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Welcome to the first edition of  “Marginal Utility” a student-driven publication that 
looks at current issues in the world of  economics. In this edition you will find a 
review of  popular economics books and the recent award-winning documentary 
“Inside Job”. Furthermore there is a guide to trendy economics blogs as well as 
coverage of  topical issues such as the US Debt crisis, the NZ dollar, and the 
economic impacts of  the Kobe and Tohoku earthquakes. We hope you enjoy 
reading this publication and would welcome any feedback that you might have.

Mark Johnston - HOD Economics. 

m.johnston@kingscollege.school.nz

Editorial
Kenneth Rogoff  – Professor of  Economics at Harvard and former Chief  
Economist at the IMF – has suggested that policy makers have got it wrong in 
describing the recent financial crisis as the ‘The Great Recession’. Rogoff  advocates 
that the “Second Great Contraction’ is a more realistic description of  the current 
crisis in the global economy. The “First Great Contraction” was the Great 
Depression of  1929, but the contraction applies not only to output and 
employment, as in a normal recession, but to debt and credit and the deleveraging 
that typically takes many years to complete.

In a typical recession the economy returns to pre-recession growth within a year 
and in most cases catches up to its rising long-run trend. The repercussions of  the 
financial crisis typically can take 4 years just to reach the same per capita income 
level that it had attained at its pre-crisis peak. The only practical way to shorten this 
coming period of  painful deleveraging and slow growth would be a sustained burst 
of  moderate inflation, say 4-6%, for several years. Although inflation is unfair as it 
is the transfer of  income from savers to debtors, such a transfer is the most direct 
approach to faster recovery. Eventually, it will take place one way or another, as 
Europe is painfully learning.
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Leaving things till the very last minute always has 
consequences. As the world waited in trepidation as 
Congressmen bickered, it looked increasingly likely that the 
unthinkable would happen and the US would default on its 

$14.2 trillion of  debt. Frustration was mounting at the 
inability of  the government to come to an agreement over 
the raising of  the debt ceiling, which normally is a routine 

matter. Republican members of  Congress, especially a 
hardcore group allied to the Tea Party movement, were 
applying the economic principle of  self-interest and holding 

the White House and indeed the entire economy to 
ransom, refusing to accept Obama’s proposal. John 
Boehner, the Republican speaker, repeatedly walked out of  
negotiations, lengthening a political spat that few outside 

America understood. 
Hours before the debt ceiling would have been 

reached, an agreement was made. This initially raised the 

borrowing limit by $917 million, with provision for another 
$1.5 billion if  certain conditions are met. It was seen 
mainly as a victory for the Republicans because it mandates  

some $2.5 billion in spending cuts, while Obama’s call to 
push to raise taxes to generate new revenue was blocked. 
Many analysts have concluded that the Bill is not drastic 
enough, and leaves many of  the most difficult spending 

decisions to a bipartisan congressional committee. Having 
said this, if  an agreement had not been reached the 
consequences of  a default would have been catastrophic; 

the federal government relies on borrowing to finance 
about 40% of  its spending, which means that if  the ceiling 
had been reached it would immediately have had to cut 

spending by that amount. 
That would have meant many Americans going 

without Medicare, without social security and without 
many government services; furthermore, the military would 

have had to stop operating, at least temporarily, as salaries 
for servicemen could not have been paid. Former Treasury 
Secretary Lawrence Summers warned in July 2011 that the 

consequences of  such a default would be higher borrowing 
costs for the US government (as much as one percent or 
$150 billion per year in additional interest costs) and the 

equivalent of  bank runs on the money markets and other 
financial markets. 

The Bill averted that crisis, but that it came so late has 
caused another.  The national debt rose $238 billion (or 

about 60% of  the new debt ceiling) on August 3, the largest 

one-day increase in the history of  the United States. The 
US debt surpassed 100 percent of  gross domestic product 
for the first time since World War II. According to the 
International Monetary Fund, the US joined a group of  

countries whose public debt exceeds their GDP. The group 
includes Japan (229 percent), Greece (152 percent), Jamaica 
(137 percent), Lebanon (134 percent), Italy (120 percent), 

Ireland (114 percent), and Iceland (103 percent). S&P has 
downgraded the country’s credit rating from AAA to AA+, 
stating "The downgrade reflects our opinion that the fiscal 

consolidation plan that Congress and the Administration 
recently agreed to falls short of  what, in our view, would be 
necessary to stabilize the government's medium-term debt 
dynamics", and expressing a lack of  confidence in the 

governmental decision-making process that made it so 
difficult for action to be taken. This could raise the cost of  
borrowing for the American government and make its 

borrowing even more unsustainable. Meanwhile, China, 
which holds large quantities of  US government bonds, says 
the near-default highlights the inefficiency of  the 

democratic decision-making process; in its words the 
political infighting that went on was “immoral” and 
“irresponsible”. Like most of  the world, it is unimpressed, 
because to anyone without detailed knowledge of  the 

American economy and its system of  government, it would 
seem that bickering politicians have nearly plunged the 
global financial system into turmoil.  

US DEBT CRISIS
SHAN JUN CHANG - ST JOHN’S. 

The 2nd August 2011 was a significant day for the US Congress as the United States needed to take action to lift its 
debt-ceiling so that it fulfilled its obligations and paid its debts. Shan Jun Chang discusses the events that unfolded.

MARGINAL UTILITY ISSUE  1TERM 3 2011 

http://en.wikipedia.org/wiki/Lawrence_Summers
http://en.wikipedia.org/wiki/Lawrence_Summers
http://en.wikipedia.org/wiki/Bank_run
http://en.wikipedia.org/wiki/Bank_run
http://en.wikipedia.org/wiki/Money_market
http://en.wikipedia.org/wiki/Money_market
http://en.wikipedia.org/wiki/World_War_II
http://en.wikipedia.org/wiki/World_War_II
http://en.wikipedia.org/wiki/International_Monetary_Fund
http://en.wikipedia.org/wiki/International_Monetary_Fund
http://en.wikipedia.org/wiki/Greece
http://en.wikipedia.org/wiki/Greece
http://en.wikipedia.org/wiki/Jamaica
http://en.wikipedia.org/wiki/Jamaica
http://en.wikipedia.org/wiki/Lebanon
http://en.wikipedia.org/wiki/Lebanon
http://en.wikipedia.org/wiki/Italy
http://en.wikipedia.org/wiki/Italy
http://en.wikipedia.org/wiki/Iceland
http://en.wikipedia.org/wiki/Iceland


KING’S COLLEGE ECONOMICS DEPARTMENT 3

The “R Word” seems to have 
become ever-present in the political and 
business world, both nationally and 
internationally. The Recession, this 

global financial crisis – it’s the media’s 
favourite topic, but do we really 
understand it? Inside Job seeks to both 

explain and clarify the causes of  the 
recession, and get to the bottom of  just 
who the culprits are.

A sound and comprehensive history 
of  American financial law pertaining to 
the regulation of  the financial sector 

provides the initial basis in Part One: 
“How We Got Here”. An explanation 
of  re-regulatory measures (such as the 

revocation of  the Glass-Steagal Act in 1999) aptly 
demonstrates how the building blocks for a bubble that 
would develop in the early 2000s were created. 

Furthermore, crucial perspective is given of  the major 
players in the story that will unfold.  Names like Paulson, 
Greenspan and Summers are profiled, and the domination 
of  corporations Citigroup and Merrill Lynch is exposed.

The process by which the financial bubble was burst in 
the mid-2000s is outlined, with a clear diagram of  CDO 

and sub-prime lending structures simplifying what could 
have developed into a problem for viewers; a complicated 
financial situation that without dilution makes sense only to 

those who have examined the situation before. 

From here, the documentary seeks answers as to why 
this sub-prime and CDO meltdown had to happen in the 

first place. Naturally, this means the examination of  
personalities involved, and the near-interrogation of  those 
particularly relevant or implicated in some way.  This sheds 

much light on just what was behind the bubble as CEOs, 
consultants and even Governors of  the Federal Reserve are 
asked the hard questions. Accountability is searched for 

and the ethics of  banks credit agencies questioned.

This exposes strikingly the inability on the part of  
many at the top of  the financial world to accept blame or 

even provide real answers as to why the world is in the 
relatively poor state it is currently in, but also provides what 

can only be described as the comedic 
side of  the documentary.  We see 
former Fed Governor Frederic Mishkin 
stutter his way through an interview 

which culminates in the absurd claim 
that he left the treasury at the height of  
financial crisis in order to “revise a 

textbook” - see cartoon by Jay Kim 
(Averill).  Some explanations are cringe-
worthy, and some interviews even 

become confrontational; Dean of  
Columbia University Glenn Hubbard 
challenges the interviewer to “give it 
your best shot”, while on more than one 

occasion, the cameras are ordered 
sternly to be turned off. Not only does 
this make for compelling viewing, but is 

also tremendously telling as far as placing blame, as these 
supposedly high-powered individuals seem to have no 
answers whatsoever. 

The production itself  is sharp, with Matt Damon’s 
commentary keeping the viewer engaged and informed. 
Images from the American Mid-West to remote Iceland are 
present at one time or another, ensuring the documentary 

is both analytically sound and interesting to even a 
previously ignorant observer. One could argue that Inside 
Job is somewhat one-sided, with a clear bias against big 

business and corporate types.  Little opportunity for 
defence is given to people like Hubbard and Mishkin, the 
film portraying them in the worst possible light. Overall 

though, Inside Job is a telling look at just why we find 
ourselves in the worst financial state for at least 20 years.

DVD REVIEW - “INSIDE JOB”
ANDREW GRANT - MARSDEN

Inside Job is the critically acclaimed movie about the economic crisis of 2008 and the role of  Wall Street in modern 
society.  Andrew Grant gives his thoughts on it.
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John Maynard Keynes and Friedrich August Hayek 
were both leading economists, forging their ideas after the 
Great Depression in the late 1920s. This, however, is about 
the extent of  their similarities, as Keynes talks of  lifting 

aggregate demand through government stimulus, while 
Hayek opposes this directly, instead calling for free-market 
capitalism to be left to is own devices.

J. M. Keynes focuses his economic policies on the 
‘psychology, uncertainty and expectations driving 

macroeconomic decisions and behaviour.’ Keynes believes 
that while the Free Market is volatile, prone to periods of  
recession or depression, such markets are not always self-
correcting, and often in situations such as these, the 

standard rules of  economics no longer apply. Believing that 
the effects of  the negative multiplier and accelerator can 
drag an economy to a low level where it will remain until 

external stimulus is applied, Keynes talked of  the 
requirement for increased government borrowing, the only 
way he believes Aggregate Demand can be boosted 

(effectively a belief  in the effects of  fiscal stimulus). Such a 
belief  stems from the theory that while an economy can 
normally move from recession to recovery by a reduction in 
interest rates, there is a level below which nominal interest 

rates cannot go, as they prove ineffective, leaving 
conventional monetary policy powerless. The situations 
where this is most notable, are in large demand-side shocks, 

caused by events such as a collapse in confidence or a steep 
fall in the supply or availability of  credit. Keynes’ policy is 
summed up by Lord Skidelsky: “You can’t cut your way out 

of  a slump; you have to grow your way out”. It was these 
policies that governments appeared receptive to, and hence 
they took on notable popularity in western economies in 
the 1950s and ‘60s.

F. A. Hayek however, opposed these theories with his 
own set of  policies. He was of  the belief  that it was not 

possible to spend your way out of  an economic crash, and 
‘genuine recovery’ called for more then a continuation of  
adequate spending, it needed a return to sustainable 
production. His solution to the presence of  distortions 

caused by ‘easy money’ during the ‘boom-era’, was to 
liquidate everything that had been ‘nurtured by easy 
money policy’, a policy which, if  pursued, would see the 

insolvent banks that unwisely lent or invested money go 
bust. Hayek’s beliefs can be described with Professor 
George Selgin’s analogy that “The economy is like a drunk 

throwing up the morning after the night before”. In a 
situation where it is trying to ‘disgorge itself ’ of  the bad 
investments, which institutions had been tempted by with 
the presence of  easy money, giving it more money will not 

prevent the inevitable suffering. While the situation may be 
masked, or delayed, it is simply at the cost of  more 
suffering later. Hayek believed that in an economy’s cycle, it 

was the boom that was the illusion and the slump reality, 
and in order to promote sustainable growth it was private 
investment that would work, as opposed to government 

spending.

Despite originating out of  similar times, these two 
economists were starkly opposed to one another’s theories. 

As Hayek believed in free-market capitalism, and Keynes 
pursued a belief  in government stimulation, it was Keynes’ 
policies that were adopted. Despite such differences, 

however, the two supposedly took a liking to one another, 
and as Keynes stated “we get on very well in private life …. 
But what rubbish his theory is”

HAYEK V KEYNES
REBECCA BULLEN - MIDDLEMORE

In “Fight of the Century”, Keynes and Hayek weigh in 
on these central questions. Do we need more 
government spending or less? What’s the evidence that 
government spending promotes prosperity in troubled 
times? Rebecca Bullen takes a look at the academic 
polarisation of their ideas.
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This year alone we have seen global financial markets 
petering on the edge of  collapse and worldwide speculation 
about our economic stability and future. The Media have a 
tendency to blow matters out of  proportion and portray 

everything from their political stance, so a question I’m 
sure you all have been asking is, who can we turn to in 
these dark times for reliable information and assurance on 

the economy we are all now living in?

The answer, I’m almost certain, is to be found in the 

world of  economists, blogging to their hearts’ content 
about issues ranging from national security to the price of  
milk. 

Many of  us have heard of  and read an article or two 
from the renowned blogs of  Nobel laureate Paul Krugman 

The Conscience of  a Liberal  -

 http://krugman.blogs.nytimes.com -  and Marginal 

Revolution by Georgetown University Professor Tyler 

Cowen -  http://marginalrevolution.com/ - examine in 
depth the current economic climate and major decisions by 
the most significant economic institutions around the globe. 

However, these are often targeted at the graduate 
businessman and in the myriad of  economics blogs that 
can be found on the Internet there are many that may be 

far more accessible.

The tutor2u -  http://www.tutor2u.net/blog/

index.php/economics- blog puts current issues into terms 
understood by A Level Students, linking them to key theory 

from the syllabus. For a student, this makes the issues easy 
to understand and the blog addresses a wide range of  
current affairs without getting weighed down by 
complicated indicators that lose readers halfway down the 

page. 

Steven D. Levitt and Stephen J. Dubner, co-authors of  

Freakonomics also keep a blog - http://
www.freakonomics.com/blog/ -  looks at popular current 

topics, often with a quirky twist that makes for engaging 
and enjoyable reading.

On the New Zealand blogging scene, chief  economist 

of  the BNZ, Tony Alexander, publishes on his website 

three or four times a week about how the global financial 
issues are bound to affect New Zealand - http://
tonyalexander.co.nz/. He puts issues into a domestic 

perspective and focuses on the New Zealand economic 
climate. 

Finally, a personal shoutout to Econfix - http://
econfix.wordpress.com . While it may not have as many 

readers as some of  the other blogs mentioned above, I 
believe it has a market niche for students. With a daily post, 
and commentary on topical issues it is not only relevant, 

but also often acts as a bridge to a more complex article by 
highlighting the key points then providing a web link for 
further reading. Econfix also has a unique ‘eco-comedy’ 

section, something I didn’t encounter elsewhere during my 
travels through the global sea of  economics blogs and 
articles. 

ECONOMICS BLOGS
HENRY BLACK - GREENBANK

There are thousands of economics blogs out there in cyberspace. Henry Black picks out some of  his favourites and 
explains why.
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A ferry ride across calm seas beneath brooding clouds 
to the wildlife sanctuary of  Tiritiri Matangi Island was an 
apt metaphor while reading Tyler Cowen’s The Great 
Stagnation. Cowen’s essential thesis is that the low hanging 

fruits of  cheap (including stolen) land, easily educated 
labour and world-changing innovation have come and 
gone. In short, diminishing returns to ideas and man’s 

increased consumption have outstripped America’s ability 
to grow as it once did. The present financial malaise is 
summarised by Cowan in eight 

words: “We thought we were 

richer than we were.” The 

interest bill associated with the 
increased debt leveraging that 
followed is simple arithmetic.

 
One can only agree with Cowen 
when he asserts that – the internet 

apart – modern life has progressed 
little since the 1950s with labour-
saving devices such as washing 
machines, motor mowers, and home 

entertainment and communications 
with radio, television and the 
telephone. While the quality of  these 

appliances has improved (cheaper/
smaller/faster), their stunning 
achievements to save time have 

improved little. Indeed, Cowen’s 
reflections on modern society are similar to those of  my 
university professors, who convinced us that most middle-
New Zealanders had domestic conveniences considerably 

in excess of  the Tudor monarchs and we do not have to 
contend with court intrigues to achieve them. But Cowen 
goes further. He analyses the Internet’s impact to benefit 

out lives and has observed that much of  its gains – 
entertainment, education – have come at little or no cost, 
and these unrecorded benefits are not reflected in any 

generally accepted economic statistics. Indeed, many 
producers have experienced a decline in output as a result 
of  free Internet material, and these are recorded as a cost.
 

There is something Darwinian that seems to permeate 
Cowen’s work. This is one of  the many unstated 
assumptions: organisms can only become a certain size 
before their success becomes their weakness - think of  large 

trees on slopes. There are limiting factors to economic 
growth despite the ills frequently put out by 
environmentalists. Cowen focuses on ideas and how they 

can be developed so far and then gains become 
increasingly small.

 

At 89 pages there is more suggested 
than said, with many opportunities 
lost. Cowen’s hope in gaining more 
low-lying fruit and thus a pull out of  

stagnation, lies in scientists delivering 
the “next big innovation”. This is 
limiting, and yet he only nods at Ayn 

Rand and others who include all 
creative peoples as innovators. He 
names only Mark Zuckerberg as a 

recent mega-innovator and notes that 
he was an amateur. Innovative faith 
should lie in amateurs: Edison, 
Dyson, Britten and their kind who, in 

New Zealand parlance, mastered the 
No.8 wire and changed the world.
 

I liked The Great Stagnation. It’s brief, 
factual, to the point, clear in its 

expression of  declining returns to scale 

but optimistic that creative people hold the key to the next 
bough of  easily had fruit. As an economics tract it will 
spawn believers of  all persuasions from those who will use 
it to back their Malthusian gloom of  over-population and 

peak oil to Randite hardliners on self-interest generating 
wealth. Cowen, to his credit, takes no sides in the political 
mire than hinders American life, but writes cogently and 

persuasively about how our expectations developed from 
our past need adjustment in our futures. The brooding 
clouds are still on the horizon, but there are islands of  

unique ways of  doing productive things just waiting to be 
discovered.

BOOK REVIEW - “THE GREAT STAGNATION” 
BY  TYLER COWEN
WARREN BAAS - ECONOMICS DEPARTMENT

‘The Great Stagnation’ the recent book by Tyler Cowen (seen by many as America’s hottest economist’s) has shown 
up twice on the New York Times' e-book bestseller list.  
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Not so recently, upon hearing discussion of  economics,  
most would have instantly drifted into a deep sleep as a 
result of  the extremely unexciting nature (and reputation) 
of  theoretical economics. More recently though, the study 

of  economics has become popularised through books such 
as Freakonomics (Steven Levitt & Stephen Dubner), which 
has sold over 4 million copies worldwide. This 

popularisation is largely thanks to the new directions in 
which economics is heading. Foremost in these new 
directions is the idea of  ‘behavioural economics’. This 

theory deviates from the currently accepted views of  how 
economies operate. 

Economics as we know it today, works on several 

assumptions, that allow economists to create theoretical 
models. These models lead to all sorts of  scintillating 
algorithms, formulae and graphs, which are subsequently 

applied to the ‘real world’ by politicians, financiers and 
businessmen. The main assumption that economics 
operates on is that the consumer (and producer) is rational. 

That is, people will be forced to make a choice as a result of 
scarcity, and in this choice will maximise their total 
satisfaction (utility). This could be in any pursuit ranging 
from buying lunch, to buying a house. Whatever the 

scenario, it is assumed that all consumers will make a 
rational choice in their own best interests. Superficially, this  
seems to be a logical assumption – why would anyone act 

in a way that disadvantaged them? However, as recent 
global financial chaos indicates, all of  these assumptions, 
theories and their main indicators (growth, unemployment, 

inflation and balance of  payments), may be deeply flawed.

Unfortunately, for those of  you who enjoy algorithms, 
it turns out that people are not so rational after all. In 

reality, humans are deeply complex beings, and are prone 
to acting irrationally rather often. People procrastinate, 
neglect their health, let their emotions cloud their 

judgement and spend more money than they have (as has 
become so glaringly obvious in the recent debt crisis). This 
is where ‘behavioural economics’ becomes relevant. This 

field takes note of  the many intricacies of  human 
behaviour, acknowledges that humans are not always 
rational and act differently all the time. At the same time, 
however, it acknowledges the traditional theories of  

economics. The result of  this is a mixture of  psychology 
and classical economics, that is becoming ever more 
predominant in global thinking as people become jaded 

with concepts and solutions that have failed on so many 
occasions.

Ultimately, such a shift in thinking was inevitable. As 
John Maynard Keynes pointed out, our current economic 
indicators would eventually become useless, and new ones 

would have to be found. Our current models, indicators 
and theories are somewhat antiquated and do not take into 
account the complex way in which people live. 

‘Behavioural economics’ is representative of  the innovative 
and interesting ideas that are developing in the world of  
economics, which will hopefully shed some light on how to 

create more stable economic environments in the future.

BEHAVIOURAL ECONOMICS: ALGORITHMS, FORMULAE AND GRAPHS
MITCHELL BAKER - MAJOR

The basis for a majority of economic models is the assumption that all human beings are rational and will always 
attempt to maximize their utility (satisfaction). Mitchell Baker discusses how economists are now becoming more 
captivated by the most down-to-earth interactions based on human emotions. 

MARGINAL UTILITY ISSUE  1TERM 3 2011  



KING’S COLLEGE ECONOMICS DEPARTMENT 8

Game theory involves studying the alternative strategies a 
person may choose to adopt depending on their 
assumptions about their rivals’ behaviour. The most 
significant research into penalty kicks has been done by 

Steven Levitt (co-author of  Freakanomics) who co-
authored a paper on mixed strategies when players are 
diverse in their decision making and studied 459 penalties 

in the Spanish and Italian leagues. Another economist 
Ignacio Palacios-Huerta analysed 1417 penalty kicks from 
several European countries during the period 1995-2000.

Technically the kicker and the goalkeeper play a zero-sum 
game – any gain for one player is exactly offset by the loss 
to the other side – plus one goal for me is minus one goal 

for you. The situation that kickers face in a penalty kick is a 
simultaneous-move game where they have three alternative 
strategies: shooting right, left, or centre. Similarly the 

goalkeeper also has three alternative strategies: dive to the 

right, dive to the left or remaining in the centre of  the goal. 
In defining the sides of  the goal researchers use the 
“natural side” of  the kicker (which is the goalkeeper’s right, 
if  the kicker is right-footed, and the goalkeeper’s left, if  the 

kicker is left-footed) and the “opposite side”. Labeled like 
that, the strategies of  both kicker and goalkeeper will be to 
choose the natural side of  the kicker (NS), the centre (C) or 

the opposite side (OS). The normal form of  this game 
between the kicker and the goalkeeper can be represented 

through a scoring-probability matrix above. We assume 
that there can be six different values:

A=Probability when the kicker chooses NS and 

goalkeeper chooses C or OS 

B=Probability when the kicker chooses OS and 

goalkeeper chooses C or NS 

C=Probability when the kicker chooses C and the 

goalkeeper chooses NS or OS 

D=Probability when the kicker chooses NS and the 
goalkeeper chooses NS 

E=Probability when the kicker chooses OS and the 
goalkeeper chooses OS 

0=Probability when the kicker chooses C and the 
goalkeeper chooses C 

So from the above you can assume the following 
probability values: 

A > B > C > D > E > 0

GoalkeeperGoalkeeperGoalkeeper

Kicker

NS C OS

Kicker
NS D A A

Kicker
C C 0 C

Kicker

OS B B E

From the data collected by Basque economist Ignacio 
Palacios-Huerta he calculated the proportion of  successful 
penalty kicks. The table below shows the success rate of  
penalty takers when they went to their natural side and 

opposite side when the goalkeeper went his natural side 
and opposite side (see right). Notice that when the kicker 
went NS and goalkeeper OS the success rates was 95% – 

the remaining 5% missed the target. Similarly when the 
kicker went OS and goalkeeper went NS – 8% missed the 
target.

GoalkeeperGoalkeeper

Kicker

NS OS

Kicker NS 70% 95%Kicker

OS 92% 58%

GAME THEORY AND PENALTY 
KICKS 

MARK JOHNSTON - ECONOMICS DEPARTMENT
With the start of the football season in Europe and the potential 
impact of penalty kicks deciding matches, it might be appropriate 
to consider the relevance of game theory – economists hold in 
high regard the penalty kick as a real-life example of game theory.
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2008 UEFA Champions League final – Chelsea v Manchester Utd.
If  you have read the book  Soccernomics you will be well aware of  the events that unfolded in this game. Ignacio had been 
recording how penalties were being taken and wrote an academic paper on strategies that players and goalkeepers employed. 
A mutal friend of  Ignacio and Chelsea manager, Avram Grant, brought the two men together and subsequently Ignacio sent 
Grant some facts regarding Man Utd, in particular about their goalkeeper Van der Sar. There were 4 main points:

1. Man Utd goalkeeper (Van der Sar) tended to dive to the kicker’s natural side (i.e. GK’s right for a right footed kicker)
2. Van der Sar tends to save penalties that are hit at mid-height

3. Man Utd midfielder Cristiano Ronaldo often stops in his run-up and if  he does the ball is kicked towards the right hand 
side of  the keeper. It was important that the Chelsea goalkeeper, Petr Cech, did not move early. When goalkeepers moved 
early Ronaldo always scored.
4. If  you win the toss you take the first penalty. 60% of  teams going first win the game.

Man Utd’s Rio Ferdinand won the toss and went first – not a good omen for Chelsea. Looking at the penalties and relating it 
to Ignacio’s research we see the following:

Chelsea - Penalty takers
1. Ballack – OS – left. Van der Sar dives left – GOAL
2. Belletti – OS – left. Van der Sar dives right – GOAL
3. Lampard – OS – left. Van der Sar dives right – GOAL
4. Cole – NS – left. Van der Sar dives left (as advised by Ignacio ball hit hard and low) – GOAL
5. Terry – OS – left. Van der Sar dives right – NO GOAL – hit the post
6. Kalou – OS – left. Van der Sar dives right – GOAL

Up to this point all Chelsea right footed players had taken on the advice of  Ignacio and hit to their opposite side – Van der 
Sar’s left.

Man Utd
3. Ronaldo  paused in his run-up. Petr Cech stayed upright for as long as possible and dived right – NO GOAL – saved.

Sudden death
It seemed that Chelsea’s strategy of  going to Van der Sar’s left had been hatched by someone on the Utd bench. As Anelka 

prepared to take Chelsea’s 7th penalty Van der Sar pointed to the left corner. Now Anelka had a terrible dilemma. This was 
game theory in its rawest form. So Anelka knew that Van der Sar knew that Anelka knew that Van der Sar tended to dive 
right against right footers. Instead, Anelka kicked right, but it was at mid-height, which Ignacio had warned against. – 
Soccernomics Page 127

7. Anelka – NS – right. Van 
der Sar dives right – NO 
GOAL – saved (see 

photo). If  Anelka had 
taken Ignacio’s 
advice would Chelsea 

have won?
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A nations currency is an indicator by which a nations economic value, strength and political stability can be assessed and a 
measure of  its ability to deliver to a holder, the currency of  goods and services 

In the recent months the New Zealand Dollar has continued to rise until it reached US$0.88 and then dropped back down 

to 0.73 - see graph below. The recent fluctuating dollar has had many effects on the imports and exports of  the countries as, 
despite making imports cheaper, exports become more expensive and therefore less competitive on the world market. The 
strengthening of  a currency results from strong economic fundamentals containing many benefits but also disadvantages. 

Some of  these factors include: balance of  payment surpluses, strong GDP growth, low unemployment, high manufacturing 
output, strong exports, good 
harvests and high global food 

prices. Currently it is the latter that 
has been very influential in the  rise 
of  the NZ$. 

The NZ$ has also strengthened 
because of  the “carry trade”. This 
is when an investor is attempting to 

capture the price appreciation or 
depreciation in a currency while 
also profiting on the interest differential. Using this strategy, a trader is essentially selling a currency that is offering a 

relatively low interest rate while buying a currency that is offering a higher interest rate. This way, the trader is able to profit 
from the differential interest rate.

For example one of  the most popular pairings is the New Zealand dollar/Japanese yen. Here, a carry trader would borrow 

say 100,000 Japanese yen at 0.5%, and then convert it into New Zealand dollars. After the conversion, the speculator would 
then buy Kiwi bonds earning 8%. Therefore, the investor makes a 7.5% return on the interest alone after taking into 
account the 0.5% that is paid on the yen funds.

Having a strong currency has many advantages for New Zealand. Firstly, it boosts the real living standards of  consumers - at 
least in the short run – providing for example, an increase in the real purchasing power of  NZ residents when traveling 

overseas. Secondly, it is cheaper to import raw materials, components and capital inputs – good news for businesses that rely 
on imported components or who are wishing to increase their investment of  new technology from overseas countries. This 
helps keep inflation low.  There is also a lower cost of  government borrowing, and this improves the government’s fiscal 
position. 

However when a currency is strong and the economy is booming there are also negative connotations. A stronger currency 
means that a country’s exports on the world market become less competitive to overseas buyers. If  our exports fall, then this 

has a negative impact on economic growth and can lead to an increase in unemployment and a reduction in real capital 
investment spending. “The higher dollar was preventing it making any money from its United States market and shaved 
about $2 million from its profits during the past financial year”, New Zealand King Salmon Chief  Executive, Grant 

Rosewarne explained. A higher rate of  currency also means that is more expensive for tourists to visit New Zealand thus 
affecting the total revenue for the NZ tourist industry. There is also less foreign investment. Domestic consumers can also 
compete on price with the increase of  price on the world market. Across the ditch the commodity boom in Australia has 
lifted the Australian dollar by more than 43% and in July this year it bought US$1.10. This has put a lot of  pressure on 

exporters who sell goods and services that are more elastic in demand.

THE NEW ZEALAND DOLLAR AND THE ADVANTAGES 
AND DISADVANTAGES OF HAVING A STRONG CURRENCY
GEORGIA HARRISON - TAYLOR

Over this year it has largely been one-way traffic for the New Zealand dollar and it has reached a new post-high 
against the US dollar at 88 cents . Georgia Harrison looks at the effects of having a strong currency. 
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On March 11th, 2pm local time, one of  the biggest 
earthquakes ever recorded in recent history hit the north-
eastern coast of  Japan; and this was followed by a tsunami 
that stole many lives away, washing ships into the shore, 
destroying houses and leaving devastation in its wake. A 
day after the horrifying earthquake, an explosion at a 
nuclear power station occured. This had drastic effects on 
Japan, not only emotionally and physically, but on its 
economy.

Kobe (1995) Tohoku (2011)

✦ Kobe (and affected 
regions) provided 12.4% of 
Japan's GDP (gross 

domestic product) in 1995. 
✦ $120 billion in damages 
✦ Kobe GDP declined to 
24.4% by the end of June 

✦ The Nikkei 225 regained 
its pre-quake level by mid-
December 1995. 

✦ Kobe was one of the 
biggest ports in Asia and a 
very industrial part of Japan

✦ Damage = 2% Japan GDP

✦ Not as industrialised 
as Kobe so only affected 
7.8% of Japan’s GDP. 

✦ $85-billion injection 
into the markets 
✦ The effect was more 
emotional than 

economic.  The 
earthquake was on a 
bigger scale but affected 

less of the industrial part
✦ Damage = 4% Japan 
GDP

It is too soon to estimate the likely effect of  both the 
tsunami and the quake on the economy of  the Tohoku 
region as, unlike the Kobe earthquake, authorities are still 
dealing with the effects on the nuclear power plant. To put 
it in perspective Kobe measured 6.8 in magnitude and 
Tohoku was 8.9 - Tohoku being 200 times stronger than 
the Kobe quake. 

Here's how Japan's leading stock-market index, the Nikkei 
225, was affected in the immediate aftermath of  the 
Tohoku and Kobe quakes:

Tohoku earthquake on 11th March 2011.

Date Nikkei 
225

Change % 
Change

10th March (Thursday) 10434 - -

11th March (quake 
2:15pm) 10254 -180 -1.7

14th March (Monday) 9620 -634 -6.2

15th March 8605 -1015 -10.6

3 days change -1829 -17.50%

Kobe quake on 18th January 1995:

Date Nikkei 
225

Change % 
Change

17th January 19241 - -

18th January (Quake) 19223 -18 -0.1

19th January 19076 -147 -0.8

20th January 18840 -236 -1.2

23rd January 17785 -1055 -5.6

Four days   -1456 -7.60%

As seen above, after the Kobe earthquake the Nikkei 
plunged down by 5% in 4 days, but not as steeply as the 
10% following the Tohoku earthquake. This is due to the 
fact that the Tohoku earthquake was on a much bigger 
scale, and this led to more uncertainty  about the Japanese 
economy and its current ability to cope with such a 
significant natural disaster.

Following the Kobe quake, the damage to physical capital 
was US$114 billion, 2.3 per cent of  Japan’s GDP and 
around 0.8 per cent of  Japan’s physical capital stock at the 
time. The economic impact was estimated at up to 10 per 
cent of  Japanese GDP.  Just over a year later 
manufacturing output in the Kobe region reached 98 per 
cent of  pre-quake levels and soon after exports were 
running at 85 per cent of  pre-quake volumes. Some 
Japanese analysts are predicting that the effects of  the 
Tohoku earthquake on Japan's economy will be minor and 
mostly short lived. 

THE EFFECT OF THE KOBE EARTHQUAKE (1995) AND THE 
TOHOKU EARTHQUAKE (2011) ON THE ECONOMY
TOMO GREER - MIDDLEMORE
The Tohoku earthquake/tsunami this year brought a significant loss of life and also impacted on the Japanese economy. 
Tomo Greer compares the recent earthquake with that of the major quake in Kobe in 1995.
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Tohoku recovery?

However there are those that are skeptical about the future of  the region and are of  the opinion that the catastrophe will 
harm the economy. Some analysts have argued that those who predict that the reconstruction effort could help Japan's 
economy have fallen prey to the broken window fallacy.  In March this year the Bank of  Japan said they expected "a big 
decline in production, [leading to] an adjustment in the economy initially with exports and inventories falling and imports 
rising... Demand created by reconstruction projects will emerge after that." The government said that reconstruction in the 
ongoing year could raise GDP by 5 trillion yen to 7.75 trillion yen. By the end of  June 2011, 209 companies in Japan had 
been forced into bankruptcy by the disaster, 30 of  which were based in Iwate, Miyagi, or Fukushima prefectures. The 
companies left behind ¥101.1 billion in liabilities.

Local prospective

Over the July holidays this year I spent a week in Japan and did some research within the media to find out what the locals 
were saying about the situation, and what some smaller scale effects the earthquake was having on the economy

•The fish market (tsukiji tokyo) already had 1/3 of  the customers in March
•There’s deflation; tai (fish) usually costs 4000 yen but it has decreased to 3000 yen
•Never before has there been this much damage to the fish market
•Revenue decreased by 50.3%

Japanese are known for always saving money instead of  spending. ‘setuyaku.’

•Fish market owner says keep buying the basics; rice, fish, sake.  Everyone has to contribute to the economy by spending.
•“We’ve got to keep buying and buying… or the foreigners will go home!” –worker at the fish market
•Mentality of; work, earn, spend
•Mayor of  that city suggests local activities such as a family marathon will return the region to  normality

At present the Kobe earthquake seems to have impacted more on the economy than has the recent Tohoku earthquake - 
although the latter was on a bigger scale resulting in many more deaths. However, as the physical damage from the Tohoku 
quake is greater, even though it has affected the less industrial parts, it will take longer for the region to recover. Overall it is 
hard to predict how the economy is going to perform over the next year, bearing in mind that  Japan is still dealing with the 
critical damage done to the Fukushima Daiichi nuclear power station.
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Have you ever wondered why equally skilled workers seem 
to earn different amounts? Why renting a car could be $25 
dollars per day when renting a suit can cost $45 a day? Or 
perhaps why black and white photographs sell for more 

than colour ones? All of  this can be answered through 
simple and understandable economic explanation. Robert 
H. Frank's, The Economic Naturalist truly does show 'Why 

Economics Explains Almost Everything' in the modern 
world.

Milk cartons are a particularly useful, if  slightly outdated, 
system of  transporting desired amounts of  milk. But if  you 
consider what differentiates normal milk cartons from 
other drink packaging in a supermarket, the shape is 

generally the first noticeable difference. Most drinks such 
as Coca-Cola or the assortments of  Guarana and Taurine, 
come in the cylindrical cans, whereas the 

cartons are clearly in a rectangular shape. If  
you considered the amount of  extra space 
that rectangular cartons have in comparison 

to these other cylindrical counterparts, you 
would realise that by making the container 
rounded you are wasting shelf  space. This is 
blatant inefficiency from the manufacturers 

of  these commodities, but seems justifiable if 
you take into consideration that these are 
consumer goods and the shape, colour, size 

and all-round aesthetics are part of  the 
attempt for greater competitiveness 
throughout their respective markets. Milk's 

market is along more of  a necessity line, needed for dairy 
and baby products, so it will have a low price elasticity 
meaning that an increase in price has a less of  a 
proportionate reduction in quantity demanded. This is one 

reason why New Zealand has still been doing well even 
with the current high exchange rate. Consumers of  this 
product don't pay for the packaging, they will take the 

lowest market price so that demands are met within their 
own markets or economies. Fancy bottles would only add 
to the additional costs of  production making milk more 

expensive and uncompetitive. With these low prices on 
offer, the world could buy 25% of  it's milk from New 
Zealand which would provide added revenue for the 
economy.

New Zealand is becoming, slowly but surely, more 
Americanized with each year that passes. There is an ever 
growing consumer attitude which has been fostered within 
the general public, the much craved retail therapy. To 

simply spend money on something that you do not 
necessarily need, only to gain the added Satisfaction 
(utility) or if  a good is on  'sale' so buying it must be just 

what you need. Also from this Americanization there has 
been the sense of  bustling city life which runs literally 24 
hours, 7 days a week. But why do these shops have locks on 

their doors? If  they are always open they theoretically 
don't need to own doors at all in the first place, but 
assuming they are necessary, why would they possess these 
unused locks? Perhaps they are required by law or by their 

respective commercial building codes, or if  the shop had to 
be closed down for security and/or emergency issues. 

Nevertheless, they could always purchase 

doors without locks for these sleepless 
convenience stores, but buying doors without 
locks could be more expensive than buying 

them with locks automatically installed. For 
example, a company has a production line in 
an industrial workshop. There would be 
molds and such, that are used over and over 

again within a working day, to produce these 
doors with locks already installed into them. 
By creating a completely different mould for 

these other doors which will not have locks, 
there will be extreme set up costs of  
production, which will lead to higher prices 

over both the two doors’ prices. This is a worse inefficiency 
to the economy than never being able to use your key on 
your door, or wasting a locking mechanism within one pair 
of  doors that could have been used in an alternative 

product. Efficiency is reached through a sense of  
uniformity over all the products, in this example doors.
Robert H. Frank shows us all how simple questions on 

minor details from everyday common speak can be 
explained using basic and understandable economic 
theory.

It's also an extremely interesting read; it answers 
everything from why taxi drivers stop work early on rainy 
days, to why Kamikaze pilots still wore helmets while flying 

into wars.

BOOK REVIEW - “THE ECONOMIC NATURALIST” 
BY ROBERT FRANK
JORDAN DARROW - PEART
Introduced this year as part of the AS course Robert Frank’s book which employs basic economic principles to 
answer scores of intriguing questions from everyday life, is reviewed by Jordan Darrow
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Emirates Airline is one of  the most important assets Dubai 
has when referring to the growth of  Dubai as a city. 
Through the 2015 Dubai Strategic Plan, the Dubai 
Government plans to create a city and Emirate that is not 
dependent on revenues that are solely generated from Oil 
reserves. Their main aim is to create in Dubai a hub that 
caters for both the financial services and commercial 
industries as well as making Dubai a tourism centered city. 
None of  this would happen without a highly efficient 
transport infrastructure internally and externally. Emirates 
connects Dubai to over 100 destinations worldwide, which 
enables it to open Dubai up to many new markets 
providing more opportunities for expansion. This along 
with the Dubai governments multiple ‘Open Skies’ 
agreements with many of  the worlds major emerging 
economies such as India and China, enables Emirates to 
capitalise on booming demand for both passenger and 
cargo services.

Dubai, the centre of  the world....
Emirates, along with many other middle-eastern carriers, 
benefits from the favourable location of  its hub, Dubai. 
Emirates operates a “hub and spoke” style route map 
which means that all flights will originate and return to 
Dubai, which handles all of  Emirates’ traffic. Other airlines  
operate a “point-to-point” network which means 
operations aren’t centered around one airport. This 
obviously increases logistical costs and prevents other 
airlines from benefiting from potential economies of  scale 
experienced by Emirates at Dubai. 

Dubai is placed perfectly between east and west which 
enables it to exploit unprecedented demand on some of  the 
worlds most popular air-routes including, Asia-Europe, 
India-USA and Europe to Australasia. The fact that a mere 
3.5 Billion people live within 8 hours of  Dubai makes 
serving these markets easier with more frequent 
connections. 

Emirates serves a multitude of  secondary markets that are 
largely un-touched by legacy carriers such as BA, SQ, LH 
etc. For instance a passenger wanting to travel from 
Newcastle-Sydney previously would have to make a stop at 
London Heathrow and Singapore when flying on BA, but 
with Emirates a one stop service is created via Dubai. 
Servicing these secondary markets is crucial to Emirates’ 
feed of  passengers into Dubai. 

Scheduling        
Emirates benefits from serving markets generally neglected 
by legacy carriers. Countries that aren’t served by an 
efficient national carrier with a large route network are, in 
the words of  Tim Clark (Emirates President), ‘a ripe fruit 
waiting to be picked’. Destinations across Africa and 
regional destinations across the Middle-East and India 
have massive pools of  potential passengers that can’t travel 
due to a lack of  flights from their home cities. This is where 
Emirates’ hub is so effective. One flight from the regional 
city of  Kozhikode in India opens up around 100 
destinations for passengers in that city. 

High frequency flights to major destinations also play a key 
role in creating convenient connections which are swift and 
efficient. Most destinations are served twice daily on 
Emirates’ network, which co-incides with the two major 
waves of  arrivals and departures at Dubai. The first wave 
occurs from about 5AM-10AM and the second from 
6PM-11PM. This means Emirates can allocate resources 
effectively for these two waves, benefiting from the reduced 
costs associated. 

AIRLINES - EMIRATES
ANDREW LARKEY - ST JOHN’S
Emirates has developed as one of the major international carriers in a relatively short period of time. What are its 
secrets? Andrew Larkey finds out.

MARGINAL UTILITY ISSUE  1TERM 3 2011



KING’S COLLEGE ECONOMICS DEPARTMENT 15

Emirates SkyCargo
Emirtes SkyCargo generates 20% of  Emirates’ annual revenues, which is the second largest in the industry after Lan Chile, 
transporting over 1.2 million tons of  cargo last fiscal year onboard dedicated freighters as well as in the 
hold of  current passenger aircraft. Emirates SkyCargo, like its larger brother, benefits from connecting exporters and 
importers from emerging markets to already developed markets, creating a much more cost effective solution for many 
businesses. 

Fleet and Company Structure... 
Emirates’ passenger fleet consists of  
wide-bodied Airbus and Boeing aircraft. 
It operates three Airbus variants, the 
A330, A340 and A380 and operates one 
Boeing variant, the Boeing 777. Fleet 
commonality is key to cutting costs at 
Emirates. All airbus variants are 
designed to be similar in layout and 
design minimising re-training costs and 
enabling crew to be quickly transferred 
from one type to the other. This gives 
Emirates amazing flexibility to change 
aircraft to suit capacity on routes for 
higher unit revenues per seat. 

Emirates has a unique managerial 
structure which is almost fully 
horizontal, which means it benefits from 
low ‘red-tape’ costs and can make decisions quickly and 
efficiently, unlike most legacy carriers. Emirates is also a private company with the only shareholders being the Al-Maktoum 
family, who created the airline. Emirates also 
benefits from high labour productivity with current figures suggesting their unit costs are in some cases 40% lower than 
legacy carriers such as KLM. 

Emirates has made a point of  never joining any of  the worlds major airline alliances such as oneworld, SkyTeam or Star 
Alliance. Tim Clark voiced his opinion on the Alliances back in 2005 saying, ‘If  we take the long term view, alliances offer a 
surefire way of  achieving mediocrity and reduced profitability.’ Emirates does have select code-share agreements on certain 
routes which it hasn’t yet expanded completely on. 
 
Where does Emirates get its money from? 
Many airlines and governments are cynical as to how Emirates can have been so successful in such a short space of  time, due 
mostly to a sense of  fear as Emirates degrades their market shares, especially in their home markets. Emirates has always 
raised funds on a commercial asset-backed basis and the Dubai Government is not a supplier of  capital, nor is it a guarantor 
for any of  Emirates’ liabilities. They made financial history in October 2009 when the company sourced $413 million dollars  
through the first ever public bond offering backed by the EX-IM (Export - Import) Bank of  the United States. This loan 
facility secured the services of  three new Boeing 777-300ER aircraft.

Final thought
Emirates has experienced growth on an unprecedented scale. In a little under twenty six years the small regional carrier has 
morphed into an enormous international brand serving over 100 destinations across six continents whilst leading the way in 
the latest airline marketing, financing and technological developments. Carrying just under 16 million passengers in the first 
half  of  2011 alone, Emirates is clearly destined to be one of  the global aviating powers, if  not the most powerful.
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Who are these famous economists?

1 2 3

4 5 6

7 8 9

MARGINAL UTILITY

Contributors

Shan Jun Chang - St John’s

Andrew Grant - Marsden

Rebecca Bullen - Middlemore

Henry Black - Greenbank

Mitchell Baker - Major

Tomo Greer - Middlemore

Georgia Harrison - Taylor

Jordan Darrow - Peart

Andrew Larkey - St John’s

Warren Baas - Economics Dept

Mark Johnston - Economics Dept

ANSWERS: FAMOUS ECONOMISTS
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1. J K Galbraith. 2. Ben Bernanke. 3. 
Milton Friedman. 4. Alan Bollard. 5. 
Jeffrey Sachs. 6. Joseph Stiglitz. 7. 
John Maynard Keynes. 8. Adam 
Smith. 9. Paul Krugman


