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Articles for the Month:

Heterodox Economics
Paul Ormerod is in Australia, having been invited to give the Federal 
Treasury’s Chris Higgins Memorial Lecture. Ormerod often says things that 
sound downright Austrian, as in this outtake from the lecture: “Governments 
suffer from the illusion of control." Mr Ormerod said. "In the last 50 years 
government had a much bigger role in the economy and in society . . . than in 
the previous 50 years, yet economic and social problems remain." Yet one 
suspects that he gets some things right for the wrong reasons. In any event, 
one cannot accuse the Treasury of not listening to heterodox opinion. No 
doubt the invitation was designed to serve as an answer to all those silly 
caricatures of Treasury as being dominated by neo-classicism (Ormerod will 
also be at the Conference of Economists). While on the subject of heterodox 
economics, check out this profile of Vernon Smith, which details some 
interesting commercial applications of his ideas.

posted on 9/30/2003

Alan Kohler
joins the ranks of those of us who are reluctant to attribute the house price 
boom to a ‘bubble’ (a ‘bubble’ being any asset price inflation the person using 
the term cannot otherwise explain), pointing to research from the ANZ’s Saul 
Eslake on the subject. At least one forecaster has been predicting a recession 
from a highly leveraged household sector succumbing to a massive tightening 
in monetary policy. Yet the massive rise in interest rates they are predicting 
would seem unlikely, precisely because the household sector is so leveraged 
by historical standards. One of the advantages the RBA and BoE have over the 
Fed is the widespread use of variable-rate consumer debt instruments in 
Australia and the UK compared to the US. This gives the RBA and BoE much 
greater traction over the economy than the Fed through setting interest rates. 
In Australia, monetary policy could sometimes have perverse effects when the 
household sector was a net lender, because it would benefit from an increase 
in its net interest income as a result of rising interest rates. Now that the 
household sector is such a heavy net borrower compared to previous years, 
the RBA should be able to maintain its inflation target with only a modest 
tightening in policy. The amplitude of the interest cycle has been steadily 
contracting, in part because of this change in the net lender status of the 
household sector.

posted on 9/30/2003
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Good News...Where's 
the Bad News?
1/28/2005 5:26:37 PM
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Suit up for The Kill!

More on why the US labour market is not as bad as it looks
from Allan Meltzer: There are two sources of labor market statistics, the 
Establishment Survey and the Household Survey--both conducted by the 
Labor Department. The first asks manufacturing and service sector companies 
how many employees they have. The second asks a sample of people whether 
they have jobs. The two give different answers and, important right now, the 
difference changes systematically over time. The reason is that the number of 
companies does not remain fixed. In our dynamic economy, old firms die and 
new ones are born. The Labor Department learns about the deaths quickly, 
but it takes longer to learn about the births… There is nothing new about the 
difference between the two surveys. They normally differ, and the difference is 
not constant. After every recession, the difference increases because many 
new firms start. It takes a while for the Labor Department to catch up, so the 
number of jobs reported by households drifts further away from employment 
reported by firms. The difference narrows in long expansions such as the 
1960s and the 1990s as the Labor Department learns about the new firms. 
The bigger mystery is why financial markets put so much weight on labour 
market data. The monthly employment reports in the US and Australia are the 
biggest movers of both US Treasuries and Australian debt markets. Yet 
employment is a lagging indicator and the headline numbers are subject to 
very large standard errors. My own behavioural finance-type theory on this is 
that people are more confident in their understanding of the labour market 
data (employment up, economy up; employment down, economy down). 
Other economic data are less clearly understood and subject to a wider range 
of interpretations. Yet the employment data are probably a good deal less 
informative from a financial market perspective than many other releases that 
capture less market attention. I also had this experience in assigning students 
a range of essay questions on the Japanese economy. About 50% of students 
chose the question on the Japanese labour market. I suspect this was because 
they felt more confident that this was something they would understand, even 
though the question was in some ways more difficult than the other options 
they could have taken. Labour markets are probably the thing economists 
understand the least, yet non-economists think they understand it the most.

posted on 9/28/2003

John Durie
on what's wrong with the Business Council of Australia: Somehow it appears 
ashamed of who it represents, which is big business and their myriad advisers 
whose reason for existence is to make profits.

posted on 9/27/2003
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The End of Deflation in Japan?
The August core CPI for Japan came in at -0.1% y/y, a tenth of a percent 
away from price stability. So are we close to seeing an end to deflation in 
Japan? Note quite. Japan’s deflationary experience has been most pronounced 
in relation to capital goods prices. These are picked-up in the non-residential 
investment deflator of the national accounts, but not in the measure of 
consumer prices, hence the wide discrepancy between these two measure of 
price change. Should we care about declining prices for capital goods? 
Probably not. Japan’s economy is overcapitalised and the decline in prices for 
capital goods is likely an important part of Japan’s overall economic 
restructuring. Central banks should arguably focus on stabilising consumer 
prices. The Bank of Japan has tied its current policy stance to a zero rate of 
annual change in the core CPI (an inflation target of sorts). Japan is now very 
close to realising a marginally positive inflation rate for consumer pices, 
although the BoJ has also indicated that it will not abandon its current policy 
stance in the near term. Still, the BoJ has had to intervene massively in the 
money market to keep interest rates from rising, as markets begin to discount 
the prospect of an end to deflation. UPDATE: The Cabinet Office is now also 
forecasting marginally positive nominal GDP growth.

posted on 9/26/2003

A rare point of agreement
between John Quiggin and myself: The implications would be even more 
striking if the putative bubble turned out to reflect a sustainable increase in 
underlying values. If the doubling of house prices over a few years is not a 
bubble, then it is clearly impossible for economists to recognise one when it is 
in progress. It would be hard to imagine a more triumphant vindication of the 
efficient markets hypothesis than this. John seems to find it surprising that so 
many mainstream economists have such little faith in market mechanisms. Yet 
one of the defining characteristics of the mainstream of the discipline is that it 
is all too ready to concede the possibility of market failure as soon as the 
discussion switches to asset markets.

posted on 9/25/2003

Alan Reynolds
on those US non-farm payrolls numbers: When government officials asked 
people if they had a job last month, 137.6 million said "yes." But when 
employers were asked, they said they had only 129.8 million on nonfarm 
payrolls. There are several reasons why the number of people on business 
payrolls is bound to undercount the number of workers. If more people are 
working at home as self-employed consultants, or working through temp 
agencies, they would not show up as payroll employees. And "nonfarm 
payrolls" ignores the fact that agriculture added 155,000 workers in August. 
What is nonetheless quite remarkable is that these two measures of 
employment are now much further apart than they were back in early 2001. 
Experts decided the recession started in March 2001, two months after 
President Bush was sworn in, although stocks had by then been falling for a 
year and industrial production for seven months. According to the survey of 
households at that time, there were 137.7 million employed -- virtually the 
same as now. Yet the payroll survey then counted 132.5 million jobs -- 2.7 
million more than now. Depending entirely on which measure you choose, we 
have either recovered all the jobs lost during the recession or lost 2.7 million. 
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Reporters who relish bad news and bad politics invariably tout the latter 
figure. The Washington Post's reporter Jonathan Weisman wrote hysterically of 
"the longest hiring downturn since the Great Depression" -- a patently absurd 
comparison. California Gov. Gray Davis claimed "no president since Herbert 
Hoover has seen job losses like this." In reality, today's 6.1 percent 
unemployment rate is the same as it was in 1994 or 1987 or 1978 -- years in 
which nobody pretended to see any similarities with the Great Depression. 
Reynolds also reviews the political-business cycle literature for the US, which 
finds little or no relationship between unemployment and US Presidential 
election outcomes. The limited literature on this issue for Australia has also 
struggled to establish a relationship between unemployment and the Federal 
incumbent two-party preferred vote share. 

posted on 9/24/2003

More government protection for Qantas,
with the Federal Transport Minister denying Singapore Airlines access to the 
Australia-US route under the ‘partial’ open skies agreement signed with 
Singapore. According to the SMH: Qantas chief executive Geoff Dixon 
welcomed the move. No kidding. 

posted on 9/24/2003

One of my former colleagues at S&P IMS in Singapore, 
Mark Matthews, has a new blog. Mark has just taken up a position in equity 
sales with CLSA in Bangkok, so his site should be essential reading for those 
with an interest in Thai equities.

posted on 9/23/2003

The G7 Finance Ministers and Central Bank Governors
declare ‘that more flexibility in exchange rates is desirable for major countries 
or economic areas to promote smooth and widespread adjustments in the 
international financial system, based on market mechanisms.’ This is about as 
pointed as the G7 gets. The obvious culprit here is Japan, which has been 
buying the USD in record amounts this year, to the point of almost running a 
fixed exchange rate regime. USD-JPY volatility is at some of its lowest levels 
since the yen was floated. This is at odds with Article 4 of the IMF’s Articles of 
Agreement, which obliges member countries ‘to avoid manipulating exchange 
rates or the international monetary system in order to prevent effective 
balance of payments adjustment or to gain an unfair competitive advantage 
over other members.’ The IMF MD can institute ad hoc consultations with 
those countries that make inappropriate use of exchange rate intervention, 
but this mechanism is rarely invoked. It is no small irony that the next 
paragraph of the G7 statement reads ‘effective and persuasive IMF 
surveillance is crucial.’ Indeed.

posted on 9/22/2003
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TD Securities and the Melbourne Institute
have come up with a monthly inflation gauge for Australia, where the official 
CPI is only available at a quarterly frequency. The Australian Bureau of 
Statistics has always claimed that a monthly CPI did not stack-up on cost-
benefit grounds. Yet TDS and the Melbourne Institute appear to have put 
together a monthly series at a small cost with a low tracking error with the 
official series. Perhaps they have also made a case for privatising the ABS. 
Unlike most other statistical agencies in the world, the ABS charges for its 
data, so it is already half-way there.

posted on 9/20/2003

Professor Bjørn Lomborg
is in Australia this month. Check out his speaking schedule here.

posted on 9/20/2003

The many Chinese readers of this site are invited to visit
Sinoliberal.com.

posted on 9/20/2003

An interview with the new IMF chief economist
Raghuram Rajan.

posted on 9/20/2003

A T Kearney
have released details of their FDI Confidence Index for 2003, although the full 
report is not available yet. According to A T Kearney, ‘four developed markets 
— France, Italy, Canada and Australia — dropped out of the top 10 most 
attractive FDI destinations this year.’ This might have something to do with 
the fact that Australia and Canada are in the top five in the OECD’s measure 
of FDI restrictiveness. The Australian government is spending a considerable 
amount promoting its openness to foreign investment in publications like The 
Economist, but still operates an FDI regime subject to arbitrary ministerial 
veto.

posted on 9/20/2003

The World Bank
has a new chief economist, François Bourguignon. According to insiders: "He is 
certainly no neoclassical," the bank official said, referring to the school of 
economics that stresses the failures of government intervention. "François 
believes very strongly in the role of the state and the public sector in playing a 
facilitating role and being responsible for public services." which is interesting 
in view of some of these results: Bernhard Boockmanna and Axel Dreher, 'The 
contribution of the IMF and the World Bank to economic freedom,' European 
Journal of Political Economy, Volume 19, Issue 3 , September 2003, Pages 
633-649. Abstract: We analyse the effect of World Bank and IMF policies on 
the composite index of economic freedom of Gwartney et al. [Gwartney, J., 
Lawson, R., Samida, D., 2000. Economic Freedom of the World 2000, Annual 
Report, http://www.freetheworld.com] as well as its sub-indexes, using a 
panel of 85 countries observed between 1970 and 1997. With respect to the 
World Bank, we find that the number of projects has a positive impact on 
overall economic freedom, while the effect of the amount of World Bank 
credits appears to be negative. These effects are stronger during the 1990s 
than in earlier periods. There is no clear relationship between credits and 
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Dan Drezner
is at the American Political Science Association’s annual meeting and is 
reporting some of the things he has overheard from his professional 
colleagues: "There's a rumor circulating that the perestroika crowd is 
distributing a 'most-wanted' deck of playing cards with the top rational choice 
scholars on them." "99% of APSA's membership could write Paul Krugman's 
column: 'I loathe Bush.'; 'Bush is stupid.'; Yada, yada, yada." A nice reminder 
of why I left that discipline.

posted on 9/2/2003

Jack Stiglitz,
a new contributor over at group blog Henry Thornton, expresses what I think 
is a widely shared frustration with the Australian Financial Review: Without 
going too far off the deep end here, what is with the AFR these days? Most of 
its Canberra correspondents are so obviously subject to the dictates of a 
partisan agenda that it is, by construction, impossible for them to objectively 
report on the political rhythms of the day. (Polemicists such as Ramsey, on 
the other hand, are paid to tender particular perspectives, and cannot 
therefore be accused of seeking to insidiously manipulate the minds of the 
masses.) The complexion of the op-ed pages is an absolute disgrace, and 
dominated by the likes of Barker, Hewson, Harris, Quiggin and Tingle! In fact, 
so overwhelming is the AFR's venomous verbiage that Jack sometimes feels 
like he's reading the goddamned Guardian. Let there be no doubt folks that 
this is one of the most left-wing (and expensive) financial broadsheets [sic] in 
the developed world today! It is certainly sad to think that many readers will 
be left with the impression that the vast majority of Australian journalists are 
intellectual invalids in desperate need of a decent dose of cerebral steroids. 
The complaint I hear most often about the Fairfax press is that its op-ed and 
feature pages have been completely taken over by their own journalists. Since 
much of their ‘reporting’ already reads like an opinion piece, people have had 
quite enough of them by the time they get to the opinion pages. The AFR is 
still worth buying on Tuesday and Thursday for Peter Ruehl. There is a certain 
irony in the fact that the columnist who is supposedly there to provide light 
relief turns out to be a much more astute observer than most of his 
colleagues. UPDATE: the economists at Henry Thornton have secured some 
interesting advertisers, most notably an upmarket brothel! I'm not sure what 
this says about HT's readership. But we're all in favour of capitalist acts 
between consenting adults here at Institutional Economics.

posted on 9/1/2003
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