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Disclaimer
The University of Queensland Economics Society („UQES‟) provides Creative Distraction („CD‟) as a
service to our members. Whilst every effort has been made to ensure the accuracy of its contents, we
disclaim absolutely any and all liability for any damage of whatever kind, however caused (including
negligence), that occurs or is suffered as a result of any error, inconsistency, omission or ambiguity that
may be found in CD. The views of students and lecturers contained herein do not represent the views of
the authors of the Guide, the University of Queensland, The University of Queensland School of
Economics, The University of Queensland Union, the sponsors and partners of the UQES or the UQES.
Reliance on the Guide is at the user‟s own risk.
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Notes from the Editor
Dear post-exam / holiday procrastinators,
Welcome to the second edition of Creative Distraction 2011!
As exams for the year are finally over, at least for those not studying over summer, we are proud
to bring you the second, and last, edition of Creative Distraction for 2011. This publication aims
to expose outstanding and insightful articles and essays to all those at UQ who enjoy reading
about economics. We‟ve continued to select just a couple of the highest quality and most
interesting articles for your procrastination purposes.
Not only that, but we‟ve continued to include a wide variety of other material new to 2011, such
as Meet Your Lecturer and Fun with Economics. Plus, new to this edition is At the Library with
Dan Carr, where our esteemed guest literary critic has provided some insightful book reviews.
Big thanks to the following people for their contributions to this edition:
 Dr James Laurenceson and Dr Maxine Darnell for their candid interviews.
 Ayush Singhal, Trudi Sual, Liam Reynolds and Daniel Carr for their articles and reviews.
 The School of Economics and BEL Faculty for their ongoing support.
 My fellow publications team of Lucy Wark and Gordon Owens; and Mitchell Piper.
Thank- you to all of those who submitted articles, and it is unfortunate we could not publish
more. Please keep tuned in 2012 for your chance to contribute an article to next year‟s editions.
Plus don‟t forget there‟s another way to get your name in a publication – submit a course review
for the 2012 BEcon Guide – see our website for more details.
We hope you find this edition insightful and a joy to read, or at least a much needed time filler.
Best of luck with your exam results,
Carl Tessmann (UQES Publications Officer & CD Lead Editor)
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President’s Report: A reflection on 2011
2011 has been a fantastic year for the UQ Economics Society (UQES). With record membership
growth (growth of over 25% compared to last year), the introduction of the society‟s collaborative
„made by students for students‟ BEcon Guide and numerous other significant improvements in
our key events and publications.
It was great to see the hard work of our executive and supporters recognised at the annual UQ
Union Clubs & Societies Awards evening where the UQES proudly took home Faculty Club of
the Year and finalist for Club of the Year (see the photos section).
I have been fortunate this year, in both my role as UQES President and UQ Union BEL
Councillor, to meet a lot of the students on campus who are truly passionate about becoming
involved in UQ‟s campus culture and making UQ a better place for everyone. I would like to
thank the 2011 UQ Union executive (in particular Ben Gorrie and Kiran Srinivasan) and James
Hudson (Clubs & Societies Coordinator) for all their support this year. James is the common
thread between the success of clubs & societies over the past few years and has an incredible
amount of knowledge and advice for clubs on campus. Sorry for crashing your office so often
James!
The highlight for me this year has been my contribution in bringing to life our newest publication,
the BEcon Guide. The BEcon Guide was very much a collaborative effort involving help from all
15 members of our executive, UQ students who submitted over 100 course reviews and staff,
both academic and administrative, from the School of Economics and the BEL Faculty. The
Guide took over 7 months from the first email to the School of Economics in 2010 to the final
release late semester 1 and, to my great pleasure and relief, was downloaded over 400 times in
the first 24 hours after release. As of late November, 2011, the Guide has now been downloaded
over 1,500 times. Again, thank you all those who contributed to the Guide. The BEcon Guide
would not have been possible without the significant student, school and faculty support we
received.
As I‟m sure I‟ve mentioned several times, the UQES depends on numerous groups of people for
any single event or publication. I would like to end this reflection recognising some individuals
who have made significant contributions to the success of the society which I am eternally
grateful for. Firstly, I would like to thank the 2011 UQES executive for their amazing work and
dedication. The UQES is very much a team-based society and this year‟s team was stellar.
Secondly, I would like to thank the School of Economics and the BEL Faculty for their support
and friendship. I have met some wonderful people this year! In particular, thank you Rachel
Tolley, Louise West, Anna Richards, Megan Sandaver and Maxine Darnell.
Thirdly, I would like to thank the other 2011 BEL club presidents (Zhuoxun Yin, Colin Finke, Luke
Furness, Divya Raju and Amy Tuite) for their friendship and support. I was initially opposed to
the construction of the joint student society office, however I now stand a convert. I‟ve had a lot
of fun discussing ideas and meeting the BEL club executives in such a social and open space.
Lastly, I would like to thank Byron Hewson (2010 UQES president), Daniel Carr (2011 PASS
Coordinator), Karl Stacey (2011 UQES Treasurer and housemate) and my brother Reegan Piper
for their continual advice and suggestions for improvement throughout the year. I really
appreciate it guys, thank you.
Best of luck to Alexander McLaren and the new UQES executive.
Merry Christmas and a Happy New Year,
Mitchell Piper (2011 UQES President)
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Meet Your Lecturer: Dr James Laurenceson
1. If you weren't an economics academic, what
would you be?
A mechanic. I love mucking around with old cars,
although I‟m not very good at it.
2. What inspired you to study economics?
I pretty much fell into studying a BEcon because I did
well at it during high school, but lecturers like Alan
Duhs and Bruce Littleboy inspired me to take it to the
next level.
3. What is your favourite area of study within
economics?
Easy, the Chinese economy. I‟m a country specialist
rather than someone who specialises in a particular
area of theory or methodological approach.
4. What's the most favourable quality in a student?
Enthusiasm.
5. What's the most irritating quality in a student?
General disinterest and lack of organisation, and then requesting special treatment when the
inevitably poor assessment results come in.
6. In ECON1010 students learn about the 'four pitfalls of decision making'. Are you a
perfectly rational individual or do you occasionally fall victim to the pitfalls?
Good question. It depends how broadly you define benefits and costs! For example, the passion
I have for my old car makes absolutely no sense from a financial / performance / reliability /
safety perspective. What else is there, you ask? Well, it gives me an emotional high (benefit)
every time I drive it, or even look at it! So for me it‟s perfectly rational. By the way, Peter Earl has
written a paper on rationality / irrationality associated with durable goods such as cars. It‟s a
really good read.
http://shredecon.files.wordpress.com/2010/09/earl-motoring-without-images-small-file.doc
7. Who would win in a (hypothetical) physical confrontation, John Maynard Keynes or
Milton Friedman?
Keynes…but I suspect it would quickly degenerate into a slap-fest.
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8. Bob Katter recently formed his own political party, the 'Australian Party'. Life
membership costs $1,100. Does the MB of joining exceed the MC?
Not for me, but I reckon for my Dad it might!
9. If you were stranded on a desert island and you could only bring three items, what
three items would you take?
If I‟m allowed to call my wife and son “items”, then my wife, son and a HUGE cask of red wine.
10. “Economists have successfully predicted nine out of the last five recessions.” After
retiring from the world of academia, have you ever considered becoming an economics
comedian?
As much as I enjoy teaching and research, I think after I retire I‟ll happily spend my days just
hanging out with my family and mucking around with my old car. I may even go to TAFE and
learn how to become a real mechanic!
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At the Library with Dan Carr
Daniel Carr (a fifth year BEcon/BCom student and PASS Coordinator) drops by the exclusive
UQ Economics Library to share with us his critique on two books you may not have heard of.
The Orange Book: Reclaiming Liberalism (2004) P. Marshall & D. Laws (Eds)
If anything, studying economics has increased my scepticism of the political process: most
parties play a game of espousing economically-illiterate policy whilst
simultaneously attacking the economic merit of opposing policies with
utter glee. It just happens to be a rather happy coincidence when party
policy matches mainstream economic thought. Not for some though; the
Liberal Democrats, a UK party, is quite serious about formulating
economically sensible policies to address a range of issues. The Orange
Book, a collection of essays by some of the party‟s leading thinkers,
spells out some of these suggestions in areas such as trade policy, traffic
congestion and environmental issues, and the penal system. Orthodoxy is
challenged throughout. „Tough on crime‟ policies that lock up low level
first time offenders are critically analysed and found to be a huge social
and budgetary problem. It pulls no punches in attacking the EU‟s common
agricultural policy and other protectionist regulation. Vince Cable‟s
chapter on liberal economics is a particularly intriguing one. The essays are to-the-point, well
researched and generally written in an accessible style; though some deal with British particulars
that cause some difficulty in understanding.
I would highly recommend the book for anyone feeling starved of intellectually satisfying policy
and politics. Available at Amazon Books.
Against the Gods: The Remarkable Story of Risk (1998) P. Bernstein
I must profess to finding my introductory statistics courses rather boring, so it was with
considerable apprehension I approached a book promising to delve into the history of risk,
probability and statistical analysis. My reluctance was welcomingly very short-lived. Against the
God’s is a lively and astonishing account of humanity‟s understanding (or lack thereof) of
probability and causality. The story starts in earnest during the
renaissance where the pursuit of greater gambling takings seems to
have driven much of our early progress in understanding risk. Littered
with comic anecdotes and wit, Bernstein manages to craft a compelling
story from the tales of the brilliant, and often eccentric, men and women
who made seminal contributions to this field.
This book would appeal to anyone with an interest in science,
economics, finance or philosophy, so pervasive is probability‟s
application. Available at Book Depository.
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Valuing Endangered Species – an Ethical Approach to
Economic Analysis
Trudi Saul
Economic theory can be used as a tool to effectively manage scarce resources. To do this, the costs
and benefits of these resources must be known. Difficulties arise when applying the concept of value
to those resources that do not usually exist within a market, and have no clear monetary value.
However, when the benefit of the resource to society is not accurately reflected, resources are used
inappropriately or inefficiently (Brown & Goldstein, 1984). Applying an economic value to endangered
species assumes that society has a preference for the uses provided by the species, and is therefore
aware of the opportunity cost of foregoing other resources in order to preserve biodiversity. Attempts
at valuing endangered species can improve decision making to ensure wildlife resources are used
more appropriately. However, the application of economic theory to environmental policy has divided
economists emphasising economic efficiency and environmentalists advocating alternate ethical
views (Kneese & Schulze, 1985). This contention over the use of instrumental approaches to apply
monetary value to environmental commodities such as flora and fauna species suggests the need to
re-evaluate the ethical approach used by current popular valuing techniques in an attempt to more
accurately and ethically value endangered species and therefore conservation policy.
This essay will briefly describe the ethical pitfalls of economic species valuation by briefly comparing
two methods of species valuation, while recognising the conceptual problems of non-use values and
discounting to determining derived benefits of endangered species conservation. The overarching
ethical approach taken with these tools of cost-benefit analysis will provide a critical discussion of the
ethical limitations of economic analysis to environmental policy. By examining the ethical
considerations of welfare and environmental economics, this essay will also offer suggestions for
policy makers to assist with effective species conservation that address economic efficiency and
moral obligation.
Biological diversity is the variety of flora, fauna and microorganisms found in the environment, and
those ecosystems of which they are a part of (Department of Sustainability, Environment, Water,
Population and Communities, 2010). Species diversity is essential and intrinsically valuable to
society because of the important services provided by environmental amenities such as flora and
fauna, including recreational and aesthetic value, as well as those ecosystem processes and
functions that contribute to human society such as natural pest control and the provision of biological
resources. Australia is home to more than 600,000 species of flora, fauna and other organisms;
however in the last 200 years the country has suffered the largest documented decline in biodiversity
of any continent (DSEWPC, 2010). Given the extensive social and recreational goods and services
provided by these ecological communities, conservation of endangered species is imperative to
maintain biological diversity and the benefits derived from such amenities. Valuing species assists
policy makers and governments in allocating funds to manage and protect these scarce resources.
The field of environmental economics is a branch of welfare economics that draws on many
principles from Mill‟s and Bentham‟s ideas of utilitarianism (Kneese & Schulze, 1985). However, the
basis of welfare economics is highly humanistic (Kneese & Schulze, 1985), which poses multiple
problems for environmental economics. Firstly, the adequacy of cost-benefit analysis and its
application to environmental issues is highly debateable. Secondly, the increasing community
concern of anthropogenic environmental degradation calls for a less traditional and humanistic
approach to economic methods of environmental valuation. Utilitariansim suggests that the action
that produces an overall good for the community is preffered (Elliot, 2007). This neoclassical
approach to economic reasoning implies that the consequences of a given action justify the means,
as long as any additional benefits exceed additional costs (Booth, 1994).
Decisions concerning environmental policy, and more specifically species conservation, are based
primarily on a cost-benefit analysis of that policy through the estimation of use and non-use values
derived from the environmental commodity being examined. This analysis decides whether or not the
net welfare to society is increased and therefore Pareto efficient (Spash, 1997), and the tools utilised
assume that individuals can make trade-offs between the quantity and quality of public goods. The
ethical flaws of humanistic cost-benefit analysis are numerous (Kneese & Schulze, 1985; Booth,
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1994; Spash, 1997). However of particular concern to endangered species valuation are problems of
ascribing accurate value to non-use benefits, the difficulty of future discounting on projects whose
benefits are mainly realised in the future, and the possibility of moral rights held by non-human
entities.
Flora and fauna species, like many environmental amenities, exist outside a specific market and
therefore lack precise monetary value. However in order to make accurate recommendations over
resource allocation, estimating the dollar value of endangered species is imperative for
environmental analysis. Total economic value includes use and non-use benefits derived from the
conservation of an endangered species (Birol, Karousakis & Koundouri, 2006). The most common
form of non-market valuation techniques is the stated-preference method of contingent-valuation
(Field & Field, 2009). The methodology aims to address the ethical difficulty of valuing non-market
resources by providing a tool to measure individual willingness-to-pay for passive or non use values
derived from the benefits associated with environmental characteristics. The basis of this method is a
survey in which people are asked about their values for environmental goods directly. Given the
absence of a market for endangered species value, contingent valuation is based on the premise that
collective choice will more fully capture individual preferences (Hanemann, 1994). In short, the
method involves (Diagram 1) an identification process of the environmental characteristic being
valued and the sample population, the design and distribution of a survey, and the analysis of
aggregated individual values to derive a market demand schedule (Field & Field, 2009). In this way,
the application of direct surveying offers a way to trace the demand curve for a public good that
exists outside a defined market (Hanemann, 1994).
Hanemann (1994) stresses that the success of contingent valuation research is based on survey
reliability, through carefully constructed questions administered in a highly controlled environment to
participants selected by statistically based probability sampling. However, the overarching ethical
obstacle faced by researchers designing contingent valuation surveys is the creation of a
hypothetical market (Harrison, 2006). The hypothetical market created in this method of data
collection creates incentives for people to hide their true feelings towards the situation, and removes
the real-market consequences (Field & Field, 2009). The more specific and realistic the situation
participants are confronted with, and the use of close-ended questions can minimise abstraction by
attempting to control how individuals elicit value (Hanemann, 1994). The NOAA Panel on Contingent
Valuation (Arrow et al, 1993) says that close-ended questions combined with a voting context can
minimise the incentives for under or over- valuing:
“The simplest way to approach the valuation problem is to consider a contingent
valuation survey as essentially a self-contained referendum in which respondents
vote to tax themselves for a particular purpose” (Arrow et al, 1993, p. 20).
The second obstacle researchers need to be aware of stems from the abstraction of many non-use
values and participant psychology. Non use values are benefits from environmental amenities for
which the market fails to make adequate provision (Krutilla, 1967). Lazo, McClelland & Schulze
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Diagram 1 The contingent valuation method ascribes value to non-use benefits through issue identification, the
distribution of a survey, and the analysis of aggregate values to derive a demand schedule for non-market goods.
Adapted from Jokobsson & Dragun, 2001.

(1997) found that individuals have different perceptions of how markets function, and hold different
values regarding the wellbeing of others and future generations. The confounding of non-use values
such as altruistic, bequest and existence values posses problems of double counting, and
complicates benefit-cost analysis (Krutilla, 1967). In order to overcome the psychological barriers to
valuing non-use values, contingent valuation surveys should specify how others would pay to
conserve the identified commodity and consider the bequest values of the present generation only
(Lazo et al, 1997).
While the articulation of preferences for environmental commodities into monetary values may
indicate purpose and meaning, the growing use of experimental methods undercuts the welfare
foundation of environmental evaluation (Shogren, 2006). Experimental methods of valuation have
been employed more frequently in recent years in an attempt to demonstrate a higher degree of
control over the variable difficulties associated with traditional contingent valuation (Harrison, 2006).
Multiple price lists are an experimental method of valuation that draws on and extends beyond the
close-ended contingent valuation approach to eliciting value (Harrison, 2006). Distinguishable from a
survey (Table 1), the multiple price list presents an array of ordered prices in a table and asks
respondents to indicate yes or no to accept the offer for each price (Anderson, Harrison, Lau &
Rutstrom, 2007). The experimenter then selects one price at random and the choice is implemented.
In the case of valuing an endangered species the offers could suggest prices at which the
respondent is willing to pay for species conservation, for which they could accept and pay for, or
reject and retain their money.
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Contingent Valuation Survey
How much would you be willing $...
to pay per year to conserve the
Humpback whale?

Multiple Price List
Would you pay $5.00 per year to
conserve the Humpback whale?

What amount would you be
willing to accept if conservation
projects ended and the species
depleted?
How much would you be willing
to pay to stop ocean pollution?

$...

Would you pay $5.00 per week
to conserve the Humpback
whale?

Yes/No

$...

Would you prefer to keep your
money?

Yes/No

Yes/No

Table 1 The variation in question types between contingent valuation survey and multiple price lists
The primary advantage this revealed preference approach has over contingent valuation is the ability
for subjects to see that truthful responses are in their best interest (Anderson et al, 2007). Because
respondents are aware that their answers have no impact on which price is chosen, a truthful answer
will lead to an outcome the respondent wants. Kahneman, Entsch & Thaler (1990) utilised this
method to test the endowment effect where respondent willingness to accept exceeds willingness to
pay. Contrary to the latter, willingness to accept is not constrained by income, and involves
individual‟s specifying how much they would be willing to accept in return for some level of
environmental degradation from not implementing species-conservation strategies (Kahnemann et al,
1990; Field & Field, 2009). The research found that when the hypothetical market is replaced with a
possibly binding situation, the discrepancies between willingness to pay and willingness to accept
were greatly reduced (Kahneman et al, 1990).
However, an obvious pitfall of eliciting value using a multiple price list is that items are valued only to
the extent that the experimenter values them, thus replacing one hypothetical bias with another,
albeit more controlled. These values also provide only interval responses which are not as precise as
point response values (Anderson et al, 2007). Framing effects can also distort the accuracy of
multiple price lists as a tool for endangered species valuation (Anderson et al, 2007). This effect
suggests that the format of the list encourages a psychological bias towards the middle row of the
table (Anderson et al, 2007), which respondents may choose independent of their realised value.
These tools of cost-benefit analysis for valuing endangered species involve future costs and benefits
being discounted to present values (Field & Field, 2009). Discounting this future value reduces the
present value, and can decrease the value of conservation programs whose benefits are not fully
realised for many years to come (Field & Field, 2009). The Kakerori conservation program on the
Cook Island capital of Rarotonga exemplifies post-policy benefits, where it took more than 20 years
of management to shift the bird population from endangered species to threatened species
categorization (Robertson, 2000). Schulze (1993) points out that choosing not to discount does not
overcome this problem. Where a discount rate of zero is applied in an attempt to remove short-term
perspectives, and therefore underestimated costs and benefits, the alternative is “an infinite time
horizon with infinite present costs” (Schulze, 1993, p. 198). The need for a long-run perspective to
conservation costs suggests that a discounting approach based on sustainability could reduce
impacts to social long-run environmental capital (Field & Field, 2010).
Finally, of significant concern to developing an ethical approach to environmental valuation is the
suggestion that non-human entities, such as endangered species, have intrinsic moral rights (Booth,
1994; Kneese & Schulze, 1985). The application of cost-benefit analysis to environmental economics
assumes that human beings are subject to moral concern, and that nature is valuable and humanistic
ethics are applied to environmental problems as a result (Booth, 1994). This suggests that the
environment is of ethical concern because of its effects on human well-being, rather than worth moral
concern in its own right.
Watson (1979) suggests that entities have moral rights only if they can act as a moral agent; that is
they must be self conscious, have free will, understand principles and intend to act according to such
principles. Much research into animal behaviour (Kneese & Schulze, 1985) does suggest that
numerous fauna species such as chimpanzees, dolphins and dogs are moral entities and fit
Watson‟s criteria as moral agents (Watson, 1979). If non-human entities are then considered objects
of moral concern in their own right, the value humans ascribe to their conservation should not be
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based on the instrumental values they provide humans (Booth, 1994). This notion is one of
reciprocity that is based on Kant‟s Categorical Imperative (Sanders, 2003) which states that actions
must be reversible in that the action would only be carried out if the same were acceptable if applied
to you, applicable universally and in all situations, and respectful by facilitating the actions of others.
According to Booth (1994), the application of the Categorical Imperative to environmental economics
and valuing species conservation extends beyond non-use values such as existence and bequest
values. If endangered species are morally considerable then humans should “be committed to their
continued existence and well-being even if they will never be observed nor provide any kind of
benefit flow” (Booth, 1994, p. 247).
Individual attitudes towards the environment suggest that most people take this duty-based
deontological approach to decision making (Spash, 1997). Deontological reasoning is based on the
notion that the act itself is right or wrong (Spash, 1997) rather than the consequence or net utility,
which utilitarianism advocates. As environmental valuation places significant emphasis on utilitarian
justification, individual philosophical disparities are likely to have extreme negative impacts on
valuation data (Spash, 1997). Non-responses or outliers resulting from rejection of the utilitarian
philosophy could be regarded as respondents choosing not to place a value on conservation or as
acting irrationally.
An ethical consideration of current techniques of endangered species valuation reveals that neoclassical economic theory contests philosophical moral reasoning (Spash, 1997). That research
suggests (Kneese & Schulze, 1985) that deontological environmentalism is preferable to the value
structures used in contingent valuation and multiple price lists to create a morally justifiable policy
that undervalues economic reasoning. Environmental policy that utilises a hybrid ethical approach
encompassing utilitarian and deontological reasoning underpinned with virtuistic notions could
produce policy strategies that are more effective by lessoning the divide between efficiency and
equity. The literature presents a highly cynical view of traditional, yet trying, humanistic valuation
techniques, while suggesting that a purely philosophical approach to policy is far more ethical.
However, the central aspect of deontology that suggests it does not provide a complete or realistic
solution for environmental policy makers is the denial of a key economic assumption of rationality
association with making trade-offs, that suggests a trade-off will occur as long as enough
compensation is received in return (Spash, 1997). While individuals holding deontological beliefs
may reject this economic rationality, incorporating notions of virtue within valuation studies could
strengthen the ethical justification for humanistic-based analytical tools.
Virtue ethics emphasises character over consequences and absolute moral rules. This ethical
reasoning suggests a pre-established notion of good over moral rightness. Of particular relevance to
the application of virtuistic reasoning to environmental valuation is that it allows for agent relative and
neutral considerations to virtue (Quinn, 2007), that is recognition that importance of particular goods
is relative and subjective. Virtue ethics is based on the assumptions that humans are rational and
conduct themselves in such a way that makes the community they reside in stable and safe (Holly,
2006). Certain traits such as integrity and respect are assumed rational and will lead people to carry
out appropriate actions that are an average of extreme options (Holly, 2006). Unlike environmental
virtue theory which advocated that the human character incorporates virtues that lead to
environmental preservation, deontology and utilitarianism were not intended to be applied to nonhuman nature (Holly, 2006).
The implications of these philosophical considerations on valuation techniques and environmental
policy are significant. Where cost-benefit analysis of endangered species conservation programs
encourages environmental policy based on instrumental and consequentialist terms emphasising
individual self interest, to ask people to consider non-human entities as moral agents and therefore
capable of moral reasoning as humans also poses increased conceptual problems for individuals
affected by such policy considerations. Contingent valuation and multiple price list studies to derive
non-market values assume that individuals are rational. According to virtue ethics, recognising this
rationality acknowledges that humans hold a certain set of beliefs, and act in a way that is “good”
(Quinn, 2007) for themselves, their community, the environment and future generations. The
questions therefore used in a contingent valuation should therefore reflect not only the economic
assumption that individuals are rational, but that rationality implies some degree of concern for the
moral rights of non-human entities and other environmental features. Likewise, in multiple price lists
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that are at risk of reflecting experimenter preferences, a virtuistic price list would first explain that the
values postulated are based on information beyond the experimenter‟s initial reactions, who as a
rational virtue ethicist would consider integrity of data an imperative virtue.
This research has scrapped the surface of the complexity between philosophical reasoning and
economic environmental valuation. Problems with attributing value to those objects or ideas outside
an existing market ask people to place monetary value on non-human life, while the conceptual
difficulties with attributing value to such non-use benefits also creates discounting problems
particularly for conservation programs whose long-run benefits may be unrealised. Both obstacles to
accurate species valuation stem from the notion that the analytic tools utilised have been developed
from a purely humanistic point of view. The obvious divide between utilitarian economists and
deontological-based environmentalists forces policy and decision makers to make the unnecessary
choice between efficiency and ethical equity. Given the problem here is overarching of economic
environmental valuation, application of a hybrid ethical reasoning could allow for re-evaluation of the
need for re-creation of analytical tools. This reasoning would also recognise that economic theory is
based on assumptions that make judgements on society, yet that these assumptions are based on a
set of moral values that are fair and applicable, and encompass a range of ethical notions. If
economic modelling techniques extended the assumptions of rationality to specify human virtue, it
could more accurately reflect not only the beliefs held by individuals, but also the intrinsic value nonhuman entities may hold.
Reference list available on request to the UQES.
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Meet Your Lecturer: Dr Maxine Darnell
1. If you weren't an economics academic, what would
you be?
Either a famous novelist or a waitress in a doughnut
shop- or maybe both.
2. What inspired you to study economics?
An inspiring teacher in high school.
3. What is your favourite area of study within
economics?
Economic History.
4. What's the most favourable quality in a student?
One who questions.
5. What's the most irritating quality in a student?
One who questions.
6. Who would win in a (hypothetical) physical confrontation, John Maynard Keynes or
Milton Friedman?
It doesn‟t really matter as long as they don‟t do it in front of the children.
7. Bob Katter recently formed his own political party, the 'Australian Party'. Life
membership costs $1,100. Does the MB of joining exceed the MC?
Depends on how long you live you really.
8. If you were stranded on a desert island and you could only bring three items, what
three items would you take?
Solar charged I-Pod; the complete works of Evelyn Waugh; a comfy banana lounge
9. “Economists have successfully predicted nine out of the last five recessions.”
After retiring from the world of academia, have you ever considered becoming an
economics comedian?
I thought I already was! Or is it that I am a joke of an economist?
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(Some) Fun with Economists
Economics Jokes
„I‟m a walking economy,‟ a man was overheard to say. „My hairline‟s in recession, my waist
is victim of inflation, and together they‟re putting me in a deep depression.‟
Did you hear of the economist who drove into his swimming pool and broke his neck?
He forgot to seasonally adjust his pool.
An economist returns to visit his old University. He‟s interested in the current exam
questions and asks his old professor to show him some. To his surprise they are exactly the
same ones to which he had answered 10 years ago! When he asks about this the
professors answers: „the questions are always the same – only the answers change.”
What does an economist do? A lot in the short run, which amounts to nothing in the long
run.
„I‟m thinking of leaving my husband,‟ complained the economist‟s wife. „All he ever does is
stand at the end of the bed and tell me how good things are going to be.‟
With simultaneous low inflation and low unemployment in the US persisting for some time,
certain policy-makers at the Fed are beginning to think NAIRU stands for Nothing About
Inflation (is) Related (to) Unemployment. - Chris Varvares (September 2000)

Overheard at Colin Clark
Boy to girl: „I suggest you lower barriers to entry to encourage free exchange.‟
Outside the Red Room: „Of course we‟ll get in. We‟re their customers. And of course those
girls will get in first – they‟re the product!‟
Frustrated ECON1050 student: „You‟re deriving me crazy.‟
„The UQMA/UQBA had their AGM? I wasn‟t told about it.‟
„I know James Laurenceson.‟

Did You Know?
UQ is ranked 41st in the world for Economics by QS World University Rankings. It is ranked
6th in Australia for Economics (after Melbourne, ANU, USyd, Monash, & UNSW).
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Telecom Industry of India
Ayush Singhal
Introduction
“India Telecom Industry is one of the fastest growing in the world and is projected to become the second
largest telecom market globally” (India Brand Equity Foundation, 2010). While major industries have been
hit by the recession but India's Telecom industry has continued its tremendous growth even during
recession. “Indian telecom market also enjoys several advantages when compared to other countries and
these include the lowest tariffs in the world, a predominantly pre- paid driven market, the world‟s cheapest
mobile handsets and intense competition driven by the a large number of players. From only 54.6 million
telephone subscribers in 2003, the number increased to 429.7 million at the end of March 2009 and
further to 562 million as on October 31, 2009. This increase has been entirely due to the spectacular
increase in wireless connections at a compound annual growth rate (CAGR) of 60 per cent per annum
since 2004. With 525.1 million wireless connections, Indian telecom has become the second largest
wireless network in the world” (Economic Survey, 2009-10, p.257). “Moreover, according to a study
conducted by Nokia, the communications sector is expected to emerge as the single largest component of
the country's GDP with 15.4 per cent by 2014”(India Brand Equity Foundation,2010).With such kind of
growth anyone can get curious to know about the factors behind it. So in our further discussion we are
going to do a brief analysis of “Porter‟s Five Forces” (Besanko, et al., 2010) and look at other factors that
led to its growth.

1) Internal Rivalry
Government has been the major force behind the growth of the Indian telecom industry. “It has completely
changed the trend of this industry by allowing the private operators to offer services, hence increasing the
competition in the market” (Department of Telecom). Increasing competition lowers the cost of production
as the firms try to find innovative ways of production by investing in research and development and new
technologies, hence offers more to the market at lower price thus increasing economic welfare.
“Government recently introduced Mobile Number Portability which will allow consumer to change operator
without changing his/her number” (Economic Survey, 2009-10, p.258). This will further increase
competition as it will lower the transaction costs for the consumers to switch from one operator to another.
Indian consumers because of increasing competition enjoy the lowest mobile tariffs in the world (TRAI
Annual Report, 2008-2009, p.8).
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2) Entry
Government has made the entry to this industry easier not only for domestic operators but also for foreign
firms. Low entry barriers have turned the monopolistic industry to monopolistic competitive industry. “And
because of this the share of the private sector in total telephone connections has increased to 82.3
percent in December 2009 as against a meagre 5 per cent in 1999”(Economic Survey, 2009-10, p.258).
“Government has increased the FDI in telecommunication services from 49% to 74 %”( India Brand Equity
Foundation, 2010).As a result there has been many foreign firms investing in domestic operators. Foreign
investment has led to technology up gradation and thus improving the quality of voice and data transfer at
lower costs. Foreign investment in telecom manufacturing has helped in increasing the coverage by
setting up more towers and thus providing more potential for growth hence increased competition.

3) Substitutes and Complements
With lowest mobile tariffs in the world, the wireless service is a perfect substitute for wire line service. With
the advent of internet telephony, the revenues must have been affected but looking at the low internet
connectivity in India, and other benefits of carrying mobile phones such as ease of carrying it anywhere,
Value Added Services(VAS) etc it is hard to say that VOIP will ever replace wireless service. “Government
has increased the FDI in telecom manufacturing to 100 %” (India Brand Equity Foundation, 2010). “Now
foreign firms don‟t need any industrial license to set up manufacturing units for telecom equipment”
(Department of Telecom). As a result of this and low labour costs many firms have established
manufacturing base in India, particularly in the area of mobile telecommunication. “For example Nokia and
Nokia Siemens Networks have set up their manufacturing plant in Chennai. LG Electronics set up plant of
manufacturing GSM mobile phones near Pune. Ericsson launched their R&D Centre in Chennai”
(Department of Telecom).FDI flows into a country when firms see potential for growth in other countries.
Factors such as booming Indian economy, low labor costs, increasing demand of telecommunication
services, young Indian population and low rural teledensity provides strong incentives for foreign firms to
invest in Indian telecom industry. Foreign investment in telecom manufacturing has led to the production
of very cheap handsets which further increased the demand of wireless service.
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FDI flows to Infrastructure (US $ million)

Telecommunications

2006-07
477.7

2007-08
2008-09
1,261.5
2,558.4
Source: Economic Survey 2009-10

(April to November)
2008
2009
2,052.1
2,223.3

4) Supplier Power
Due to massive growth of telecom industry and increasing competition the supplier power in the industry is
quite low. With so many firms offering services and large number of retail outlets across the country
distributing these services in the market, they both sell the product at lowest possible price.

5) Buyer Power
Buyer power is quite high in this highly competitive industry as they can always negotiate the price
because each firm in this industry face almost elastic demand curve. Elasticity may differ due to product
differentiation as some operators provide high quality service and the demand curve faced by them is less
elastic as compared to firms offering low quality service and thus are able to charge more.

Other Factors
made telecom services affordable for them. The increasing interest of young Indian population in
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applications and diversify their risk because of intense competition. Due to recession many countries have
followed the loose monetary policy to help them to fight recession.Therfore foreign firms borrow at a low
cost and invest in high return industries of emerging economies such as India and China.

Future of Telecom Industry
Future of Telecom Industry
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Source: Global Equations

With falling prices because of increasing competition, the average revenue per user is decreasing for
mobile operators. Firms are trying to diversify their risk by entering into VAS business and offering mobile
applications. Although there are challenges ahead for mobile operators but with rural teledensity at 47 %(
Economic Survey, 2009-10, p.257), economy growing at a steady rate, young population‟s growing craze
in VAS, it still provides a huge potential for investment and growth.
Reference list available on request to the UQES.
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Meet Your Nobel Prize Winners – Economics
The Sveriges Riksbank Prize in Economic Sciences in Memory of Alfred Nobel for 2011 was
awarded jointly to Thomas J. Sargent and Christopher A. Sims „for their empirical research on
cause and effect in the macroeconomy’.
Thomas J Sargent

Christopher A Sims

Born: 1943, Pasadena, CA, USA
Affiliation at time of the award: New York
University, New York, NY, USA

Born: 1942, Washington, DC, USA
Affiliation at time of the award: Princeton
University, Princeton, NJ, USA

Thomas Sargent has shown how structural macroeconometrics can be used to analyze
permanent changes in economic policy. This method can be applied to study macroeconomic
relationships when households and firms adjust their expectations concurrently with economic
developments. Sargent has examined, for instance, the post-World War II era, when many
countries initially tended to implement a high-inflation policy, but eventually introduced
systematic changes in economic policy and reverted to a lower inflation rate.
Christopher Sims has developed a method based on so-called vector autoregression to
analyze how the economy is affected by temporary changes in economic policy and other
factors. Sims and other researchers have applied this method to examine, for instance, the
effects of an increase in the interest rate set by a central bank. It usually takes one or two years
for the inflation rate to decrease, whereas economic growth declines gradually already in the
short run and does not revert to its normal development until after a couple of years.
Although Sargent and Sims carried out their research independently, their contributions are
complementary in several ways. The laureates' seminal work during the 1970s and 1980s has
been adopted by both researchers and policymakers throughout the world. Today, the methods
developed by Sargent and Sims are essential tools in macroeconomic analysis.
Source: „The Prize in Economic Sciences 2011‟, Nobelprize.org, http://www.nobelprize.org/nobel_prizes/economics/laureates/2011/
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Is a General Glut Possible?
Liam Reynolds
Introduction
In layman‟s terms, the seemingly abstract question of whether a general glut is possible might be rephrased as (the possibly equally obtuse): “can there be too much of everything?” (Clark 2010). By “too
much,” the question means „too much output relative to the economy‟s capacity (or at least, its desire) to
consume (purchase) that output.‟ Can aggregate supply exceed aggregate demand?
This question inevitably teases out what can roughly be described as a “Classical” versus “Keynesian”
argument. On the one hand the Classical view, which endorses Say‟s Law and the neutrality of money as
fundamental cornerstones underpinning the argument that a general glut cannot occur. On the Keynesian
side of the argument are the concepts of under-consumption (which implicitly requires fiscal and/or
monetary intervention), excessive demand for real money balances, which may lead to the formation a
general glut and accompanying downturn. But of course, while there might only be one answer to the
question, as with all economics, there are more than two ways to look at an issue.
A general glut can occur, has occurred and will likely occur again in the future. In modern economies
featuring fiat mediums of exchange, systems of credit and human beings who will use both of those things
to their own advantage, the notion that general gluts are impossible is an intellectual sinking ship: illogical
and debunked by actual experience.

Say’s Law
To ask and answer the general glut question it is necessary to examine its historical origins. Any
consideration of the question of the possibility or otherwise of a general glut must begin with Jean-Baptiste
Say. To be fair, Say‟s Law is a summation of observations of Adam Smith in his seminal work Inquiry into
the Nature and Causes of the Wealth of Nations; however it is Say‟s refinement of Smith‟s insights that
are most frequently cited.
John Maynard Keynes‟s well known summation of Say‟s Law is that “supply creates its own demand”
(1936, p. 25). However, it must immediately be noted that the question of precisely what Say‟s Law is
and what it means is nearly as vexed a question as whether or not it is true (Kates 1998, Skoussen 2007
& Jonsson 1995); consequently, arguing against Say‟s Law can be akin to trying to hit a moving target.
Sceptics might argue that there is good reason to keep the definition of Say‟s Law illusive and chameleonlike. But more on that later…
Dr Steven Kates of RMIT summarises the conclusions of Say‟s Law as follows (1998, p. 29):
 A country cannot have too much capital.
 Saving and investment for the basis of economic growth.
 Consumption not only provides no stimulus to wealth creation but is actually contrary to it.
 Demand is constituted by production.
 Demand deficiency (over-production) is never the cause of economic disturbance.
disturbance arises only if goods are not produced in the correct proportion to each other.

Economic

The fourth and fifth points of Kates‟s summary definition are most relevant for the general glut question;
and the fifth flows from the fourth. Significantly, demand is constituted by production; so production
occurs first, and that production automatically creates demand which follows. Or, put another way,
consumption is the effect, not the cause, of prosperity (Skoussen 2007).
A simple demonstration of Say‟s Law by a two-person two-good barter economy shows that, in that basic
model, a general glut cannot occur. The supply and demand of every good (both goods) in such an
economy will always be relative to the supply and demand of the other. So while there may be an undersupply of one good, there is automatically an over-supply of the other; so the aggregate economy is in
equilibrium (Clarke 2010).
Such models appear seductively cogent to the point of irresistibility. But the simplification is simplistic, and
consequently unrealistic. The „general gluts are impossible‟ dimension Say‟s Law is an intellectual
argument which, despite its intuitive sense, needs to be subjected to a more complex (realistic) economy
and, importantly, one that involves a medium of exchange, as all modern economies do.
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Debunking Say’s Law: considering the medium of exchange
One of the earliest broadsides at Say‟s Law came from Thomas Malthus who, while taken by its inherent
logic, wrote of Say‟s Law: “I think the source of (Say‟s) error is, that he does not properly distinguish
between the necessaries of life and other commodities, - the former create their own demand the latter
not.” (Ricardo 1846). In this context, Malthus recognised that: „a nation must certainly have the power of
purchasing all that it produces, but I can easily conceive it not to have the will‟ (1846, p.132).
Malthus‟s consideration of Say‟s Law was underdeveloped, but on one issue he was definitely on the right
track. Malthus had made the distinction between necessities and luxuries: things that one must purchase
as against things that one can choose to purchase or not purchase. Malthus‟s shortcoming is that
“necessaries of life” is naturally an elastic and subjective concept varying from country to country, person
to person and economic circumstance to economic circumstance. But significantly, Malthus had struck
upon the possibility that the over-supply might not so much be about aggregate capacity to purchase
aggregate output, but rather aggregate desire to purchase aggregate output.
While Malthus did not attach any significance to the demand for money in his accounts of effective
demand and general gluts (Eltis, p. 672), his observations about capacity and desire to purchase output
seem to indicate that he intuitively understood demand for money and its potential effect on Say‟s Law.
And so the question naturally follows: in what circumstances might a nation „not have the will‟ to purchase
all that it produces? The answer involves money.

Money neutrality
The classical assumption of “money neutrality” – the notion that money is “the grease of trade not the
wheel (Pigou 1925) – proceeds on the assumption that money is solely a medium of exchange and has no
role in the „real‟ economy. To quote Say directly: “Money performs no more than the role of a conduit in
this double exchange. When the exchanges have been completed it will be found that one has paid for
products with products.” (1803, pp. 153-154)
Say might be at least partially forgiven on the basis that he was considering (or ignoring, as it were)
commodity-based currency. In essence, this was closer to a „barter style‟ economy where the exchange
commodity was universally endorsed and accepted as a medium of exchange. However fiat money is of
an entirely different characteristic, in that it has no intrinsic value of its own (in the way that, say, gold or
silver would), and nor is it backed by a commodity of intrinsic value.
The argument from proponents of Say‟s Law is that effectively, despite money, we still live and operate
within a barter economy. The reason being that no one ever wants to hold money for any significant
amount of time, so that, as a result, every offer (supply) of a quantity of goods automatically constitutes a
demand for a bundle of some other items of equal market value (Baumol 1977). But experience and logic
show that this is untrue, and the nature of money misunderstood. More than a medium of exchange and a
unit of account, money – despite its fiat nature – is a store of wealth (Mankiw 2009). And that is the
characteristic which can ultimately foster demand-deficiency: a general glut. The simple fact is that
economies can suffer from insufficient aggregate demand because people want to acquire liquid assets
rather than real goods (Krugman 2009). So why might people want to acquire liquid assets rather than real
goods?

Saving: deferred spending & precautionary balances
Conventional wisdom is that saving amounts to deferred spending; that the only reason a person would
forego consumption today, is so that they may consume more at some point in the future. However this
analysis neglects the security motivation behind saving. Keynes described this phenomenon as
„precautionary balances.‟ This is saving without necessarily any intent to consume later, but savings that
will be available in the event of a personal, or broader economic crisis in the future – be it ill-health, injury,
unemployment or some other crisis. Keynes pointed to this as the cause of the Great Depression, in
what he described as a “fetish of liquidity” (1936, p. 155), a sudden demand for cash without rational
economic cause (Skoussen, 2007).
Even Steven Kates has acknowledged this phenomenon to some extent when he concedes that during an
unexpected economic crisis people are more likely to hang onto their money while the danger passes
(2009, p. 4). But while the accumulation of precautionary balances are undoubtedly more prevalent

28

leading into, during or after a crisis (be that a personal financial crisis for the individual, or a broader
economic crisis), they are less transient than Kates likes to assume in order to preserve the integrity Say‟s
Law, as defined by Kates.
Say misunderstood money demand given his view that there will rarely be excess demand for money,
because its supply (including the supply of near substitutes) can readily be increased (Eltis, p. 667). This
demonstrates Say‟s poor understanding of the nature and role of money. Milton Friedman and the
Monetarists demonstrated that by increasing the quantity of money, governments would only succeed in
devaluing it, causing inflation.
Take for example a time when there is an excess demand for real balances because of particular
uncertainty in the economy. Say would contend that the quantity of money could be increased to reduce
that excess money demand. But the effect of this would be to reduce the real value of all money,
including the money that individuals had already begun to hoard. However, in a period of crisis individuals
will seek to maintain or grow not only their nominal savings, but also their real savings. Hence, creating
inflationary expectation will only exacerbate the problem as individuals will be inclined to save even more
so that their (primarily) real, as well as nominal savings, continue to provide the security buffer that they
seek (DeLong 2010). (Ironically enough, Say‟s misunderstanding of the effects of increasing the money
supply were consistent with Keynes‟s misunderstanding when considering that increasing the money
supply would have no effect on prices as excess liquidity would sit idle in banks).

The paradox of thrift
In 1948 Neo-Keynesian Paul Samuelson picked up on the Keynesian focus of consumption, and
recognised the potential difficulty that saving will have upon the economy in 1948. Samuelson coined “the
paradox of thrift.” Samuelson described it this way: “under conditions of unemployment, the attempt to
save may result in less, not more, saving.” (1948, p. 271)
Samuelson, and Keynes before him, understood the benefit of savings to provide a capital base for
entrepreneurs to tap into (Keynes, 1920), however he also considered that, as saving and consumption
are mutually exclusive, and the risk could be that there would be under-consumption which would lead to
a contraction. The positive of savings is also a negative; to the extent that during a downturn the
preference for saving ahead of consumption could result in saving becoming completely
counterproductive: hence the Paradox of Thrift.
Similar, although not identical, themes were examined in Fisher‟s Debt-Deflation Theory. In both
instances individuals attempt to act responsibly by: (a) saving in order to generate a precautionary
balance; or by (b) selling assets to pay down debt. However, on both occasions responsible action on an
individual basis spells catastrophe for the collective. The Paradox of Thrift is a notion lost on Say who
believed in the importance of production driving demand; but the paradox clearly illustrates how what is
good for the individual will cause havoc for the whole. It demonstrates how an economy with diligent
production and saving, but with lethargic consumption, will inevitably experience a general glut and the
contraction and the contraction that follows.

Keynes and the Treasury View
It automatically followed from Keynes‟s thesis that demand was pre-eminent to supply (contrary to Say‟s
Law) that when demand was suppressed, government had a critical role to play in augmenting the
aggregate demand shortfall. At the time of his writing Keynes came up against the Treasury View – the
view of the incumbent British Treasury at the time – which states that government spending cannot
increase aggregate demand as it only succeeds in transferring spending from one party (the public) to
another (government) by taxing or borrowing from the public. Today, the concept is equivalent to the
concerns of „crowding out‟ caused by governments running deficits.
Whether it was aware or not, the Treasury was espousing Say‟s Law in the guise of an accounting identity
(Krugman 2009). But Say‟s Law misunderstands aggregate demand in a modern economy. There were
(and are) two fundamental reasons why the Treasury View was wrong.
Firstly, Keynes was considering a situation where demand for real balances was unnaturally high.
Keynesian government intervention comes to the fore not during times of employment, but during times of
unemployment when saving (hoarding) by individuals as well as firms is most likely to be occurring. In
such circumstances balances of excess savings are idle. The principle of „crowding out‟ would not apply
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unless and until all of those savings were first sopped up by the government spending. Secondly, and
incredibly, the treasury ignored any concept of the public‟s marginal propensity to save (which is always
greater than zero) and desire to hold precautionary balances, particularly in a time of unemployment. The
Treasury View is an excellent example of how Say‟s Law is, at best, seldom applicable in the real world or,
at worst, plain wrong.

Austrian Business Cycle Theory
The Austrian economist Ludwig von Mises understood that the Classical economists misunderstood
money under the misapprehension that money was „neutral.‟ While Mises and his contemporaries to
some extent grappled with aspects of a fiat currency (particularly trying to resolve paper money with
commodity-backed currency that preceded it) (Eckelund & Hebert 2007) Mises was well ahead of Say in
that he understood money to have objective value (its immediate buying power) and subjective value
(future purchasing power in the mind of the individual).
Mises‟s protégé Friedrich A. Hayek took this understanding of money to extrapolate the famous Austrian
Business Cycle theory. The Austrian Theory is consistent with disequilibrium; as it understands the
decisions made by individuals (such as reducing consumption during downturns) in order to understand
the macroeconomic picture. Further, Hayek considered the role of credit and how that could add to an
investment book (Beaud & Dostaller 1997).
The Austrian Theory envisages an investment boom that gets out of hand for one reason or another
(excessive money creation, reckless bank lending, irrational exuberance by entrepreneurs). All that
investment leads to the creation of too much capacity of factories that cannot find markets, of office
buildings that cannot find tenants. Given the lag in construction, the boom will continue for some time
before it is clear that exuberance has caused excessive investment. (Epstein 1998).
While a key opponent of Keynsian economics, Hayek himself acknowledged that the unwinding from
excessive investment will likely result in unemployment which may itself become the cause of an absolute
shrinkage of aggregate demand.‟ To this extent Austrians are self-hating Keynsians in denial (Krugman
2010). Hayek‟s logic is partially Keynesian, and wholly correct. More to the point, there is no sign of
„demand being constituted by supply‟ here.

(The attempted) New Keynesian resolution of Say’s Law
The basis of modern macro-economics involves a hybrid of classical and Keynesian economics. Thomas
Sowell, in Say‟s Law: An Historical Analysis, goes some way to resolving Say‟s Law and Keynesian
economics.
An argument that there is an identity version of Say‟s Law which states that demand for goods and
services in a nations current markets with the aggregate supply of the goods and services offered for sale.
These will be equal if those who sell do not intend to add any of their proceeds to money balances. If
those who sell goods intend to use some of their receipts to accumulate money balances, the monetary
demand for goods will fall short of the aggregate sales revenues they receive. Conversely, if the sellers of
goods also decide to run down money balances, their demand for goods will exceed their sales revenues
(Eltis 2005). The argument is persuasive, but debases the crucial element of Say‟s Law in which money is
neutral and balances are not held by individuals for any meaningful length of time.

Countering the Say’s Law counterarguments
In retreat, and facing the reality that money is not neutral, people hold precautionary balances and
unemployed people tend to spend less money (regardless of what is being consumed) Say‟s Law
proponents tend to argue one of two things. Firstly, that a general glut is merely transitory and that Say‟s
Law is a long-run proposition. The game of semantics that ensues is puerile and reactionary; it reeks of
trying to defend the indefensible. It is an argument that can be stretched as far as its advocate seeks to
stretch it, but the empirics are what matter. General gluts have occurred, and will occur in the future.
Secondly, that demand for money may be just like demand for any other product within the economy.
According to Say there must, by the rules of logic, always be at least one item or service (possibly money)
for which there is no excess supply (Jonsson 1995). But this is falling back to the identity version of Say‟s
Law (discussed earlier), which is, by its nature, correct. But it does not tell us anything new or interesting
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or meaningful about the interrelation and causation between supply and demand; it simply recites an
accounting identity.
Another version of the same squirming is that Say‟s Law holds true „but for hoarding of the medium of
exchange.‟ This economic observation is the intellectual equivalent of the meteorological observation that
it never rains in Brisbane, except for all of the days when water falls from the sky. It is that nonsensical
and only supports to point made in this essay.

Observations relating to the Global Financial Crisis of 2007-2010: Savings gluts and
general gluts
Ludwig von Mises contended that the money supply and variations to it posed a significant risk to
economic stability. Beyond raising prices the effect could be to introduce serious structural imbalances in
the economy (Skoussen 1997); in effect, what we term a bubble.
It might be possible to draw a parallel with more recent developments emanating from the global savings
glut that developed during the last decade or more, and the Global Financial Crisis of 2007-2010. There
has not been (or at least was not at the beginning) a substantial change in the money supply that Mises
was considering. But there has been:
a) the development of a savings glut emanating from Asian economies with high national savings rates
(the macroeconomic-microeconomic parallel can fairly be drawn between nations who have not been
accustomed to wealth for more than a generation or two (say, China), having a greater desire for a
precautionary balance than countries that have known relative wealth for generations (say, the United
States or Australia)).
b) The artificial increasing of asset prices.
c) A bursting of the bubble and loss of confidence (consistent with Austrian Theory).
d) A contraction of aggregate demand (Roche & McKee 2007).
The difference of course is that the change in money supply is real (as opposed to nominal) money, borne
of economic growth in the creditor nations; but aside from that point, much of the rest of the picture looks
the same. As to the role of aggregate demand; it is difficult to say whether a contraction in demand was
the cause or a symptom but at the very least, it always an exacerbating factor to some extent.
In addition to the paradox of saving, Keynes was particularly concerned with leakage (the failure to invest
saved funds so that they may be put to any use, let alone their most effective) as a cause or exacerbating
factor in contraction (Skoussen 1997). Keynes may not have anticipated a situation such as arose in 2008
and 2009 with major money markets freezing (meaning saved fund were not leant and put to use); but this
would be the Paradox of Saving without any of the benefits of a development of a pool of funds available
for investment. In those circumstances, the Treasury View is even more redundant, and the need for
fiscal intervention would be even greater. Keynes would have been concerned, delighted and
emboldened.

Conclusion
Intuitively, a general glut is possible; to understand why it might only be necessary to consider the sheer
implausibility of the converse. As Irving Fisher noted: it is as absurd to assume that, for any long period of
time, the variables in the economic organization, or any part of them, will “stay put,” in perfect equilibrium,
as to assume that the Atlantic Ocean can ever be without a wave (1933, p. 339).
Say‟s Law appears logical in a barter economy scenario. It quickly loses relevance when applied to a
monetary economy. And it makes even less sense in a credit economy. Empirically, we have witnessed a
general glut during the Great Depression, and more recently in many economies during the recessions of
2007-2010. They do occur, but the more important question of whether they are the cause or a merely a
symptom of recessions/depressions remains open.
On multiple occasions John Maynard Keynes noted that: “in the long run, we are all dead” (Skoussen
2007). At first blush this statement appears to be little more than a rhetorical and reactionary dismissal of
all „classical economics‟ (to borrow Keynes‟s term of generalisation) concerned with long-run outcomes; a
glib remark embedded with ignorance. But it stands for something more; Keynes understood the
importance of empirics ahead of theory, and the effect of economics upon the lives of individuals within
the economy. Furthermore, it might be read as an acknowledgement by Keynes of the demonstrated
limitations of economic theorising. Excessive focus on the long run at the expense of the short run could
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prove disastrous if, at the cost of short-run pain the expected long-run outcomes do not materialise. Blind
reliance on theory not supported by empirics is dangerous.
The general glut question is an important economic question. But a more significant question is what to
do about the recessions a general glut causes or exacerbates; or better yet, how do we avoid them in the
first place. The first question is important to ask so that we may answer the second and third. But a
dogmatic, theoretically-based denial of general gluts despite empirical evidence to the contrary does
nothing to serve the progress of economics or the development of economies. (Reference list available)
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