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EDITORIAL 

 
It has been another successful term for the MCS Economics Society.  Set up at the beginning of the 

school year, the society hosts weekly meetings and discussions on contemporary economic issues. This 

term has been particularly enjoyable with presentations on topics ranging from Poland’s economic growth 

to the causes of the current economic crisis.  

The term began with enthusiastic talks from the lower sixth economists on their highly interesting and 

diverse Waynflete projects. The society has been incredibly fortunate to hear talks from Sir John Vickers 

on the monetary policy and Mr Ray Boulger on the housing market. On behalf of the society, we would 

like to take this opportunity to thank all the speakers of this term for informative and insightful 

presentations. 

The society’s blog mcseconomicus.wordpress.com provides access to summaries of the weekly 

gatherings. Everyone is more than welcome to post questions or continue discussion on the blog. Lastly, 

we would like to thank all the members of the society for their continued encouragement and support. 

Please feel free to send in your suggestions or contributions for The Economics Society Magazine to 

ronak_ritika@hotmail.com. 

We hope you all have an enjoyable Easter break! 

Ronak Jain, Maria Chetskaya 
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POLAND’S ECONOMIC GROWTH by Stanislas Lalane    31st January  

“It has been said that Poland is dead, exhausted, enslaved, but here is the proof of 

her life and triumph” - Henryk Sienkiewicz, Polish novelist 

In the first gathering of Economics Society in year 2013, Stanislas gave a talk on his Waynflete project 

“Will Poland’s current rate of economic growth continue and what could the government do to increase 

it?” 

The areas that were examined in this talk included: 

 History of the Polish economy  

 Challenges facing the economy 

 Improvements that could be made to enhance the current state of the economy  

Brief overview of the current state of the Polish economy 

During the 2009 recession Poland managed to be the only economy in the EU to avoid negative growth. 

On top of that, Poland has enjoyed continuous economic growth during the last two decades, managing 

to withstand the early 2000s crisis.  The first question that this report addresses is whether or not this 

growth is economically ‘sustainable’ – in other words, if the growth is likely to continue, or if a recession 

is more likely. The second and related question which this report seeks to answer is what the Polish 

government can do to increase economic growth. 

The history of the Polish economy 

Stanislas began by giving a brief overview of Polish economic history. The Polish Lithuanian 

Commonwealth (1569-1795) depended on the Grain Trade, one of Europe’s largest trade patterns which 

saw over 230,000 tons of grain exported from the Commonwealth annually at its peak. In the short term 

it yielded huge gains for all parties involved, stimulating the development of towns like Danzig and 

Thorn. The Grain Trade also encouraged entrepreneurship amongst people and made them prone to risk-

taking. However, in the long run the Grain Trade effectively led to the stagnation of Polish 

manufacturing, and there was little incentive in the early years to invest outside agriculture; even today 

Poland still has a high level of employment in agriculture, with almost a fifth of the working population 

involved in agriculture.  

Until Poland’s independence in 1918, it had a relatively weak economy, which was summed up by Keynes 

as “an economic impossibility with no industry but Jew-baiting.” Apart from a few successful attempts at 

modernization such as the creation of a new port at Gdynia, Keynes’ summary of the Polish economy 

remained largely true until WW2 broke out in 1939. WW2 itself bought immense destruction to Poland, 

which is estimated to have killed about 20% of the population, along with major damage to infrastructure. 

A communist regime was imposed upon Poland lasting until 1989. The regime stimulated the 

development of heavy industry such as coal, which can still be seen today, through hopelessly 

mismanaged consumer goods and by 1989 Poland was undergoing a severe crisis with hyperinflation.  

Leszek Balcerowicz implemented a policy of “shock therapy,” which is what helped transform the ex-

communist economy of 1989 into today’s free market one; the process however was a painful one, and at 

no time over the last 20 years has Polish unemployment fallen below 10%. 
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The main challenges 

The Economist tends to mention excessive government regulation and debt as key problems facing the 

Polish economy. According to the findings in the Waynflete project, the concerns over debt appear to be 

over exaggerated. Polish governmental debt relative to GDP is well below 60%, a far better position than 

most of the countries currently experiencing debt problems. In addition, unlike Greece, a large 

proportion of Poland’s public debt is held domestically, meaning that there is less risk of a sudden surge 

in bond yields due to a panic attack. Regulation, on the other hand, is a genuine burden on economic 

growth. Poland ranks a pathetic 126th in the world in the ease of starting a new business, behind the rest 

of Central Europe and even parts of Africa. 

The other main challenge to growth that was highlighted is Poland’s inadequate and poor infrastructure. 

Poland has only several hundred kilometres of motorway and only one fast train line, which seriously 

hampers internal connectivity; it is now faster and arguably easier to go from Warsaw to London than 

between Warsaw and Gdansk by train. However, this weakness is being gradually overcome thanks to the 

EU funding.  

Other areas mentioned briefly during the talk included the financial sector, demographic constraints and 

education. Attention was also drawn to the Pension scheme that operates in Poland whereby people 

receive an amount proportional to that they paid into the Pension scheme, a system which is sustainable 

unlike other developed countries where the dependency ratio in regard to pensions is high. Poland is also 

one of the fastest growing exporters. The conclusion was that Poland’s growth will continue, providing 

that the Eurozone crisis does not hamper it given that a significant number of exports are directed 

towards EU. 

Key recommendations  

A total of 22 recommendations were made in the original project. These varied immensely, and included: 

 Rebalancing taxes by shifting them away from labour related taxes and hence decreasing the 

labour tax wedge- either raise the personal allowance to PLN 5000 or introducing more tax 

credits  

 Increasing the role of Public Private Partnerships in building roads by giving local government 

the required professional legal resources 

 Attempting to keep the Zloty close to its current rate 

 Preparing contingency plans to keep 'orphaned' banks in Poland open if parent companies in 

Western Europe fail due to the Euro Crisis 

 Repealing or reducing the stamp duty to increase domestic labour mobility 

 Considering a retirement age of 70 

 Introducing university fees of around of $3,000 per annum in public universities, providing that a 

student loan system is also set up and that the money raised is invested in improving university 

quality 

For further reading on this area please see Stanislas’s Waynflete Project on the Economics Society Blog.  
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INCOME INEQUALITY IN HONG KONG by Perlie Mong   7th February 

In this Economics Society gathering, Perlie presented on inequality in Hong Kong, comparing it with the 

levels of inequality at the national level in other countries.  

The discussion focused on the following areas: 

 What is Income Inequality? How is it measured? 

 Inequality in Hong Kong  

 Causes of Inequality  

 Why does inequality matter? 

 The way ahead 

Income inequality 

Put simply, it is a situation in which there is great disparity in income of individuals within a society. It is 

measured by the Gini coefficient whereby a Gini coefficient of 0 represents perfect equality and a Gini 

coefficient of 1 represents perfect inequality. A Gini coefficient of 0.4 is generally regarded as the 

international warning level for dangerous levels of inequality.  

Inequality in Hong Kong  

In 2012, Hong Kong has the highest level of income inequality in the developed world (Gini coefficient 

of 0.537). Other MEDC (More Economically Developed Countries) countries with high level of income 

inequality include Mexico, Chile and Turkey. Perlie pointed out that although the GDP per capita of 

Hong Kong was high at US $34259, despite this level of growth, in the past decade, the monthly income 

of the bottom 10% decreased by 20%, while the income of the top 10% increased by some 60%. 

Moreover, only 10% of the city’s wealth is held by the bottom 40%, while the top 10% holds about 40% 

of the city’s wealth and inequality has been on the rise since the past three decades. In simplistic terms, 

the extent of inequality can be noted by the following statistic: the top 10% are almost 18 times richer 

than the bottom 10%. 

Causes of inequality  

Perlie highlighted that these varied to a large extent across economies. In Hong Kong, these are observed 

to be those described below. These can be categorised into two overarching titles referring to the 

underlying cause: 

I] Free Market Economy 

• Low Tax Rate – The tax rate for the highest earning group is 15% which is significantly 

lower than the OECD average of 41.5%. It has never exceeded 16.5% in the past two 

decades, despite the fact that the wealth gap is constantly widening. The Hong Kong 

Gini coefficient is 0.475 (based on post-tax post social transfer monthly household 

income), which is still higher than danger level of 0.4. Lower tax revenues also mean 

lower government spending. This is illustrated by the following chart which shows the 

level of Gini coefficient and levels of government spending of Hong Kong compared to 

other developed countries: 



6 

 

 
 

• High Property Prices – The real estate has long been considered a relatively ‘safe’ 

investment tool because overpopulation has led to demand exceeding supply of housing, 

pushing house prices up. The ease of interest rates and mortgage lending further has 

meant that those that can obtain a mortgage can afford to invest in properties. The 

increased demand for properties has also raised the rents. This further distorts equality in 

the society as these rents become a source of unearned income for the owners of 

properties.  The chart below plots the house price rises in Hong Kong compared to 

other countries: 
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II] Labour Market Disequilibrium 

• Globalization – With the progress of globalization, Hong Kong lost its 

competitive edge in the manufacturing industry and was forced to turn to the 

tertiary sector production, in particular banking and finance. This has caused 

structural unemployment (unemployment resulting from a decline in an 

industry. As a result, the unskilled workers from the manufacturing industry 

have found their incomes eroded due to occupational immobility. 

• Immigration Policies – As migration of unskilled workers seeking better job 

prospects from China is common, competition for unskilled work is tightened. 

This drives the wages for unskilled work down, further increasing the disparity 

between the incomes of individuals in society.  

Inequality in the world: an overview 

It was mentioned that Hong Kong is not the only economy that faces the problem of inequality. 

Income inequality has risen in most countries in the world over 2006-2011, driven by rapid population 

ageing, rising unemployment and government spending cuts in advanced economies. In America, for 

example, the income of the wealthiest 20% of Americans rose 14% during the 1970s, when the income of 

the poorest fifth rose by 9% only. In the 1990s the income of the richest fifth rose 27% while that of the 

poorest fifth went up only 10%. The gap is an ever-increasing one. 

Why does inequality matter? 

Dominique Strauss-Kahn, the Managing Director of the IMF between 2007 and 2011 argued that 

inequitable distribution of wealth could “wear down the social fabric”. He added: “More unequal countries have 

worse social indicators, a poorer human-development record, and higher degrees of economic insecurity and anxiety.” In “The 

Spirit Level”, a bestselling book of 2009, Richard Wilkinson and Kate Pickett argue that inequality “gets 

under the skin” and makes everyone worse off, not just the poor. Therefore, inequality, provided that the 

extent of it is too wide, is undesirable not only due to moral reasons, which may indeed be the most 

compelling, but also due to social and economic ones.  

Solution(s)? 

Although it was highlighted that there is no one simple solution to this problem, the discussion came to 

end with Perlie arguing for greater state intervention to decrease the extent of inequality that exists in 

Hong Kong. She argued for the establishment of a broader and more effective safety net for those with 

very low incomes, using taxes from the wealthy.  
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CAUSES OF THE CURRENT ECONOMIC CRISIS by Karim Pal                21st February  

This week in Economics Society, Karim examined some of the causes of the economic crisis facing the 

world economy now.  

The areas explored in this talk included: 

 American housing bubble and subprime mortgage crisis. 

 Greek Debt  

 Crash of the Icelandic Banks 

 The underlying cause - Deregulation of markets 

Subprime Mortgages 

These are mortgages that banks gave to people with poor credit ratings, who would not otherwise have 

been able to obtain a loan. Given the high risk of these loans not being paid back banks charged higher 

interest rates (there are many different ways of calculating this, the most common is through indices such 

as LIBOR plus an extra margin). One of the most common types of subprime loan is the Adjustable Rate 

Mortgage (ARM), where borrowers start off paying low interest rates, but then must pay higher rates later 

on. These types of loans became incredibly popular in America, especially amongst immigrants and those 

who could not previously obtain loans; people felt they could now buy their own houses. By 2005 1/5th 

of all mortgages in America were subprime.  

Banks believed these loans were safe even though there was an element of risk of people defaulting since 

banks could repossess the property purchased by the loan. Properties were considered to be a safe 

investment since there was an expectation that the property prices would keep rising. These mortgages 

were ‘securitised’ by bundling them together and then selling them on the mortgage bond market. These 

were classed as involving low risk, even though the underlying assets were risky. These were traded 

internationally.  

The diagram below compares the traditional mortgage lending model to the sub-prime mortgage lending: 
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American housing bubble 

The prices of houses fuelled in America and this was a reason why banks regarded sup-prime mortgages 

as safe investments. Higher demand for housing pushed prices up; there was a ‘mania’ for home 

ownership. House ownership grew from 64% which had been stable at since 1980 to 69.2%. More people 

now felt they could afford their own house partly because of the new ease of obtaining mortgages. 

Interest rates for standard mortgages were historically low, this pushed people towards spending rather 

than saving. Sub-prime mortgage lending fuelled prices even more creating the housing price bubble. 

Owning your own home was also attractive because it seemed a good investment- people saw house 

prices rising and thought it a better place to have their money than in a bank, a property as something 

safe to invest in that would retain its value. 

 

 

The bubble bursts… 

As time went by lenders began taking larger risks with who they were lending to. This is because they now 

had a huge amount of fund available due to being able securitise risky mortgages. It was also 

compounded by the low interest rates they could borrow at. By 2006 mortgage rates had begun to climb, 

the Fed had increased its rates from 1% in 2004 to 5.25%, with a risk it could rise higher. In the 

meantime house sales decreased and median price started to decrease. Slowly as more and more people 

were hit by the increased ARM rates more mortgages were defaulted on. As banks saw this they became 

more and more risk averse, decreasing lending, causing house prices to drop even further as the demand 

dropped. As more people defaulted banks and investors started making huge losses as even repossessing 

the house the mortgage was taken out to buy would not make their money back as house prices crashed. 

This led to financial crises in banks and even bankruptcy as seen at Lehman Brothers. This crisis spread 

worldwide due to the international distribution of mortgage bonds dragging the EU and other US banks 

into it. 

 

//upload.wikimedia.org/wikipedia/commons/6/6c/Shiller_IE2_Fig_2-1.png
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The diagram below shows the failure of the sub-prime mortgage model: 

 

Greek debt crisis  

Greece is now ranked as the country least likely in the world to pay back its debts, lower than all of 

Africa. Karim described the reasons that led to the Greek crisis. 

Since Greece joined the Eurozone it has been living far above its means- easy credit was available due to 

having an AAA rating of the EU countries given the strong economies that form it like Germany. To join 

the Euro and stay as a member states must have a 3% of GDP borrowing cap. To meet this demand 

Greece concealed a lot of its borrowing meaning it was hard to find out what the deficit actually was. 

They used the ease of borrowing given their credit rating to increase expenditure both public and private. 

From 1999 to 2007 for example public sector wages grew by 50% for no apparent reason other than the 

fact they could now afford to. Big public debts were also run up from the 2004 Olympics. Another factor 

leading to Greece’s downturn was the fact its taxation system was weak. 30-40% of economic activity in 

Greece goes untaxed - this is a huge amount of revenue lost by the government (the average in Europe is 

18%). This is caused by a lack of effective enforcement of taxation laws. The surge in Greek Spending is 

shown below: 
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Following a scandal in late 2008 the Greek government was removed and replaced with a new one. On 

entering government they found a lot less money than they expected and realised they would struggle to 

repay loans, so had to reveal their debt crisis to the world. From a budget deficit originally estimated at 

3.7%- still higher than the amount allowed, this had to be recalculated revealing it was actually around 

15%. Not only this but the Greek total deficit was in total actually €300 billion, 163% of GDP. Debt 

levels reached the point where the country was no longer able to repay them and was forced to ask for 

help from its European partners and the IMF in the form of massive loans (to repay its other loans). They 

were granted on the condition Greece put in place harsh austerity measures and reformed its taxation 

system. 

 

Iceland’s banking crisis 

Before the 20th Century Iceland’s main source of trade and income was through fishing. However, at the 

start of the new millennia Iceland’s financial sector expanded. By 2006 Iceland’s Banks had assets of over 

140 billion Euros, compared to just a few billion in 2003. One of the main causes of this explosion was 

due to the rapid deregulation of their financial markets from the early 90’s, and the regulation of the 

fishing markets. This allowed them to fish more effectively, more sustainably and more efficiently, and so 

made some people very rich and giving other people the opportunity to engage in another activity. People 

turned to education and suddenly there were an abundance of highly educated people who didn’t want to 

fish for a living. They turned to banking.  

High interest rates set by the central bank kept foreign money flowing onto the island, strengthening the 

Krona and making imported goods easily affordable. They dodged the expense of borrowing at those 

rates by borrowing at lower interest rates in foreign currencies (Japanese yen, Swiss francs) to finance 

homes and other big purchases. The money was also used to fund a reckless banking culture in Iceland 

where huge risks were taken; it became a huge sector of their economy. An IMF inspector sent to Iceland 

after the crash was quoted saying “Iceland is no longer a country. It is a hedge fund.” 

http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=JpNHd5QR2cktPM&tbnid=WHISo9uttugmlM:&ved=0CAUQjRw&url=http://en.wikipedia.org/wiki/Greek_government-debt_crisis&ei=OlMiUb2pJcmM0wXG_YEo&bvm=bv.42553238,d.d2k&psig=AFQjCNGnkK5R-_NyAG7nk3ACeIknsviF2g&ust=1361290377120187
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The crisis began when Glitnir Bank had a payment due of €600 million on October 15 for bonds issued 5 

years earlier. Mid-Sept collapse of Lehman Brothers brought worldwide lending to a halt. The debt was 

due and the bank lacked the funds to pay it. The government offered to buy 75% of bank for €600 

million and as soon as deal went through, the credit rating for Iceland dropped. Iceland's other banks 

were soon dragged down as the Krona’s value plummeted and their credit ratings were decreased. 

The underlying cause of these crises 

Karim argued that the cause of these crises in different economies could be underpinned to be the rapid 

deregulation of the banking systems around the world. Over same period there has been a vast amount of 

financial innovation and this saw the rapid expansion worldwide in the finance sector. The promise of 

government bailouts combined with this have seen flaws and cracks in the system emerge as people 

within the banks have taken huge risks with the lure of high profits.  

Karim concluded that deregulation allowed the market failures that caused the crisis to be put in place. 

The discussion concluded with calling for the greater and effective regulation of the banks.  

 

Suggestions for further reading: 

 Boomerang by Michael Lewis  

 End this depression now! by Paul Krugman  

 The return of depression economics by Paul Krugman  
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THE FUTURE OF MONETARY POLICY by Sir John Vickers            28th February 

This week we had the opportunity to hear Sir John Vickers on the issues surrounding the UK Monetary 

Policy.  

The areas examined in this talk included: 

 Overview of history of UK monetary policy 

 Inflation targeting  success or failure? 

 Should monetary policy have a new objective? 

Sir Vickers began by giving an explanation of the Monetary Policy. Monetary policy, in essence, says that 

the monetary system is a very important part of the success of an economy (if it goes right) or failure (if it 

goes wrong), Every economy has to deal with decisions about its currency and the amount of the 

currency in circulation. In UK, the money supply is decided by the Bank of England. A related issue is 

deciding the price of money, that is, the interest rate. In 1998, when Sir Vickers was part of the Monetary 

Policy Committee, the interest rates set were around 5-7.5%. It was noted that a talk on this topic would 

have been strange five years ago when the monetary policy was to be used to achieve the 2% ±1% 

inflation target and there was nothing more to be discussed. The questions arising now tend to revolve 

around the use of this demand side policy after the financial crisis, 2008 onwards.  

History of the monetary arrangements in Britain 

 

The chart above shows the inflation in the 20th century. Most of the time, inflation has been between 0-

10% but there has been two inflationary surges. One was associated with the First World War and the 

second with the oil crisis in the 70s where inflation reached over 25%. At such high levels, inflation 

erodes savings and the value of money because of which this situation is undesirable. Deflation (or 

negative inflation) is also not desirable when the prices fall. This was experienced during the period after 

the war as the government was trying to bring inflation down to the pre-crisis level. After the 1930’s UK 

has not had deflation. What is desirable is low stable inflation. This was the case during the 90’s when 

inflation was within the range of 1% – 5% and the inflation was well within the target of 2.5% ± 1%, 

which recently hasn’t been the case.  

SOURCE: Mankiw & Taylor, figure 1-2 
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The chart above shows the relatively stable period of inflation after the 70’s indicated by the blue line. 

The economy grew steadily during this period. The red line is the official bank rate set by the Bank of 

England.  

There are three phases that can be observed: 

I. During the 70s when inflation was high, the inflation adjusted bank rate (accounting for inflation 

by using Bank rate minus Inflation) was heavily negative. This meant that if the inflation was 

25% and the bank rate 10%, the saver loses 15% in real purchasing power terms.  

II. In the 80s and 90s there was a positive difference between the bank rate and inflation, which is 

more usual. Times when the interest rates were very high were during times when inflation was 

high and economy needed to slow down.  

III. After the crash in 2009, Bank of England, like other central banks, put the interest rates very low 

at 0.5% whilst inflation has been bubbling round. This has been another period where the savers 

have been losing in real terms.  

Monetary Regimes 

Throughout history, there have been several forms of monetary arrangements. Between the Napoleonic 

war and WWI, the gold standard was used where the monetary arrangement was the gold commodity. 

The prices of all other goods were anchored to the price of gold. The prices fluctuated as the supply of 

gold fluctuated. Although gold standard achieved quite good long-run price stability pre-1914, it collapsed 

in the times of the crisis, particularly, during the WWI. For Keynes it was ‘already a barbarous relic’ by 

1923 and he believed we could do much better than anchoring our prices on this shiny metal. In the 

1920s the decision of returning to the gold standard was under consideration. Winston Churchill, the 

Chancellor of the Exchequer at the time, decided in 1925 to return to gold standard (at the old rate). It 

was later admitted to be the worst decision he ever made. It was finally dropped in 1931, following the 

period of Great Depression.  

Another focus for the monetary policy could be low unemployment, an idea which though seductive 

given the evident benefit of low unemployment, would not be ideal as money supply would not be 

effective in achieving the aim. Targeting monetary policy towards maintaining a fixed exchange rate, for 
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example the Sterling to the Deutschmark, was painful for the economy as it required the pushing up of 

interest rates. This was given up in 1992 as it did not work. 

The method then adopted was targeting the inflation rate. This is done by using the interest rates to 

control inflation or by buying government bonds which are issued to fill the government deficit. This is 

done via printing money electronically.  

Now questions are also raised about targeting in real (nominal less inflation) or nominal (in money terms) 

GDP growth. This idea is still being debated.  

Inflation targeting in the UK 

Inflation targeting has been the objective of the Monetary Policy Committee of the Bank of England, 

comprising 9 members who hold monthly meetings to decide on interest rates. This has been the target of 

monetary policy since 1992 after the ejection of the Exchange Rate Mechanism (ERM). Until the 1990s, 

the decisions on interest rates were made by the Chancellor with advice from the Bank of England. Later, 

the Bank of England Monetary Policy was given operational independence since 1997 under Gordon 

Brown. The target for inflation is now chosen by the Chancellor and left to the Monetary Policy 

Committee to meet. The target was 2.5% for RPIX inflation up to 2004 and then the target was set at 

2.0% for CPI inflation.  

Whether inflation targeting is the most suitable target for monetary policy is debatable. On the one hand, 

it seemed to be the best and the one that worked successfully for 15 years from 1993, after having tried 

several other forms of monetary arrangements. On the other hand, it has not been able to burst the asset 

bubbles or protect banks when the sub-prime mortgages came in. Some argue that the five years 

following the crisis has shown its failure.  

Inflation projections 

The following chart from the Bank of England’s inflation report maps the inflation forecast for the 

coming quarters. It shows that inflation has been overshooting the target at 2% represented by the black 

line. The Monetary Policy Committee is, however, content with the overshooting as it is not massive and 

using a tight monetary policy at this time may risk worsening the current economic situation. The 

expected inflation in the coming years is shown as a range, reflecting the considerable uncertainty 

surrounding the forecast.  
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Quantitative easing (QE) has been used increasingly as part of the monetary policy. This is where 

electronically created money is used to buy bonds with the view to lowering interest rates not only in the 

short term but also in the long term. This has also lowered the government interest rate of borrowing to 

2% which is lower than inflation. The quantity of assets purchased under QE has reached the figure of 

£375 billion, which is ¼ of GDP.  

 

The question revolving around this is whether further QE should be carried out and whether QE is only 

leading to an inflationary problem down the track.  

Where to now? 

Some argue that monetary policy needs a huge rethink whilst some would even criticise inflation 

targeting. Sir Vickers argued that what is needed alongside inflation targeting is recognising that inflation 

targeting is not the means to achieve everything and that we need other, new tools to achieve other 

objectives like using regulation on banking and controlling booms and busts better.  

Time for helicopter money? 

Some argue that we have got to the point where money should be showered from a helicopter, that is, 

financing the deficit by printing money. This differs from QE because QE involves government issuing 

bonds and BoE printing money to buy bonds. When things get back to normal, BoE sells those bonds 

for cash – the hoover after the helicopter. Sir Vickers argued that he was against this proposal since 

without the hoover (bonds that could be sold for cash controlled by the BoE) there would be much 

greater inflation risk for the future.  

A provisional view 

The problems exposed in 2008 were with financial regulation and not inflation targeting. We need to 

build much better financial regulation, including ‘macro-prudential’ tools. It is best for the monetary 

policy to stick with inflation targeting and 2% is a reasonable target but there is a need to implement the 

monetary policy flexibly – both in terms of tolerating overshoots and the instruments deployed. 

Nonetheless, the inflationary lessons of history have taught that price stability really matters and should 

not be jeopardised.  
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HOUSING MARKET by Mr Ray Boulger                     14h March 

This week the Economics Society was addressed by Mr Ray Boulger, senior technical manager at John 
Charcol and a leading expert on the UK housing market and mortgage finance.  

The issues addressed in the talk were: 

 Seasonally adjusted house prices 

 House price indices 

 Effects on house prices 

 The current situation 

Seasonally Adjusted House Prices 

Mr Boulger began by giving an overview of the numerous house price indices we have in the UK. It was 
noted that it is not unusual to find that these often conflict with each other. Not only this, but they vary 
considerably with respect to time so that whilst you may find an increase in house prices by 0.8%, the 
following week you may find they have fallen down by 1% which may seem confusing. The starting point 
to interpret these indices is to understand what exactly they are measuring and how they are calculated. 

Mr Boulger argued that seasonally adjusted house prices cloud the real data. A recent example of how 
data can be manipulated has been witnessed as the banks are accused of having manipulated the LIBOR 
(London inter-bank lending rate) rate. The LIBOR rate is calculated by the quotes which are submitted by 
the banks and which state the prices the bank would have to pay to borrow from other banks which. The 
LIBOR rate is calculated by taking off the top and bottom 25% of the quotes and taking the average of 
the quotes left. Since some traders had an interest, they manipulated the LIBOR rates since even a tiny 
difference in the rate could make a huge difference in terms of the banks’ profits and in turn on their 
bonuses which are attached to the profits.  

Similar to these LIBOR manipulations, Mr Boulger argued that seasonally adjusted house prices 
manipulate the actual prices. As house transactions decrease in the months of December and January and 
the market is quieter compared to that in spring, we assume that house prices will tend to underperform 
during the winter months and over-perform in spring. Hence, house prices are adjusted upwards in winter 
months and adjusted downwards in the spring months regardless of the real data to calculate the house 
price index.  

House price indices 

There are several house price indices in the UK and these often differ numerically given the differences in 
their calculations and depend on what they are measuring.  

Mr Boulger mentioned that the Halifax and Nationwide house price indices are the only indices that 
roughly measure the same thing. They are both timely; Nationwide calculates its figures up to the 25th of 
the month and announces them towards the end of the month and Halifax takes calendar month’s figures 
and they are released later. Both these indices are based on the mortgage lending these banks do, that is, 
they take the house prices of the houses that people are buying using their loans. Nationwide uses 100% 
of the lending they do to calculate these figures and Halifax does close to 100%. A plus point of these 
figures compared to some of the others is that these indices cover the whole of the UK. What both these 
figures are measuring is what they consider to be a typical house and not the average price of the every 
house sold in the UK. Their definition of a typical house is a 3 bed semi and the cost of this is quoted to 
be £165,000 by Halifax and Nationwide.  
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Unlike these indices, the LSL Index measures the average price of every house sold in the UK and the 
figure quoted by this index is £226,000. The massive difference between this figure and that of the 
Nationwide is due to the differences in what they are measuring. This also includes properties bought 
using cash and which are financed not using lenders unlike Halifax and Nationwide indices do. The other 
difference is that of the timescale. Whilst the indices of Halifax and Nationwide are timely, the 
compilation of the data of LSL takes time. On the plus side, LSL is by far the most accurate. Another 
index is that produced by ONS and is the only one that is not seasonally adjusted. However, this index is 
released very late, usually 2 or 3 months later, which deprives it of its value.  

The difficulty in measuring and compiling these indices was highlighted given the fact that there can be 
huge variations between regions and also certain areas within a region.   

Effects on house prices 

Amongst the factors which influence house prices, the following were discussed: 

 Infrastructure in the region – Infrastructure, planned or actual, can push prices of houses in the 
area up as demand tends to be greater for areas which have access to good infrastructure. 
Increased roads or Cross Rail can lead to  higher prices 

 Schools – Often house prices tend to higher near the schools which are well-reputed. The 
demand for houses increases along with the demand for places in these schools as admission is 
easier, or in some cases, only possible, if the residence is in the allotment area. 

 Cost of finance – the interest rate charged on the mortgages play an important role in affecting 
the house prices  

 Availability of finance – this was cited to be the most important factor affecting the house prices. 
Pre-recession the boom in house prices was fuelled by banks offering mortgages of up to 100% 
along with some banks like Northern Rock offering an additional £30,000 on top. Mortgages 
were perceived to be a relatively risk-free and in the risk of default, it was assumed the asset 
would still cover the value of the loan. The increased and facilitates availability of mortgages 
fuelled the demand for houses leading to a rise in house prices. (This can be analysed using the 
traditional Demand and Supply curve analysis for the housing market where the rise in price 
follows the shift out of Demand curve).  

For the banks, this was because they perceived a low credit risk and often had targets to meet. 
This increased lending meant that they were borrowing from capital markets on short term basis 
whilst they were lending long term. A perfect recipe for collapse! When the crisis began, house 
prices fell by approximately 25% as lending was heavily reduced and demand for houses fell 
(Demand and Supply analysis again). Since then demand has recovered and prices have risen by 
10% and now remain flattened. Mr Boulger said that it would take the UK a long time to get 
back to the levels of house prices to get back to where they were pre-crisis.  

 

The current situation   

Given that the national economy has been facing a downturn, so has the property market. The 
government is trying to stimulate the property market which is a key part of the economy by maintain low 
interest rates and through schemes like Funding for Lending. This has increased competition in the 
mortgage market and also improved the lending criteria with a few lenders offering up to 95% of the 
house price as mortgage. The improvement is happening although gradually but it will take us a long time 
to return to the conditions pre-crisis though we do not want to return to quite the figures before the 
crisis.  
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To put things into perspectives the following figures of total mortgage lending over the years were given:  

Pre-crisis (2007) - £364bn 

2010 - £135bn 

2011 – 141bn 

2012 – £143bn 

2013 – Forecast of £156bn 

This shows a drastic fall in lending. Net lending (lending less repayments) has fallen down by 90%. The 
number transactions have fallen down to half the levels pre-crisis. This is because the people are nervous 
about the national and their personal economic situation. The interest rates are one of the only factors 
holding house prices up at the moment. 

 

To read further on this area please see Mr Boulger’s blog or his article on ‘Yet more lies, damn lies and 

seasonally adjusted house price statistics.’   
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FAIR TRADE by Perlie Mong              

The essay submitted by Perlie Mong for an essay competition has been reproduced here. 

Should any non-Fairtrade products be available? 

We live in an age which the Free Market system is hailed as the most efficient market system and the 

system which benefits everyone, as Milton Friedman said, “Ever since Adam Smith there has been virtual 

unanimity between economists that international free trade is in the best interests of trading countries and 

of the world.”1 Although the Free Market system is indeed very efficient in allocating scarce resources, 

evidence does suggest that it also gives rise to global inequality and exploitation, which many consider 

‘unfair’, as Pope John Paul II said, “There are collective and qualitative needs which cannot be satisfied by 

market mechanisms. There are important human needs which escape its logic.”2 The Fair Trade 

Movement was started in the1940s with the aim of curing this market failure. In order to ensure that 

fairness is achieved, some feel that we should only allow Fairtrade products on the shelves; however by 

doing so, we are essentially implementing a large-scale minimum price scheme, thus undermining the very 

nature of the Free Market system. Therefore, before we evaluate this proposal, we have to ask ourselves 

two fundamental questions. Firstly, should we put moral principles before the benefits of the free market 

system? Secondly, is Fair Trade necessarily ‘fair ‘and is Free Trade necessarily ‘unfair’?  

If we look at the first question with a utilitarian perspective, the answer will be ‘no’. Utilitarianism refers 

to the idea that an action is right if it produces as much or more of an increase in happiness of all affected 

by it than any alternative action.3 Free Trade is a character of the Free Market system and it refers to the 

trading system whereby countries trade with each other without any interference or intervention. It fits in 

with the principle of utilitarianism in two main ways. Firstly, it is indisputable that Free Trade has brought 

enormous economic benefits to many developing countries, such as China and India, because it has given 

them access to the world market, as the economics editor of the Sunday Times, David Smith, 

commented, “The rise of China and India is... a proof that Free Trade is the most effective anti-poverty 

programme the world has ever seen.”4 As a result of Free Trade, the standard of living of these countries 

has increased significantly. The GDP per capita (at current prices) of China increased from USD228 to 

USD5439 since it embraced Free Trade in 1978 while the GDP per capita of India increased from 

USD325 to USD1528 since it liberalized its market in 1991.5 Secondly, the competitive element of Free 

Trade encourages all producers to be more efficient and therefore prices for all goods are lowered, 

resulting in a higher consumer surplus across the board. It could be argued that if we abolish all non-

Fairtrade products, we are essentially sustaining inefficient producers and removing producers’ incentive 

to be more efficient, which does not comply with the principle of utilitarianism. According to Oxfam, in 

the time it takes five hundred people in Guatemala (a country where farmers are subsidized by Fair Trade) 

to fill a large container with coffee, the same amount of coffee can be picked in Brazil by five people and 

a mechanical harvester.6 Fair Trade, however, artificially keeps the prices high and can therefore be said to 

be a distortion of the Free Market system’s signalling function, and so does not benefit the majority of the 

population. It is not beneficial to the majority of the people living in developing countries either, 

especially in the long run. This is because in a free market, if producers in developing countries find that 

the prices for their agricultural commodities are too low, they would be encouraged to switch from 

producing agricultural goods to producing other goods with a higher demand, which could increase their 

                                                           
1 Milton Friedman, ‘The Case for Free Trade’, Hoover Digest, 30 October 1997 
2 Pope John Paul II, Centesimus Annus, 1991 
3 Peter Singer, Practical Ethics 2nd Edition (Cambridge, 1993), P.3 
4 David Smith, ‘The Dragon and the Elephant: China, India and the New World Order (London, 2007) P.238 
5 United Nations Statistics Division: National Accounts Estimates of Main Aggregates, 24 December 2012, Web., 11 February 

2013 
6 Mugged: Poverty in your coffee cup, Oxfam International: Publications, 10 September 2002, Web., 10 February 2013 
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income significantly. This was what happened to China and India. Fair Trade, however, provides them 

with a safety net, which reduces their incentive to diversify into other industries and hence reduces their 

chances of being lifted out of poverty.  

On the other hand, if we look at the question with the perspective of Kantian ethics, we will reach a very 

different conclusion. Kant argues that there are objective moral absolutes in the world (e.g. fairness, 

justice) and we should act according to these moral absolutes no matter what the consequences are. Free 

Trade and Fair Trade are sometimes seen as ‘mirror images’7. This is because Fair Trade aims to promote 

fairness and alleviate poverty, which is moral. Free Trade, as a character of the Free Market system, 

focuses only on profits and selfish interests, which is not moral. It is especially immoral when we consider 

exploitative practices such as sweatshop factories. This is immoral because it violates the moral principle 

of fairness. Because morality is the ultimate authority, we should abolish all non-Fairtrade products. We 

need to do so because Fair Trade products inevitably cost more than non-Fairtrade products because the 

Fair Trade programme guarantees that, however low world market prices fall, the producer organisations 

will always receive enough to cover the costs of production and a sustainable livelihood. The underlying 

assumption of the Free Market system is explained by the rational choice theory, which in simple terms 

means that individuals, as economic agents, tend to make choices which maximise their gains while 

minimise their costs. Therefore, if non-Fairtrade products, which are cheaper, are available, most, if not 

all, consumers will choose them over Fairtrade products. Although abolishing non-Fairtrade products 

means that consumers are forced to pay more for the same products and producers have less incentive to 

be more efficient, this should not stop us from doing what is morally right according to Kant’s ethical 

theory, as consequences do not matter. 

It is worth noting, however, that the argument from the use of Kantian ethics essentially derive from the 

assumption that Fair Trade is necessarily fair while Free Trade is necessarily unfair; otherwise we cannot 

conclude that Fair Trade is more moral than Free Trade. We therefore have to consider our second 

question: is Fair Trade necessarily fair and is Free Trade necessarily unfair?  

Fair Trade is not necessarily fair because it certifies ‘unfair’ firms. It is indisputable that the ideas and 

principles behind Fair Trade are ‘fair’, as it aims to ensure that the producers in developing countries 

receive a socially acceptable remuneration (in the local context) considered by producers themselves to be 

fair, as well as protecting them from exploitation. The reality, however, is different. Although Fair Trade 

originally developed explicitly as a relationship between small farmer cooperatives and consumers, Fair 

Trade organisations such as Fairtrade International have recently increased certifications to agribusiness 

plantations in order to increase supply of Fairtrade commodities in countries where relationships with 

small farmer cooperatives are slower to develop. Plantations are willing to take part in Fair Trade because 

it improves their public image. Although workers in these plantations might receive a relatively ‘fair’ wage, 

labour conditions in these plantations, are not necessarily ‘fair’, as Felicity Lawrence, the correspondent of 

The Guardian pointed out, “On the Fairtrade farms, overtime during peaks is a serious issue, as the 

Fairtrade Foundation freely admits… if supermarkets double the orders for Mother’s Day, then Fairtrade 

will have to run shifts as long as needed to fulfil them.”8 In fact, tea workers in Kenya claim to have been 

denied the promised benefits of Fair Trade.9 The move to certify plantations is symptomatic of how 

removed Fairtrade certifiers have become from the actual needs of producers. The certification of 

plantations has offered importers an easy way to source certified crops, often using their existing 

plantation-based supply chains. Consequently there is little incentive to create new relations with small-

farmer cooperatives. This means that plantation owners, instead of farmers, are the ones who really 

                                                           
7 Vandana Shiva, presentation at Fair and Sustainable Trade Symposium, 2003 
8 Felicity Lawrence, ‘Why I won’t be giving my mother Fairtrade flowers’, The Guardian: Environment, 5 March 2005, Web., 8 

February 2013. 
9 ‘Tea workers still waiting to reap Fairtrade benefits’, The Times: News, 2 January 2009, Web., 11 February 2013 

http://www.timesonline.co.uk/tol/news/uk/article5429888.ece
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benefit Fair Trade. If everything on the shelves comes from ‘Fairtrade’ plantations, we are not 

empowering the producers, i.e. those who actually work on the land, any more than allowing both 

Fairtrade and non-Fairtrade products on the shelves. If this is the case, there is no reason why we should 

allow only Fairtrade products on the shelves. 

 

Free Trade, on the other hand, is not necessarily unfair. In fact, one could even argue that a truly free 

market is the fairest market possible. This is because, as Milton Friedman put it, ‘if an exchange between 

two parties is voluntary, it will not take place unless both believe they will benefit from it. Most economic 

fallacies derive from the neglect of this simple insight, from the tendency to assume that there is a fixed 

pie, that one party can only gain at the expense of another.’10 Genuine free trade, which requires domestic 

free trade with no barriers such as taxes should result in the benefits of trade being shared by all. The 

reason why trade between the rich North and the poor South seem to make the producers in the poor 

South worse off is that the market has become less free over time. In fact, it is policies like subsidies, 

tariffs, quotas, preferential access agreements and so on which create the distortions in the free market 

which make it less free and more unfair. The European Union, for example, calls for free trade with 

African and Caribbean states but still hides behind its Common Agricultural Policy (CAP), which protects 

European farmers from direct competition. The reason why farmers in developing countries cannot 

compete with imported commodities is because the imported commodities are so heavily subsidized. In 

fact, the Fair Trade Movement, which portrays itself as a remedy to the market failure of the Free Market 

system, only gained momentum after the coffee crisis in the late 1990s, which saw coffee prices dropped 

by 70%, impoverishing many coffee farmers in developing countries. This crisis, however, was not 

necessarily an example of market failure of the Free Market System in the first place. It was in fact 

produced by the attempt to manage production through the International Coffee Agreement (ICA), 

distorting price signals with regard to efficiency and quality, and also by the overplanting of coffee in the 

mid-1990s subsidized by misguided economic planners and aid agencies.11 We can therefore conclude that 

the apparent ‘unfairness’ of Free Trade occurs because the trade system is not free enough, and so if we 

want to make trade fair, we should be trying to abolish any intervention on the Free Market system 

instead of intervening further, which is essentially what Fair Trade is doing since it is fundamentally a 

minimum price scheme.  

Since Fair Trade is not necessarily fair while Free Trade is in fact fundamentally fair, the approach to the 

question by Kantian ethics has failed. As a result, we have now come to the conclusion that 

philosophically, we should not abolish all non-Fairtrade products because we cannot justify doing so by 

using the utilitarian approach nor by the Kantian approach. There is, however, yet another argument why 

we should not abolish all non-Fairtrade products, and that is the argument from practicality. 

It is not practical to replace all goods by Fairtrade goods, as Joseph Contreras and William Underhill said, 

“Fairtrade has enjoyed some success largely because it is just a niche player.”12 Clearly, if all trade is to 

become ‘fair’, the corporations which dominate the trades will have to be brought into the system 

eventually and they could potentially set the terms of participation because of their significant market 

share. This would mean neutralization of the initiative. Even now, as Fair Trade increases in size and 

market share, it has become more and more like the normal market. Fairtrade Labelling Organization 

(FLO) and Trans Fair USA have certified agribusiness plantations, as well as multinational corporations 

such as Kraft and Nestle, while lowering standards and prices of certified products despite legitimate 

                                                           
10 Milton Friedman, ‘Free to Choose’ (Harcourt, 1980) p.13 
11 Marc Sidwell, ‘Unfair Trade’, (London, 2008) P.20 
12 Joseph Contreras and William Underhill, ‘How fair is Fair Trade’ Newsweek International, 5 November 2001, Web., 10 February 

2013 
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labour union concerns, because they are simply too weak to resist these corporations. In other words, the 

influence of large commercial players has already increased over the certification system at both domestic 

and international levels. This issue can be summed up by what Marie-Christine Renard said, “The 

ambivalence of Fair Trade is stronger when it begins to rely on conventional distribution channels, whose 

actors, as in all power relations, can, in the end, win space or impose their rules.”13 Moreover, once Fair 

Trade products have become the mainstream products, the movement-oriented activists will become 

redundant; however without them, there will be no one to check on the fairness of Fair Trade, as a co-

founder of Just Coffee, a small roaster dedicated to the Fair Trade Movement said, “Without people 

outside the increasingly corporate-friendly TransFair system pushing for the original vision of a better 

model, [the Fair Trade movement] will be watered down into nothingness.”14 In other words, once Fair 

Trade products have become the only products in the market, Fair Trade is not likely to be truly ‘fair’ 

anymore, i.e. its values would be compromised; therefore Fair Trade products should remain niche 

products instead of trying to become mainstream products if it wishes to make sure that the producers 

who take part in it actually get the benefits it promised.  

In conclusion, I believe that all non-Fairtrade products should be available on the market. This is because 

we cannot justify putting moral principles before the benefits of the Free Market system. It is also because 

Fair Trade very unlikely to be as ‘fair’ as it is now once it has dominated the market. This can be 

summarized in Milton Friedman’s telling quote, “A society that puts equality before freedom will get 

neither. A society that puts freedom before equality will get a higher degree of both.”15 
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BASE COMPETITION by MCS Economics Team              

The MCS L6th Economics Team took part in a business competition at St Hugh’s College Oxford.  This 
was the first outing for the team and none of us (including Mrs E) knew what to expect as the organisers 
of the competition kept the finer details a closely guarded secret!  The competition was organised by the 
ICAEW and was designed to test business skills under pressure.  Ten teams from the local area entered 
the regional heats – all of the other teams had entered in previous years and knew what was coming.   
 
The team of six had to read a lengthy case study (approx. 100 pages!) based on a fitness and leisure 
company and prepare a presentation recommending a future strategy for the company.  The team had to 
analyse accounting data, work out payback criteria, as well as review management information, human 
resources data, operations management data and marketing data.  This information was all set within the 
current economic climate.   
 
The team were really put under pressure and decided early on to delegate tasks.  This was a smart move 
and enabled the team to focus in on specific parts of the brief.  The MCS team were assisted by Mark. 
Unfortunately, Mark had not yet passed his accountancy exams and was rather relying on the further 
mathematicians in the MCS team to juggle the numbers.    
 
The team on the day were beaten by Abingdon, who were well prepared as they were runners up last year 
and so had an inkling of what to expect. They also had a fully qualified accountant helping them – but the 
MCS team learnt a lot and are hoping for a win next year!  The McDonalds on the way back to school 
certainly helped the team reflect on their performance.  The highlight for the MCS team was the 
confidence with which Karim, Imi and Eamon (who are apparently all in set 1) reported payback criteria 
and accounting data to the panel of independent judges having not a clue how to calculate any of it! 
Eamon’s speech notes were in fact blank! Next year, Mrs Eldridge is planning to give the team a crash 
course in business and accounting methodology to help add a little depth (and accuracy) to the team’s 
analysis.   
 
A great day out and a fine performance from our inaugural MCS Economics Team! 
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