
KING’S COLLEGE ECONOMICS DEPARTMENT                                                 1

Marginal  Uti l i ty
CONTENTS

P2. A CAPITAL GAINS TAX 
IN NEW ZEAALND?

P3-4. THE IMPACT OF THE 
DAIRY SECTOR ON THE 
NEW ZEALAND ECONOMY

P5. THE HOUSING 
INDUSTRY IN NEW 
ZEALAND

P6. LONG-TERM 
UNEMPLOYMENT - 
PROSPECTS FOR YOUTH

P7. THE OFFICIAL CASH 
RATE - WHAT YOU NEED TO 
KNOW

P8. POPULATION GROWTH 
IN NEW ZEALAND

P9-10. BITCOIN: ITS 
COMPLEXITIES,  
CONTRADICTIONS, AND 
FUTURE

P11. THE ECONOMICS OF 
HAPPINESS

P12. THE TRADE OFF FOR 
AUSTRALIAN CONSUMERS 
DUE TO PROTECTIONISM

P13-14. GAME THEORY – 
ATHLETES, ORGANISERS 
AND SUPPORTERS

P15. BOOK REVIEW - 
ECONOMIX

P 16.  ECONOMICS QUIZ

MARGINAL UTILITY ISSUE  3	
 TERM 2 2014  

Editorial 
Welcome to first issue of  Marginal Utility for 2014,  a student-driven publication that looks 
at current issues in the world of  economics.. The articles in this issue focus on the challenges 
that face the New Zealand economy especially during election year. There are further 
discussions of  the economics of  happiness, the digital currency Bitcoin, protectionism in 
Australia and a look at the game theory of  doping in sport. 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

High Frequency Trading
Much of  the stock market trading that occurs today is done with computer servers, 
completing hundreds of  millions of  orders using algorithms in a system known as high-
frequency trading. With up to 75% of  trades on Wall Street done using computer 
programmes it is no wonder that algorithms execute trade at lightening speed and carry out 
numerous transactions every second. On the NYSE the average round-trip transaction time 
is 600 microseconds. To put this into perspective, if  you blinked it takes you 300 milliseconds 
to complete the action – during that time NYSE executed 500 trades. This desire to improve 
efficiency in the market has led to extremely low costs of  trading and very high stock 
liquidity. However it has also produced huge swings in stock prices. On 6th May 2010 – 
know as the ‘Flash Crash’ – the DJIA fell 9% in minutes but then recovered most of  that loss 
in the subsequent few minutes.

‘The algorithms of  Wall Street are dependent on one quality above all else - speed. And they 
operate on milliseconds and microseconds. And just to give you a sense of  what 
microseconds are, it takes you 500,000 microseconds just to click a mouse. But if  you’re a 
Wall Street algorithm and you’re five microseconds behind, you’re a loser. So if  you were an 
algorithm, you’d look for an architect like the one that I met in Frankfurt who was hollowing 
out a skyscraper — throwing out all the furniture, all the infrastructure for human use, and 
just running steel on the floors to get ready for the stacks of  servers to go in — all so an 
algorithm could get close to the Internet.’  - Ted Slavin TED Talk

mailto:m.johnston@kingscollege.school.nz
mailto:m.johnston@kingscollege.school.nz
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With the November General Election upcoming, the 
use of  a capital gains tax to control house price inflation is 
sure to be an issue of  hot debate. John Key and his 
National Party have ruled out a capital gains tax, while the 
Labour-Green coalition have done nothing to suggest they 
will rule it out, and according to some reports plan to 
advocate for it.

National has rightly pointed out that countries that 
implement a capital gains tax have also suffered an increase 
in inflationary pressure. Portugal, Greece, Spain and the 
United States are all good examples of  this, Greece in 
particular.

Some also argue that a capital gains tax will 
discourage investment in New Zealand’s housing stock.

A capital gains tax would go some way to cancelling 
the tax bias in favour of  capital assets, like housing. It is 
also likely to ‘cool down’ the housing market in the short 
term, although experts will point out that in the long term 
there is minimal effect. In fact, parts of  Sydney have 
experienced a rise of  15% over the past year, despite the 
hefty capital gain tax on investors. 

Tax experts will also argue that in the opening years 
the tax will yield little return, and the costs of  compliance 
will further hamper revenue.  With the lock-in effect also a 
possibility, where people are reluctant to sell and more 
likely to hold onto housing, tax experts agree there are risks 
to a capital gains tax. 

The domino effect also needs to be taken into 
consideration. One possibility is that landlords will increase 
rent to accommodate the new tax, meaning the incidence 
of  the tax will fall mainly on those renting - against the aim 
of  the tax. With just over 28% of  households’ being 
rentals, according to the latest Statistics New Zealand date, 
the repercussions could be significant.

Like the reports regarding the Labour-Greens support, 
there are those who advocate in favour of  New Zealand 
implementing a capital gains system. A capital gains tax 
would ‘ensure greater fairness in the tax system’ according 
to the Labour Party. 

 

Treasury has also pointed out some positives to a 
capital gains tax. In a recent report, Treasury stated that a 
capital gains tax could lead to  ‘an increase in savings 
available to be invested in productive New Zealand 
business.’ Interest rates would also not be as susceptible to 
change under a capital gains tax, with this tax being the 
main tool to combat inflationary pressure. This also 
reinforces the idea that more can be invested into New 
Zealand business.

Ultimately the implementation of  a capital gains tax 
could be dependent on the election result. The tax could 
lead to a range of  less desirable options for New Zealand, 
including a slow down in economic growth and an increase 
in the cost of  renting, although, just as easily, house prices 
could be managed, and a fairer tax system implemented. 
What can be concluded however is it’s just as much of  an 
economic issue as it is a political issue, and for Labour to 
convince the general public could be a hard sell.

A CAPITAL GAINS TAX IN NEW ZEALAND?
FRANK DUNNE - MAJOR

A capital gains tax is likely to be a significant issue in the upcoming General Election. Frank Dunne discusses some of 
its pros and cons. 
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The strength of  the dairy sector has been very evident 
as New Zealand recovers from the global financial crisis 
and domestic recession. With domestic demand continuing 
to be weak, the export side of  the economy was heavily 
relied upon to generate economic growth. In 2009 dairy 
exports were $10.4 billion, which accounted for around 
26% of  NZ’s total goods exports. This far exceeds that of  
any other goods export sector. Dairy exports are twice 
those of  the meat sector, over 6 times larger than all fruit 
exports, nine times larger than wine exports, twelve times 
larger than aluminium exports and 17 times larger than 
wool exports. 

The dairy sector directly accounts for 2.8% of  GDP, 
or $5 billion. This contribution is:

- Greater than the GDP contribution of  the fishing, 
forestry and wining sectors combined

- Around 10 times as large as the GDP of  the wine 
sector

- About 3 times as large as the forestry and logging 
sector

- Over a third of  the GDP contribution of  the entire 
primary sector (dairy and meat farming and processing, 
horticulture, fishing, forestry, mining)

- Over a third of  the GDP contribution of  the entire 
primary sector (dairy and meat farming and processing, 
horticulture, fishing forestry, mining)

- 40% larger than the entire utilities sector (dairy and 
meat farming and processing, horticulture, fishing, forestry, 
mining)

- 40% larger than the entire utilities sector (electricity, 
gas and water) 

-15% of  the total GDP of  the goods producing 
industries and provides 26% of  New Zealand’s total goods 
exports

Dairying is closely intertwined with the rest of  the 
economy. This includes the jobs it delivers, the income that 
these workers earn, its links to supplying firms, the effects 
of  rural economic growth on urban centres, the tax 
revenue it provides and the public services that can be 
funded from this tax revenue.  

It is worth noting that these figures are the direct 
contributions only. They do not take into account the links 
that the dairy sector has with the wider economy. In reality, 
the dairy sector also has indirect and induced effects on the 
New Zealand economy. The indirect effects accrue via the 

industries supporting the dairy sector (fertiliser, agricultural 
services, transport, etc). When the dairy sector grows, these 
supporting industries will also grow. The induced effects 
are attributable to the additional spending of  dairy sector 
farmers and workers following a boost in dairy returns. 
This spending will be directed into sectors such as housing, 
clothing, bars and cafes, entertainment, etc. 

Export growth has been driven by a combination of  
strong global income growth for the majority of  the 
decade, as well as a change in the composition of  the 
markets that we sell to. As economies such as China and 
other parts of  Asia experience higher living standards, their 
tastes and preferences change, and staples such as rice, 
lentil and beans are replaced with higher protein foods.

In New Zealand the dairy sector in is a major 
employer. On-farm employment is around 24,000 
nationwide, with dairy processing providing another 
10,000 jobs. These figures do not include those dairy 
farmers who are registered as self- employed. Although 
dairy employment does not reach the employment levels 
present in a number of  services sectors (for example, there 
are 110,000 workers in pre-school and school education 
alone), it provides more jobs than each of  the finance and 
accommodation sectors (both around 32,000); around 65% 
more than the sheep and beef  farming sector (20,500); 
75% more than the fruit growing sector (19,300) and 
double the jobs in the wood processing sector. 

Through its export earnings, the dairy sector makes a 
positive contribution to narrowing the current account 
deficit. Without this export growth, New Zealand would 
have had to face increased foreign liabilities and interest on 
foreign debt 

THE IMPACT OF THE DAIRY SECTOR ON THE NEW ZEALAND 
ECONOMY 
MACKENZIE MUIR - TAYLOR

The Dairy Industry has become of great importance to the New Zealand Economy. Mackenzie Muir looks at how 
much it contributes to growth in the economy.
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The chart below shows the complex and multi-directional nature of  the various parts of  the economy and how the dairy 
sector interacts with the rest of  the economy. 

The dairy industry has had a major impact on the New Zealand economy for more than 130 years. Over the past decade, 
dairy export values have grown by more than 8% per year. The dairy sector has grown more rapidly than most primary 
sectors, and has become an increasingly important contributor to New Zealand’s total food and beverages and overall 
merchandise trade. The strong export growth from the dairy sector has been a key factor in New Zealand’s current account 
deficit (CAD) narrowing in recent years. 
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Housing starts in New Zealand have been a telling sign 
of  the economic situation over the past few years. This can 
be attributed to the Christchurch Earthquake, population 
explosion/migration (in and out of  the country) and the 
global recession. Housing has also played an important role 
in recent domestic growth and the recovery of  the country 
from the recession.

Looking at the country as a whole, we peaked at 26000 
house starts per annum in 2006, which dramatically fell to 
11000 in 2009 due to the 2008/09 economic downturn. 
The 2010/11 Christchurch earthquakes did not aid this as 
they caused problems with insurance companies. Today 
housing starts are picking up to 18000 per annum, which 
shows considerable growth and consumer confidence. 
Housing initiatives in Christchurch and the growth shown 
there has been a big part of  digging the country out of  the 
‘housing slump’.

The ‘population explosion’ in the country, especially in 
Auckland, has affected housing starts and house prices. All 
over the news in recent years has been the migration of  
people, largely from Asia into NZ. They have been buying 
property in NZ due to the large appeal of  the kiwi lifestyle. 
This in turn has been a factor in causing house-price 
inflation. This means that the general price of  houses is 
increasing across the board. These are all indications to the 
Reserve Bank Of  New Zealand to adjust the interest rates 
to commercial banks. On March 13th 2014, they met 
expectations and increased the official cash rate from 2.50 
to 2.75, decreasing the amount of  spending in the 
economy and reducing further inflation. 

Another prominent topic in the media is the 
immigration of  New Zealanders to Australia. This has 
been put down to the standard and cost of  living and the 
opportunities the massive country presents. The effects of  
this in New Zealand are that it is cooling our domestic 
spending and the 

housing market, although they will be unhelpful for 
alleviating capacity restraints in the labour market.

What does the future hold for housing in NZ?
The past few years have been crucial for the New 

Zealand housing market because people have realized the 
importance of  further planning and increased capacity. 
Sadly, it took several earthquakes for people to work it out! 
Since 2011, housing supply has been trending upwards. 
Projects such as the $120 Million Weymouth housing 
complex show the initiative local councils and higher 
authorities are taking to improve capacity. Expressing the 
supply trend in the number of  consents issued for the 
construction of  new houses, we have experienced 20% 
growth per annum since 2011.

Christchurch has been at the forefront of  NZ planning 
for the future. Department of  Housing New Zealand stated 
they are ‘setting foundations for future quake repairs and 
making sure they are equipped for increased demand’. 
This raises other possible problems the country could incur. 
The capacity that New Zealand has to match the demand 
with supply is being studied. With the increased demand in 
recent years, house prices have started increasing, maybe 
answering questions about capacity.

In conclusion, the housing market in New Zealand 
and the trends it has set have shown us many strengths and 
weaknesses that we can adjust to be better prepared in the 
future. With the primary aims of  keeping prices down and 
supply levels high, the government and central bank can 
make steps in the right direction to benefit the country.

THE HOUSING INDUSTRY IN NEW ZEALAND
SHAAN KESHA - MAJOR

The housing market has been in the news of late with significant price increases. Shaan Kesha looks at the importance 
of the industry and its future prospects.
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It becomes the biggest question on every student’s 
mind as secondary education draws to an end: What are 
his or her plans for future employment? With scarce jobs, 
youth bias barriers to overcome, and a constantly changing 
world, young people have it harder than ever before.  

Global youth unemployment is at a record high rate of 
12.6%. In 2012, 41,500 young New Zealanders were 
searching for a job, but could not find one. While 
previously a job was a guaranteed long-term prospect, it is 
now a doubtful one at the end of  a long queue. This 
creates an incredible competitiveness, the pressures of  
which are felt keenly by students. Employers always look 
for the best person for the job, which often means the most 
experienced worker. One may question the oxymoron this 
creates: how can someone gain experience if  they will not 
be hired because they have no experience? The concept of  
apprenticeship is rarely seen in today’s society. No longer 
will a company take on a relatively unskilled employee and 
train them up, with the knowledge and expectation of  a 
time period in which they will not be very useful, to be 
followed by a time period of  loyalty and skill. Young people 
have to break this “Catch 22” of  lack of  experience in 
order to progress anywhere.   

So where does the future lie for young people looking 
for jobs? Which industries should we be looking out for, 
and which ones should we steer clear from? No one can 
deny that technology has revolutionized our world. It is 
new, exciting and constantly growing sector, and there is a 
perpetual skill shortage. Jobs never heard of  before are 
becoming popular, ranging from website coding to ethical 
hacking. Technology, on the flipside, is also responsible for 
the decline seen in many major industries. Predictably, the 
New Zealand Postal industry is beginning to die, with 1000 
workers being fired under the current program. Human 
workers in sectors such as accounting and banking are 
being replaced by more efficient and less error-prone 
technology. Manufacturing, once a significant part of  our 
economy, is experiencing a rapid decline in jobs available, 
and now makes up only 12% of  New Zealand’s GDP. It is 
clear that the focus has shifted from manual, repetitive 
labour to efficiency and innovation. Technology has 
created a transient working culture in which employees are 
expected to develop and adapt with their job. 

What a career is, what employers are looking for and 
the nature of  employment, have all undergone dramatic 
changes. A generation ago, people would educate 
themselves for their chosen field, and remain in that field 
until their retirement. However it is expected that most 
young people today will work in multiple jobs throughout 
their career. There is no way to predict which jobs and 
industries will be successful in 5 or 10 years, once a student 
graduates from university. In the last 10 years alone, 
Facebook and Google have gone from small, unknown 
businesses to worldwide, multibillion-dollar corporations. 
This begs the question: will they still be around in another 
10 years? The rapidity with which new technological 
innovations come and go is testament to how quickly our 
world changes. This change, contrarily, presents another 
difficulty for young workers. Job seekers can no longer base 
their education around an output career. Instead, they 
must seek to become well rounded and versatile. They must 
expect to work in different fields throughout their lives, 
fields which may require vastly different skill sets. 

The ability to learn quickly and efficiently, then, is the 
most important quality for young workers today. In the face 
of  our ever-changing societies, fierce competition and 
employer expectations, students must expect a transition to 
the workforce that is tough, but ultimately rewarding.  

LONG-TERM UNEMPLOYMENT - PROSPECTS FOR YOUTH
AMANDA NGO - MIDDLEMORE

Youth unemployment has been a major concern for politicians worldwide.  Amanda Ngo looks at where the future 
lies for young people looking for jobs.

MARGINAL UTILITY ISSUE  2	
 TERM 1 2012 MARGINAL UTILITY ISSUE  3	
 TERM 2 2014  



KING’S COLLEGE ECONOMICS DEPARTMENT                                                 7

The Official Cash Rate (OCR) is the interest rate set 
by the Reserve Bank, which directly influences the market 
interest rates, and thus influences the price of  borrowing 
money in New Zealand. The OCR is used as a means for 
the Reserve Bank to affect the level of  economic activity 
and inflation, such as maintaining the inflation target of  
between 1% to 3% growth over the medium term. The 
OCR is reviewed eight times each year, and recently on the 
13th March 2014, the Reserve Bank announced an 
increase in the OCR from 2.5% to 2.75%. 

An example of  the reactive nature of  the OCR to 
external economic events can be seen in the onset of  the 
Global Financial Crisis in 2007. The Reserve Bank 
promptly sliced the OCR from a high of  8.25% in July 
2007 to just 2.5% in April 2009, in order to support the 
economy through the subsequent recession. The Reserve 
Bank took this drastic measure as a method of  boosting 
aggregate demand in our economy, meaning that they 
sought to increase consumption, investment, government 
spending and net exports. Lower interest rates brought on 
by the decrease in the OCR provided less of  an incentive 
to save and encouraged individuals to borrow and spend. 
Since 2007, New Zealand has begun to climb out of  the 
recession, and so it is the responsibility of  the Reserve 
Bank to adjust the OCR accordingly.

The recent rise in the OCR is justified for many 
reasons. Primarily, the OCR is lifted to account for 
increases in aggregate demand and inflationary pressures 
in the economy. GDP estimates show a growth of  3.3% in 
the year to March 2014, and the performance of  New 
Zealand's export commodities, particularly dairy, has been 
kindled by high prices. As ANZ chief  economist Cameron 
Bagrie puts it, "the reason interest rates are moving up is 
because the economy is improving." Business confidence is 
very high among consumers and businesses, and a large 
increase in net immigration to our shores over the past 18 
months has resulted in greater housing and consumer 
demand.  Each of  these economic factors has contributed 
to Reserve Bank Governor Graeme Wheeler's decision to 
increase the OCR.

The question remains: what impact will this change 
have on us, the New Zealand public? Firstly, savers are 

expected to benefit from the OCR rise. BNZ chief  
economist Tony Alexander has said that savers should 
expect a 2% to 3% increase in deposit rates over the next 
two to three years. The Reserve Bank seeks to tame both 
inflationary pressures and house price increases, so the 
housing market may see further moderation and an ease 
on pressure, also due to an impending increase in the 
housing supply. The higher interest rates will have a 
subsequent effect on floating mortgage rates, which an 
estimated three-quarters of  the population use. Floating 
mortgage rates have hovered around 5.75% for more than 
three years, but could rise to about 8% by the end of  2016. 
These increases in mortgage rates will increase demand 
and eventually the prices of  renting property. Also, with an 
increased incentive to save, many households in New 
Zealand may reduce their consumption, but economists do 
not believe that this will cause consumption in the broader 
economy to fall 
sharply. 

Overall, the rise in the Official Cash Rate is a 
promising sign for the New Zealand economy. As New 
Zealand has clambered up out of  the recession caused by 
the Global Financial Crisis, there has been a gradual, 
sustained growth in demand; and this has been absorbing 
and stretching spare capacity in the economy. The Reserve 
Bank makes these changes with the best national interests 
in mind, and with the aim of  keeping future average 
inflation near the 2% target mid-point, in order to 
maintain the economic expansion of  New Zealand.

THE OFFICIAL CASH RATE - WHAT YOU NEED TO KNOW
WILLIAM EDDOWES - SCHOOL

The Official Cash Rate (OCR) is the key rate of the Reserve Bank of New Zealand.  William Eddowes discusses the 
impact that it has on society.
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Net Migration in New Zealand has risen sharply over the past 18 months, with a total net gain of  3,500 for February 
2014 alone. This population growth puts pressure on the housing market which in turn causes house price inflation as well 
as a general rise in demand for private and public goods and services. The increase in net migration is partly due to fewer 
Kiwis moving to Australia and an increase in immigration into New Zealand. The question New Zealanders must ask 
themselves is whether this population growth is good for the country. The Census in 2013 showed the following:

- NZ population growing by 31,000 a year
- Total general electoral population now 4,242,048 - 214,000 higher than 2006
- Largest population growth in Auckland
- Largest population fall in Christchurch

New Zealand is now a very diverse society with over 200 ethnic groups. People are attracted to New Zealand because 
of  the clean environment, high standard of  living and education. This vast diversity is good for New Zealand as it brings 
knowledge and skills from all over the world. 

House price inflation in New Zealand is currently a big issue with population growth being a significant contributor. 
The rising demand for housing will boost the construction sector in New Zealand and create jobs. However, the rising costs 
to purchase property means that New Zealanders will have to borrow more for and the demand for property may also 
encourage investment in the property sector which is unproductive for the economy.

Population growth can encourage improvements in infrastructure such as roads, public transport and public parks as 
well as improve healthcare and education, although this may be well overdue. The effect of  population growth on standards 
of  living can be a positive and a negative. Increased population growth generally leads to increased GDP generating more 
revenue for the government. Investing in critical infrastructure to support the higher population of  Auckland can provide 
efficient and sustainable outcomes for the Greater Auckland area. Furthermore it will be important that any higher regional 
population levels in Auckland have the capacity to expand further in a sustainable manner. Other developments are also 
likely to impact, over time, on transport duration and the demands placed on the communication network. This includes 
the government’s investment in ultra-fast broadband over the next decade which will enable much greater social 
connectivity for rural and urban 
communities online. 

One thing is almost certain; 
population growth in New Zealand 
will continue to increase. New 
Zealand is forecast to have 5 
million people by 2026. Population 
growth in New Zealand can 
increase capacity, bring knowledge 
and skills to the country, improve 
the nations infrastructure, and 
possibly increase the standard of  
living. However, population growth 
must be controlled to protect our 
environment and ensure future 
generations can continue to enjoy.

POPULATION GROWTH IN NEW ZEALAND
JOSH PARKER - MARSDEN

The recent census shows that the population is on the rise. Josh Parker looks at the future demands on the New 
Zealand economy, especially infrastructure.
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BITCOIN: ITS COMPLEXITIES,  CONTRADICTIONS, AND 
FUTURE
MARTIN LUK - MAJOR
Bitcoin has made the headlines as a digital currency. Martin Luk looks at how it works and what lies ahead.
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It sounds like something from Mario Bros. It is the 
groundbreaking innovation that has caused controversy 
and split the financial world in two. It has redefined our 
notion of  what money can be. Meet the bitcoin. 

What really is this infamous bitcoin? To put it simply, it’s 
an online currency that allows people to exchange money 
through lines of  computer code, without the need of  any 
banks or third parties. Launched in 2009 by an 
anonymous person under the name of  Satoshi Nakamoto, 
the currency is unregulated, and runs itself. To earn 
bitcoins, you have to “mine” them by solving increasingly 
complex algorithms, the catch being that there are a finite 
number of  them: 21 million. There is also something 
called a “blockchain” that records every bitcoin 
transaction, and is designed to prevent people from 
spending the same bitcoin twice. The bitcoin has been 
praised and used by many (including blogging platform 
Wordpress and Richard Branson’s space-tourism company 
Virgin Galactic), but has also received equally large 
criticism with countries such as Russia and China 
completely outlawing their use.  

Well, what’s so good about the bitcoin anyway? Its real 
merits lie in its peer-to-peer payment system, which means 
that anyone can exchange bitcoins with anyone else in the 
world, with next to no transactional cost. It’s just like 
handing someone some coins, but on the Internet. This 
means that people can save significant money and time, 
compared to the inconvenient, expensive process of  
payment by debit/credit card.

But the bitcoin is far more bizarre than this. Due to wild 
speculation and low payment volumes, it’s notoriously 
volatile: it reached highs of  US$1,200 in 2013, but is now 
trading at around US$600. For those of  you who study 
economics, you’ll know that the functions of  money are a 
medium of  exchange, unit of  account, store of  value, and 
a means of  deferred payment. Doesn’t it seem a bit strange 
that the bitcoin doesn’t perform ANY of  those functions? 
It isn’t accepted everywhere, its wild fluctuations in price 
mean that we cannot use it to store our wealth or compare 
the value of  different products, and it isn’t used as credit 
money! 

Then there is the problem of  security. Its pure nature is 
attractive to hackers, and the dangers have already been 
seen in the collapse of  one of  the main bitcoin exchanges, 
Mt. Gox, in February this year. After suffering a theft in 
2011, Mt. Gox (an exchange based in Japan) has been 
accused of  ignoring software glitches that could allow 
hackers to take bitcoins out of  businesses without being 
noticed. It has been estimated that 750,000 of  its 
customers' bitcoins and 100,000 of  its own were lost. 
Despite this, the bitcoin manages to survive, and still 
maintain a large user base.
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So, the bitcoin’s existence seems to defy all logical economic explanation. But what’s its future? Clearly, some regulation or 
system has to come into place to secure the “currency”, so people and governments begin to trust it. Benjamin Lawsky, New 
York State’s superintendent of  financial services, suggests a “BitLicense”, which would provide a clear benchmark for 
recognizing risks, protecting consumers and reducing crime. Yet again, the beauty of  the bitcoin lies in its ability to run itself, 
free of  regulation, and complicated red tape could render it expensive and similar to current debit and credit cards. There is 
another argument. Instead of  a currency, bitcoin could be used entirely as a payment system. Traders would trade in their 
money, make the payment, and then trade out instantaneously. There would no longer be a need to hold bitcoins at any 
time. Which path the bitcoin will take completely depends on the willingness of  governments to accept this risky innovation, 
and tech entrepreneurs to refine the whole system.

The future of  the bitcoin? It’s a bit, complicated.
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THE ECONOMICS OF HAPPINESS
CARLOS McCOY - PEART

Well-being and happiness have . Carlos McCoy looks at how countries are measuring economic success by the 
happiness of its members.
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According to the Dalai Lama, “the purpose of  our lives is to be 
happy.” Happiness is the aspiration of  every human being, but it 
is also a measure of  social progress. In October of  2013, the 
second UN World Happiness Report was released, ranking 156 
countries in the happiness of  their people. For the second year in 
a row, Denmark came in as the world’s happiest country, with a 
score of  7.693 out of  a possible 10. New Zealand came in at 13th 
place, with a score of  7.221. The report this year included 
detailed analysis on how these scores were determined, in the 
hope that governments would take the well-being of  citizens 
more heavily into account when making decisions. Jeffrey Sachs 
(below), the director of  Columbia's Earth Institute and one of  the 
authors of  the report, said in a released statement. "There is now 
a rising worldwide demand that policy be more closely aligned 
with what really matters to people as they themselves characterize 
their well-being." 

So is it time to start measuring the economic success of  a country 
by the happiness of  its members? This notion has been adopted 
and employed in the small country of  Bhutan, and officials there 
have devised an indicator for this, called the “Gross National 
Happiness”, having been formally accepted as an economic 
indicator in 2008. This poses the question, how is happiness 
defined? For Bhutan, happiness is multidimensional; “The pursuit 
of  happiness is collective, though it can be experienced deeply 
personally.” The national emphasis is on sustainable 
development, the preservation of  cultural values, the 
conservation of  the natural environment and the establishment of 
good governance. In reality this is putting the wellbeing of  the 
country before pure economic development. 

Introducing this diminishing returns framework into an analysis 
of  happiness also suggests that increasing the income to the 
poorer members of  society increases society’s total happiness by 
more than if  the income of  the wealthy increases by the same 
amount – see graph. Research has shown that a lack of  money 
brings both emotional misery and low life evaluation; similar 
results were found for anger. Beyond $75,000 in the 
contemporary United States, however, higher income is neither 

the road to experienced happiness nor the road to the relief  of  
unhappiness or stress, although higher income continues to 
improve individuals’ life evaluations. The research does not imply 
that a financial increase will not improve the quality of  life, but 
suggests that above a certain income level, people’s emotional 
wellbeing is constrained by other factors, such as temperament 
and life circumstances. The take-home message of  the research is 
that high incomes don’t bring you happiness, but they do bring 
you a life that you think is better.  The Easterlin Paradox (see 
graph below) concerns whether we are happier and more 
contented as our living standards improve. In the mid 1970s 
Richard Easterlin drew attention to studies that showed that, 
although successive generations are usually more affluent that 
their parents or grandparents, people seemed to be no happier 
with their lives. It is an interesting paradox to study when you are 
writing about measuring economic welfare and the standard of  
living.

In recent years, Canada, France and Britain have added 
measures of  citizen happiness to their official national statistics. 
The U.S. government is now considering adopting a happiness 
index as well. Robert Kennedy, a former senator of  New York, 
said that GDP “measures everything, except that which makes life 
worthwhile.” It makes sense to measure prosperity by gauging the 
happiness levels of  citizens, as a government’s actions are all, in 
essence, with the purpose of  improving the wellbeing of  its 
population. Happiness should be a goal for countries, as a happy 
population is more productive, less inclined to commit crime, and 
be healthier. 
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THE TRADE OFF FOR AUSTRALIAN CONSUMERS DUE TO 
PROTECTIONISM
DAVID FONTEIN - PEART

The Global Financial Crisis has led economies to implement protectionist measures. David Fontein looks at the trade 
off for Australian consumers.
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With Australian consumers now encouraged or forced into 
buying “Australian Made,” by the likes of  Supermarket 
giants Coles, what will be the effect on the Australian 
Consumer?

By setting up a buy “Australian Made” policy. thus forcing 
a somewhat mandatory purchase onto the Australian 
consumers by all means. “Coles is helping Australia grow 
by supporting Aussie suppliers” (as stated on their website,) 
but ultimately Australian consumers will lose out in the 
long run, as they begin to pay more for an inferior product, 
the trade off  of  buying Australian Made. 

As all self-respecting economists know, Australia’s 
aggregate demand curve will benefit as the Australian 
economy grows in the short run, with an increase in 
consumption of  “Australian Made” goods and a 
diminishing amount of  imports from overseas competitors. 
However with a lack of  competition will come a lack of  
quality and a lack of  innovation, and this is exactly how 
Australian consumers will lose out. For those who love 
apples they will know that it would take an extremely 
nationalist Australian to argue that they prefer Australian 
apples to New Zealand apples, simply because NZ’s 
climate is better suited to the growing of  apple’s, NZ’s 
competitive advantage over Australia. Now Australians will 
have to purchase their own apples, if  they want apples, 
paying a similar if  not higher price (with time) for an 
inferior product.

Yes, I believe that buying products from your own country 
is supporting your hardworking fishermen, farmers, 
manufactures and processors of  your proud nation, but a 
balance must be made. To completely force out 
competition from overseas is simply dumb, to put it bluntly. 
Before January the 4th 2014, Cuban’s were unable to 
purchase overseas manufactured cars since 1959. A 
country swarming with old American icons, such as the 
American Pontiacs and Chevys still used today by almost 
the entire population. This shows the extent of  long run 
protectionism and what it can do to a state. Cuban 
consumers were forced into purchasing these cars, and now 
decades later remain behind the rest of  the world in a Cold 
War communist economy suffering from years of  
protectionism. Whether or not Australian protectionism 
will be to this extent, the future does not look bright for 
Australian consumers at the supermarket.
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Drug-taking in professional sport has long been a major concern and there is no better example than that of  seven 
times Tour de France winner, Lance Armstrong, who admitted to doping. Furthermore, in the period from 1997 until 2002, 
among 64 world class 100-metre sprinters 25% have been convicted of  doping, and this doesn’t include the two American 
sprinters who tested positive this year. So why do athletes continue to dope even though they could get banned for life if  
caught?

Prisoners Dilemma to Inspection Game to Metagame

Game theory deals with differences of  opinion between groups who know each other’s inclination but not their genuine 
objective or choice. It then concludes the optimum course of  action for any rational player. In this scenario the parties 
involved are the competing athletes and although both are better off  if  neither takes drugs, they cannot trust each other so 
both engage in doping – Prisoners’ Dilemma. If  you introduce an authoritative figure – the organisers – to test the athletes 
the fear of  getting caught should ensure that athletes remain clean, (referred to as the Inspection Game). However, this 
cannot be said to happen at leading sports events, as athletes, on the whole, don’t think they will get caught. Researchers 
from the University of  Hamburg have introduced yet another  party which they refer to as the Customer (sponsor and 
spectators). Their critical role is the potential withdrawal of  support which could see the sport’s demise.  A withdrawal of  
one of  these three parties could trigger the withdrawal of  the other two. Sports events cannot survive without sponsors, the 
withdrawal of  the media restricts the access to the customers, and finally, sport is only attractive for sponsors as long as there 
are customers. Therefore the strategies of  the three parties looks like this:

Athletes – Dope or Clean (D C)
Organisers – Test or No Test (T N)
Customer – Stay or Leave (S L)

In the figure below organisers decide on testing the athletes whether there was doping or not. But more importantly 
customers are to be informed about doping tests that turn out to be negative as well as positive. The customers then decide 
whether to stay or leave. 

Fig 1 – Structure of  the game.    Source: Nobody’s Innocent

GAME THEORY – ATHLETES, ORGANISERS AND 
SUPPORTERS
MARK JOHNSTON - ECONOMICS DEPARTMENT

Why do athletes continue to dope when they could get caught? 
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The assumptions are as follows:
Athletes
D-N-S > C-N-S = athletes prefer to dope if  not tested.
C-T-S > D-T-L =  athletes prefer to be clean and tested = 
customers stay, over being doped and tested = customers 
leave (assuming that customers don’t like doping *scandals)

Organisers
D-N-S > D-T-L = a scandal combined with a loss of  
customers is worse for organisers than undetected doping 
where customers stay.
C-T-S > C-N-L =  testing clean athletes with customer 
support is better for the organisers than not testing clean 
athletes when customers leave.

Customers
D-T-L > D-T-S = customers prefer to withdraw support 
after a scandal 
D-N-S > D-N-L =  customers prefer to stay if  there is no 
scandal.
C-T-S > C-T-L   = customers prefer to stay if  there is no 
scandal.
C-N-S > C-N-L  =  customers prefer to stay if  there is no 
scandal.

*Dope & Test = Scandal 
  Dope & No Test, Clean & Test, Clean & No Test = No 
scandal

From the assumption athletes dope and organisers don’t 
test are mutually best responses as:

          Organisation          Organisation          Organisation          Organisation
Test No Test

Athlete Dope D-T-L D-N-S
Clean C-T-S C-N-S

Athlete:  D-N-S > C-N-S
Organisation: D-N-S > D-T-L 
Customer: D-N-S > D-N-L

In reality customers who are ready to leave after doping 
scandals undermine the incentives to test athletes and find 
them guilty of  doping. Consequently this encourages 
athletes to use performance-enhancing drugs and 
organisers to reduce their anti-doping methods in order to 
preserve the economic worth of  the event – eg the 
Olympic Games. Most athletes who have been found guilty 
of  doping are not delinquent exceptions but just unlucky 
scapegoats because the probability of  being caught is low. 
The solution suggested would be to establish transparency 

so that the customer would know the results for all tests 
whether they were positive or negative. This allows the 
customer to condition their support on the presence of  
serious anti-doping tests. In practical terms this 
transparency could create a rating for each event based on 
how rigorous the anti-doping policy is. 

Final thought
The vast majority of  authorities in today’s sports events 
would state that their testing regimes were very stringent. 
However, the likelihood of  human deceitfulness is very 
realistic, and in some cases it’s not those that take the 
performance-enhancing drugs who are the real cheats, but 
those who have generated an environment where athletes 
would be foolish not to.

References:
- Nobody’s Innocent – The Role of  Customers in the 
Doping Dilemma. Berno Buechel et al. University of  
Hamburg. January 30th 2013
- Athlete’s dilemma - The Economist Print Edition July 
20th 2013
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Asterix and Obelix comic books have introduced legions of 
young readers to the history of  the Roman Empire, its 
customs, language and life through deft story telling even 
at the expense of  a little historical accuracy. Indeed, such is 
the popularity of  the Gaulish patriots that their tales have 
been translated into over thirty languages and are used 
worldwide to encourage multilingual learning. This is the 
combined power of  image, word and story.

Economix - How our economy works and doesn’t work is a 
book in similar vein to Asterix but is used not to enthuse 
the young with things ancient but to explain concepts of  
economics modern. Without the aid of  cultural heroes, 
Economix explains in simple terms basic and not so basic 
micro and macroeconomic ideas. Among the gems are its 
history of  economic thought from Adam Smith to the 
present. It singles out David Ricardo as possibly the most 
important person to lived that nobody has ever heard of. 
The discussion of  Ricardo’s essential concept of  
comparative advantage, sadly omitted now from the Level 
2 Economics syllabus, is well constructed and illustrated. 
The discussion of  most concepts in Economix are mostly 
are succinct,accurate, pacey and objective.

The shortfall of  Economix is its two chapters of  limited 
intellectual critique of  Reagan and beyond Republican 
policy. While there have indeed been shortfalls in the 
administrative programmes of  Reagan and two Bush 
presidencies, it is shortsighted to think the machinery of  
US policy is limited solely to White House agendas. The 
politics of  the Congress and policies of  the Federal 
Reserve have played prominent roles in the economic 
fortunes of  not only the United States but also the rest of  
the world. Unimpressively omitted from Economjx are 
panels describing the functions of  the World Trade 
Organisation, the IMF and the World Bank. The author 
would have done well to persist in his uncovering 
prominent economic thought, perhaps a survey of  recent 
Economics Nobel Laureates, than an unashamed attack on 
failings of  particular political parties.

Overall the volume is a good read and entertaining 
introduction to high school and first year Economics. A 
general reader would gain much from two hours with this 
volume. Economix has strong competition with The 
Cartoon Introduction to Economics series by Yoram 
Bauman which covers similar material but in a less 
engaging way. Economix stands as a good primer before 
serious students would embark on reading Robert 
Heilbroner's The Worldly Philosophers, John Kenneth 
Galbraith's The Age of  Uncertainty and Steven 
Landsberg's The Armchair Economist.

BOOK REVIEW - ECONOMIX - HOW OUR ECONOMY WORKS (AND 
DOESN'T WORK), IN WORDS AND PICTURES. BY MICHAEL 
GOODWIN AND DAN BURR
WARREN BAAS  ECONOMICS DEPARTMENT

Warren Bass reviews the book “Economix” which provides a historical and quirky look at 
economic history.
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Who are these famous economists?

1 2 3

4 5 6

7 8 9

1. J K Galbraith. 2. Janet Yellen. 3. 
Milton Friedman. 4. Graeme 
Wheeler. 5. Jeffrey Sachs. 6. 
Frederick Von Hayek 7. John 
Maynard Keynes. 8. Adam Smith. 9. 


