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E DITORIAL
Welcome to the first issue of Creative Distraction of 2010.
This publication aims to showcase the work of high achieving economics students. Recently, news
headlines have been dominated by the worsening debt crisis in Europe, the threat of a „real estate bubble‟
in China, and closer to home, the Henry Tax Review. We hope to provide you with a little reprieve. This
edition features a variety of essays on topics ranging from the knowledge-based economy and income
inequality, to an examination of professional soccer in England.
During first semester, we hosted our First Year Dinner, Careers & Cocktails Evening and Lawn Bowls Day.
Coming up in second semester, we will host our Annual Formal Dinner which is always a great night and
we hope to see you all there.
We hope you enjoy this issue of Creative Distraction and wish you the best of luck in your upcoming
exams.

UQ ESA
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S HOULD THERE BE A F REE M ARKET FOR H UMAN O RGANS ?
Amy Beech

The prohibition on the sale of human organs in most countries has resulted in demand significantly
exceeding supply (Hansmann, 1989: 57). When approaching this problem from an economic perspective,
the clear solution appears to be the introduction of a market for organs, given that this would both increase
supply and improve allocation efficiency (Hansmann, 1989: 57-8). In this essay I will analyse the main
arguments put forth in favour of and against a market for organs, explore the contentious issues
surrounding the topic, and discuss the different circumstances and conditions under which the market
would operate.

The central case in favour of allowing a free market for human organs is that this would increase the supply
of organs available for transplantation, thus reducing the long waiting times and resultant death, suffering
and inflated medical costs of those in need (Becker and Elias, 2007; Adams, Barnett and Kaserman, 1999).
The prohibition of payment for organ procurement in most countries has resulted in a massive shortage of
and excess demand for transplant organs, by effectively pricing such organs at zero dollars. The cost of
this shortage in terms of human lives is great. In 2006, there were 65,000 people on the waiting list for a
kidney transplant in the United States, with just under 10,000 transplants performed (Becker and Elias,
2007: 3-4). In Australia, the average waiting time for a kidney transplant is about four years and as a result,
many people die while waiting or become too sick to undergo surgery (Kidney health Australia website,
2010). Longer waiting times lead to an increase in the risk of death, deterioration in the patient‟s health and
quality of life, and a decrease in the probability that the eventual transplantation will be successful (Becker
and Elias, 2007: 19). Clearly, increasing the supply of organs would yield immense benefits to patients by
enabling immediate access to transplants.

Becker and Elias (2007) argue that monetary incentives would increase supply enough to eliminate excess
demand entirely without significantly raising costs. Due to the large number of potential useable organs
relative to the number required, supply would become highly elastic (Becker and Elias, 2007: 10).
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Moreover, it could result in a substantial overall cost saving to government health expenditure since dialysis
(the only alternative) is so much more expensive (Kidney Health Australia website, 2010).

On the other hand, it is possible that introducing monetary incentives could “crowd out” voluntary donations
(Rothman, 2006: 1524-5) by “subverting an ethos of altruism” (Rothman, 2002: 1640). However, a survey
conducted by Adams, Barnett and Kaserman reported that it is unlikely that this effect would be large
enough to bring about a reduction in overall supply. In fact, providing even modest levels of payment would
be sufficient to eliminate the supply shortage (Adams et al, 1999:155).

Not only would financial incentives increase the overall supply of organs, they would also presumably
increase the supply of live donations (Becker and Elias, 2007: 21-22). Compared to cadaveric donations,
live donations allow a better match between donor and recipient and more convenient timing for surgical
intervention (Becker and Elias, 2007: 21-22). In addition to these benefits, a legal market would also wipe
out the black market in organs along with all its risks and quality control issues (Becker and Elias, 2007: 278).

Introducing a market for human organs would arguably increase efficiency since price would be able to
allocate supply to consumers “in descending order of willingness to pay” (Barnett and Kaserman, 1991: 58).
Currently, transplant surgeons have “considerable discretion” in allocating organs (Barnett and Kaserman,
1991: 58). This encourages potential recipients to engage in rent-seeking behaviour in order to improve
their chances of obtaining an organ (Barnett and Kaserman, 1991: 58-59). The current system is also
inefficient in the sense that it allows transplant providers to capture economic rents, due to the restriction on
availability of organs and consequently on the number of transplants (Barnett and Kaserman, 1991: 60).

A great deal of contention between proponents and opponents arises from the presumption that the only
people willing to sell their organs would be the poor (Becker and Elias, 2007: 26). Proponents argue that a
market could benefit the poor and increase sellers‟ autonomy, while opponents retort that it would lead to
exploitation of the poor by the rich and undermine their autonomy.
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Proponents have labelled the prohibition on the sale of organs “a perverse kind of paternalism” (Hansmann,
1989: 72) given that if the poor would rather have money than their organ, prohibiting them from selling it
leaves them worse off by their own reasoning (Hansmann, 1989: 73). If the revenue could be highly useful
to the poor, is it reasonable to deprive them of it? (Becker and Elias, 2007: 26). In fact, it is argued that
introducing a market for organs could promote the “upward mobility of the poor” (Rothman, 2002: 1640) by
providing them with additional resources.

Opponents contest this view by citing overseas programs. Goyal et al reported from their study in India that
the sale of organs actually led to most donors being worse off and did not help them to escape poverty
(Goyal et al, as cited in Rothman, 2002: 1641). With regard to the current program in Iran, Ghods stated
that it “...neither has enough life-changing potential nor has enough long-term compensatory effect,
resulting in long-term dissatisfaction of some donors” (Ghods, as cited in Danovitch and Delmonico, 2008:
388). However, the experience of these two nations should arguably not be compared to developed
countries, where the quality of surgery and pre- and post-operative care is much higher (Becker and Elias,
2007: 14).

Economists such as Becker advocate personal autonomy: people have the right to make their own choices
regarding their bodies. Allowing people to sell their organs would enhance their autonomy by allowing them
to exercise greater control over their bodies (Dworkin, as cited in Taylor, 2002: 273). However, opponents
have retorted that it would in fact undermine people‟s autonomy, given that most of the vendors would be
poor and would therefore be forced to sell their organs out of economic necessity (Taylor, 2002: 276). The
freedom to sell one‟s body parts would be an example of the notion of “false liberty”, developed by Sen
(Rothman, 2002: 1641). As one opponent states “there is no autonomy in being poor and using any means
necessary to resolve destitution” (Danovitch and Delmonico, 2008: 387).

Some oppose the idea of such a market on the grounds that it would be inequitable, given that people‟s
chances of obtaining an organ would be based on ability to pay rather than relative need (Pindyk and
Rubinfeld, 2009: 318). In short, the poor would be discriminated against and exploited since “those without
resources must sacrifice bodily integrity for those with resources” (Rothman, 2002: 1640). However, since
9
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adding payment for an organ would not add much to the total cost of the transplantation, this would not
significantly affect the affordability of the entire procedure (Hansmann, 1989: 80). Furthermore, most
transplantation costs are currently covered by public and private insurance plans (Hansmann, 1989: 73),
preventing discrimination against the poor.

A further objection to introducing a market for organs is that payment would encourage impulsive and
reckless provision of organs (Becker and Elias, 2007: 26). However, this issue could be resolved by
allowing a six month cooling-off period and enforcing various criteria for eligibility to donate (Hansmann,
1989: 73).

A great deal of opposition is based on moral objection to the „commodification‟ of body parts (Becker and
Elias, 2007: 25). Margaret Radin believes that “treating every activity as a commodity is deeply offensive at
some level to all of us” (Radin, as cited in Arrow, 1997: 760) and a report written by the U.S. federal Task
Force on Organ Procurement and Transplantation came to the conclusion that “society‟s moral values
militate against regarding the body as a commodity” (U.S. DHHS, as cited in Hansman, 1989: 59) However,
“it is difficult...to find a clear statement of precisely what commodification is or why it is undesirable”
(Hansmann, 1989: 74).

Another argument against the introduction of market for organs is the fact that such a market would be
subject to a high degree of information asymmetry (Pindyk and Rubinfeld, 2009: 318). Given a financial
incentive, people may choose to hide adverse information about their health history which may negatively
impact the quality of the transplant (Pindyk and Rubinfeld, 2009: 318). This issue does not exist under a
system of voluntary donation since it is usually in both the recipient‟s and donor‟s best interest that the
transplant is successful (Danovitch and Delmonico, 2008: 388).

The issue of whether there should be a market for human organs is complex since those in favour often
advocate differing practices under differing conditions (Rothman, 2002: 1640). A market for organs may
only be acceptable under specific conditions, if acceptable at all, and these conditions need to be clarified
when answering this question.
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Firstly, there would be a huge difference between markets for organs in a first world country compared to in
a third world country. Developing countries would not be as capable of controlling exploitation since
“respect for the law and for governmental institutions … often cannot be taken for granted in developing
countries” (Danovitch and Delmonic, 2008: 391). Perhaps a market in human organs is only permissible in
first world countries such as Australia. However, allowing a market in Australia could have serious adverse
consequences for third world nations since “conclusions offered for first-world circumstances are regularly
invoked by parties in the third world to justify their own practices” (Rothman, 2002: 1640).

Secondly, it is important to distinguish between an open market for organs and a regulated market. A
regulated market would probably be more appropriate for organs, given that it could address the inherent
problems of information asymmetry, exploitation, and inequity, and prevent people from making hasty
decisions that they later regret. However, it is unlikely that regulation could be achieved in practice. The
task of regulating matching donor internet sites and overseas purchasing of organs, and policing and
checking the eligibility of potential donors may prove too difficult (Danovitch and Delmonico, 2008: 389390).

In conclusion, the massive shortage of organs available for transplant and subsequent loss of thousands of
lives indicates that the current system of organ procurement is inadequate. It has been shown that
introducing a market for human organs could potentially alleviate this shortage, while also generating other
benefits. Many of the difficulties associated with such a market - including information asymmetry,
exploitation of the poor and improvident, and inequity - could potentially be addressed with adequate
regulation. However, this could only be enforced in developed countries, whereas a market for human
organs would inevitably lead to exploitation and abuse in most developing nations. Even in first world
countries regulation would be extremely difficult to achieve. In light of this, despite its advantages, it is
doubtful that a market for organs would operate successfully.
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T HE K NOWLEDGE -B ASED E CONOMY AND I NCOME I NEQUALITY : I S THE KBE A
C ATALYST FOR I NCOME P OLARIZATION ?
Ryan Edwards

I.

I NTRODUCTION

The global economic landscape underwent a drastic transformation in the 90‟s which continues today. The
rise of the online, globalised knowledge-based economy (KBE) has been characterized by increased
knowledge-intensive activities, the converging or blurring of the boundaries of formally separate activities,
increasing services sector innovation, and the rise of networks and collaboration (Mandeville & Kardoyo,
2009). This essay focuses on the resulting increase in inequality, commonly referred to as the „digital
divide‟.
It examines the hypothesis that „the knowledge-based economy has led to significant increases in
inequality‟ and will examine whether rising inequality is „country-specific‟ or „global‟. The opposing view will
also be considered - that the KBE‟s growth effects are stronger and driving global convergence.

I.

D EFINITIONS

AND

M ETHOD

In this essay, the KBE refers to the new phase of online capitalism, and is characterized by the four
previous traits. Recognizing the role of knowledge and technology in economic growth, the OECD
popularized the term in 1996, defining knowledge-based economies as „economies which are directly
based on the production, distribution and use of knowledge and information‟ (OECD, 1996). The KBE is
affecting all economies, whether they are based on knowledge and information, or not.
In addition to reviewing relevant literature, I will examine a number of KBE-specific knowledge indicators to
try support the hypothesis that there is a clear relationship between these indicators and inequality. This
study defines the limits of inequality to income inequality at the country level, and across countries, and
uses the Gini Index to measure of inequality.

II.

D ESCRIPTIVE A NALYSIS

OF THE

KBE

AND I NCREASED I NEQUALIT Y

Growing global income inequality (Figure 1), or the „digital divide‟, results from the absence of social and
economic opportunities to those without technology, human capital, or the internet. In the context of
economic development, the extent of poverty can be determined by the respective inequality and the
income levels (Perkins et Al 2006). Growth without a change in inequality can decrease poverty, but the
elasticity of this change is dependent on the level of inequality (Perkins et Al 2006). The rise of the KBE has
led to strong growth and poverty reduction in many countries (Mandeville & Kardoyo, 2009), but the focus
on growth often overlooks the effects on the poor and those who do not have access to technology (Held &
Kaya, 2007). As countries see their standards of living drastically fall, population and poverty gaps tend to
14
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increase. These nations are unable to produce enough extra output to supplement the population changes,
lacking the technology or savings to overcome such a problem (Nazfiger, 2006).
F IGURE 1 - R ISING I NCOME I NEQUALITY

(S OURCE : J AUMOTTE ET AL 2008)

Technological progress has the potential to overcome such problems, but it will first have to be successfully
diffused to those who need it. Countries who can quickly develop or adopt new technology can achieve
more rapid economic growth and poverty reduction, in turn, converging with high income economies
(Jamali et Al 2007).
This is not occurring in the developing world, with the majority of less developed countries suffering from
decelerating growth, economic decline and worldwide aggregate divergence (Dollar & Kraay 2004). At the
same time, developing countries are not seeing inequality decrease as the Kuznets Curve predicted
(Jaumotte 2008). Global divergence in per-capita income is now characterized by KBE‟s and non-KBE‟s,
and it is possible that the extent to which this inter-country divergence occurs is determined by the extent to
which a country can capture the gains from the online globalized-KBE (Held & Kaya, 2007). Human capital
is a key aspect of the KBE, and is estimated to have twice as large an impact on growth as investment in
physical capital (Gyimah-Brempong et Al 2006). As human capital directly affects the ability to develop and
adopt technology, and technology directly controls the diffusion and growth of human capital stocks - they
are endogenously determined. The lack of both of these factors in developing countries implies they will
have less capability to capture the KBE‟s gains, and supports the hypothesis that the new KBE era has
increased global income inequality. At a national level, several rich KBE‟s are experiencing increased
inequality (World Bank 2002) as they become more „knowledge based‟ (Figure 2).
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F IGURE 2 : I NEQUALITY

(S OURCE : J AUMOTTE

IN

ET

S ELECTED A DVANCED E CONOMIES

A L 2008)

Globalization is a large part of the KBE era, with the power to remove previous barriers in trade, finance
and knowledge, and the growth of global networks (Mandeville & Kardoyo, 2009). It is important to consider
how globalization has affected inequality in determining whether the KBE has been increasing inequality or
not.

III.

E MPIRICAL A NALYSIS

OF THE

KBE

AND I NCREASED I NEQUALITY

In 2008, an IMF working paper examined rising income inequality, using technology, financial globalization
and trade liberalization as the key explanatory variables. This is of particular relevance because
technological change and ICT capital stock is a highly significant knowledge indicator. Incorporating other
variables including education, tariff levels, and sector allocations of labour and output, the following
ordinary-least squares regression was estimated:
E QUATION 1 : M ODEL S PECIFICATION

(S OURCE : J AUMOTTE

ET

A L 2008)

Logarithms were used to make bounded variables resemble more of a normal distribution so that OLS was
suitable, and then robustness of this method tested. Possible problems addressed included endogeneity
and the validity of the instruments, heterogeneity and omitted variables.
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Results confirmed that trade liberalization and export-led growth can be associated with lower income
inequality, but increased financial openness has been found to increase inequality (See Appendix 1 for full
depiction of results). The combined contribution of trade and finance to inequality is only a portion of the
strong negative effect of ICT capital stock as a proxy for technology. Significant at the global level, but even
stronger in developing countries, technology explains nearly 78% of the increased inequality (Jaumotte et
Al 2008).
The spread of technology, increased globalization and the KBE are highly related.

The impact of

technology on inequality is similar to that of FDI, as it increases the premium on skills and substitutes away
from low-skills (Birdsall 2007). The KBE could alternatively have been called the technology-based era, and
this study shows that the rise of the KBE has increased the demand and wages for higher skills and
education, and increased income inequality (Jaumotte et Al 2008). The magnitude to which technological
change in the KBE reduces national inequality is dependent on the proportion of technology intensive
production in that country. For example, the effect is much stronger in Asia than Latin America, reflecting
Asia‟s greater share of technology intensive industry (Jaumotte et Al 2008). These findings suggest there is
a need for a differential and situation-specific policy approach when considering inequality in the
knowledge-based economy era.
The transformation of an economy into a KBE can be measured according to a number of „knowledge
indicators‟ (OECD, 1996). These include but are not limited to;


Mobile Cellular Subscriptions



Non-resident Patent Applications



PC Usage



Population Covered by Mobile Cellular Network



Research and Development Expenditure



Resident Patent Applications



Internet Users



ICT Expenditure



Hi-tech Exports

Simple correlations were graphed between these variables above and the Gini coefficients for a wide
variety of countries in the year 2007 (See Appendix Two for full explanation and illustration of study). The
results were generally inconclusive and there were not any highly significant relationships. However, some
moderate relationships were identified, which require further investigation;
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Mobile phone usage and Internet usage appear to have a positive relationship with income
equality; and



PC usage, R & D expenditure, ICT expenditure and high-tech exports appear to have a negative
relationship with income equality.

Simple OLS regressions were then conducted with these identified variables to determine areas for further
research (See Appendix Three for full regression results). The negative relationships were highly
inconclusive and insignificant, but it is evident from the correlations that there is a relationship which is
worth further investigation. Mobile Phone and PC Usage were both found to have a statistically significant
effect on inequality reduction, at the 5% level. The latter of these was not as expected a priori from the
scatter plot. The most important finding was that Internet Usage was highly significant at the 1% level in
reducing income inequality. The negative relationships show that these key aspects of the KBE may be
negatively associated with global equality. These key variables are also areas of heavy government
intervention through fiscal and trade policy, so we can assert that different policy interventions may mediate
these effects.
This positive evidence supports the fieldwork done by organizations such as „Grameen Phone‟, as the
diffusion of mobile phones may be indeed a powerful tool for poverty alleviation and income redistribution.
Mobile phones are now being used means of transferring payment for goods and services in poor
countries, a great stepping stone to the provision of formal financial services to the billions of people who
lack accounts credit, and insurance (Economist, 2009). The positive relationship between internet usage
and equality suggest that the online-KBE may be able to help reduce inequality, and play an important
„enabling‟ role in equitable economic development.

IV.

T HE KBE

AND

D ECREASED I NEQUALITY

While the KBE may be driving a global increase in inequality, several countries are experiencing strong
growth with a decrease in inequality, including India, Brazil, Russia and Mexico (WDI, 2009). These are all
emerging economies using technology to capture the increased productivity and growth gains. Of these,
India is perhaps the most knowledge-based economy in the developing world, founded on technology, and
now arguably the ICT export hub of the world (Mandeville & Kardoyo, 2009). The previously discussed IMF
study should have certainly noted such a strong outlier. These cases above show us that growth can
indeed be accompanied by redistribution, and that the KBE era of rapid technologically-based growth need
not be associated with increased inequality.
Conversely, Russia, Brazil and Mexico are not as technology-intensive in production as India (WDI, 2009) - fitting with an IMF finding that technology-intensity does increase inequality (Jaumotte et Al 2008). India is
possibly explained by high levels of human-capital and knowledge stocks, providing the tacit knowledge
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and technical know-how necessary to implement technology-based activity. The prevalence of the informal
economy in India also acts as a strong redistributive mechanism in their economy, contributing to this
positive result (Chai & Roy, 2006). In this case the Lewis Model of development may be more fitting that
„New Growth Theories‟ in explaining India‟s rapid development without rapid wage divergence (Lewis,
1954).
F IGURE 3 : I NEQUALITY

(S OURCE : J AUMOTTE

IN

ET

E MERGING E CONOMIES

A L 2008)

Inequality is directly related to absolute poverty reduction, which has been largely affected by economic
growth. The KBE has clearly helped to lift billions out of poverty, with poverty falling by 1 billion people in
the 80‟s, and then over four billion in the 90‟s until 2005 (WDI, 2009) – with the onset of the KBE.
As depicted in Figure Three, countries such as India, Russia and Mexico have attained benefits from the
KBE, both in growth and an overall increase in living standards - without increased inequality (WDI, 2009).
The KBE and rapid diffusion of technological advancements may have the capacity to lead to a decrease in
global poverty and inequality. Human capital and vital infrastructure will have to be in place, as in India, in
order to provide the opportunities to utilize such a change and then recognize the full potential of the KBE.
With results differing on a case-by-case basis, there may be insufficient evidence to prove that the KBE is
causing increased inequality. But there is sufficient evidence to say that it has the capacity to deliver strong
growth and poverty reduction, two variables which are not mutually exclusive to improved income
distribution (Carmignani, 2009).

V.

S YNTHESIS , P OLICY I MPLICATIONS & L IMITATIONS

Although both arguments bring valid points to the debate, this essay concludes that with the necessary
institutions and capital requirements in place, the KBE will provide strong momentum in reducing poverty
and increasing incomes in developing countries, without increasing inequality, as seen in India. As incomes
19
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rise, it is clear that the KBE has a polarizing effect on the price of skilled and unskilled labour (Birsdall
2007). China is the most prominent example of this economic emergence and rising inequality, and is also
reflected in the advanced economies since the rise of the KBE. To summarize, whether the KBE leads to
divergence or convergence is purely circumstantial. The policy objective should be fostering an adequate
environment for the KBE and growth to flourish without the negative inequality effects.
A recent University of Queensland study has shown that poverty reduction, economic growth, and improved
equality are not mutually exclusive, and are actually reinforcing of one another (Carmignani, 2009). Rapid
growth and poverty reduction are the main benefits of the KBE, and technological advancement does not
have to substitute for decreasing inequality and active redistribution.
These findings and the results reported in this essay have three significant policy implications;
1. KBE Basics: Widening inequality in advanced economies suggests a need for direct or indirect
income redistribution. Premiums on higher education and skill levels are leading to lower minimum
wages, so educational and technological reform may be necessary for a more equitable distribution.
Everyone needs to have access to broadband internet, affordable communications, and basic
higher education and skill development (Servon , 2002; Weigel and Waldburger, 2004; UNESCO,
2004).
Without these „KBE basics‟, there will be continued divergence in incomes due to the limited
economic and social opportunities presented to those without technology or means to use it. For
developing countries, it is just as important to provide these basics as a pre-emptive measure to
insure against rising KBE-driven inequality.

2. Pro-poor KBE led Growth: ICT and the KBE should be used to foster pro-poor growth (UNESCO,
2004). Policy research should look into combining income redistribution, poverty reduction, and
growth together and capturing the synergies. Inequalities arise from lack of access and human
capital to embrace new technology, which itself is a powerful tool for economic growth and the
diffusion of knowledge capital.
There are already institutions dedicated to this cause – such as the Global Knowledge Partnership
(GKP) and the Swiss Agency for Development and Cooperation (SDC). Government, NGO, and
institutional policy should now complement these organizations‟ work to enable more people to
capture the productivity gains from the KBE, with technology playing an enabling role (Weigel &
Waldburger, 2004).
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3. ‘Fair’ macroeconomic environment: A United Nations University study has shown that education and
training can only go so far in determining an equitable distribution of income. Social norms, unions,
growth of employment and macroeconomic stability have been proven to be strong determinants of
income inequality (Singh & Dhumale, 2000). Favourable macroeconomic and social conditions must
complement the provision of „KBE basics‟ and pro-poor growth to maximize the effectiveness of
these targeted policy interventions. In the case of developing countries, this specifically refers to the
application of counter-cyclical fiscal policy to stabilize the business cycle and dampen the adverse
redistributive effects that economic volatility has on the poor (Carmignani 2008; Carmignani, 2009).
There are clearly limitations in the findings presented in this essay. The correlations and simple
regressions presented in the empirical analysis highlight the need to properly quantify the
relationship between different KBE factors and inequality, establish causality, and then render
appropriate policy. This would be made easier with better and more readily accessible data. Further
research must be conducted on utilization of the KBE to decrease inequality, including expanding
pro-poor ICT policy in developing countries.

VI.

C ONCLU SION

Although these findings are preliminary, technology has been shown to be a key determinant of inequality
(Jaumotte, et Al 2008), and the simple correlations in this paper show that many other factors of the KBE
are correlated with inequality. Technology is a key aspect of the KBE, and without proving causality of
these other factors, there is a strong relationship between the rise of the KBE and growing inequality.
The KBE has led to growth and poverty reduction, but these benefits are being challenged by long-term
wage divergence occurring between skilled and unskilled workers. The way forward will involve using the
KBE to provide economic opportunities to all, and bridging the education and knowledge gap between
those in the KBE and non-participants. With innovation, networks and collaboration driving the KBE era, it
does not have to be a catalyst for income divergence.
The KBE has the capacity to act as a dynamic mechanism for growth and redistribution, knowledgesharing, and increased opportunity and freedoms, however, policy design must also include in its focus
non-participants in the KBE as well.
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A PPENDIX I: R ESU LTS
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A PPENDIX II: C ORRELATION S TUDY

OF

KBE I NDICATORS

AND I NEQUALITY

Method: Using cross-country data from 2007 on the World Development Indictors Online database and the
World Bank‟s PovCal database, simple scatter plots were produced to identify any possible relationships
between inequality (Gini Index) and selected KBE Indicators.
Every country for which there was available data was included, and the sample size differed on each
occasion.
The KBE indicators considered where:










Mobile Cellular Subscriptions (per 100 people) Mobile Cellular Subscriptions (per 100 people)
Non-resident Patent Applications
PC Usage (per 100 people)
Population Covered by Mobile Cellular Network
Research and Development Expenditure (% of GDP)
Resident Patent Applications
Internet Users (per 100 people)
ICT Expenditure (% GDP)
Hi-tech Exports (% total exports)

Results: Unfortunately, most of the graphs do not exhibit strong trends and are quite inconclusive. It is
evident however, that there are some possible relationships worth further investigation;
Mobile phone usage appears to have a positive relationship with income equality
PC usage appears to have a negative relationship with income inequality
R & D expenditure appears to have a negative relationship on income equality
ICT expenditure appears to have a negative relationship on income equality
Hi tech-exports appears to have a negative relationship on income equality
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F IGURE 5 : N ON - RESIDENT P ATENTS /G INI
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F IGURE 6 : PC U SAGE (%)/G INI
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F IGURE 7 : P OPULATION M OBILE C OVERAGE /G INI
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F IGURE 8 : I NTERNET U SERS (%)/G INI
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F IGURE 9 : R & D E XPENDITURE (% GDP) / G INI
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F IGURE 10 : R ESIDENT P ATENTS / G INI
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F IGURE 11 : ICT E XPENDITURE / G INI
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F IGURE 12 - H I -
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A PPENDIX III – S IMPLE L INEAR R EGRESSION R ESULTS
To further investigate the trends identified in Appendix II, simple OLS regressions were conducted with
these variables on Gini‟s. The same data set was used. Most of the variables were statistically insignificant
and inclusive and they have been omitted from this paper. The regressions did however yield some
interesting and significant results.
The significant OLS outputs are displayed below;
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These are simply too many external factors influencing the outcomes of these models. The results are
highly incomplete and uncontrolled. I believe they are quite inconclusive at this stage, despite the statistical
significance.
It would be of interest to use time-series data and examine the changes in these KBE indicators effects on
changes in equality over time, and the use of a comprehensive multiple regression study would be more
appropriate. There is also an important need to establish causality, but this could simply be implied by
using lagged Gini values.
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A N E CONOMIC A NALYSIS OF THE A USTRALIA D ENTICARE P OLICY
Yong Yi Lee

I NTRODUCTION
On December 2008, the National Health and Hospitals Reform Commission (NHHRC) released an interim
report that presented a range of policy options for systemic health sector reform. One of the proposals was
the introduction of a universal dental care scheme entitled “Denticare Australia” (National Health and
Hospitals Reform Commission 2009). At present, dental care services in Australia are either financed
through private health insurance or state-based dental programs that are provided for eligible concession
card holders (Schwarz 2006). The current model of dental financing has resulted in significant inequities
regarding access to dental prophylaxis and treatment. This in turn, has led to NHHRC‟s proposal of
Denticare Australia, which seeks to reduce financial barriers to access of dental care (National Health and
Hospitals Reform Commission 2009). This essay will provide an economic analysis of the proposed
universal dental financing scheme, Denticare Australia. It will focus on its potential effects on the demand
and supply of the dental care market, by drawing on the experience from other countries that have
implemented similar schemes. This essay will also examine the effectiveness of universal dental financing
as a means of reducing inequities relating to the access and provision of dental services.

O VERVIEW

OF THE

NHHRC’ S “D ENTICARE A USTRALIA ” P OLICY

In the NHHRC‟s interim report, the new publicly-financed Denticare Australia scheme will cover preventive,
diagnostic and restorative services for all Australians (National Health and Hospitals Reform Commission
2009). This will be funded through a 0.75% increase in the Medicare Levy and will replace existing private
health insurance premiums that are paid for the coverage of dental services. Eligible Australians will be
given a choice between private health insurance and the publicly-funded program. Furthermore, Denticare
Australia will reimburse a portion of the premiums incurred by individuals and families that choose private
health insurance. Elective surgeries such as orthodontics, cosmetic and laser dentistry will not be covered
by Denticare Australia. The NHHRC has estimated that the increase in the Medicare Levy will be lower
than the current costs of dental care and that people on lower incomes will pay less for improved access to
dental services (National Health and Hospitals Reform Commission 2009).

T HE E CONOMICS

OF

D ENTAL C ARE

Before examining the effects of universal dental coverage on the supply and demand of dental services, it
is important to establish the theoretical framework that encompasses the economics of dental care. The
discipline of health economics provides health decision makers with a set of analytical techniques that
assist in promoting efficiency and equity (Shiell et al. 2002). Efficiency can either be viewed in terms of
allocative or technical efficiency. Allocative efficiency involves deciding how a society can best distribute
available health resources among the multiple (and often competing) uses. Technical efficiency can either
be defined as health services rendered at the lowest possible cost or maximum quantity (and maybe
quality) of health services rendered for a given level of resources (Klingenberger 2008). According to Shiell
et al. (2002), health economics is ultimately about, „maximising social benefits from constrained health
producing resources‟.
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The seminal paper by Arrow (1963) purports that one of the distinguishing features of health care from
other goods and services is that the demand for health is irregular and unpredictable. In addition, there is
uncertainty surrounding the outcomes that result from consumption of health care (Arrow 1963). In 1973,
the American economist Paul J. Feldstein published one of the first considerations of dental health
economics in his book, „Financing Dental Care: an Economic Analysis‟ (Klingenberger 2008). On the whole,
however, the field of dental health economics is particularly undeveloped due to the assumption that dental
health care is similar in nature to general health care. While a seemingly reasonable assumption, there are
several reasons why dental care differs from general health care. These reasons are outlined in 0. Overall,
these reasons provide a case for why a market mechanism would perform better in dental care and
insurance when compared to other health services (Sintonen & Linnosmaa 2000).
Several reasons why dental health care differs from general health care (Source: Sintonen & Linnosmaa 2000)
The number of dental diseases is relatively few and their occurrence is more predictable than is the case with
many others.
Individuals usually experience the same dental procedure several times during their lifetimes and are therefore
able to learn from experience about the quality of service.
Dental diseases are relatively easy to diagnose and almost all relevant information for treatment decisions can be
obtained from X-rays and photos.
There is probably a wider variety of alternative treatments available of treat a given disease than in most other
cases.
There are extensive prevention possibilities and, in dental care, prevention may actually save resources, which is
often not the case in other forms of medical care.
Except for dental accidents and toothache, dental care is seldom “emergency” care and untreated dental
illnesses rarely have dramatic consequences on an individual‟s health. The individual can freely plan
and time treatment decisions, which gives more freedom in the choice of provider and (theoretically)
increases price elasticity of the individual‟s demand for dental care.
Dental disease is non-communicable, which implies that risks of dental disease across individuals can be treated
as independent (i.e., fewer externalities).

U NIVERSAL D ENTAL C ARE F INANCING A ROUND

THE

W ORLD

Many countries around the world have adopted publicly-funded, universal schemes to finance a range of
general health services for their citizens. Dental care, on the other hand, is predominantly funded through
private health insurance or out-of-pocket payments, with public funding only available for lower
socioeconomic or disadvantaged subgroups of the population. The main rationale for this has often been
the extensive prevention possibilities to maintain good oral health. Furthermore, prevention of dental
diseases are considered much more cost-effective than treatment (Klingenberger 2008; Sintonen &
Linnosmaa 2000). A small number of developed countries have implemented universal, publicly-funded
schemes to provide dental care for their citizens. They are the United Kingdom, Japan, Sweden and
Finland. 0 provides an overview of how dental care financing is structured in these countries. The following
sections, which examine the equity and efficiency implications of universal dental coverage, will draw on
the experience of these four countries.
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The structure of universal dental care financing in the United Kingdom, Japan and the Nordic countries
Country

Summary of Dental Care Financing

United Kingdom

In the UK, dental care is provided by general dental practitioners under the National
Health Service (NHS) and private dental practitioners. It was established in 1948 and
is financed through public revenues. Dentists can choose to work either for the NHS
or in private practice or both. General dental practitioners are paid a fee per item of
care and a capitation fee for retaining an individual as a registered patient with their
practice. Fee schedules are determined by national negotiation between the British
Dental Association and the UK Department of Health, with a strict, governmentimposed financial limit.

(Holm-Pedersen et al.
2005)

Finland
(Nguyen, Häkkinen &
Rosenqvist 2005)

Sweden
(Holm-Pedersen et al.
2005)

Japan
(Babazono et al. 2008)

S UPPLY

OF

In Finland, local authorities (municipalities) are responsible for providing health care
services for their residents. These services are funded through municipal taxes, state
subsidies and user charges. Oral health services are provided by both the public and
private sectors. Public dentists are mostly salaried, while private dentists work on a
fixed fee-for-service basis. User fees for public dental services are regulated.
Sweden first introduced national dental health insurance in 1974, with the goal of
making comprehensive dentistry available to all citizens regardless of income.
National dental insurance was changed in 1999 with the introduction of a new means
of financing dental care for poor and disadvantaged patients. Under this new
legislation, counties are responsible for performing oral health assessments and
providing “necessary” dental care, while national health insurance is responsible for
greater reimbursement of expenses for “necessary” treatment. Patients are able to
visit private dental practitioners at a fixed fee per visit. Prices for public fees are
determined by the market.
Dental care is financed through either Employees Health Insurance (EHI) or National
Health Insurance (NHI). EHI is provided for employees of companies that organise
their own health insurance societies and those organised by federal government. NHI
is organised by the national government to cover the self-insured, fishermen,
farmers, the retired and the unemployed. Dependants are covered by the system in
which their caretakers are enrolled. Reimbursement of dentists is according a
national uniform fee schedule and premiums are different between EHI and NHI. In
principle, premium contributions for EHI are shared equally by an employer and
employee. NHI premiums are collected through public taxes. User fees are present.

D ENTAL S ERVICES

R E M U N E R A TI O N

U NDER

U NIVERSAL D ENT AL C OVERAGE

M AT T E R S

The remuneration of dental practitioners is an important determinant in the supply of dental services and is
moderated by both the level and method of remuneration (Chalkley & Tilley 2006). The main remuneration
methods are fee-for-service, capitation, and salary (Lynch & Calnan 2003). In the UK, general dental
practitioners under the NHS are reimbursed on a capitation basis with some item-for-service fees, though
there have been some moves towards salary remuneration in recent years (Chalkley & Tilley 2006). The
prices for services conducted by dental practitioners are administered according to a fee schedule
regulated by the NHS. Private dentists, on the other hand, are paid on a fee-for-service basis and receive
higher fees than their NHS counterparts (Chalkley & Tilley 2006). It has been observed that, with the
expansion of private dentistry in the UK, dentists are voluntarily moving towards private practice (Lynch &
Calnan 2003). In the case of dentists who concurrently work in the NHS and private practice, it was found
that they spent more time on the treatment of private patients. In the case of children, reports from the UK
also indicate that 40% of dentists are not willing to accept new NHS patients, while others will accept only if
the child‟s parents are registered for private treatment (Leake & Birch 2008). Another survey also found that
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one in five adults experienced difficulties in finding an NHS dentist (Holm-Pedersen et al. 2005). These
observations can be explained by the notion that a dental practitioner‟s opportunity cost for treating an NHS
patient is the money they could earn from treating a better-paying private patient. This decision by dentists
to provide services under public or private means is directly related to the Denticare Australia proposal,
which allows for both.
A study by Chalkley & Tilley (2006), examined the behaviour of Scottish NHS dentists who were
remunerated on a combined capitation and fee-for-treatment basis, compared to those remunerated on a
salary basis. They found that the former dental practitioners were treating patients more intensively than
their salaried counterparts. A Norwegian study examined the effects of offering dental practitioners the
standard fixed salary remuneration and a combination of per capita and fixed salary remuneration (Grytten,
Holst & Skau 2009). It found that the practitioners working under the incentive-based contract (i.e., the
combination of per capita and fixed salary) increased their number of individuals under supervision without
either a fall in quality or a patient selection effect. A cross-sectional survey of general dental practitioners in
Wales found that the provision of preventive care to adult NHS patients was hindered by the perceived
inadequate reimbursement of those services (Tomlinson & Treasure 2006). Furthermore, a substantial
number of dentists in the UK now feel they cannot function as an economically viable practice under the
NHS and are withdrawing from the NHS altogether (Holm-Pedersen et al. 2005). Ultimately, remuneration
and financial incentives matter. Poorly structured remuneration schemes and low levels of reimbursement
can create perverse incentives for dental practitioners working in universal dental care schemes.

THE

RE GI O N AL AV AI L A B I L I T Y O F D EN T AL P RO F E S S I O N AL S

A major issue in reducing access barriers to oral health services involves ensuring the availability of dental
practitioners across various regions within a country. Availability refers to individuals being able to find
providers who are able and willing to deliver services that the patient needs in an acceptable manner
(Leake & Birch 2008). This is especially important when considering the allocation of dental practitioners
between urban and rural regions. In Finland there have been well-documented differences in the availability
of primary dental care in urban and rural areas (Nguyen & Häkkinen 2006; Nguyen, Häkkinen & Rosenqvist
2005). A study of primary dental care services in Scotland has also found poor availability of rural dental
health services compared to urban services (Newton, Williams & Bower 2007). These lessons are
important for Australia, which is already suffering from the poor provision of health services in rural and
remote regions (Schwarz 2006). Ultimately, policies that remove financial barriers to care will have a limited
impact if dental practitioners are unwilling to locate to certain regions of a country or are unwilling to deliver
services to patients at the rates of remuneration offered under publicly funded programmes (Leake & Birch
2008).

D EMAND

FOR

D ENTAL S ERVICES

IN THE MIDST OF

U NIVERSAL D ENTAL C OVERAGE

I N T R O DU C T I O N
Before moving on to the discussion of the determinants of demand for dental health services, a brief outline
of Grossman‟s (1972) theory on the demand for health services, along with some important dental health
outcomes, will be given in the following sections. Grossman‟s (1972) theory states that the demand for
health care is derived from the demand for health (i.e., it is a derived demand). As such, the consumption of
health services does not provide a direct source of utility, but rather an indirect source via its potential for
improving health. In the case of dental health, an individual can increase their dental health stock by
spending time on self-care, dental care services and brushing their teeth. These dental health behaviours
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are thus considered inputs in an individual‟s production function for dental health (Sintonen & Linnosmaa
2000). Poor dental health outcomes are often described by the number of damaged, missing or filled adult
teeth (DMFT), the incidence of caries, and the periodontal health index (Bailit et al. 1985; Sintonen &
Linnosmaa 2000).

D E TE R MI N AN TS

O F D EM AN D F O R D EN T AL C A RE AN D U TI L I S A TI O N

Demand for dental services are significantly responsive to the price of dental fees (i.e., the higher the fees,
the lower the demand). Furthermore, other factors that influence the level of demand include income, family
size, education levels, prepayment coverage, health history, ethnicity and age (Brown, Johns & Wall 2002).
Data from the RAND Health Insurance Experiment have demonstrated that those people who had free
dental care had fewer DMFTs and better periodontal health index compared to those who paid insurance
co-payments (Bailit et al. 1985). Studies from Japan (Babazono et al. 2008) and Finland (Nguyen &
Häkkinen 2006) have similarly found that higher co-payments resulted in lower utilisation of dental services.
These results provide a strong case for the provision of publicly-funded universal dental services which are
intended to reduce financial barriers to access. However, even with these reduced financial barriers,
persistent differences in use of dental services continue to be observed between different population
subgroups.

I N C O ME ,

S O C I AL C L AS S AN D EDU C A TI O N

Under a universal financing arrangement, it follows that income constraints should not be a determinant of
demand for dental care services. A British study, which used secondary data on adults from the British
Household Panel Survey, found that permanent income (defined as average income over 13 years) had a
significant, positive association with the number of dental check-ups (Sabates & Feinstein 2008). The
authors postulate that this could be due to: (1) rich people being better able to pay for service than poorer
individuals; (2) NHS supply of services being lower than current demand, resulting in a high disequilibrium
price only affordable for high income individuals; and (3) rich individuals being more aware of the
importance of dental care and thus more willing to pay for the service (Sabates & Feinstein 2008). The
results of a structural equation model from a British study which used data on 3,817 participants from the
1998 Adult Dental Health Survey in the UK, suggested that there was a significant association between
socioeconomic status and the number of sound adult teeth remaining (Donaldson et al. 2008). This was
explained by the pathway: [socioeconomic status → barriers to dental attendance → dental attendance →
number of-sound teeth]. A significant direct relationship between socioeconomic status and the number of
sound teeth was also found (Donaldson et al. 2008). Babazono et al. (2008) also found that lower monthly
salaries discouraged patients from seeking dental services in Japan. This may be due to the higher
opportunity cost of time associated with low-income earners (i.e., low-income earners could earn much
needed money with the time they use to seek dental care). Alternatively, it may be a result of barriers
associated with patient co-payments.
Education is another important determinant in an individual‟s decision to seek dental services. This can
work in one of three ways: (1) an individual with higher education would be more efficient in applying care
received or improving their health through their personal behaviour; (2) a higher-educated individual would
be more likely to select more efficient health inputs or a better input-mix to the health production function;
and (3) a more educated person would have a higher valuation of oral health and would thus demand more
dental care (Nguyen et al. 2008). Thus, the effect of education on demand for dental services can be either
positive or negative. A Finnish study found that there was an association between higher levels of
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education (measured in „years of education‟) and the incidence of dental caries in men. Similarly,
adolescent school achievement was found to have an association with caries incidence in women (Nguyen
et al. 2008). It must also be noted that education has an important association with socioeconomic status
and household income, which links these determinants together (Donaldson et al. 2008).

M I S C EL L AN EO U S

D E T E R M I N AN TS O F D EM AN D F O R D EN TA L S E RV I C E S

Besides the financial and socioeconomic determinants to accessing dental services, there are also a
number of personal and behavioural determinants. Age, place of residence and cultural barriers can all be
barriers to access (Robinson 2009). The total use of dental services for men and women in Finland was
found to significantly increase due to factors such as pain, the initiative taken by dentists and the low
number of missing teeth. Fear reduced total use in females, while unemployment reduced total use in
males (Nguyen, Häkkinen & Rosenqvist 2005). Babazono et al. (2008) also found that a higher proportion
of household dependants resulted in a significantly lower use of dental services in Japan. All-in-all,
removing financial barriers to dental care may not be enough to increase access for dental health services
and improve outcomes, due to the many other determinants of demand that need to be taken into
consideration.

C ONCLUSIONS : D ENT ICARE A U STRALIA

AND THE

Q UEST

FOR

E QUITY

Denticare Australia is an ambitious proposal by the NHHRC that seeks to remedy dental health inequities
by reducing the financial barriers to access. Several other countries around the world have already
implemented publicly-financed, universal dental coverage. It is clear from the preceding analyses that
inequities in dental health utilisation and outcomes persist in the midst of reduced financial barriers to
dental care. On the supply side, poorly constructed remuneration schemes, low publicly-funded fees and
unattractive geographical locations can deter dental practitioners from providing adequate and timely dental
care of acceptable quality. On the demand side, removing financial barriers to access, while important, may
not be sufficient in improving access as other determinants of dental care demand also need to be dealt
with. The findings of the studies in the preceding sections collectively demonstrate that socioeconomic
inequities to access of dental services persist, even with the provision of universal dental financing. In the
case of Australia, promoting equity in the access of dental health services and outcomes will not be solved
solely by the implementation of Denticare Australia. There will still need to be a focus on ensuring the
availability of dental practitioners in rural and remote regions, and the promotion of healthy, preventative
dental health behaviours among individuals.

37

Creative Distraction

R EFERENCE L IST
Arrow, KJ 1963, 'Uncertainty and the welfare economics of medical care', The American Economic Review,
vol. 53, no. 5, pp. 941-73.
Babazono, A, Kuwabara, K, Hagihara, A, Yamamoto, E & Hillman, A 2008, 'Does income influence demand
for medical services despite Japan's ?Health Care for All? policy?', International Journal of
Technology Assessment in Health Care, vol. 24, no. 01, pp. 125-30.
Bailit, HL, Newhouse, JP, Brook, RH, Duan, N, Goldberg, GA, Hanley, JM, Kamberg, C, Spolsky, VW,
Black, A & Lohr, KN 1985, 'Does more generous dental insurance coverage improve oral health?',
Journal of the American Dental Association, vol. 110, no. 5, pp. 701-7.
Brown, LJ, Johns, BA & Wall, TP 2002, 'The economics of periodontal diseases', Periodontology 2000, vol.
29, no. 1, pp. 223-34.
Chalkley, M & Tilley, C 2006, 'Treatment intensity and provider remuneration: dentists in the British National
Health Service', Health Economics, vol. 15, no. 9, pp. 933-46.
Donaldson, A, Everitt, B, Newton, T, Steele, J, Sherriff, M & Bower, E 2008, 'The effects of social class and
dental attendance on oral health', Journal of Dental Research, vol. 87, no. 1, pp. 60-4.
Grossman, M 1972, The Demand for Health: A Theoretical and Empirical Investigation, Colombia
University Press, New York.
Grytten, J, Holst, D & Skau, I 2009, 'Incentives and remuneration systems in dental services', International
Journal of Health Care Finance and Economics, vol. 9, no. 3, pp. 259-78.
Holm-Pedersen, P, Vigild, M, Nitschke, I & Berkey, DB 2005, 'Dental care for aging population in Denmark,
Sweden, Norway, United Kingdom and Germany', Journal Of Dental Education, vol. 69, no. 9, pp.
987-97.
Klingenberger, D 2008, 'Health Economics in Dentistry', in W Kirch (ed.), Encyclopaedia of Public Health,
Springer Science+Business Media, LLC., New York.
Leake, J & Birch, S 2008, 'Public policy and the market for dental services', Community Dentistry and Oral
Epidemiology, vol. 36, no. 4, pp. 287-95.
Lynch, M & Calnan, M 2003, 'The changing public/private mix in dentistry in the UK - a supply-side
perspective', Health Economics, vol. 12, no. 4, pp. 309-21.
National Health and Hospitals Reform Commission 2009, A Healthier Future for all Australians - Interim
Report December 2008, Paragon Printers Australasia, Canberra.
Newton, J, Williams, AC & Bower, E 2007, 'Inequalities in the provision of NHS primary care dental services
in Scotland in 2004', Primary Dental Care, vol. 14, no. 3, pp. 89-96.
Nguyen, L & Häkkinen, U 2006, 'Choices and utilization in dental care: public vs. private dental sectors, and
the impact of a two-channel financed health care system', The European Journal of Health
Economics, vol. 7, no. 2, pp. 99-106.
Nguyen, L, Häkkinen, U, Knuuttila, M & Järvelin, M-R 2008, 'Should we brush twice a day? Determinants of
dental health among young adults in Finland', Health Economics, vol. 17, no. 2, pp. 267-86.
Nguyen, L, Häkkinen, U & Rosenqvist, G 2005, 'Determinants of dental service utilization among adults the case of Finland', Health Care Management Science, vol. 8, no. 4, pp. 335-45.
Robinson, LA 2009, 'Private sector response to improving oral health care access', Dental Clinics of North
America, vol. 53, no. 3, pp. 523-35.
38

Creative Distraction

Sabates, R & Feinstein, L 2008, 'Do income effects mask social and behavioural factors when looking at
universal health care provision?', International Journal of Public Health, vol. 53, no. 1, pp. 23-30.
Schwarz, E 2006, 'Access to oral health care: an Australian perspective', Community Dentistry and Oral
Epidemiology, vol. 34, no. 3, pp. 225-31.
Shiell, A, Donaldson, C, Mitton, C & Currie, G 2002, 'Health economic evaluation', Journal of Epidemiology
and Community Health, vol. 56, no. 2, pp. 85-8.
Sintonen, H & Linnosmaa, I 2000, 'Economics of Dental Services', in AJ Culyer & JP Newhouse (eds),
Handbook of Health Economics, Elsevier, New York, pp. 1251-96.
Tomlinson, P & Treasure, E 2006, 'Provision of prevention to adults in NHS dental practices and attitudes
to prevention', British Dental Journal, vol. 200, no. 7, pp. 393-7.

39

Creative Distraction

40

Creative Distraction

A N I NELASTIC P HENOMENON : A NALYSING THE E LASTICITY OF D EMAND FOR
S OCCER IN E NGLAND PER G EOGRAPHICAL R EGION
Jasmine Nilon

1.0

I NTRODUCTION

In recent years, many economic theses have attempted to analyse and apprehend the phenomenon that is
the economics of professional sport. The economic theories formulated by revolutionary economists such
as Hume, Smith, Ricardo and Keynes are under immense pressure in the professional sports market to
conform to the economic model that is supply and demand. Put simply, professional sport and the
consumer rely heavily on an opportunity-cost relationship. What can be drawn upon in the market for
professional sports is that the opportunity-cost to the consumer of attending a sports event is extraordinarily
low, as there are few substitutes for this form of entertainment. The Scully model of profit-maximisation
includes that sports fans aren‟t price or sports elastic, rather the consumer is income and price inelastic.
Therefore, it comes as no surprise to the modern day economist that the market for professional sport has
shown significant market growth and in some cases has resulted in the formation of many multi-million
dollar professional sports industries per league throughout the world.
However, the phenomenon that is professional sport starts with the consumer and the consumer‟s Marginal
Propensity to Attend (MPA) the product of the sports game. The MPA analyses the consumer‟s propensity
to attend the sport when there is an extra dollar lost and/or gained by the consumer. There are a number of
diverse variables that comprise a consumer‟s MPA, however, the variable that is most apparent in the
professional sports market is that of consumer loyalty.
A global sport that has proven to maintain a high MPA and has shown significant growth in consumer
television viewing worldwide, particularly in Europe, the United Kingdom, South America, Africa and SouthEast Asia, is soccer. According to the official FIFA (Federation Internationale de Football Association)
website, the 2006 FIFA World Cup held in Germany hosted approximately 3,359,439 spectators and was
broadcast on 376 channels in 214 countries and territories which equated to approximately 26.29 billion
television viewers worldwide throughout the entirety of the competition. Therefore, it can be concluded that
MPA and consumer viewing of soccer worldwide has a positive linear relationship.
Many economists in recent years have concluded that the elasticity of demand for soccer shows significant
inelasticity. The study conducted by Park, Lee and Miller (2007) discovered that inelastic ticket pricing is
common throughout many professional sports leagues worldwide such as within the Scottish Football
League (Jennett (1984)), the Spanish Football league (Garcia and Rodriguez (2002)), Major League
Baseball (Scully (1989) and Zimbalist (1992)) and the Australian Football League (Borland (1987)).
Fundamental economics explains that when firms produce at the inelastic region of the demand curve then
negative marginal ticket revenue tends to follow suit. Rather, Scully‟s (1974) model for the profitmaximising firm in the sports market explains that profit is maximised at the equilibrium of the marginal
revenue of the team and the marginal cost of the team‟s talent. However, Baimbridge et al (1996) created a
negative linear demand curve for sport to explain the movements of a win-maximising firm which
contradicts the theory created in fundamental economics for profit-maximising. Baimbridge‟s model aims at
maximising the utility of the team itself and implies that producing at the point close to where price is unit
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elastic will result in more profit and therefore teams will have the opportunity to purchase players of a
higher quality.
In an innovative study conducted by Forrest, Simmons and Feeham in 2002, questions were first raised as
to a professional sports team‟s motive for setting prices at such a „low‟ level when teams tend to hold
substantial monopoly power. Forrest et al. (2002) were not satisfied with such Scully and Baimbridge‟s
explanations and followed the works of Bird (1982) to include various other costs that affect the consumer‟s
MPA which therefore deter the profit-maximising club from raising ticket prices beyond the point of
inelasticity (see section 2.0 Variables that affect elasticity of demand).
As expected, pricing home game soccer tickets within the range of inelasticity has resulted in many English
soccer stadia experiencing full capacity on a weekly basis. However, based on recent study (as referred to
in appendix 1), not all Premier League stadiums throughout England experience weekly sell-out crowds
(2006-07 season). Furthermore, with the exception of the Arsenal and Chelsea stadiums (both based in the
London region and ranking at 2 and 5 respectively, as per yearly average attendances 2006-07) five of the
top seven teams (ranked as per yearly average attendances 2006-07) are based in the Northern regions of
England. Rugby League also holds a strong significance in Northern England and is regarded as the major
professional sports substitute for this region.
Therefore, this paper will attempt to examine what factors result in certain geographical regions of a country
maintaining greater inelastic demand than other sporting teams. All data analysed will be drawn upon
English Premier League and census data collected from between 2006-2007. This theory can also be used
for various other sports throughout world other than soccer, including AFL in Melbourne versus Sydney or
National Rugby League attendance in Sydney versus Queensland (Brisbane, Gold Coast and Townsville).

2.0

V ARIABLES
2.1

THAT

A FF ECT E LASTICITY

OF

D EMAND

T RA V EL C O S TS

Bird‟s 1982 , 32 year time-series analysis of elasticity of demand in the Football League, resulted in the
inclusion of a variable for travel costs in the equation for elasticity of demand for professional sport. Forrest,
Simmons and Feehan (2002) strongly agreed with Bird‟s inclusion of the travel cost variable and included
this variable in their cross-sectional analysis of elasticity of demand for soccer in the English Premier
League.
As the Premier League only consists of twenty of the England‟s most elite soccer clubs, it is hypothesised
that the further the consumer lives from the central zone of the soccer stadium the decline in the
consumer‟s MPA will become distinguishable. Forrest et al (2002) stated a strong belief that the travel cost
variable is a more valuable and accurate measure of elasticity of demand for soccer than the variable of
general costs of game attendance, which includes the ticket price cost.
Hence, the travel costs associated with attending an „away‟ game often mounts into a costly enterprise for
most consumers. However, „away‟ game travel disadvantages are void in regions where soccer clubs and
stadiums are within relative proximity in distance to each other. For example, travel between the six premier
clubs (2006-07 season) in London and its immediate surrounding zones would result in minimum travel
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cost expenditure to the consumer and one would again hypothesise that stadia in the London district would
experience regular stadium capacity crowd attendance per week.
However, the data collected in response to the London hypothesis again disproves the theory as the
London teams of Arsenal, Chelsea, Tottenham Hotspur, West Hampshire, Charlton and Fulham individually
ranked at 2nd, 5th, 9th, 10th, 13th and 16th respectively on yearly average attendances ranking for the 20062007 season.
According to Stadiumguide.com, Premier League Stadiums in England are, on average, 5 kilometres from
each team‟s city centre respectively (excludes extreme outliers). The Stadiumguide.com website also lists
numerous routes accessible to consumers travelling to stadiums with most stadia accessible to motorway,
train and bus lines. This therefore makes accessing premier league stadium uncomplicated and cost
effective, a factor which innately results in the consumer‟s MPA to rise with travel ease.

2.2

G EN E RA L C O S T S

According to Forrest, Simmons and Feehan (2002), the general cost of attending a soccer game in England
includes factors such as the general admission ticket price and the consumable and non-consumable
goods purchased throughout the entirety of the consumer‟s visit to the stadium.
The admission price variable is an explicit figure, and therefore it is easy for economists to analyse the cost
of a ticket to the consumer and the inflation of which, over the league‟s seasons. The average ticket price
for Premier League soccer matches (as per data from the 2004-2003 season) in the 2003-2004 season
was approximately £30, with variations above and below this figure. According to Clarke (euFootball.BIZ),
the cost of average ticket prices for Premier League matches have increased 9.28% from the two seasons
that were the predecessors to the 2008-2009 Premier season. Clarke (2008), continues to explain that
inflation, as per the consumer price index in England, has only increased by 4.9% throughout this same
period and therefore it can be concluded that Premier League teams may therefore be increasing ticket
prices to a more elastic figure, therefore profit-maximising as per Forrest et al‟s (2002) concerns previously
mentioned.
However, the variable of consumer spending throughout a soccer match is an implicit cost and varies per
consumer and therefore it is a variable that cannot be calculated by economists. The Sun newspaper in
2007 surveyed readers to determine the average cost of attendance at a Premier League match where it
was revealed that the average English consumer spends approximately £106.21 per soccer match, a 35%
increase from the previous two Premier League seasons.
On further analysis, crowd attendances of Premier League soccer matches have remained to maintain
close to capacity stadium quota per home game, which signifies that the inflationary forces that have driven
ticket prices to inflate to approximately 9.28% has had little or no effect on the consumer‟s MPA.
Appendices 3.2 and 3.3 show the effect the 9.28% inflation rate has had on the Manchester United and
Arsenal clubs, as per ticket pricing and price elasticity (Manchester United).

3.0

G EOGRAPHICAL F ACT ORS

The aim of this economic thesis was to analyse whether geographic locations of sporting teams, particularly
teams that comprise the English Premier League, altered the consumer‟s MPA as per various geographical
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factors evident in that area. Section 3.0 will seek to determine whether there is a positive linear relationship
between geographical factors and average stadium capacity per team.

3.1

U N EM PL O Y M E N T R A TE

Macroeconomic theory strongly emphasises economic fluctuations around the Keynesian business cycle. It
is of particular interest to the professional sports market that when the business cycle is at a point of
recession, that the consumer‟s MPA will indeed decrease as the cycle decelerates, reaches a “slump” and
recovers from deflationary or disinflation phases.
As per data collected from the English government‟s Office for National Statistics, Appendix 4 ranks the
twenty English Premier League teams as per the unemployment rate for the 2006-2007 financial year. In
reference to both Appendices 1 and 4, a positive correlation between average Premier League attendances
for the 2006-2007 season and the rate of unemployment is seemingly apparent.
As mentioned previously, five of the league‟s top eight teams (based on average crowd attendances for the
2006-2007 season) are based in the Northern regions of England. Appendix 4 displays strong evidence to
suggest that crowd attendance is negatively correlated with unemployment rate as table 4.0 illustrates that
seven of the top twelve (17 ranks in total) Premier League clubs, as per geographic region, are based in
either North Eastern or North Western England. Therefore, one would conclude with some confidence that
when unemployment rates are low in a geographic region, the consumers of the region will have an
increased MPA the professional sports event, in this case that of an English Premier League match.
The above theory is strengthened by evidence that the six Premier League teams based in the London
region each ranked poorly as per unemployment rate for the separate geographic regions respectively (this
theory excludes the Kensington and Chelsea region which ranked eighth). Local authority regions for the
London clubs each displayed a negative correlation between the relatively high unemployment rates for the
London regions and relatively lower crowd attendances for the London clubs also.
In macroeconomic theory the above hypothesis does indeed hold true. Macroeconomics explains that when
the economy is booming and unemployment rates are minimal, the consumer‟s Marginal Propensity to
Consume (MPC) is increased and thus the consumption of normal goods, such as professional sports
event tickets, are consumed in a greater quantity and vice versa. However, as per the phenomenon that is
the professional sports market, table 4.0 in Appendix 4 also displays evidence of a positive correlation
between high unemployment rates and crowd attendances.
The most evident example of a positive linear relationship between a higher unemployment rate and high
crowd attendances is for the premier club, Arsenal. As shown in table 4.0, the Arsenal soccer club is based
in the London local authority region of Islington which, in the 2006-2007 financial year, had a 8.8%
unemployment rate, which resulted in a fourteenth position rank. As shown in Appendix 1, the Arsenal club
ranked in at second position as per average yearly crowd attendances with a recorded yearly average
attendance of approximately 60,000 patrons and spectators. Consequently this discovery contradicts that of
the above hypothesis.

44

Creative Distraction

3.2

S PO R TI N G S U B S TI TU T ES

AN D

C O M PL I M EN TS

Elasticity of demand can be strongly determined also by the cross-elasticity of substitutes and compliments.
As this study is examining why differing regions of England maintain varied consumer MPA for Premier
League matches, it is more to recognise and acknowledge the various substitutes and compliments
available to consumers of each region.
In most professional sports markets, the closest substitute/compliment of attending the actual match is to
watch a live or delayed telecast on either a television or internet broadcast at no general cost to the
consumer. Although ticket pricing is set at club level, broadcasting fees and rights are set at a league level
and it is at the clubs discrepancy as to what bid is placed for „prime‟ game and broadcast positions (Noll,
2007). As expected, the clubs with the highest profit continue to maintain prime time matches.
Subsequently, the top four clubs in the League, as per games won and points earned (Manchester United,
Arsenal, Chelsea and Liverpool), earn the largest club profit and thus preserve exposure during prime time
broadcasting. According to Masters (2008), foreign television broadcasting contracts now equate to twentyfive percent of total English Premier League revenue. This figure has increased from ten percent of total
revenue evident in the 2002 financial year.
Another evident substitute of watching a sport such as soccer is to substitute it with another sport, such as
county cricket. However, Manchester United, Manchester City and Wigan Athletic (Greater Manchester
region) consumers strongly disprove that Premier League soccer matches have any close sporting
substitutes whatsoever, other than the other subsequent Premier League team. As shown in Appendix 5,
the city of Manchester, in the North Western region of England, has approximately seven sporting
substitutes, including four major Rugby Union clubs, the Lancashire Cricket club, the Belle Vue Aces
Speedway, the Manchester Titan American Football club and the Manchester Phoenix Ice Hockey team.
These seven sporting substitutes for the Manchester region prove ineffective in deterring a Manchester
United consumer‟s MPA as Old Trafford continually reach crowd capacities of over 75,000 for each
fortnightly home game, almost reaching full crowd capacity per match. However, Appendix 1 shows that
the Manchester City club only reaches average weekly crowd capacities of approximately 40,000
consumers, 7,000 below full crowd capacity. This proves that the Manchester City club may be affected by
close sporting substitutes or by the Manchester United team itself. As all average crowd attendances are
indeed substantially large for each club/region it can be concluded that there are few, if any, substitutes for
Premier League soccer.

4.0

C LUB F ACTORS

The following paragraphs examine the theory that certain implicit cultures are evident in each Premier
League soccer club in England. The proceeding sections will examine whether or not there is a correlation
between Premier League rank, number of stars in each team and average crowd attendances.

4.1

P R EM I E R L E AG U E R AN K

Close examination of Appendix 1 shows a strong negative linear relationship between team rank and
average crowd attendances. The strongest example of the above theory is the four highest ranked team‟s
in the 2006-2007 season each respectively ranked in the top five teams as per yearly average attendance
rank. On the latter end of the scale, the Watford football club ranked twentieth in the 2006-2007 Premier
league season and subsequently nineteenth rank as per average crowd attendance for the 2006-2007
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season. Watford‟s mere 19,000 yearly average crowd capacity is a mere cry from Manchester United‟s
75,000 season average crowd capacity. This theory compliments Sloane and Scully‟s model‟s of profit
maximisation and utility maximisation respectively.
Therefore, it can be concluded that a team‟s success and/or failure in the greater Premier League season
could be a major contributor to yearly average attendances for home games. This could be an explanation
as to why certain geographical locations have higher yearly average attendances then other, less
successful clubs. However, although this theory seems logical and consistent with economic theory, the
phenomenon that is the economics of the professional sports market is put under strain with teams such as
Newcastle United ranking 13th in the 2006-2007 Premier League season yet still maintaining a strong
contingent of 50,000 spectators on average per match, approximately 2,000 spectator less than full
capacity. Sloane (1971) explained this phenomenon in the utility maximisation model by highlighting that
different sports consumers have differing expectations for their respective teams. Sloane states that
generally it is of higher value to a lower ranking team to merely win a match than of a team „over-winning‟.

4.2

S T A RS

The final subcategory this paper will explore to examine whether there is a direct link between demand
inelasticity for Premier League soccer and geographical location, is that of star players evident in individual
clubs. Appendix 6, table 6.0, names the top stars of the 2006-2007 season and the correlation between
average attendances for that year. Revenues earned from previous seasons aided the league‟s „top four‟
clubs of Manchester United, Arsenal, Liverpool and Chelsea each to have on average two star players. In
the instances of the these club it could be concluded that star players play are a contributor to high crowd
attendance. However, teams such as Middlesbrough also had two star strikers in the 2006-2007 squad, yet
only achieved to rank 12th as per crowd attendance s for the season.
The top ranking club for the season, Manchester United (ranked number one in both average attendances
and the top ranking club in the league), had the season‟s third highest goal scorer, striker Christiano
Ronaldo who scored a record 17 goals for the 2006-2007 season. Ronaldo was arguably the season‟s
most famous striker in both the Premier League and throughout the world. Ronaldo‟s season with
Manchester United may have been a major contributor to United‟s record crowd attendances of
approximately 75,000 patrons per home match. Throughout the clubs 130 years, Manchester United has
had a steady reputation of buying the „cream of the crop‟ in regards to star players. Consumer confidence
that Manchester United selectors will buy star players each season may also contribute to the club‟s strong
Northern, and global, following.
It is interesting, however, to analyse the Newcastle United club, who ranked third as per average
attendances, had only one star player for the season, Obafemi Martins. Martins scored 11 goals for the
season, a figure that is average across the board. Therefore, it can be concluded for the Newcastle United
club that rank in the league and the number of stars bought for the season has no correlation with average
crowd attendances and thus a geographical variable would be the cause of such high crowd attendance.

5.0

C ONCLUSION

The next step for economists in analysing whether there is a relationship between each English Premier
League club and the respective geographical locations to is to collect empirical data mentioned in each of
the above sub-categories and formulate an efficient econometric equation with a minimal error term. It is
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believed that with each variable included, the econometric equation may help economist of the professional
sports market determine whether geographical location of a team has an affect on average crowd
attendances and therefore the inelasticity of ticket pricing. The market for professional sports worldwide is
indeed a phenomenon and with the correct empirical study to follow on from this paper, exciting results may
be discovered that could aid sports economists. The empirical study that follows could then be applied to all
sports worldwide and could therefore be used as a useful tool to economists and those associated in the
sports industry alike. The data could help advertisers analyse and understand the sports market in a certain
country and advertise to the geographical locations in which consumer support for the club is displayed by
extreme loyalty.
Many unforeseen results were discovered in this paper, however, the most staggering was the number of
teams located in both North Eastern and North Western England that had high crowd attendances and
substantially low unemployment rates compared to other regions of England. This proved that for the
English Premier League, consumers from local authority areas that boasted low unemployment rates had a
higher MPA for local soccer matches. Therefore, with very extra dollar earned by consumers of these
regions more money was spent on attending home EPL matches. This theory works in unison with
macroeconomic theory which states that when unemployment is low, consumption is high.
It was also found though that the product of watching a home EPL match is indeed a normal good to
consumers of certain geographical locations. Consumers of the soccer match product are insensitive to
ticket pricing and therefore, as soccer match attendance is a normal good consumers will still attend
regardless of price. This may explain why clubs set ticket pricing within the inelastic range. The most
evident example of this is for the West Hampshire United club who ranked 10th as per average crowd
attendances with approximately 34,000 patrons per match yet maintained the lowest rank for
unemployment rate at 12.2%. These figures prove that soccer consumers are anything but fickle and even
in hard economic slumps the consumer will not cease from attending a home match.
The professional sports market is indeed a phenomenal economic market and with greater study and
analysis of this market economists of today and the future can create an in depth understanding into its
unpredictability. Professional sports will only increase into greater multi-million dollar industries and by
understand this market niche economist can create an efficient sports industry.
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A PPENDIX 1
Club average attendances and stadium capacity ENGLISH PREMIER LEAGUE
*Data analyses club rank as per 2006/07 season, capacity of stadium as per 2008/09 and attendance as
per 2006/2007
T ABLE 1.0

Rank/average
attendences

Club name

Age of
club

Stadium
capacity

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

Manchester Utd.
Arsenal
Newcastle Utd.
Liverpool
Chelsea
Manchester City
Everton
Aston Villa
Tottenham Hot.
West Ham Utd.
Sheffield Utd.
Middlesbrough
Charlton
Reading
Bolton
Fullham
Blackburn
Rover
Portsmouth
Watford
Wigan Athletic

130
122
127
116
103
121
130
134
126
113
119
132
103
137

18
19
20

EPL/
Championship

129
133

76,312
60,400
52,387
45,362
42,055
47,726
40,170
42,640
36,240
35,146
30,370
35,100
20,043
24,161
27,879
24,600
31,367

Average
attenences
2006/07
75,826
60,045
50,686
43,561
41,542
39,997
36,739
36,214
35,739
34,719
30,684
27,730
26,195
23,829
23,606
22,279
21,275

Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier
Premier

Rank
2006/07
season
1
4
13
3
2
14
6
11
5
15
18
12
19
8
7
16
10

110
117
76

20,224
22,000
25,138

19,862
18,893
18,159

Premier
Premier
Premier

9
20
17
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A PPENDIX 2
Stadium locations vs. City
T ABLE 2.0

Premier
League Team

City

Stadium

Source

Manchester
United
Manchester
City

Manchester

Old Trafford

http://www.stadiumguide.com/oldtrafford.htm

Manchester

http://travel.theoffside.com/england/city-ofmanchester-stadium

1 km

Chelsea

London

http://www.stadiumguide.com/stamfordbridge.htm

5 km

Arsenal

London

http://www.stadiumguide.com/emirates.htm

7.5 km

Sheffield United

Sheffield

http://maps.google.com.au/maps

0 km

Charlton
Wigan Atheltic
Tottenham
Hotspur
Watford

London
Wigan
London

http://maps.google.com.au/maps
http://maps.google.com.au/maps
http://maps.google.com.au/maps

8 km
1 km
17 km

http://maps.google.com.au/maps

0 km

West
Hampshire Utd.

London

http://maps.google.com.au/maps

2.5 km

Liverpool
Newcastle
United
Portsmouth
Blackburn
Fulham

Liverpool
Newcastle

http://www.stadiumguide.com/anfield.htm
http://www.stadiumguide.com/saintjamespark.htm

4 km
0 km

http://maps.google.com.au/maps
http://maps.google.com.au/maps
http://maps.google.com.au/maps

1 km
2 km
8 km

Reading

Reading

http://www.stadiumguide.com/madejski.htm

0 km

Bolton

Bolton

http://maps.google.com.au/maps

5 km

Everton

Liverpool

http://www.stadiumguide.com/goodison.htm

4 km

Aston Villa
Middlesbrough

Birmingham
Middlesbrough

City of
Manchester
Stadium
Stamford
Bridge
Emirates
Stadium
Bramall
Lane
The Valley
JJB Stadium
White Hart
Lane
Vicarage
Road
Boleyn
Ground
(Upton Park)
Anfield
St. James
Park
Fratton Park
Ewood Park
Craven
Cottage
Madejski
Stadium
Reebok
Stadium
Goodinson
Park
Villa Park
Riverside
Stadium

http://maps.google.com.au/maps
http://maps.google.com.au/maps

2 km
1.2 km

Watford

Portsmouth
Blackburn
London

Kilometres
from City
Centre
3.5 km
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A PPENDIX 3 –
Ticket Price Inflation 2006/07 – 2007/08
All data is from stadiumguide.com and is to be used as an indication only as the following ticket prices are
based on the average ticket price of all stands and areas, including membership zones. The following
ticket prices are also taken from the 2003-2004 Premier League season and are subject to inflation for the
2006-2007 season, as information for the 2006-07 season is unavailable.
T ABLE 3.0

Premier
League Team

City

Stadium

Source

Manchester
United
Manchester
City

Manchester

Old Trafford

http://www.stadiumguide.com/oldtrafford.htm

Ticket
Price
AVERAGE
£26 - £34

Manchester

http://www.stadiumguide.com/cityofmanchester.htm

£21 - £36

Chelsea

London

http://www.stadiumguide.com/stamfordbridge.htm

£38 - £48

Arsenal

London

http://www.stadiumguide.com/emirates.htm

£32 - £66

Sheffield
United
Charlton
Wigan Atheltic
Tottenham
Hotspur
Watford

Sheffield

http://www.stadiumguide.com/bramalllane.htm

£26 - £34

http://www.stadiumguide.com/valley.htm
http://www.stadiumguide.com/jjb.htm
http://www.stadiumguide.com/whitehartlane.htm

£15
£22 - £25
£25 - £55

http://www.stadiumguide.com/vicarage.htm

£20

West
Hampshire Utd.

London

http://www.stadiumguide.com/boleyn.htm

£32 - £46

Liverpool
Newcastle
United
Portsmouth
Blackburn
Fulham

Liverpool
Newcastle

http://www.stadiumguide.com/anfield.htm
http://www.stadiumguide.com/saintjamespark.htm

£28 - £30

http://www.stadiumguide.com/fratton.htm
http://www.stadiumguide.com/ewoodpark.htm
http://www.stadiumguide.com/cravencottage.htm

£26 - £30
£20- £38
£26 - £42

Reading

Reading

http://www.stadiumguide.com/madejski.htm

£36 - £38

Bolton

Bolton

http://www.stadiumguide.com/reebok.htm

£21 - £28

Everton

Liverpool

http://www.stadiumguide.com/goodison.htm

£24 - £30

Aston Villa
Middlesbrough

Birmingham
Middlesbrough

City of
Manchester
Stadium
Stamford
Bridge
Emirates
Stadium
Bramall
Lane
The Valley
JJB Stadium
White Hart
Lane
Vicarage
Road
Boleyn
Ground
(Upton
Park)
Anfield
St. James
Park
Fratton Park
Ewood Park
Craven
Cottage
Madejski
Stadium
Reebok
Stadium
Goodinson
Park
Villa Park
Riverside
Stadium

http://www.stadiumguide.com/villapark.htm
http://www.stadiumguide.com/riverside.htm

£17 - £29
£23 - £39

London
Wigan
London
Watford

Portsmouth
Blackburn
London
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A PP EN DI X 3.2
Manchester United
Ticket Prices
*Note: all ticket prices refer to only games played at Manchester United‟s home stadium, Old Trafford, and
adult prices are for One United members only.
Section

Ticket price
2006/2007

Ticket price
2007/2008

% increase

East Stand Lower

£23

£25

9.2

West Stand Lower

£23

£25

9.2

North Stand Tier 3

£27

£30

9.0

Family Stand

£29

£31

9.35483871

East Stand Upper
West Stand Upper

£30
£30

£33
£33

9.09090909
9.09090909

East Stand Tier 2
West Stand Tier 2

£30
£30

£33
£33

9.09090909
9.09090909

South West Lower

£31

£33

9.39393939

North East Quad

£31

£34

9.11764705

North West Quad
North East Quad Upper

£31
£35

£34
£38

9.11764705
9.21052631

North West Quad Upper
North Stand Tier 2

£35
£35

£38
£38

9.21052631
9.21052631

South Stand Lower Wing

£35

£38

9.21052631

North St. Lower Wing

£35

£38

9.21052631

South Stand Lower Centre
North Stand Lower Centre

£35
£35

£40
£40

8.75
8.75

South Stand Upper Wing
North Stand Upper Wing

£37
£37

£42
£42

8.80952381
8.80952381

South Stand Upper Centre
North Stand Upper Centre

£39
£39

£44
£44

8.86363636
8.86363636

AVERAGE

£32.36363636

£35.72727273

9.05852417

25/04/2007 13:28
http://www.manutd.com/default.sps?pagegid=%7B48C41513%2DA376%2D4D1F%2D981D%2D660F
C5BB193E%7D&newsid=422391
Elasticity
Average
attendances
2006/2007
75,826

Average
Attendences
2007/2008
75,691

% change in
average
attendances (Q)
-0.1781%

% change in
average ticket
price (P)
9.05852417

Price elasticity
of demand
▲Q/▲P
0.019661039
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A PP EN DI X 3.3
Arsenal
Ticket Prices 2006/2007 – 2007/2008
Section

Centre Upper
Centre Upper
Back
Next to Centre
Upper
Next to Centre
Upper Back
Wing Upper
Wing Upper
Back
Corner Upper
Goal Upper
Goal Upper
Back
Centre Lower
Wing Lower
Corner Lower

Prices for
Category A
2006/2007
£94

Prices for
Category B
2006/2007
£66

£70

£49

£70

£49

£61

£43

£60

£42

£55

£38

£60
£66

£42
£46

£55

£38

£51
£46
£46

£35
£32
£32

*Note: Category A is games played against Chelsea, Liverpool, Manchester United, Tottemham Hotspurs
and West Hampshire United.
Category B games are matches played against any other team in the premier league.
http://www.footietravel.com/travel-guide/articles/25/arsenal-ticket-prices-20062007/
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A PPENDIX 4
Unemployment Figures 2006-2007
The following data is collected from the National Office for Statistics
(http://www.neighbourhood.statistics.gov.uk) and analyses the unemployment rate as per a percentage for
the 2006-2007 financial year as per geographical region.
T ABLE 4.0

Rank

Club

Local Authority

1
2
3
4
5
6
7
8
9
9
10

Watford
Reading
Wigan Athletic
Bolton
Portsmouth
Blackburn
Sheffield
Chelsea
Manchester United
Manchester City
Fulham

11
12
13
14
14
15
16
16
17

Newcastle
Middlesbrough
Charlton
Tottenham Hotspur
Arsenal
Aston Villa
Liverpool
Everton
West Hampshire

Watford
Reading
Wigan
Bolton
Portsmouth
Blackburn with Darwen
Sheffield
Kensington and Chelsea
Manchester
Manchester
Hammersmith and
Fulham
Newcastle Upon Tyne
Middlesbrough
Greenwich
Haringey
Islington
Bermingham
Liverpool
Liverpool
Newham

Unemploym
ent rate
4.3%
5.1%
5.4%
5.5%
6.0%
6.5%
6.7%
6.7%
7.1%
7.1%
7.5%

Geographic region
East England
South East England
North West England
North West England
South East England
North West England
Yorkshire
London
North West England
North West England
London

7.7%
8.0%
8.2%
8.8%
8.8%
9.0%
9.4%
9.4%
12.2%

North East England
North East England
London
London
London
West Midlands
North West England
North West England
London
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A PPENDIX 5
Competing sports in Manchester
Sport

Club name

Football (soccer)

Manchester City F.C.

Rugby Union

Manchester Rugby Club
Broughton Park Rugby Union F.C.
Old Bedians Rugby Union Club
Didsbury Toc-H Rugby Union Club

Cricket

Lancashire Cricket Club

Speedway

Belle Vue Aces

American Football

Manchester Titans

Ice Hockey

Manchester Phoenix
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A PPENDIX 6
Stars per Premier League team 2006-2007 season
T ABLE 6.0

Rank/average
attendences

Club name

1

2

No. of
wins

No. of

Manchester
Utd.

28

5

Arsenal

19

losses

No. of
draws

Goals
scored

Stars (no. of goals
scored/06/07 season)

5

83

Christiano Ronaldo (17)
Wayne Rooney (14)

8

11

63

Robin Van Persie (11)
Thierry Henry (10)
Gilberto Silva (10)

3

Newcastle Utd.

11

17

10

38

Obafemi Martins (11)

4

Liverpool

20

10

8

57

Dirk Kuyt (12)
Peter Crouch (9)

5

Chelsea

24

3

11

64

Didier Drogba (20)
Frank Lampard (11)

6

Manchester
City

11

18

9

29

7

Everton

15

10

13

52

Andrew Johnson (11)
Mikel Arteta (9)

8

Aston Villa

11

10

17

43

Gabriel Agbonlahor (9)

9

Tottenham Hot.

17

12

9

57

Dimitar Berbatov (12)
Robbie Keane (11)
Jermain Defoe (10)

10

West Ham Utd.

12

21

5

35

11

Sheffield Utd.

10

20

8

32

12

Middlesbrough

12

16

10

44

Bobby Zamora (11)

Mark Viduka (14)
Ayegbeni Yakubu (12)

13

Charlton

8

20

10

34

Darren Bent (13)

14

Reading

16

15

7

52

Kevin Doyle (13)

15

Bolton

16

14

8

47

Nicholas Anelka (11)

16

Fullham

8

15

15

38

Brian McBride (9)

17

Blackburn
Rover

15

16

7

52

Benedict McCarthy (18)

18

Portsmouth

14

12

12

45

Nwankwo Kanu (10)

19

Watford

5

20

13

29

20

Wigan Athletic

10

20

8

37
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Australian Bureau of Agricultural and Resource Economics (ABARE)
ABARE, located in Canberra, is an Australian government economic research agency noted for its professionally
independent research and analysis.
Our objective is to contribute to the competitiveness of Australia’s agricultural, fishing, forestry, energy and minerals
industries and the quality of the Australian environment by providing rigorous, independent economic research
analysis and forecasting.
ABARE produces regular quarterly forecasts for a wide range of export commodities, so that industries can plan their
future better, based on sound research. Our commodity analyses cover agriculture, minerals, energy, fisheries and
forestry.
A career in research
Graduate economists at ABARE undertake economic research, contributing to ABARE’s research program, from day
one. Graduates carry out applied economic research and/ or commodity analysis on a diverse range of issues relating
to climate change analysis, productivity, agriculture and trade, land and water management, resources and energy,
depending on the particular work area in which they are placed.
Development opportunities
Your knowledge and skills will be developed by being assigned to a team of highly experienced research economists,
statisticians and applied mathematicians in one of ABARE’s many areas of research. At the same time, ABARE will
take steps to assist your professional development through access to both on the job and formal training. ABARE
provides training in areas such as writing, presentation skills and advanced IT applications. You will also be
encouraged to attend seminars on research topics held throughout the year and to participate in an industry project.
Employment conditions
ABARE offers competitive salaries and employment conditions, including relocation assistance for preferred
candidates and assistance with future study. Most ABARE graduates gain promotion to higher levels within their first
12 months with the organisation.
Your comprehensive benefits package will include: flexible working conditions that assist you to balance your work
and personal life, generous personal and recreation leave provisions, access to flexible remuneration packaging,
attractive superannuating provisions, ongoing development and training opportunities and flex time – a system that
enables you, in consultation with your manager, to vary working hours, attendance patterns and working arrangements
to best meet your work and personal commitments.
Eligibility
A degree in economics or related disciplines at honours level or higher is preferred. Serious consideration will also be
given to candidates holding double degrees with significant economic content, and to economics undergraduates with
good academic records and a demonstrated awareness of Australia's agricultural and rural industries.
Australian citizenship is an essential requirement of employment with ABARE. Applicants must be an Australian
citizen or be in the process of becoming an Australian citizen (and hold Australian Citizenship status by 15 January
2011).
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I S H OMO E CONOMICUS ON L IFE S UPPORT ? E CONOMIC P SYCHOLOGY ’ S
O BJECTIONS TO THE R ATIONAL U TILITY M AXIMISER
Lucy Wark

Of the many quotable passages in Adam Smith‟s Wealth of Nations, perhaps the most familiar is this: “It is
not from the benevolence of the butcher, the brewer, or the baker that we expect our dinner, but from their
regard to their own interest.” (Smith, 1776). This characterisation of human beings as rational utility
maximisers – economic agents which operate under stable preferences, pursue pure self-interest and
make choices based on the highest utility – is the dominant paradigm of modern microeconomics (Shafir,
2007:9). However, behavioural economists have raised a multitude of objections to „homo economicus’,
drawing on experimental insights to challenge its key assumptions. This essay will give a brief background
on rational choice theory and examine criticisms of the model, particularly in light of the 2008-9 Global
Financial Crisis (GFC). It will further argue that there is some scope to integrate economic psychology into
public policy.

Homo economicus – the „economic man‟ –can be traced back to the eighteenth-century fathers of modern
economics, Adam Smith and John Stuart Mill. In 1836, Mill described the rational utility maximiser, stating
that "[Political economy] ... is concerned with [the individual] solely as a being who desires to possess
wealth, and who is capable of judging the comparative efficacy of means for obtaining that end” (Mill, 1836,
cited in Persky, 1995). Smith‟s „invisible hand‟ of collective self-interest echoes this sentiment (Smith,
1776). These assumptions laid the groundwork for the growth of mathematical economics in the twentieth
century, and rational choice theory achieved dominance in the 1970s with the rise of Milton Friedman‟s
Chicago School. It was pushed to its fullest philosophical extent by Lucas‟ theory of rational expectations
and the Efficient Markets Hypothesis (Buchholz, 2007:276), providing a theoretical basis for the
deregulation of finance which precipitated the GFC.

Economic psychologists argue chiefly that human beings do not possess the decision-making abilities of a
rational utility maximiser. For instance, a utility maximiser calculates economic surplus using marginal costs
and benefits; most people give weight to sunk costs (Gourville & Soman, 1998). Secondly, rational theory
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would argue that more options increase the chance that an option will satisfy the agent‟s cost-benefit
analysis and leads to faster decisions. However, the empirical finding of „decisional conflict‟ means that
more choices increase the number of decisions being delayed. Redelmeier and Shafir (1995) illustrated
this; physicians treating osteoporosis were exposed to first one, and later two new treatments, and were
less likely to switch their patients‟ medication when choosing from multiple new options. Furthermore, the
assumption of full information – or rational gathering of necessary information – is challenged by
informational asymmetry (Akerlof, 1970) and various studies which demonstrate consumers‟ lack of
essential knowledge. In an example of this, less than one-fifth of pension plan recipients interviewed
understood the product to a level of financial literacy (Alexander, Jones & Nigro, 1998). Rationality as
optimization is also contested by „satisficing‟ (Simon, 1957) and bounded rationality (Ormerod, 2005).
Rather than pursue optimal solutions, decision-makers‟ limited time, cognitive function and information lead
them to choose the first adequate option and create behavioural „rules of thumb‟.

Experimental economics also charges that preferences are not stable, and can be influenced by situational
factors (Shafir, 2007). The manipulation of statistics and phrasing to change preferences, known as
„framing effects‟, was first identified by Kahneman and Tversky‟s 1981 experiments with disease prevention
strategies. A majority of participants chose saving two hundred lives over a 33% chance of saving six
hundred, demonstrating risk aversion in the light of identical expected values. However, a second group
chose a 33% chance of saving six hundred over the certainty of killing four hundred people, which showed
loss aversion. A variety of other behavioural quirks, such as endowment effect (Kahneman, Knetsch &
Thaler, 1990), asymmetric dominance (Huber, Payne & Puto, 1982), inconsistent future discounting
(Thaler, 1981), myopia (Loewenstein & Thaler, 1989) and status quo bias (Johnson et. al 1993), all suggest
that time and money are not valued consistently in the real world.

A further criticism of the rational utility maximiser is that human beings are not purely self-interested, or
satisfied solely by increases in dollar wealth. Sen cites comments by Francis Edgeworth, the developer of
utility theory, as the ultimate proof that human motivation encompasses both egoism and utilitarianism:
though “the first principle of Economics is that every agent is actuated only by self interest...the concrete
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nineteenth century man is for the most part an impure egoist, a mixed utilitarian” (Edgeworth, 1881, in Sen,
1977:317). This is empirically supported by „crowding-out‟, where intrinsic motivation to perform an activity
is undercut by monetary reward (Frey, 2007). This is demonstrated graphically below (Figures 1 & 2);
labour supplied falls at low levels of remuneration, eventually increasing when the substitution effect
becomes dominant. Frey attributes crowding-out to three effects of intervention: the loss of self-esteem,
self-determination and the opportunity to exhibit „goodness‟ to others. He further cautions that intervention
seen as controlling can lead to motivational transfer, sapping an individual‟s willingness to complete similar
tasks without compensation in future. This effect was observed in token economies in retirement homes,
where payment for performing some chores lead to refusal to perform others (Kazdin, 1982).

F IGURE 1 – C ONVENTIONAL S UPPLY C URVE . (F REY , 2007:43)

F IGURE 2 – S UPPLY

INCLUDING

C ROWDING - OUT E FFECT . (F REY , 2007:43).
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Akerlof‟s theory of „norms‟ states that economic agents internalise a series of expectations about their
identity and how they should behave, the fulfilment of which produces satisfaction divorced from dollar
value utility (Akerlof, 2007). For example, workers often refuse to accept wage cuts despite rising
unemployment because it seems unfair. Norms can also be applied to the economics of crime; while
Becker and Friedman advocate increasing punishments to reduce offences (Duhs, 2010), Tyler (1990)
highlights that people obey laws they view to be “fair” and “legitimate”. A key question then becomes
whether these moral inclinations are inherent, or a product of socialisation in industrial civilizations.
Experiments which compared behaviour in the ultimatum game among the Machiguenga tribe of the
Amazon suggested that notions of obligation and expectation are culturally transmitted (Henrich, 2000:
978). These results imply that while the rational utility maximiser may approximate base human nature, its
accuracy diminishes as societies develop sophisticated social norms.

Many behavioural economists also argue that utility is a poor measure of human wellbeing, the corollary
being that individual actions geared towards maximising dollar wealth may harm collective wellbeing or
individual happiness. Frey & Stutzer (2001) examined surveys of subjective happiness levels between 1958
and 1991, and found that subjectively estimated happiness stayed approximately constant despite rapid
increases in Gross Domestic Product (GDP) per capita; for instance, Japanese GDP per capita increased
nearly five-fold while happiness did not change (Figure 3). This result is explained by Hamilton (1999) as an
increase in economic activity without commensurate gains in natural, human and social capital; for
instance, more economic activity means more pollution, commuting and involuntary overtime.
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F IGURE 3 – J APANESE GDP

AND

S UBJECTIVE H APPINESS , 1958-91. (F REY & S TUTZER , 2001).

The credibility of rational choice theory was undermined by the Global Financial Crisis. Finance and
mortgage lending were deregulated in the 1990s, on the assumption that self-interest and rational
calculation by all parties would prevent excessive systemic risk. Beginning with mass defaults in the
American sub-prime mortgage market and resultant losses on derivative instruments, the crisis spread to
global financial markets when the investment bank Lehman Brothers collapsed in September 2008, and
developed into a credit crunch as inter-bank, commercial and retail lending dried up. This showed
regulators‟ faith in the Efficient Market Hypothesis – which states that markets are “informationally efficient”,
meaning stocks are valued at their true worth and no investor can consistently beat the market without
taking higher risks –to be misguided in several respects. The huge falls in share prices in September 2008
demonstrated the existence of a bubble, where shares had been priced substantially above their
fundamental value (Shiller, 2009). Economic psychologists further argue that investors‟ herd behaviour is
driven less by informed analysis than by Keynesian „animal spirits‟ - “impulse, intuition, dinner party chatter
and fear of being left out”(Shiller, 2009; DeLong, in Shiller, 2009). According to Shiller, investors accepted
the conventional wisdom that rising home prices and securitisation made sub-prime derivatives safe, then
panicked and sold frantically when the crisis hit. Figure 4 demonstrates the irrational volatility of financial
markets, as the ratio of share prices to earnings swings rapidly through optimism and pessimism. The toxic
„junk bonds‟ revealed on many banks‟ balance sheets after the crisis demonstrated that the self-interest of
lending institutions was inadequate in protecting shareholder equity (Greenspan, 2008, cited in Long,
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2009:5). Furthermore, the widespread defaults and foreclosures which have occurred on sub-prime loans
suggest many borrowers operated with asymmetrical information, bounded rationality and inadequate
financial literacy to be termed „rational maximisers‟.

F IGURE 4 – S HILLER P RICE /E ARNINGS R ATIO , 1880-2010. (S HILLER , 2010).

Homo economicus is not broken; as Buchholz (2007) writes, “mainstream economics need [only] assume
that economic forces will, over time, push people and institutions towards rational behaviour”. However,
there are some cases in which it is too simplistic (Frey, 2007:38, Sen, 1977:336), and some scope for
integrating economic psychology into public policy. Markets where „frictions‟ (Akerlof, 2007) such as credit
constraints, market imperfections, information failures, tax distortions, staggered contracts, uncertainty, and
bounded rationality exist are prime examples. These include the stock market, housing market and other
situations where consumers are involved in complex financial transactions. For instance, while consumer
advocacy bodies presently focus on increased competition and choice, simplifying the range of options and
increasing financial literacy would better redress the decisional conflict and information asymmetry in many
transactions. Furthermore, reforms such as the American Federal Trade Commission‟s creation of
mandatory mortgage cost disclosure laws (Mulholland, 2007:70) and Shiller‟s suggestion of a „continuous
workout‟ mortgage (Shiller, 2010) could prevent many of the foreclosures which stem from mortgage cost
blowouts. There are also other applications; for instance, overcoming status quo bias by making organ
donor status the default option.
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In conclusion, these reforms should be considered, but predicting their effect is difficult because
mathematical models which integrate economic psychology remain underdeveloped (Frijters, 2007:29).
This void could lead to overly paternalistic intervention or give excessive discretion to unrepresentative
policy setters (Mulholland, 2007:68; Frijters, 2007; Field, 2007:89). Therefore, there is a need for further
research and economic modelling in this area.
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T ELECOMMUNICATIONS I NNOVATION AND E CONOMIC G ROWTH IN LIC S
Ian Winterburn

The development of mobile telecommunications Networks in low Income Countries is providing real
economic growth prospects for people from all levels of these economies. Further innovation such as
mobile money may provide the opportunity to allow the emergence of entrepreneurs from even remote
communities that historically have been gripped by the cycle of subsistence living and poverty.

I NTRODUCTION
This paper examines the impact of the introduction of mobile communications infrastructure into developing
countries where traditional large scale telecom investment has not yet occurred.

It will focus on the

potential that new technologies present to fast track development that traditionally have relied on capital
intensive investment and the prerequisite large operating scales. (Mandeville T, Kardoyo H, 2009:22)
The rapid deployment of these communication systems over large geographical areas that in many cases
have been devoid of all types of basic infrastructure, have provided the catalyst to produce network effects
characterized by the emergence of rapidly evolving solutions for citizens to solve economic coordination
problems. These innovations in effect have the potential to circumvent to some degree the staged growth
approach towards economic development originally proposed by Rostow. (1960:4-16)
The evolutionary effects of the forces that have been released by these new technologies are producing
innovations that are fundamentally unique to LIC‟s. An example is the concept of mobile money which has
the potential to allow financial transactions to occur between mobile users thus circumventing a whole
stage of the development of traditional financial infrastructure, such as the provision of banking outlets,
ATMs and internet banking.
People that traditionally have been trapped in extreme poverty cycles and the myopic effect of the non
existence of communication infrastructure are being provided the opportunity to be able to conduct simple
commercial transactions using mobile networks from remote locations.

E CONOMIC D EVELOPMENT

AND

L OW C OST K NOWLEDGE B ASED S OLUTIONS

Neoclassical growth models are fundamentally founded on the experiences of western capitalist countries,
where the assumptions of rational and perfectly informed economic agents might be accepted as being
plausible. In context of LIC‟s, these constructs have even less connection to reality. However apart from
these issues, growth models such as those developed by Robert Solow (Manikow, 1992:193-202) focus on
the concept of convergence in the levels of growth towards a steady state of equilibrium. The model
predicts diminishing returns to scale for labour and capital but constant rates jointly. The difference being
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the residual factor created by technological progress and assumed by theorists to be determined
exogenously. (Tadaro M, and Smith S, 2003:130). These models do not provide any dynamic explanation
of the constituent parts of technological progress. (Romer P, 1986:1003-1004)
In contrast endogenous models attempt to provide an explanation of the effect of new technologies and the
development of the stock of human capital has on the rate of economic growth. This would seem to be a
crucial difference particularly from the perspective of a developing economy where capital intensive
solutions are not always available. The endogenous approach suggests that given an underutilized quantity
of unskilled labor, the connection of that labor via a low cost hi-tech communications network for example,
could generate significant improvements in economic output far beyond than what would be predicted by
exogenous growth models. (Waverman L., Meschi M. and Fuss M., 2009)

T HE P OWER

OF

K NOWLEDGE

It is no coincidence that in totalitarian states the first casualty is truth. The suppression of information and
the means to distribute information seem to be the essential tools in the armory of dictators in effecting
controls on a population. This could be regarded as a universal testimony to the power of knowledge. That
is to remove power from a population, a state has to first curtail knowledge. This can be very problematic
for a state intent on such a policy because the greater the stock of knowledge and the means to network
that knowledge, the greater effort required to effect its control.
In a poor country with little infrastructure through which to disseminate knowledge, the resultant lack of
empowerment and the consequential limitation to effect economic change, often has natural origins. For
example, in many parts of Africa where development is minimal and little infrastructure exists, a natural
barrier to communications between agents within the economy is the reality. Unfortunately these adverse
conditions are often perpetuated by dysfunctional states. However if basic human rights are observed and
some form of democracy is allowed to persist, the transformation of economic conditions through the
empowerment of communities is able to be brought about by providing systems to disseminate knowledge .
The literature on knowledge based societies quite often focuses on the post industrial development of an
economy that produces high value added services delivered thorough ever evolving technology.

In

developing countries such as those that exist in Africa, the knowledge that is disseminated often only needs
to be simple but can have profound consequences. For example, a poor farmer in a remote location of
Uganda might not know when best to plant his crops due to seasonal rain fall factors. An SMS call through
the village mobile operator to an agency could provide him or her with knowledge sufficient to make a
decision which could ultimately decide if his or her family eats or starves. (The Economist, 2009:15). The
return on the investment both in economic and human terms is very significant.
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T HE I MPACT

OF

M OBILE T ECHNOLOGY

IN

A FRICA

According to the World Bank when an extra 10 phones per 100 persons are introduced into an average
developing country, GDP will increment by 80 basis points. (Economist,2009:13). When the geographical
distribution of poverty is examined, it shows that 75% of very poor people live in rural communities,
(Bhavnani A, Chui R and Silavszky, 2008: 3), therefore it would follow that the connection of these people
by low cost telecommunication systems could produce a significant improvement on an aggregate level for
a relatively low level of investment.
A study conducted by the World Resources Institute and the International Finance Corporation indicated
that even very poor people living in developing countries were spending scarce dollars on mobile phone
access. In addition, as people‟s incomes increased from “$1 per day to $4” their expenditure grew faster on
this sector than any other. (Bhavnani, 2008:15)
Why is the need to communicate so important to very poor people? It is recognized that a system to deliver
correct price signals, is essential for the functioning of any open market economy (Hayek, 1945:526-530).
The lack of traditional infrastructure such as mail services, telephone land lines and physical markets,
restrict access by rural communities to information on which they have to base economic decisions. The
coordination process is restricted. Where communication systems are introduced positive results have
been observed. In a 2007 analysis conducted by Robert Jensen of Harvard on the fishing industry in Kerala
Southern India, found that between 1997 and 2001 when a mobile service was introduced to the area,
fishers were able to monitor market prices on the way back to port and decide on what to do with the catch.
Consumer prices fell by 4% and fishers profits increased by 8%. (The Economist, 2009:7)
The huge reductions that have occurred in the past five years in mobile phone costs and the access to
micro finance by village entrepreneurs in providing phone services, is rapidly removing the restrictions to
these networks.
Besides the direct benefit of improving access to markets, the ability of people to acquire knowledge on a
range of issues such as agriculture, health, education and the improvement in social cohesiveness through
networking of communities creates spill over effects.
People that traditionally have been locked into generations of subsistence living are suddenly able evolve
the scope of their economic options into entrepreneurial activates. The role of the Ugandan village phone
ladies is a good example of people obtaining micro finance loans to provide a village phone service.
(Economist, 2009:3)
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M OBILE M ONEY
M-PESA is a system which utilizes a mobile phone based service for conducting financial transactions.
Safaricom Kenya‟s largest mobile phone company has 10,000 agents that operate through the country
selling mobile accounts and exchanging money against transactions sent by mobile phone. The mobile
phone becomes a “virtual wallet”. Money can be sent by a remote worker to his or her family who can
retrieve the funds at a local village agent. Since starting in March 2007, seven million subscribers have
joined transacting 1.96 million USD per day or 1.7 billion USD since its inception. The income of rural
dwellers increased from between 5% to 30%. Women previously had to travel for up to a week away from
villages to the cities to retrieve funds. Now these transactions can occur the same day. (CGAP, 2009:1).
“By allowing money to flow electronically rather than physically, M-PESA lessens, and in some cases
eliminates, many of the spatial and temporal barriers to money transfer.” (CGAP, 2009:4). The trust created
in the system has encouraged users to the savings options in the system where in the past no system of
savings existed. (Jenkins B, 2008)

C ONCLUSION
The stages of growth approach towards economic development are based on empirical studies of the
historical sequences in Europe, North America, Japan and currently Asia. The eventual industrialization of
these economies undoubtedly has demonstrated the positive effects in elevating poverty. Although there
are huge internal disparities in the distribution of wealth, the trickledown effect of development has lifted
most people to a standard of living far above that of people in poor countries. The one characteristic that all
these economies display however is the very significant environmental impact this process incurs.
The urgent need to elevate poor people to a standard of living that can sustain life and allow them to
develop their own potential requires a different approach. The slow, capital intensive ecologically expensive
journey through the staged approach (Rostow,1960:9) should be re-assessed in light of the opportunities to
increase the rate of economic growth through hi-tech low cost knowledge based solutions.
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