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EDITORIAL 

Setting up the MCS Economics Society has been an exciting venture. In its incipient stage, the society has 
invited presentations on a wide range of topics - from the birth of economics to the contemporary issue 
of sustainability and the environment. The society also had the opportunity to attend a talk by Professor 
Goldin on the issues surrounding globalisation. We would like to take this opportunity to thank all this 
term’s speakers for giving enlightening presentations and stimulating discussions.   
 
The society blog mcseconomicus.wordpress.com provides access to brief summaries of the gatherings. 
You’re more than welcome to post questions or continue discussion outside of the Economics Society 
gatherings on the blog. Lastly, we would like to thank all the members of the Society for their 
encouragement and support.  
 
Please feel free to send in your suggestions or contributions to The Economics Society Magazine to 
ronak_ritika@hotmail.com. Hope you all have a relaxing and enjoyable break. Merry Christmas and 
Happy New Year! 
 
 
Ronak Jain, Maria Chetskaya 
  

mailto:ronak_ritika@hotmail.com
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THE BIRTH OF THE DISMAL SCIENCE by Maria Chetskaya   04th October  

In our first ever Economics Society gathering at MCS we travelled through the history of humanity, 

plotting the events which contributed to the birth of Economics. 

The three central questions that Maria addressed were: 

1) How did economics come about? 

2) Why do we need Economics? 

3) Is Economics a dismal Science? 

Maria began by attempting to determine the nature of economics. Unlike the commonly held view, she 

proposed that Economics is not only about Maths but extends beyond it into the realms of Philosophy 

History, Psychology and even Art! 

Incompatibility of self-interest and cooperation 

By taking Darwinism as our origin we can claim that since the man came down from the trees, he faced 

with a problem of survival - not just survival as an individual but - survival as a member of a social group. 

Arguably, a man cannot exist individually without the support he receives from others. We all depend on 

the services of our fellow men. And this is what has made man’s survival individually so difficult.  At the 

same time, the man seems to be endowed with a pretty self-centred nature.  

So how do we manage to find this balance between our willingness to cooperate and our egoism? Given 

our dependence on others, what if our farmers fail to plant enough crops? What if our railroad men 

decide to become bookkeeper sand book-keepers rail-road men?  

Attempts made to resolve this problem 

History bears evidence that man did find ways to get round these problem, three of which are highlighted 

below: 

• By organising his life around taboos and traditions. (Examples of this form of organisation of the society 

were the Egyptian society, where sons followed the profession of their father, and the Indian 

society, where until recently allocation of jobs was seen fit in accordance with one’s inherited 

caste)  

 

• Tyranny which includes authoritarian rule and dictatorship - where the economy would be guided by one 

person or one think-tank (Examples of this form of organisation of society were the Five Year 

plans of the Soviet Union and the pyramid building process in Ancient Egypt) 

 

• The Free Market System - which can be formulated as “…allowing each individual do as they saw 

fit” (this form of social organisation is the one that we witness today in several societies) 

A guide to the development of the market system 

I Before the Market System  

The concept of the market system did not appear until the late Middle Ages and in fact was considered to 

be sinful until then as well as being prohibited by the Church. Today we may find it strange that the idea 

of personal gain is a relatively modern one. We’ve been taught from an early age that a man is naturally an 

acquisitive creature so why isn’t the profit motive as old as the man himself? 
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Let’s refer to Theology. For those of you who study classics you will be familiar with the word 

“Mammon” which in late Latin as well as Hebrew meant “wealth”, “possessions” as well as (ironically) 

“that in which one trusts”. Originally Mammon was the Greek God of riches, often personified as a deity.  

Christians however began to use the word in a derogatory way for describing “unjust worldly gain” in the 

Biblical literature often personifying Mammon as a false god.  

“No man can serve two masters: for either he will hate the one, and love the other; or else he will hold to the one, and despise 

the other. Ye cannot serve God and mammon." - Matthew 6:19-21, 24  

If the 17th century a man from Boston called Robert Keyane was almost put to death by the 

Massachusetts court for apparently overcharging his customers and making a less than 1% profit on every 

meter of cloth sold, then today it was not until the 2008 Financial Crunch when people began to feel 

outraged by huge profits made inside the walls of Wall Street. In those days merchants and traders who 

did manage to build their own empires - were usually regarded as outcasts by the society, whereas today 

we worship anyone who vaguely resembles Richard Branson! Let us explore how this change in attitudes 

came about. 

II The transition to a Market System  

There was no single specific event which could be pin-pointed to. Although initially despised and even 

feared, it was a process comprising of several changes. What is today known as capitalism could only be 

born once the mind set of people changed.  This transition could be plotted in terms of the following key 

events: 

• The demise of feudalism - Feudalism was a system under which people (serfs) were granted 

protection and possession of land in exchange for services to the lord who held the land. 

Essentially, it was a handy way of exploitation. The two events that led to the crisis of the 14th 

century were the Great Famine (1315-17) and the Black Death (1348-50), both wiped out a vast 

proportion of the European population which led to a decline in agricultural production. The 

Lords tried to expand their agricultural production through warfare. To pay for their military 

expenses they began demanding for bigger tributes from their serfs, which led to many serfs 

migrating to the cities, leaving their lands. As a result many of the Lords had to offer favourable 

contracts to the peasants to incentivise them to carry on producing for them.  According to Karl 

Marx it was this contractual relationship that brought to the end the obligatory relationship 

between serfs and the lords increasing their appreciation for each other. 

 

• The decay of people’s piousness and religious spirit under the impact of the Italian Renaissance - 

Thanks to the people like Leonardo da Vinci, Descartes, and Galileo people began to realise the 

enormous potential scientific discoveries had.  On top of that there was a rise of Protestantism 

which fostered a completely new attribute towards work, money and wealth. Unlike the Church 

of Rome, it did not praise poverty and life of spiritual contemplation; they preached that it was 

pious to make the most of the one’s God-given talents in daily business.  

 

• The Age of Discovery and the Beginning  of Trade  - As adventurism began with discoveries of 

new geographical lands, one of the well-known being the discovery by Christopher Columbus, 

people began to like exotic goods, gold and began familiarising themselves with the act of 

trading. As a result more sophisticated accounting methods had to be developed; currencies 

within the countries became more or less standardized.  
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With increasing trade and several changes in beliefs and attitudes of people, Economics was coined. The 

new idea of gain, just like any other idea, needed justification, which came from philosophy. Immanuel 

Kant, a German philosopher of the Renaissance Period wrote: 

“Man is distinguished among all animals by his self-consciousness by which he is a ‘rational animal’” 

Every single aspect of our lives (not only monetary) is guided by our conscious rational decisions.   We 

want to understand what’s happening around us, with the same avidness as Copernicus wanted to 

understand the movement of the Celestial Spheres. This is the reason why we need economics.  

Economics not only explains how and why individuals, households, organisations and economies interact 

with each other as they do but also helps to understand the impacts of these interactions on all economic 

agents. It is through economics that we can understand the world around us. 

Is Economics a Science? 

Maria’s answer to this question was a mixed one with a “Yes” and a “No.” 

She claimed it was partly true because it requires an understanding of the way the world works – it is not 

something that can be done merely sitting on an armchair without any prior observation of how 

economic agents interact.  However, this answer was only partly true because economics is essentially a 

non-experimental field. People are not atoms or robots whose actions can be defined using equations 

(although we can aspire that one day we may be able to do so). Maria believed that although mathematical 

modelling has reached some very advanced levels but will probably never be accurate enough to fully 

predict human behaviour.  

Is Economics Dismal? 

The short answer that Maria gave was “Not really!” One of the reasons, Maria acknowledged, that might 

be cited in favour of the view that economics is dismal is that economists hardly agree about anything 

when asked about their views on solving an economic problem (this being evident in current times of the 

Eurozone crisis). However, this is not completely true. Economists do agree when it comes to positive 

economic analysis but as they are humans they are bound to arrive at different opinions and propositions 

from their analysis. Instead of dismissing economics for this reason, we should instead embrace it for the 

existence of diverse opinions allows choice and the opportunity to learn from our mistakes. 
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POVERTY by Ronak Jain         11th October 

In the second Economics Society gathering, Ronak discussed the issue of persisting extreme poverty in 

the world in the world today.  

The questions the discussion focused round were the following: 

• What do we mean by poverty? 

• Why poverty still persists? 

• What are some ways to tackle poverty? 

• Why should we tackle poverty? 

Situation today  

Unlike the past, when there was a division between the wealthy 1 billion people and the rest of the 5 

billion people who lived in poor conditions, the situation today has changed dramatically. Today we see a 

divide between the rich (or at least fairly rich) 6 billion people and the bottom 1 billion who still face 

challenging living standards, often lacking even basic amenities like food and water.  

Understanding the term ‘poverty’  

Beginning with the distinction between relative poverty (which exists in all societies in the form of 

inequality) and extreme poverty (where basic necessities for sustenance are lacked), the talk proceeded to 

discuss extreme poverty. Ronak, influenced by the views expressed by Amartya Sen in the book 

‘Development as Freedom’ believed in the notion of viewing development in terms of increasing human 

freedom rather than just an increase in income, GDP or industrialisation. This is the case because rise in 

income, GDP, industrialisation are all means to enable freedom, which is intrinsically valuable (valuable in 

itself) whilst a rise in income would only be instrumentally valuable (valuable only because it allows us to 

buy something we value). Poverty, viewed in this manner, equates to capability deprivation and lack of 

economic and social freedom and freedom being intrinsically valuable, helps us to understand why it is 

important to tackle poverty. 

Why poverty persists? 

Drawing on ideas from ‘Bottom Billion’ by Paul Collier, Ronak discussed some of the reasons why some 

countries face the challenge of growth. Some of the reasons that were discussed included the following: 

• The conflict trap – The relationship between war and poor growth acts both ways. It is obvious 

that when a country is facing a civil war or a coup, resources along with human lives are 

destroyed, which prevents economic growth. However the chances of a civil war are increased 

when there is low income growth as young people find themselves unemployed with gloomy 

prospects for the future which incentivises them to participate in civil wars. Therefore causality 

runs both ways between wars and growth and this can create a vicious circle, making it harder for 

an economy to escape from this trap.   

 

• The natural resource trap – This is where an export which is in huge demand in the global 

markets and is highly priced, leads to appreciation of the local currency as foreign exchange flows 

in to purchase the export. This in turn makes other exports uncompetitive, destroying other 

export markets. This prevents the country from diversifying in export markets, preventing the 

growth it could have achieved if the one export would not have crowded other export markets 

(the opportunity cost in terms of the growth that could have been achieved is high). 
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• Being landlocked and absence of trade – This being mainly a problem facing some of the African 

economies, drives up transport costs, making it difficult for these economies to engage in global trade 

through exports. 

 

• Poor governance – Governments should strive to achieve transparency in its spending and 

transactions, which is often not the case in countries that still have not escaped the poverty trap. 

Public scrutiny should be encouraged through a system of checks and balances.  

 

• Population growth – The greater the number of people, the less the number of resources each 

individual receives when resources are extremely scarce or simply not present. Rising population 

therefore worsens poverty. 

 

• Lack of technology – this hinders progress of the economy as it discourages business from setting up  

 

Some hope… 

The following solutions to poverty were proposed: 

• Marginalisation – We can wait for the time when firms will start to find the wages in developing 

countries, where they are currently operating, high and hence may find their profit margins declining. 

As a consequence they may start to relocate to these bottom billion countries where labour is 

relatively cheaper. This may start agglomeration of firms which is precisely what is required to kick 

start growth. 

 

• Investment – Investment from firms in China and other countries (in the form of relocating 

production or outsourcing) in the bottom billion countries could help growth of these economies.  

 

• International charters – these should give advice on contracts for natural resources and promote 

budget transparency 

 

• Trade liberalisation – Developed countries should reduce their trade barriers against these countries. 

This would make exporting for these countries profitable and pave the way for export led growth 

 

• Aid – Use of aid to enable growth would only be ideal if it is accompanied with detailed plans for its 

use to develop human capacity and infrastructure, both of which would encourage global trade. 

Once, on the path of development, these economies would then be able to grow on their own and 

the need and role of aid would be reduced 

 

Approach 

Whatever the approach to tackle extreme poverty may be, it was highlighted that, it is important to 

remember that every economy, like human body, is complex and unique. Any attempt to tackle its 

problems, therefore, should take into account the economy’s intricate structure and characteristics before 

proposing any solutions. Finally, it is vital to note that there is hardly any ‘panacea’ (a cure for all) for 

tackling poverty in all countries given their diversity.  
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Why bother? 

Having discussed the issue, Ronak then proposed some reasons why poverty needs to be addressed. 

Some of the reasons were based on ideas of: 

• Humanity/ethics (moral ought/duty to help other humans) 

• Egalitarian account/ justice (everyone should have a certain level of welfare and it is not fair on 

poor that they face poverty) 

• We all benefit – this is the belief that a world where there is no poverty is better for all since the 

bottom billion countries could be producing goods and services at a lower cost than we currently 

are. This would mean lower prices for us when we import products/services.  

 

Suggestions for further reading: 

• Bottom Billion by Paul Collier 

• Development as Freedom by Amartya Sen 

• Website references: 

o IMF 

o World Bank (visit blogs.worldbank.org/voices/social-media-at-the-world-bank-tell-us-

what-will-it-take-to-end-poverty for expressing your views on how to tackle poverty) 

 

    

 

 

 

 

 

 

 

  

http://blogs.worldbank.org/voices/social-media-at-the-world-bank-tell-us-what-will-it-take-to-end-poverty
http://blogs.worldbank.org/voices/social-media-at-the-world-bank-tell-us-what-will-it-take-to-end-poverty
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ENVIRONMENTAL ECONOMICS by Guy Dixon                     18th October  

In this Economics Society gathering the discussion addressed the contemporary issue of environmental 

problems from an economic perspective.  

The key questions that Guy addressed were: 

 What is the nature of the environmental problems? 

 Why do environmental problems occur? 

 What are the problems that we face when confronted with this issue? 

 What are some ways of dealing with these problems? 

The nature of environmental problems 

The existence of environmental problems, from an economic perspective, is a market failure and can be 

described in terms of existing negative externalities within the market. These occur when there is a cost 

imposed on the third party (the society) which is not reflected in the free market transaction (i.e. 

MSC>MPC – see diagram below). This may lead to higher level of production than the socially 

optimum/desired level.  

 

Why do environmental problems occur? 

If unregulated, environment could be viewed as a public good since one cannot be excluded from utilising 

it nor does its use by one reduces the amount that can be enjoyed by another (for example clean air). Due 

to this nature of environment, firms can, and do ‘free ride’ to meet their own ends. Thus, environmental 

problems result due to the lack of incentive any firm (or individual) has to pay for the use of environment 

which consequentially results in the exploitation of its resources.  

The social cost of exploiting natural resources such as fossil fuels or even the production of chemicals 

which have a by-product of environmental pollutants, ensuring that this cost is reduced or covered. The 

climate change mitigation strategies can be seen as public goods as they are non-excludable and non-

diminishable with regards to emission reductions. 
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The Environmental Dilemma 

The central question posed dealt with the issue of fairness and ethics when deciding between growth and 

environmental protection: 

Do we exploit the environment or seek to ensure our development in a world with an ever increasing development gap?  

Although there may seem to be an intuitive answer, Guy highlighted some of the concerns that need to 

be taken into account when answering this question. Some of these are: 

• The problem of valuation and subjectivity: Can we put a value on the environment? If I value the 

scenery very much whilst you would rather have more housing space instead, there is a huge gap 

in the value that I place on the environment and the value that you might. Is there any way this 

problem of valuation can be reconciled between individuals, cultures and countries?  

 

• Is it fair for us to claim that India and China should reduce their carbon emissions given the 

effect these have on climate change given that developed countries have been major pollutants 

for years and did not face this restraint when developing? 

 

• Even if we were to give an answer to this question, how could we enforce it given the plurality of 

governments around the world? Is it then up to Politics or Economics to resolve the problem? 

 

• Environment problems are trans-frontier (cross all borders) and intergenerational. This further 

poses the free rider problem because if a single country (or few countries) reduce their emissions 

(their opportunity cost of this being the extra growth they would have had otherwise), other 

countries do not face the need to reduce their emissions in order to reduce environmental 

damage and hence can ‘free ride’ over others without facing any costs (in terms of growth) 

themselves. 

 

• The lack of incentive for a government in a democracy to invest in the environment given their 

short term in office. Their focus tends to be on getting re-elected and there is a lack of incentive 

for them to invest in long term projects.  

Some Solutions 

Some ways these environmental problems could be tackled are: 

• Through regulations and legal barriers – imposing a fixed cap on emissions which the firms 

cannot exceed (for example carbon emission caps) 

 

• Property Rights – endowing rights on some resources to people so that there is an incentive 

for the owners to raise their voice and demand compensation if their property is being 

exploited. This creates a disincentive for firms to continue polluting 

 

• Market Mechanism – Whereby polluting permits are bought by firms. This creates an 

incentive for firms to become more eco-friendly to reduce their costs of buying these 

permits. Two such schemes recently implemented are the European Emissions Trading 

Scheme and the Clean Development Mechanism. Both have been successful and have led to 

large reductions in carbon emissions in present markets. 

 

• Green tax – taxing firms that pollute heavily. This may also be a source of reducing budget 

deficit for the government. 
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Conclusion 

Despite of the problems that we face when dealing with the issue of environmental problems, the 

message, Guy highlighted, was that ‘sustainability is the key’. Whatever economic decisions are made, the 

interested parties must ensure it is environmentally sustainable, which constitutes being economically 

sustainable. This should be achieved by the moving to utilise more renewable resources instead of finite 

and scarce resources. 
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CHINA AND COMMUNISM by Helena Gostelow          8th November  

In this Economics Society gathering, Helena focused on the emerging economy of China, providing a 

glimpse of its future seen from an economic and political perspective.  

The themes that Helena addressed were the following:  

• What is communism? 

• Communism or Capitalism? 

• How is China likely to change in the future? 

• How does this affect us? 
  

Communism  

Communism is defined as “a system of social organisation based on the holding of all property in 

common, actual ownership being ascribed to the community as a whole or to the state.” Although this 

definition gives us an impression of what communism involves, there are many other dimensions to it.  

Helena stated that one of the figures she associates with Communism is Mao Zedong, who was the first 
Chairman of the Central Committee of the Communist Party of China and encapsulates the several 
popular views in support of communism in his literary works “Serve the People” and “On New 
Democracy”. His most well-known statements are combined in a book known as the “little red book” in 
China, which serves as a manual for managers and workers in firms under a communist regime. The 
overarching message is that individuality isn’t desirable; an individual should instead strive to be an 
efficient part of a larger body that works as a whole to achieve a universally beneficial outcome. The 
wording is frequently very forceful and militant, as workers are encouraged to rise against the “evil”, that 
is, the liberal West: 

 “The unification of our country, the unity of our people and the unity of our various nationalities-these are the basic 
guarantees of the sure triumph of our cause.” 

“The richest source of power to wage war lies in the masses of the people.” 

“One must act in accordance with the needs and wishes of the masses.” 

 Merits of Communism 

The Soviet Union’s collapse in 1991 was taken to be a signal that communism as a regime was inevitably 
doomed to failure. Helena pointed out that despite various criticisms, communism does have some 
benefits. The following were proposed as the merits of Communism relative to Capitalism from an 
economic perspective: 

• Unity and control - When the governing body can ensure that the population is employed only in 
jobs the government deems beneficial for the economy, and they have full control of production 
(GDP), the economy can act as a powerful united tool. On the contrary, in a capitalist economy, 
the price mechanism leads individuals to make decisions based primarily on personal gain, and 
this often results in one person’s gain and another person’s loss resulting in no net gain. An 
illustration of this is the market with externalities, whereby the market equilibrium is not socially 
optimal. A firm may gain profit through manufacturing, but the pollution it causes has a negative 
effect on the population that lives nearby and that do not benefit from the profit that the firm 
experiences.  
 

• Fluctuations in prices- when prices do not act as a reliable indication of the actual value of a 
good. The housing bubble, especially in the United States, saw house prices rise as people were 
fuelled by deceptive, subprime mortgage packages increasing the demand for houses. As the 
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economy started to weaken and borrowers were unable to keep up with mortgage payments, 
foreclosures increased and house values plummeted, a self-enforcing spiral that led to long-term 
stagnation in growth and a double-dip recession. Other examples are the stock market bubble of 
1920-29 and the dot-com bubble of 1995-2000. Clearly, these bubbles are a recurring issue in 
capitalist economies that have continued to cause damage over a long period of time. 
 

• Inequality in capitalist societies - Due to globalisation and increased interdependence, economic 
stability will become even more sought after. A factor that can disrupt this is inequality. On the 
surface, it may appear a necessary evil in order for enabling economic growth, but inequality 
means that the wealthiest hold a high proportion of a country’s overall wealth. As the rich are 
more likely to save a large percentage of their wealth, the economy suffers from a loss of money 
from the circular flow. This stifles economic growth and reduces the extent to which the 
economy can enjoy multiplier effects. High inequality is shown to be closely correlated to a 
number of damaging factors such as child wellbeing (although this does not show causality). 

 

Forms of Communism 

Marxism is perhaps the most commonly recognised form of communism. In particular, Marx argued that 
capitalism is destined to fail as the existence of class boundaries lead to exploitation and inefficiency that 
cannot be sustained in the long run. His book, “The Communist Manifesto,” summarises his main 
arguments, including:  

“The productive forces at the disposal of society no longer tend to further the development of the 
conditions of bourgeois [the middle and upper class] property; on the contrary, they have become too 
powerful for these conditions, by which they are fettered, and so soon as they overcome these fetters, 
they bring disorder into the whole bourgeois society.” 

Many of the leaders of communist countries at different points in time have each defined a slightly 
different approach to the politics and economics of Communism.  

• Stalinism is named after Joseph Stalin, the Premier of the Soviet Union from 1941 until his death 
in 1953. It is marked especially by rigid authoritarianism, widespread use of terror, and often 
emphasis on Russian nationalism.  
 

• Vladimir Lenin was a Russian revolutionary and subsequently Premier of the Soviet Union in 
1922-1924. Leninist theories centre upon a belief that a democratic dictatorship of the proletariat 
should be established, supported by the working class, hence deposing the incumbent Tsarist 
government and transferring the power of the government to the working class.  
 

• Fidel Castro was of Prime Minister of Cuba from 1959 to 1976, and then President from 1976 to 
2008. Castroism entails a main focus on the practice and theory behind revolution, a promotion 
of Cuban nationalism and a united Latin America.  
 

• Che Guevara played a significant part in the Cuban revolution 1956–59 and became a 
government minister under Fidel Castro. Guevarism is a theory of communist revolution and a 
military strategy of guerrilla warfare.  

 
Since the fall of the Soviet Union and the continued dominance of capitalist countries such as the US, it 
may appear that communism is a theory that will only ever have been a reality in the past. However, 
economic recessions are common in these capitalist countries and when they occur the effects are very 
damaging. Productivity is stilted as unemployment increases and confidence falls: one of the essential 
factors for a healthy economy that is the hardest to restore. This will, in fact, become even more relevant 
in the future as the world becomes more globalised and market shocks spread across borders very 
quickly. The control that Communism gives over the economy may therefore be seen as desirable.  
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China’s path… 

After discussing some aspects of Communism, Helena moved onto discuss the Chinese economy, a 
Communist country that has opened to trade.  
 
Putting in perspective the growth of the Chinese economy, Helena brought forward the following ideas, 
that in her opinion, we will witness China adopting: 
 

• Move towards exporting services - When the West experienced a recession in 2008, the Chinese 
government reacted by initiating a stimulus package of $586 billion. This allowed the domestic 
market to avoid the crash, but the economy was still heavily dependent on cheap exports to the 
West. A drop in this demand is indicating to accelerate the change in manufacturing, from cheap, 
low-tech goods to the more expensive and technological such that the demand for its exports is 
inelastic. The government is keen to encourage this change, and many incentives exist for 
increasing research and development, innovation and high-skill manufacturing. 
 

• Boosting domestic demand – Since exports comprise a significant proportion of China’s current 
GDP, the economy is vulnerable to recessions that the importing countries are facing. To avoid 
this, the economy will have to develop its domestic demand which still remains subdued.  

 

Implications of China’s growth on the world: 

The following were proposed as some of the implications China’s growth will have globally: 

• Shift of political power - As the Chinese economy continues to grow, global dominance is likely 
to shift from the USA to China; some predictions forecast that Chinese GDP will overtake that 
of the US as early as 2016. This is likely to have a considerable influence on summits such as the 
Kyoto protocol, an international agreement on climate change prevention. Although China is 
currently signed up to the treaty, its compliance is by no means is a given – its global dominance 
is likely to increase the extent to which the Chinese governments can influence decisions in their 
favour.  
 

• Increased competition - As China grows to have a skilled labour force, many of the effects 
noticed by us are likely to be due to its vast population. This can be accredited to a huge 
improvement in the education system, which prepares individuals for international work. These 
individuals will undoubtedly be competing with us for jobs, as they are already forming 
significant competition for higher education. 
 

• Issue of sustainability - China will require an increasing quantity of natural resources to enable its 
growth and fuelling its domestic demand. This will not only create an upward pressure on the 
price of the natural resources in the short run, but also leads to questions about sustainability in 
the long run as many of the resources used will be non-renewable and finite.  

 

A Hypothesis… 

To finish with, China is developing at an incredibly rapid rate, and the underlying assumption of 

western economists has been that, as China develops further, it will westernise, turning towards 

becoming a democratic and capitalist society. Helena indicated that this may not necessarily be the 

case, and we may see a dominant communist power completely changing the global political sphere in 

the future, given the economic success it has had so far.  
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GLOBALISATION by Professor Ian Goldin    15th November 

In this Economics Society gathering, Professor Goldin, the Director of Oxford Martin School, discussed 

issues around the theme of globalisation.  

Why Economics? 

Professor Goldin started the talk by giving reasons for why he likes economics and exploring what 

economics is about.  Some of the reasons he gave for liking economics were the following: 

 Economics offers a toolbox for thinking about some of the most important issues of our time 

 In essence, economics is about allocation of scarce resources and everything is scarce (including 

the resources we did not previously think of as being scarce such as clean air) 

 It helps us to understand why some people are rich and others poor 

 Helps in decision making for private individuals, businesses and governments  

What is Economics? 

Economics is about human behaviour, psychology, politics and philosophy. Whilst economics involves 

maths, not all problems can be reduced to equations. Economics also involves philosophy and the 

founding fathers of economics were in fact philosophers and political scientists. Professor Goldin said it 

he is involved in making Economics more pluralistic. Economics does not have answers which are 

definitely right and it is not a science. Oxford Martin School encourages research and application of 

economics into a variety of fields such as demography, climate change, future of technology and future of 

Euro.  

Globalisation  

Professor Goldin said that globalisation was in essence about integration. If defined in terms of 

integration of societies, globalisation has been around for a very long time and if defined in terms of 

integration of nation states, it has been around as long as nation states have been around.  

Globalisation is not only physical involving the movement of goods, services and people but it also 

virtual, involving transfer of ideas. If transfer of ideas is included in globalisation, then after the 

development of internet and the fibre optic in 1990s, globalisation has taken place at an exponential rate.  

Related to globalisation and the movement of ideas, were several important questions such as: 

• What would have the most dramatic impact on the opening up of an isolated economy like North Korea? 

• Are ideas subject to property rights and is the intellectual property regime of the WTO just if it prevents 

countries such as African countries from having access to important antiretroviral drugs? 

Professor Goldin highlighted that globalisation is a force, like gravity and it cannot be deemed to be good 

or bad. What is important is to manage it using policies that render it more beautiful. It has been 

facilitated by technological progress and flow of finance.  

What has globalisation done for the world? 

There has been dramatic change, economic, political and ideological, with globalisation and looking at 

financial, labour, trade and aid flows, on average it has done immense good. The change has nonetheless 

been different for different societies.    
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The evidence for the benefits of globalisation is overwhelming.  Many countries have escaped poverty 

and life expectancy has increased in several countries. Looking at any indicator of development shows 

that globalisation has been beneficial. Some indicators have deteriorated due to the negative externalities 

but this extraordinary period of globalisation has brought connectivity which helps us to understand the 

problems and can help us to manage them.  

The concern with globalisation is to do with the fact that not everyone feels that they are benefiting from 

it. Some of the problems globalisation brings are: 

• Rising inequality  

o Globally - Although globalisation has helped developing countries to grow faster 

bridging the gap between developed and developing countries leading to 

convergence, the gap between the developed and developing countries and the failed 

states has widened leading to divergence.  

 

o Within countries -The gaps in incomes between the rich and poor within nations has 

widened.  This is primarily because the returns to education and technology are high; 

the rich can afford technology and education and therefore can gain from 

globalisation whilst the poor who cannot afford education and technology do not 

gain.  

 

• Systemic risk – The closer integration of the economies has made them vulnerable to 

spreading of risks. The complexity of their relations has made it difficult to understand the 

risks leading to uncertainty.  

 

• Accountability – As everyone is connected and a tiny effect on one side of the world can lead 

to a huge effect on the other side, much like the butterfly effect, it is difficult to pin point 

exactly who is to blame for any problems. The problem of accountability is a consequence of 

hyper connectivity.  

Conclusion 

This has led some countries to see globalisation as a threat and adopt a nationalist or a protectionist 

stance. The feeling that de-globalisation is the solution is not well founded as the consequences of this 

will be worse. The way forward lies in collective management of resources and managing the externality 

effects of globalisation.  

Suggestions for further reading: 

 Globalisation for Development: Trade, Finance, Aid, Migration, and Policy, Ian Goldin and Kenneth 

Reinert 

 Oxford Martin School Research - http://www.oxfordmartin.ox.ac.uk/research  

 INET (Institute for Economic Thinking) - http://ineteconomics.org/ 

  

http://www.oxfordmartin.ox.ac.uk/director-globalizationfordevelopment
http://www.oxfordmartin.ox.ac.uk/research
http://ineteconomics.org/
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GAME THEORY by Harry Spratt            6th December  

In this Economics Society gathering, Harry addressed the topic of Game Theory, discussing the impact 

this has on behaviour of economic agents in the real world.   

The questions that Harry addressed were the following:  

• What is Game Theory? 

• Why is it useful? 

• What is the future of game theory? 
 

What is Game theory? 

Game theory is a rapidly advancing subject area within behavioural economics; eight game-theorists have 

won the Nobel prize for economic sciences despite it being a relatively new subject area. It has also now 

been applied to areas other than economics involving decision making, such as biology, political sciences, 

and psychology.  

The following quote by Roger B. Myerson, an American economist and Nobel Laureate, accurately 

captures the essence of game theory: 

 “the study of mathematical models of conflict and cooperation between intelligent rational decision-makers”  

At its core, it is just about strategic decision making, or how a decision is made by a “player” (the 

intelligent, rational decision-maker) in a “game” when he/she has to also take into account the decisions 

of others. Game theorists study many different types of games and try to find the equilibrium point where 

most games end up and the optimal strategies. They often represent the games through a pay-off matrix 

or through trees.  

It is important to highlight that both the terms, ‘player’ and ‘game’, are used loosely – the player can be 

anyone capable of making a decision and the game doesn’t only refer to typical games like board games – 

although they are covered – but also to things like business and military decisions. 

Game theory is also known as the Interactive Decision Theory, reflecting that the decisions involve 

considerations of other economic agents involved, making the process interactive. 

History of development of Game theory  

The first known discussion was by James Waldegrave in 1713. He wrote a letter discussing the optimal 

strategies for a card game known as le Her. However, it only really became accepted as its own unique 

field after a paper by John van Neumann was released in 1928 proving his Minimax theorem. This 

theorem in essence says that in a two-person, zero-sum game (where one’s gain is another’s loss), a player 

will try to minimise the maximum payoff for the other player, while maximising his own minimum 

payoff.  

Game theory then started to become increasingly popular and the Prisoner’s Dilemma first appeared in 

1950. The Prisoner’s Dilemma is the most well-known example of game theory and describes the 

situation where there are two prisoners convicted of a crime. They are examined separately by the police 

and are not allowed to talk to each other. They have the choice to either confess or stay quiet about the 

crime they committed. If both confess, they are given 6 years each, but if they both stay quiet they only 

get 2 years each as the court does not have enough evidence to give them a longer sentence. However, if 

one confesses and the other stays silent, the confessor is allowed to go free whilst the other prisoner gets 

10 years. Now the obvious optimal strategy for the two of them is to both stay silent as they only get 2 
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years each. But each prisoner is self-interested, and regardless of the other person’s choice confessing is 

the best option since if prisoner A remains silent, the best result for B is to confess, and if prisoner A 

confesses, the best result is again for B to confess. Therefore we arrive at what is known as the Nash 

Equilibrium where both prisoners confess.  

 

The theory of Nash Equilibrium was developed by John Nash, perhaps one of the most famous game 

theorists. It is the equilibrium point, or the “solution”, in a non-cooperative game where the players are 

forced to change their decision based on what the other players will do, even if, for example, in the 

prisoner’s dilemma both prisoners wanted to stay quiet, they had to confess as they do not trust each 

other. 

The RAND corporation who first pursued the prisoner’s dilemma wanted to apply it to global nuclear 

weapons strategies during the Cold War. Like the prisoner’s dilemma, countries had the choice of 

developing nuclear weapons or not developing them. The optimal strategy is of course to not have 

nuclear weapons, however, as countries did not trust each other, they feel compelled to develop nuclear 

weapons as a defence mechanism should another country try to attack them, resulting in the Nash 

equilibrium where most countries have nuclear weapons. 

Types of games  

Though there are countless different types of games, each involving its own game theory, in the world, 

most of them can be categorised. The following is an effective way to categorise them: 

 Cooperative and non-cooperative games - Cooperative games are where the players are allowed to 
work together and form legally-binding contracts whereas the other is where they are not allowed to 
cooperate. It is implied that there is communication in the former and none in the latter. 
 

 Simultaneous and Sequential - Simultaneous games are those where everybody has to make their 
decisions at the same time, or in other words, the decisions of others are not revealed until 
everybody has decided. Sequential games are those when turns are taken by the players in making a 
decision. Simultaneous games are the most interesting as it requires a player to predict what other 
players will do and adjust their own decision accordingly.  

 

 Perfect Information and imperfect information -  Perfect information is when every player in the 
game knows exactly what everyone else is doing or has done, whereas with imperfect information 
they do not. This is an important distinction as in games with imperfect information decision making 
needs to be more careful and is more risky as all the details about other players’ strategies are not 
known.  

 

 Zero sum games and non-zero sum games - Zero-sum games are where outcome values of a game 
added together sum to zero (where benefits to a player are positive values and costs are negative). 
This is easiest to explain with games where bets are involved. For example, Poker – assuming the 
dealer isn’t taking a cut of the bets – is a zero-sum game because the gains and losses of each player 
add up to zero. i.e. if one player win £100, all the other players collectively must have lost £100, so 
the gains and losses sum to zero. 
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Why is Game Theory useful? 

There are many areas of life where game theory comes into practice. The following are some examples of 

the application of the Prisoner’s Dilemma: 

 Pricing and advertising - The prisoner’s dilemma can be applied to pricing and advertising 
strategy. If you replace confess and stay quiet with high and low price, we have a matrix for the 
choices of a firm competing with another firm. A good example of this is in the supermarket 
industry where the price elasticity of demand, or how responsive demand is to a change in price, 
is high. If both firms decide to have a high price, they both get the most profit as consumers are 
forced to pay the higher price as they have no alternative. But if one firm decides to undercut the 
other, they make more profit than the other temporarily until the other firm matches the price. 
What happens in practice is that the other firm has to match the price or be forced to lose market 
share. This means that the two firms end up at the Nash equilibrium of both having lower prices, 
and making less profit overall. Obviously this is good for the consumer, but is bad for the firms. 
The firms can agree to keep their prices high however, but this is illegal in the UK (known as a 
cartel) as it is anti-competitive behaviour, but can be hard to prove as there are no legally binding 
documents. But then, if they do agree without a legally binding agreement, one of the firms can 
always undercut the other anyway for self-gain, knowing that they are going to keep prices high. 
It is the same with advertising, if both firms, assuming they are already established, do not 
advertise then they both save money and retain the same number of customers. However if one 
advertises they will get more customers and the other firm will lose out, so the other firm will 
have to advertise as well leading to more money spent, but a similar number of customers. 
 

 
 

 Nuclear strategy (described above) 
 

 Environmental policies - The best situation would be where all countries cut their emissions 
dramatically simultaneously, as no country would be disadvantaged by the reduced output as 
everyone is under the same constraint (and it would also force research and development in green 
technology and hopefully improve it). However, if some countries do not lower their emissions, 
they have an advantage over the other countries as they can use as many fossil fuels as they want 
to fuel growth whilst the other countries are constrained. This leads to most countries choosing 
not to lower the emissions dramatically, and instead leads to the extremely gradual reduction that 
we are currently observing. 
 

 Investment in recessions - If firms all started investing and spending again at the same time, the 
economic crisis may fix itself as it would lead to higher profits for everyone and higher wages for 
workers. As loans would probably have to be taken out for this to occur, if everyone did it at the 
same time then the higher profits would allow everyone to pay them off. However, this is 
unlikely to happen without government intervention as the risks are too high – if most people do 
not comply then the spenders will be even further in debt. 
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Unsurprisingly, game theory also applies to games. Nearly every game with more than 2 players requires 

some strategic decision making. Board games, card games, video games… anything where you are trying 

to win against at least one other person. Chicken is actually a very interesting example of game theory. 

Chicken has various forms, but a good example is when you have two cars driving towards each other. 

They can either swerve or keep going, with the first person to swerve being the loser. If both players 

swerve, it is a draw, but if both players keep going they will crash, which will obviously have huge costs 

for both players. This means that swerving is more optimal than carrying on, as losing the game is much 

less important than not crashing. So it has a similar matrix to the prisoner’s dilemma but is not quite the 

same since there is more than one Nash equilibrium given that the optimal strategy is not to die. 

The future of Game Theory  

Game theory is a rapidly progressing subfield of economics. Many of the ideas brought about by game 

theory are relevant in real world situations and can be applied to predict outcomes. But it is by no means 

perfect as human behaviour cannot be reduced simply to mathematical equations used in modelling given 

the complexity of human behaviour.  Also, game theory needs to account for other factors than just other 

players’ decisions that can and do affect decision making. Also, Harry proposed that the name ‘Interactive 

Decision Theory’ is better than ‘Game theory’ given the nature of decision making and its application to 

decisions outside the sphere of games to the real world.  
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