nomics classes that long term economic
heterogeneity between firms and elasticity of
growth is driven by productivity. RBA has
substitution between inputs, that in the stand- labelled recent times as “the lost decade”
ard solow model is just one (labour and capital due to low growth in productivity. Is this
implies unitary elasticity of substitution). If you part of a larger trend, or is it just a blip on
change that to be heterogeneous across firms, the overall spectrum of productivity?
you can learn a lot about frictions. What we
find is that firms with high flexibility in the
So, I think there are two important things
production process (you can substitute from
there. One is that as long as the economies
this to that very easily) suffer less in the reces- move towards service sectors, productivity is
sion, they pay lower costs for credit because
slowing because service sectors tend to have
they can remove constraints easily, and we
slower productivity growth. If you compare the
manufacturing, agriculture industries over time

Lecturer Interview:
Dr Jorge Miranda-Pinto
– with industrialisation etc. you see in the data
that service sectors have much slower productivity growth on average. We have to learn
more about how AI and all these technologies
will potentially influence growth in a nonlinear
way in the future.
Also, it could be the case that there is a slow
down because of mismeasurement.
There is this intrinsic characteristic of service
sectors where the new discoveries or the productivity improvements are highly nonlinear.
Like super low phases followed by these huge
increases in productivity from some nice
discovery. However, these phases are hard to
measure, especially in services.
Therefore, I think that as long as we move to
more service industries, productivity slows
down because of the structural change in the
economy.
Finally, we still need to learn more about how
the level of current knowledge affects future
growth of knowledge. In service sectors that
can be quite different.
A sector like agriculture has experienced
low productivity growth in recent years –
how does this contribute to or go against
your thoughts of productivity growth
being a result of moving towards service
sectors?
Yes, but those sectors are also less important
in the aggregate, right? So, what you’re saying
is within a sector, productivity slows down –
that might be right. But in the whole economy,
we see that there is a structural change and we
are moving to sectors that have lower
productivity plus what you mentioned in agriculture. However, the countries that are experiencing low productivity growth are generally
not dependent as much on agriculture so I
think that the features in the service industry
are key. With another researcher at UQ we are
thinking of doing some research on that,
whether the slow growth in productivity in
service sectors can be attributed to more
intrinsic characteristics like the production
elasticities, the feature of interconnectedness
with other sectors – how that might imply
lower productivity growth. But, on the whole,

as productivity is not perfectly measured,
it’s hard to tell
Thank you very much for your time.

Be Challenged.
Be Innovative.
Be Successful.

As a Suncorp Grad, there is no shortage of support throughout the company.
No matter where you’ve come from or what you’ve studied, you have something
great to offer.” - Keah, Banking Grad
Join one of Australia and NZ’s largest financial services brands and Top Employer of
Choice for interns and grads.
You’ll be welcomed with open arms by one of the most socially active graduate
communities in Australia.
Our two-year Graduate Program is designed to develop tomorrow’s leaders. So, get
ready to lead. Becuase, at Suncorp, you’ll get flexibility; exposure; opportunity...and
the drive to create a better today.
Still studying? Join our Vacation Program to get access to experienced leaders,
exposure to great projects and inclusion within our broader graduate community!
www.suncorpgroupgraduates.com.au/apply
www.facebook.com/suncorpgroupcareers
www.youtube.com/suncorpinsurance
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RE-ENERGISING ENERGY
IN DEFENCE OF PROACTIVE POLICIES
REFUGEES: ECONOMIC BURDEN OR BENEFIT?
HOW MUCH IS SMASHED AVO REALLY COSTING YOU?
EMPOWERED CONSUMERS – IS THERE SUCH A THING?

Re-energising Energy: your ticket to
a cooler Christmas
Depending on the size of your room, a single air conditioning unit can chew up to a dollar per
hour of your avocado on toast fund – and that’s if you’re lucky. Run two units for eight hours a
day for two weeks, and that’s over $200. Why does electricity cost so much? More to the point,
why does electricity cost so much in Queensland? It’s a vexed issue that has recently been the
subject of an ACCC report, the Retail Electricity Pricing Inquiry, and the problems and proposed
solutions are important for the economist and non-economist alike.
The final report is 398 pages, so I wouldn’t recommend it. We’re going to focus on some of
the side issues, mainly because I took ECON3440 Competition Policy and Regulation over a year
ago and so the critical bits are fading, but also because the ACCC gives the key bits a far more
thor-ough treatment than we could here.
Let’s think about:
1. Why are people not bothering to switch electricity companies?
2. What are the companies doing so that people don’t know that they’re getting rorted?
3. What’s the problem with vertically integrated companies?

Consumer inertia – the people problem
The ACCC identified that in the electricity market, consumers are ‘sticky’ (and not in the Ninja
Warrior sense). This means that they’re not switching to a better deal, even when they
could. There are a couple of reasons why this could be happening. First, it’s a lot of effort to
switch com-panies for almost anything, and the consumer has to undertake a (presumably)
complex search for the best deal – a high perceived search cost. If my time is sufficiently
valuable, I could be earning money during the time I take searching for a cheaper electricity
plan.
This ties into status quo bias, sometimes called inertia – a psychological phenomenon where it’s
simply too much mental effort to turn my mind to the problem. I can watch the World Cup
instead, which is much easier on the noggin’. Am I paying too much? I mean, perhaps, but I just
can’t be bothered spending an hour on the phone, y’know?
Second, some people don’t realise they have a problem. In most straightforward theoretical economic models, we’re optimizing subject to something or allocating among buckets of resources
like labour or capital. But we’ve actually decided to do it. If you haven’t realised that you’ve got
a ridiculous electricity bill relative to others, then you haven’t even drawn the supply and
demand curves on the page. You might not even have brought a pencil! That’s an issue.

The way forward
To fix these problems, we need information and incentives. Tell consumers they have a problem,
and give them the procedural tools to fix it. If they know they have a problem, but they are
suffering inertia, nudge them in the right direction and provide incentives to energy companies
to restructure payment plans.
You might be asking, why we should help people who are too lazy to help themselves? Well, if
we help low income earners, which these policies will, we’re overall treating energy users more
equitably. Low income earners pay a disproportionately higher percentage of their income on
electricity compared to high income earners, and are more likely to get ‘stuck’ on long-term
high-cost plans which subsidise discounts for other customers. While customers who have
lucked out onto an incredibly cheap plan lose out if we start shaking things up, on average
people are paying closer to the same price for their electricity.
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Whether you think that’s a good thing is a matter of opinion.

‘Discount’ pricing strategy – obscuring what’s really going on
As if the consumers weren’t struggling enough with their own issues, the big players in the
electricity market make things more difficult. The pricing structure works on a ‘discount’ basis
– a fixed price, with a discount rate applied at various times and for various reasons. The problem? The fixed price varies between companies. Even price comparison websites struggle to
articulate how good the deal is, and often just state an estimated yearly cost based on your
current usage.
Hidden, and difficult to reliably compare, are
late fees, excess usage charges, peak and offpeak charges, and the standard ‘guaranteed’
discount which varies in duration. The
‘guaranteed’ discount is particularly dangerous,
as it allows the company to advertise a higher
price and then take off ‘a guaranteed 25%’.
They werenever charging the higher price in
the first place.
This takes advantage of our need to seek out
transaction utility – the feeling of a good deal.
Consumers aren’t just concerned with raw
value and maximising utility, we also want to
feel like we did well relative to the perceived
cost of the item – maximising consumer
surplus. It’s why we’d rather something that
costs $200 down from $400, than something
that’s flatly $200.
Underlying that logic is an assumption that
higher price equals better quality, and often
that’s fair. But in the electricity market the
good is perfectly substitutable, and the factors
that determine the price are very opaque.

The way forward
The ACCC’s answer to this prickly problem is to
set a default price, and let the discounts be
calculated from there. That way, your discount is a fair reflection of how you’re doing relative
to the market. Seems pretty fair to me.

Vertical integration – without the maths
Three of the biggest players in the electricity market, Origin Energy, AGL Energy and Energy
Australia, are vertically integrated. This makes them behemoth players who are untouchable by
new entrants. But what is vertical integration, and what’s the point?
In the electricity market, we have generators and retailers, which, as their names suggest,
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generate and sell the electricity. When electricity is generated it is sold on a spot market
where supply and demand are matched in real-time – sort of like the ASX for electricity. The
retailers bid for the electricity based on their demand and the system is very efficient.

Source: AMEO
The problem is that both the generator and the retailer have a mark-up for profit, creating a
double marginalisation problem. The consumer at the other end is forced to pay for both companies’ profit margin, as the greater cost from the generator is simply passed along by the
retailer.
Vertical integration is a neat solution to this problem – if I own the generator and can retail the
electricity myself, I can give myself more profit than being simply a generator or a retailer, and
undercut the competition. The consumer wins too! The catch is that generation of electricity is
heavily regulated and tends towards natural monopoly. This creates a small number of
dominant companies, known as the ‘Big Three gentailers’, who have too much control over the
generation of power and lower internal marginal costs. They can undercut the competition and
make it too hard to enter and compete directly.

The way forward
The solutions here are much more difficult. There’s no denying the benefits of vertical integration, but there’s also no denying the rising electricity prices. The ACCC is now refusing to allow
acquisitions which will take a company’s market share over 20%, but it remains to be seen if
this will be effective. More political, and more interesting, is government support of small companies seeking to compete with the Big Three. They’ll guarantee to buy some of the electricity,
which allows these companies to get financed by banks, and in the long run creates more players in the electricity market. Whether this will be adopted by the government is another question entirely.

Conclusion
So look, things aren’t great right now, but they should get better. Whatever the outcome is in
the long run, rest assured that the ACCC is hot on the heels of the energy companies and you’ll
be able to keep that air con going for a little bit longer this Christmas. Thanks for reading!
-Ryan Palfrey is a fifth year law and economics student who enjoys the study of economics in
spontaneous gif format. When not writing articles about economics he can be found at Beltop,
where he consumes enough coffee to power a small nation.

In Defence of Proactive Policies
The significant benefits associated with gender equity in the workplace are hardly unknown or
controversial. Excluding those well intentioned yet abstract social arguments, fairer representation of women in senior positions offers advantages which range from
enhanced productivity to increased economic growth. Despite this, Australian women are still
under-represented in organisations of economic influence.
The significance of gender equality is understood amongst those managing Australia’s premier
economic institutions. Undoubtedly an individual of tremendous experience, the Governor of the
Reserve Bank of Australia, Mr Philip Lowe, has demonstrated his commitment to gender equity
at the RBA. His tenure as Governor has seen women advance to positions which have previously
been solely occupied by men. Nevertheless, the institution has struggled to raise its share of
females in managerial capacities to a third - mirroring a common experience across Australia.
Efforts made by some companies to expand the scope of their female workers are constrained
by the limited nature of female applicants. In both high school and university, women are generally less likely to study economics and finance than their male counterparts. However, decisions by individuals such as Mr Lowe to emphasise the importance of women within the decision-making process, actively reflects the economic sense of diversity and inclusion.
There is a clear body of evidence to support gender equity as a source of practical economic
benefit. Hardly a bastion of partisan political progressivism, research conducted by Deloitte
Access Economics (DAE) demonstrates the strong financial case for increasing women in the
decision-making process. Entitled Toward Gender Parity: Women on Boards, the report found
that gender parity on Boards in Queensland would deliver up to $87 million in productivity gains
without any requirement for additional labour or hours worked. Other reputable organisations
have reported similarly impressive results.
A PricewaterhouseCoopers (PWC) report published in 2016 found that policies ‘covering
diversity and equality’ as well as ensuring ‘a positive culture by demonstrating confidence in
talented female employees’, were significant factors in decisions by women to pursue career
advance-ment. In the Public Sector, the Department of Industry, Innovation and Science is of
the view that ‘gender equality can help reduce expenses’ and ‘appeal to female customers’.
This is not to suggest that unqualified women should be given positions purely out of a commitment to gender equality. Only the most disingenuous of individuals suggest that inexperienced
females are being offered terms of employment over and above qualified males. However, it
does indicate the importance of policies which endeavour to ensure women feel supported and
encouraged to pursue promotions and positions of significance in a male dominated profession.
In line with such evidence, organisations have taken practical and pragmatic steps to ensure a
more equitable approach. Given the dearth of women studying economics, there are scholarships provided purely for female students and most companies have targets designed to ensure
women constitute at least a third of senior employees and board members.
Some individuals argue against such proactive measures. They assert that well feeling individuals are committed to ‘social justice’ but do not understand the practical requirements of employment. The mere existence of a policy designed specifically to encourage women to consider a
career in economics and finance often has these people expressing dismay. Such individuals are
often more concerned with ideological pandering than with proposing solutions.
Reasonable policies proposed and implemented by companies to encourage a fairer representation of women in senior positions of influence do not limit the opportunities available to capable
men. They are adopted because institutions will enact those measures which make solid economic sense. Rather than being counterintuitive, gender parity and good economic performance
go hand in hand.
Written by Conor O’Seighin

Refugees: Economic Burden or
Benefit?
The 2400km of jungles that line the border between northern Thailand and southern Burma are
thick and unyielding, plagued with malaria-bearing mosquitoes and obscured with rain during
the wet season. However, it is these rural borderlands that house over 51500 Burmese
refugees, many of whom are orphaned and have fled their country for fear of political
persecution and the economic mismanagement of the junta. On two occasions I have had
the opportunity to live amongst this displaced community, which has grown so large that
Thailand now has a refugee to total population ratio of 1:32. The heavy concentration of Burmese
seeking exile is substantial and has undoubtedly had an impact of the growing Thai economy.
The refugee problem is not isolated to Thailand, however.
The number of forcibly displaced people is on the rise
worldwide, reaching 22.5 million by the end of 2016.
According to the United Nations High Commissioner for
Refugees, 84% of these individuals are currently
concentrated in low to middle-income economies such as
Thailand, and they are often publicly viewed as social and
economic burdens of the host nation, instilling pressure
on public expenditure and service delivery. However, in
the case of Thailand and many other countries, this
perception is likely misguided as empirical evidence
suggests that refugees actually tend to expand the
productive capacity of the economy by offering an
additional source of resources and labour.
Pictured are some of the children
There is no doubt, however, that the extent of the
from an orphanage I visited. The
socioeconomic impact imposed by refugees is somewhat large number of orphaned Buraffected by the size of the receiving nation. The fiscal
mese refugee children constitute a
shock of immigrant flows in developed countries is limited significant humanitarian concern
to possible reductions in low-skilled domestic labourers’
for the region.
wages, and hardly causes a blip in reported
GDP. On the contrary, those countries that suffer from limited resources and growth
opportunities often struggle to mitigate both the direct and indirect costs associated with
incoming refugees. These costs are generally only prevalent in the short term and may
include increased levels of localised corruption, as well as upwards pricing pressure in refugeeconcentrated regions where the effectiveness of supply-side policies may be resource
constrained.
The most significant effect of displacement, however, is
observed via labour market outcomes as the weak
bargaining position of immigrants results in them
accepting lower wages at the detriment of the wage and
unemployment rate of the host population. Whilst
undesirable from a domestic labourer’s point of view, this
source of low-cost labour has enhanced the competitive ness of nations such as Thailand in the international
market and lower prices have kept the country’s inflation
levels in check. Indeed, many export-oriented sectors of
the Thai economy are now dependent on Burmese
workers and it is estimated that the migrants’ output
constitutes between 5% and 6.2% of the nation’s gross Many children are born in the refudomestic product.
gee camps, and schools have been
established so they can receive an
education.

Refugees: Economic Burden or
Benefit?
As well as supplying low-cost labour and increasing the countries human capital stock, another
benefit brought about by migration is realised via the expansion of the market for suppliers and
increased trading opportunities which encourages local investment and entrepreneurship.
Higher levels of consumption brought about by the increase in demand from incoming refugees
culmi-nates in a multiplier response, where subsequent investments in trade has the potential
to boost Thai GDP by up to 2 billion USD annually. Moreover, concentrated pockets of displaced
individuals inevitably attract international aid, which not only benefit refugees, but have a similar positive effect on the wider community as well.
Whilst it is unlikely refugees impose a net cost on host countries and may actually provide
opportunities for further economic development, the situation remains less promising for immigrants themselves. The low socioeconomic standing of the Burmese refugees has resulted in
undesirable labour market outcomes and less income smoothing for these displaced people.
Therefore, to minimise these negative impacts, history has shown that effective policy response
should target both immigrants and their host country, where short-term humanitarian controls
should be coupled with long-term development-oriented planning. But as the political unrest in
Burma continues to persist, it is unlikely the situation in Thailand will be resolved anytime soon.
Written by Emma Beal
References:
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The A.T. Kearney
Assessment Day and
Summer Internship
Program
A.T. Kearney is looking for penultimate-year students
who enjoy a challenge, thrive in a team environment,
and are interested in consulting to apply for our
2018 summer internship program.
The A.T. Kearney Summer Internship Program gives students
10 weeks to spend working with the firm—experiencing what it is like
to be a management consultant. This immersive, hands-on experience
will give you the opportunity to work with some of the best consultants
in the industry on real projects with real clients.

How can I become an intern?
The first step in the application process is the A.T. Kearney
Assessment Day. Students who exhibit the attributes we are looking
for in a business analyst—motivated, passionate, creative team
players—will be invited to take the next step with an interview.

What’s in it for you?
The A.T. Kearney Assessment Day is a fun, interactive, and engaging
introduction to management consulting. Candidates will spend time
working both as individuals and in a group to help solve a problem
inspired by the real work we do.

2018 important dates
16 July: applications open
19 August: applications close
31 August: A.T. Kearney
Assessment Day
5 September: Final-round
interview for selected candidates

How to apply
Applications are open to
penultimate-year students from
all disciplines and faculties.
This is an individual application
process, and applicants must be
available in Sydney or Melbourne
on the day of the assessment.
The assessment day will run
simultaneously in Sydney and
Melbourne. Applicants must be
eligible to work in Australia.

Participating will give you an array of insights into the consulting
profession:

Please apply via our website at:
www.atkearney.com.au/careers/
apply and submit a CV, grades,
and a cover letter.

• Learn more about management consulting and how consultants
work to solve abstract problems.

Applications close at midnight
on 19 August 2018.

• Experience the type of work practiced by consultants by brainstorming ideas, building frameworks to structure problems, and
developing recommendations.
• Receive coaching and guidance from A.T. Kearney consultants.

www.atkearney.com.au

Follow us A.T. Kearney Australia
on Facebook to stay up to date
with the latest information.

How much is smashed avo really
costing you?
Our obsession with the superfood may have had unintended consequences
Avocado. When did it become so popular? Australians are now consuming avocado at a rate
three times faster than we did 20 years ago. In America, the same – consuming more than 4.2
billion avocados every year. What’s all the rage about? And what are some dirty truths behind
this booming industry?
Earlier this week, New Zealand was flooded with headlines such as “the terrifying moments
when avocado thief rammed police car” and “avocado shortage fuels crime wave”. These recent
events beg us to ask the question, how much is smashed avo really worth?
For one 19-year-old, the answer was two years and eight months in prison. The man, named
“Reedy”, decided he’d had enough of paying $4 for one avocado. In the early hours of the
morn-ing, Reedy began filling his car with avocados, only to be surrounded by police minutes
later. Reedy had tripped the alarm. He decided the best thing to do was to try and run the
police woman over with his car and engage in a 130km long high-speed car chase across the
country. Needless to say, Reedy was brought to justice just hours later. Maybe there is indeed a
negative externality associated with high avocado prices. Interestingly, avocado comes from the
Spanish word aguacate, meaning “testicle”. One things for sure, Reedy definitely went balls up
on this occasion.
A more organised pilfering of avocados has been organised in Mexico, where cartels are illegally cutting down
forests to make way for avocado farming. A little further
south, in Chile’s Petorca Province, avocado farming has
dried up rivers and a whole town’s water supply. Chile’s
water authority released a report on the state of the
rivers in the region noting that there were 65 illegal
pipes taking close to 100% of the water from the rivers
for avocado farming. In Calle Larga, a town in the
Petorca Province, water trucks now come once a week to
deliver water to the town. Yet, large avocado plantations
are still turning a huge profit – exporting most of their
produce to Denmark.

Depicted above is the river La Ligua
in the Petorca Province, now dried up.
Below is an avocado plantation in
the dry hills or Petorca

These scenes in Chile demonstrate market failure of the highest order. Obviously, the absence
of the price mechanism in the water market has led to resource depletion on a scale larger than
anyone could have anticipated. Governments’ primary role in an economy is to correct these
types of market failure. However, without the funds to do so, the Government cannot
intervene. And as a result, the Province of Petorca now lies at the mercy of cash hungry
farmers. It’s fair to say the region has literally hit guac bottom.
Although avocados are delicious enough to build a whole
generation around, we must all look deeper into the
social issues that have arisen from the widespread
growth of the food. What can you do about this?
As always, shop responsibly.
Written by Laurie Bristow

Empowered consumers – is there
such a thing?
In the May Budget this year, the Commonwealth Government set aside $20 million over the
next four years to establish a “Consumer Data Right” (CDR). This came after such a concept
had been recommended in almost every nameable report in the last few years. The Murray,
Harper, Coleman and Finkel reports all recommended that Australia adopt a regulated system
within which consumers can access and transfer their data rights.
Rise of Big Data
This should not come as a surprise to anyone. Though unimaginable even a decade ago, the
economy of the 21st century heavily relies on data. As consumers, every decision we make can
be observed, recorded and reduced into a byte size packet of information. While uninteresting in
isolation, aggregating such data can reveal latent trends and patterns about how consumers
behave, helping businesses target their marketing or create new products. Much like the petrol
which drives our cars and the electricity which powers our homes, data has become an indispensable component of our economy.
Consumer data can be used in a myriad of ways. The Productivity Commission gives several
examples in their report. Supermarkets such as Coles and Woolworths, for instance, overlay
data about their customers’ buying habits with their insurer’s car crash data. Perhaps a little
alarmingly, supermarkets can then identify that, “[c]ustomers who drink lots of milk and eat
lots of red meat are very, very, very good car insurance risks versus those who eat lots of pasta
and rice, fill up their petrol at night, and drink spirits” (Productivity Commission, 2017). This
analy-sis reveals prime locations to establish new insurance businesses. This type of data is now
growing exponentially. According to IBM, the total amount of digital data generated in 2002 is
now generated every two days (IBM, 2016).
What is the CDR?
Against this background, the CDR allows consumers to: access certain data produced from their
activities, such as transaction, usage or production data; and transfer this data to themselves or
third parties. The CDR does not extend to data which has been created by a third party based
on the consumer’s raw data, nor does it give consumers the right to know when their data is
being sold on to third parties (Department of Prime Minister and Cabinet, 2018).
Most data are generated as a ‘byproduct’ of a consumer’s everyday life. Paul Sonderegger, a
data strategist at software-maker, Oracle, describes data as “the ultimate externality: we will
generate them whatever we do” (Economist, 2017). For instance, mobile devices are constantly
recording the owner’s location as part of its ordinary use – the location data is then used to
provide information such as travel time. As a result, it is difficult to simply prohibit businesses
from using it. Thus, according to the Productivity Commission, the underlying premise of the
new data right is that consumers should no longer be merely the source of data. Instead, they
should be able to trade and use their own data with business and government (Productivity
Commission, 2017).
Proposed benefits
By extending data access to consumers, the CDR will break down existing information asymmetry, allowing consumers to make better decisions. The Federal Treasury advises that the CDR
will allow consumers to share their data with third party data compilers, such as comparison
websites (Treasury, 2018). Greater scope for comparison would theoretically allow consumers to
negotiate better deals with their existing providers of telecommunications or energy services.
Alternatively, consumers may be able to switch between products more easily if they can find
the best deal on offer in the market. ACCC Chairman Rod Sims similarly states:
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“This new right will improve consumers’ ability to compare and switch between goods and services on offer. We expect the scheme to encourage competition between service providers, leading
not only to better prices for customers but also more innovation of products and services.”
(ACCC Media Release, 9 May 2018)
Pearls before swine?
The argument that CDR will either increase the bargaining power of consumers or the substitutability of goods has merit. Practical examples which have been offered so far also make sense:
having access to past usage data would indeed be helpful when choosing a new service plan in
the energy, banking and telecommunications sectors.
However, the CDR assumes at its core that consumers want to find the best deal, whether that
be the cheapest plan or the most comprehensive one. It envisions a consumer-turned-data
analyst who churns through their past usage history meticu-lously to identify their behavioural
patterns and make predictions about how they may use that product in the future. In short, it
projects onto the consumer the characteris-tics of a complex data-intensive firm, such as an
insurance company or marketing firm.
This assumption that consumers are out for the best deal reduces them to what Richard Thaler
called “Econs”. According to Thaler, “Econs” seek to maximise their utility by making the most
rational decision possible. “Humans” on the other hand, do not make rational decisions because
they have biases and heuristics which create error-riddled shortcuts in the decision-making
process. These errors can be corrected through “nudges”, such as opt-out retirement savings
policies, which guide humans towards the rational decision.
Thus, at least in Thaler’s view, the CDR would not go far enough because it leaves the data in
the hands of the consumer to be processed and used. Since the CDR omits “value-added data”,
data which has already been analysed by a third party, the data would be directly subject to the
consumer’s biases and heuristics.
Of course, the Government’s suggestion that the data be transferred to third parties to create
valuable and digestible information would avoid this problem. However, risk averse consumers,
if given the choice of keeping their data or sharing it, would be unlikely to choose sharing.
Indeed, the Productivity Commission Report picks up on the apparent paradox that consumers
detest data mining companies and value privacy, yet brazenly share their personal data through
social media sites. The explanation here is surprisingly consistent with Thaler’s nudge theory.
Consumers are happy for their data collected when it is done so incidentally to their usage of a
product, such that they do not even need to make the conscious decision of sharing the data.
Although the CDR does not seek to resolve the privacy issues at play here, its application
depends on the propensity of consumers to liberally share their personal data.
Going one step further than Thaler, consumer may be perfectly rational by following their own
choice “instincts”. Often, decisions must be made between many choices. This “choice overload”
can lead consumers to rely instead on hard and fast rules based on their past experiences. For
example, if a customer’s family had always used a certain energy provider, then that familiarity
may lead that customer to choose the same provider later in life. This is not necessarily irrational. Rather, it is perfectly rational in a consumer’s subjective mind to choose a provider which
requires less research and search costs to find.
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This behaviour could be seen in the 2014 Informed Sources case. Here, petrol retailers in Melbourne shared their historic petrol price data to extend periods of price increases and coordinate
price decreases (ACCC Media Release, 20 August 2014). The ACCC alleged this was anti-competitive conduct but resolved the matter by requiring Informed Sources to reveal this information to consumers as well (ACCC Media Release, 23 December 2015). However, the uptake of
this information by consumers has been small. Indeed, it is easy to imagine that consumers on
their way home would not be willing to analyse troves of data to find the cheapest petrol station
and drive out of their way to go there. Different considerations come into play such as convenience or even just habit.
Conclusion
The CDR assumes consumers are willing to undertake the same rigorous analysis of data which
large businesses engage in. For businesses, the behaviour makes sense: understanding how
consumers behave helps maximise profits. However, consumers are by nature irrational. Overloading consumers with even more information than they already receive will do little to
improve competition and consumer welfare in the economy.
Written by Eddie Watson
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CODEINE RESCHEDULING
BANNING NEW PETROL
CARS BY 2040

ELRI Policy Pitch Competition
About the competition
The UQES x ELRI Policy Pitch Competition returns this year, and the winning prize is $500!
Competitors can enter in either a team of two or individually and must submit a proposal relating to any economic issue. Competitors are encouraged to make use of concepts learnt in
class, such as econometric analysis and supply and demand curve derivation in order to
support their proposed policy.

What’s the deadline?
Briefing papers are due on the 20th of August, leaving you plenty of time to prepare a fantastic
presentation. The event page can be found here:
https://www.facebook.com/events/1029357270601325/

What should it look like?
For your convenience, we’ve included three of the top entries from the 2017 competition,
consisting of:
Sugar Drinks Tax - Phillip Womack
Codeine Rescheduling - Sally Duncan
Banning New Petrol and Diesel Cars by 2040 - Madeline Briggs

ELRI Policy Pitch Competition:
Sugar Drink Tax
Issue
Currently, Australia is facing an obesity epidemic as 28%1 of Australian adults are classified as
obese. This causes a significant drain on the economy with the total cost of obesity being estimated as $8.6bn2. Whilst obese individuals face a range of personal costs in increased healthcare and
decreased quality of life, it has been estimated that $5.3bn of these costs are borne by the government. Therefore, obesity has large negative externalities that are borne by society. These
include increased government health care spending, higher unemployment, higher welfare spending and lower productivity.
Policy
In the presence of negative externalities, taxes can be used to increase the price of the product
for the consumer and producer such that the production is reduced to the socially efficient level.
As the major cause of obesity is excess consumption of energy, a tax on energy rich food and
beverages can be used to curb obesity. Therefore, I propose the implementation of Sugar Sweetened Drink (SSD) tax of 40 cents per 100 grams to address this issue. This tax is used as it is
simple, is implemented quickly and because the consumption of SSD’s is closely related with obesity. This type of tax has already been used in other countries as an effective way to address the
obesity epidemic.
This policy will:
1. Raise $520bn in revenue for the Australian Government3
2. Reduce Sugar Sweetened Drink consumption
3. Reduce the incidence of obesity
As taxes on alcohol and cigarettes are already levied to account for higher healthcare costs and
other negative consequences of consumption, a tax on SSD’s should similarly occur to address the
obesity epidemic.
Written by Phillip Womack

1 ABS Cat No.4364 2014-15
2 PwC 2015
3 Grattan Institute 2016

ELRI Policy Pitch Competition:
Codeine Rescheduling
If you’ve ever headed down to the local pharmacy to pick up codeine-containing analgesics or
certain cold and flu preparations, you’re going to be in for a rude shock in a little under six
months. From 1st February 2018, all medications containing codeine will be ‘upscheduled’ to
Schedule 4: Prescription Only Medicine status. National regulatory authorities have been gradually restricting the availability of codeine in Australia for close to a decade now, however the
decision undertaken by the Therapeutic Goods Administration in December 2016 was the harshest move yet. Part of the justification given for the changes was a ‘net financial benefit to society… [resulting from] reduced deaths from accidental or deliberate codeine overdose, improved
quality of life, and reduced codeine dependence and reduced risk of dependency’.1
In order to combat the morbidity and mortality associated with OTC codeine products
(especially the significant harms of associated paracetamol/ibuprofen toxicity), there are a
number of policy options still available to the TGA without resorting to excessive overregulation
and the resultant economic burden on consumers, drug companies, pharmacies, and the
Australian health system. This proposal will focus on one specific suggestion - enforcing a oneyear trial of nation-al mandatory real-time reporting of OTC codeine sales. There is existing
commercial software to achieve this goal (MedsASSIST - found in 68% of pharmacies as of
November 20162), as well as a similar precedent set by Project STOP which tracks
pseudoephedrine sales.
The above policy would have two immediate benefits; preventing local and interstate pharmacy-shopping well as providing accurate, de-identified information to the TGA regarding codeine
consumption patterns. According to KPMG’s 2016 report (which underpinned the TGA’s rationale
for its decision), one of the main challenges of modelling the costs associated with this policy
change (including increased MBS/PBS co-payments) and benefits (increased QALY’s, reduced
consumer spending) was the ‘paucity of data in relation to many of the inputs needed for this
model’.3 This included dividing consumers into separate categories of acute or chronic usage and
therapeutic or non-therapeutic need, which have significantly differing economic outcomes
projected.3
Restricting codeine to Prescription-Only status would result in deadweight loss to the market on
an individual sales basis as well as through the inevitable deletion of product lines. Furthermore
it commits the PBS and MBS to a large-scale open-ended spending experiment, given the lack
of concrete data to guide expectations. Thus, delaying the decision to upschedule until at least
one year of MedsASSIST information can be compiled and analysed is prudent.
Written by Sally Duncan

1TGA 2016, Update on the proposal for the rescheduling of codeine products, viewed 05
August 2017, https://www.tga.gov.au/media-release/update-proposal-rescheduling-codeine-products .
2TGA 2016, Codeine rescheduling: Regulation Impact Statement, Australian Government
Department of Health, Woden, viewed 05 August 2017, https://www.tga.gov.au/sites/default/files/regulation-impact-statement-codeine-re-scheduling.pdf .
3KPMG 2016, Economic Modelling and Financial Quantification of the Regulatory Impact of
Proposed Changes to Codeine Scheduling, KPMG, Australia, viewed 05 August 2017, https://www.tga.gov.au/sites/default/files/economic-modelling-and-financial-quantification-regulatory-impact-proposed-changes-codeine-scheduling.pdf.

ELRI Policy Pitch Competition:
Banning New Petrol Cars by 2040
Britain and France have introduced legislation to ban new petrol and diesel cars by 2040, and Australia should follow suit. This policy has been brought about amid concerns over decreasing air
quality. Air pollution can damage vegetation, erode the facades of historic stone buildings, limit
visibility, and harm wildlife and livestock. The main concerns from the public are the short-term
and long-term effects on human health, although these other effects can have an indirect effect
on people’s wellbeing and happiness as well. Through a series of studies, it has been found that
urban air pollution is a significant cause of death and illness in the community, and even in 2003,
there were around 3000 deaths due to exposure, and in the past decade, this has increased, as
well as the rise in illness and chronic health conditions. 3000 deaths was 2.3% of the 2003 death
toll; it is a significant contributor to early deaths in Australia. Particularly, this effects the elderly
as it impacts respiratory and cardiovascular systems, though as air quality decreases, younger
people can have similar health concerns as well as higher risks of cancer. Already people with
existing conditions, such as asthma which effects all ages, are being impacted.
Ambient air quality has been reduced by emissions from a variety of point and non-point sources,
however removing emissions from cars is a clear and effective way of reducing these emission
levels. Particularly, Australia has an increasing PM2.5 and PM10 in capital cities, and has exceeded
the 400ppm mark for CO2. Road transport accounted for over 12% of all GHGS in Australia in
2012, and cars are a significant portion of this. Policy has already been put in place for lighter
emission cars, which would increase costs for consumers but would be offset entirely by public
health benefits in the long run; the government predicts net benefits of $675 million before 2040.
There are also net benefits to society for banning new petrol and diesel cars by 2040. This target
would allow for companies to invest in new technology for electric cars. Many Australians still have
concerns over how well these electric cars would work in Australia,when many require vehicles to
travel hundreds of kilometres, but with the current pace of innovation and increasing investment
in this industry, by 2040, the technology will be sufficient to meet these requirements. Another
concern is price, however, reasonably priced electric vehicles already exist, with the new Tesla
being only US$35,000, and prices are continually decreasing.
This would also not remove all petrol and diesel cars from the road, but slowly faze them out as
people bought new electric cars. Australia could also invest in domestic manufacturing facilities to
bring in new jobs and increase production, along with investment into innovation. Finally, when
considering the Triple Bottom Line, this still creates net benefits.
With the UK and France already committing to this policy, it will be easier for the Australian government to win over public support. This last point should not be considered lightly, with many
policies being untenable without public support. Strong opposition means that the government is
risking reelection for a single policy, and is unlikely to follow through, even if the economic analysis is sound. It can be sold to the public on jobs, domestic manufacturing, and health concerns,
rather than focusing on the banning of petrol and diesel cars; a product and asset that many Australians deem necessary.
By Madeline Briggs
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