Weekly Review – 21st November 2005.

UK News

The UK's public finances appear to be in a healthier state than most had expected. The government recently released numbers that showed highest cash surplus for October since 2001.Last month there was a public sector net cash repayment of £4.96m which was the result of a surge in corporation tax receipts and the public sector current budget was in surplus by £4.1bn, compared with a £0.4bn deficit in October last year. 

Both figures were much better than analyst expectations - and left public sector net borrowing for the financial year to date at £20.89bn, almost £5bn lower than at the same time last year. 

The improvement was mainly the result of a 23.4% surge in corporation tax receipts. 

Economists suggested the surge came as a result of record profits from oil companies operating in the North Sea They said the deficit for the fiscal year may not miss Mr Brown's forecasts by as much as previously expected. Earlier this year the Chancellor predicted that borrowing for the 2005/06 financial year would fall to £31.9bn from £36.8bn recorded for the previous year. 

The current budget - which excludes government investment and is the figure used by Mr Brown to assess whether he is sticking to his 'golden rule'- is meant to be in balance over the economic cycle as a whole. 

Questions
1. What is meant by the term ‘public sector net cash requirement’?

2. How might the above information affect the Budget Statement due in early December?

3. Why does the Chancellor consider the ‘Golden Rule’ to be so important in his managing of the economy?
EU News

The US and Europe have agreed to lift restrictions on flights across the Atlantic so allowing a major move towards an "open skies" deal.
However, before the deal can become law it requires the approval by the US and the 25 EU member states. Currently, flights between the US and EU are restricted by a number of bilateral deals that have been negotiated by individual governments. 

If the agreement is accepted by all parties it will mean that US airlines will be free to fly both to airports in the European Union and from there to third destinations. 

Similarly, European airlines will be able to fly to US airports and from there to other destinations. Such a deal could see major changes to trans-Atlantic services from London's Heathrow airport, with the US keen to secure wider access for its carriers. 

Full liberalisation of airlines and their routes between the EU and US could lead to mergers between airlines though the US still stops total foreign ownership of US airlines. 

Questions

1. What is meant by an ‘open skies’ deal?

2. In what ways might this deal improve the services offered to passengers and the profits earned by airlines?

3. Why does the US not allow total ownership of a US based airline by a foreign business?

International News
Shares in Google have risen above $400 each for the first time, capping a strong period of growth for the internet search firm giving the firm a higher market value than stalwarts Coca-Cola, Walt Disney and Cisco Systems. Google's shares opened at $85 each when the company listed on the US Nasdaq stock market 15 months ago. With a number of new products soon to be launched the prospects for the business look good. The latest is Google Base which will enable people to search for different information collected from consumers and businesses. Other initiatives will include a plan to supply miniature satellite maps to mobile phones as well as a controversial online library service providing digital prints of books. The company reported a sharp rise in profits in the last quarter, as net income rose to $381.2m (£215m) from $52m in the same period last year. Sales in the three months to the end of September totalled $1.57bn - 96% higher than the same period in 2004. Most of the Google's revenue comes from advertising sales. 
Questions
1. What is the US Nasdaq market?

2. Why is Google introducing so many new products?

3. Does it surprise you that the majority of Google’s revenue comes from advertising?
Teaching Resources
A Short Economic History of the Post Second World War

World

Part 4
What will we make of it all?

Our look at how we reached the present state of economic development, has led us through many of the major events of recent history. It is now time to set these against what may arise in the next era of economic development. There are certain observations that can be made and used as a

guide as to what seems to remain essential to the subject we know as economics. These are: that as humans we possess extraordinary abilities that allow us to harness the powers of nature and use our brains to develop a wide range of high order skills.

that some societies have been better at adapting natural resources and human abilities

than others.

 that government, or some form of authority, is essential for the systems to work at what we subjectively call 'their best'.

 that economic growth is a concrete proof of mans ability to utilise the resources of the planet and that those societies who struggle to generate growth become increasingly detached from those who do.

hat the power for good to be created is centred on a precarious balance that all too

quickly becomes a force for evil. An example of this continues to be much of post

colonial Africa, where greed and corruption has squandered wealth and exposed the

weakest members of society to hideous suffering.

that growth seems to originate in an ability to create an agrarian surplus. This in turn

allows populations to grow and therefore create both producers and consumers. In short, larger populations mean more demand for the prospective suppliers to aim at.

And yet have we (mankind) actually solved the fundamental economic problems of what, how and for whom to produce? We have certainly accelerated our ability to create economic wealth since the first signs of the agricultural revolution. To this we have added a range of industrial breakthroughs that allowed mass production to become the nucleus of most economic systems.

We have also developed methods of transferring surpluses in the form of capital and widening the influence of some nations on others. It may not be the 'Glorious Revolution' of the 17th Century but by accepting that economic growth was the engine of legitimate change we opened the gate to a period of unparalleled prosperity.

However, as with much of what has been termed 'progress', there is a darker side and we need to be aware of this. Our thirst for knowledge has led to amazing scientific and technological discoveries but at what price? Can we look ICT in the face and say honestly that its properties will be used to the total good of common man? We know what can happen when the work of one scientist is taken by others and used for a different purpose. Knowledge appears not to be subject to finite supplies and therefore diminishing returns. So, it is our responsibility to write our history in such a way that future historians will not point to us as a time when so much knowledge was wasted, used for the exploitation of the many by the few or even for part of our own destruction.

To this list of possible shortfalls for the future of mankind, we as economists must put capital and its power to transfer wealth across the globe. Will it also prove to be an endless resource, or will it be subject to rationing? One look at the writings of Malthus and a less secure future begins to be a possibility. Can mankind survive if he continues to breed at geometric rates that constantly outstrip its ability to offer adequate food supplies too huge numbers of people?

Against this fear is put the trends for differing societies to reduce fertility once living standards begin to reach a certain level.

So, will Darwin and his 'survival of the fittest' be the way in which our species utilises the resources at its disposal? This leads us nicely to the environment and how we intend to look after the planet's resources. We need energy, decent drinking water and relatively clean air. An awareness of these difficult issues has led economics to adopt such phrases as; sustainable growth and its important relations the various audits that are now central to economic life. We

are waking up to external diseconomies of scale and suddenly the term free rider has some sinister connotations.

In your lifetime the planet may be supporting nine billion souls and will you be capable of spotting dangerous trends? Just look at all the arguing that surrounded the BSE fiasco. It ranged from being completely safe to eat beef to likely to give you a horrible wasting disease. To compound the issues raised by this sensitive issue experts accept that contaminated feed may have been exported to the developing world. Alas, if this is the case, then those least likely to be able to absorb such an enormous problem will have found themselves confronting another dilemma.

Will the sheer scale of the possible problems to be confronted by future generations lead them to adopt world-wide reactions? At present we partly practice this with what are known as multilateral negotiations. These also occur in Europe but as we all know the EU finds it very difficult to agree on a policy that is acceptable to all member countries. Politicians make such decisions mindful of electorates and re-election. As such, decisions tend to be influenced by what the least progressive will accept. These forces on others a compromise which they probably know will not result in the best case scenario they had hoped for. So, will some world forum be developed that makes certain decisions as to the allocation of resources? Or will we once again rely on Adam Smith's ' regard for their own self interest'?

To an economist one essential part of the jigsaw remains unanswered, namely how will society react as we increase the level of externalities being internalised within the economic structure? A considerable proportion of what was publicly owned has been transferred back to the private sector. In some politically sensitive areas of our economic life the consumer now has to pay part

and possibly all of the benefits accruing to them. A case that tends to cause emotions to run high is that of higher education, where the contribution paid by the student towards both tuition and maintenance fees continues to increase.

One way in which economists have sought to combat the eternal problem that 'publicly owned' assets tend to deteriorate faster than those owned by private individuals and corporations is to hypothecate revenue earned from their use and spend such sums on correcting any alleged damage caused by the assets. This may work well with domestic assets but what of the global impact of our actions? Will we accept a global environment tax being imposed by some pseudo world police force? Or what of a tax on air transport that is only used to correct the 'externalities' caused by this form of transport? Such ideas may seem straightforward to propose but who will check they are being applied and who will decide what to spend and where? When considering such radical change we also have to address a fundamental of government, namely that those elected might not wish to relinquish part of their power and then the risk exists for widely differing forms of controls and their applications.

To conclude it is perhaps appropriate to return to Malthus and whether mankind will eventually exceed the planets' ability to supply resources. Already our quest for constantly rising GDP has led to global changes in climate, rising water levels in oceans, expanding deserts, vanishing forests and deeper divisions between those who have the resources and those who seek to control them. Malthus did forecast that even with periods of apparent victory over our inability to provide subsistence for the masses, we would eventually reach a point of diminishing returns and then the real opportunity cost would be brought into clear focus. Whatever mans desire to sweat for his daily bread will there be enough grain and land for each to undertake such toil?

If we accepted less would this help our survival? Alas, the progress for opulence does not stop with subsistence. The provision of the 'good things' in life, such as education, museums and fine wine does not deter the greed factor in man. Critics of this statement point to the 'new economy', where the liberal traditions of sound money and tight fiscal control have led to macro environments that seemed unreachable in my youth. Today we do look at low levels of inflation, reduced business cycles and an end to the boom bust economies of the early post war years. If we add to this the free movement of capital a picture emerges where growth surpluses will flow to the poorer nations and they will be able to share in the technological miracles of the age. If this is to be the economic model of the future then thinkers, and they may include economists, will have to wrestle with developing the machinery to allow free enterprise to create the ideas but within a framework that safeguards the common man from over exploitation.

As we strive to confront these new challenges we need to look back at how previous peoples have tackled adversity. By doing this we can note what is both possible and impossible. In

Roman times the nation reigned supreme but today even the one superpower we possess i.e. the

USA cannot force others to accept all that it deems to be correct. You might like to monitor the attempts by the new president of the US to accommodate foreign policy into his learning curve.

Other ages used military might or naval supremacy, or in more recent times the power of trade, to enforce on others the style of life central to their supposedly superior culture. Alas, it remains a fact that people are not entirely free to live and work wherever they want to. Both the European

Union and the USA have distinct dislikes of 'migrants' and no other cause is destined to weld public opinion into a forum of naked xenophobia quicker than 'others taking our jobs'. In the days immediately after World War 2 there was the possibility that the UN would make laws that others would follow but the Cold War left the organisation open to the power of the veto and little was achieved. Even after the fall of the Soviet Union the reactions of the UN to crises around the world has been subject to prolonged negotiation whilst national issues are resolved.

An age of true 'internationalism' is yet to dawn. To be fair the blue berets are seen to be effective when a humanitarian crisis appears on our television screens but within a few weeks of the disaster the pressure is on the UN force to withdraw or be reduced in number. To-date the concept of a world order that accepts certain fundamental principles of human co-existence is not

a part of international diplomatic principles.

This may seem to be a review based more on sociology than economics but nothing fans destruction and subsequent economic chaos faster than wars, disagreements and ethnic tensions.

The twenty-first century looks certain to be dominated by religious fundamentalism, ethnic rivalry and intolerance of others. Against such a background the pace of economic development will be difficult to maintain. Alas, we seem to be on the eve of creating untold levels of economic wealth yet also cultivating increased hatred amongst those who are perceived to 'have' and those who consider they have little or nothing. One look at the current situation in West

Africa is a ghastly reminder that weapons and the uses they can be put to easily promote barbarism.

So, let's move to an end with some signs of me being more positive. What have we achieved since 1945? Well, we have:

_ harnessed more of our collective brain power than at anytime in recorded history

_ achieved higher levels of material wealth for many of the worlds' population than was thought possible at the end of war against the Axis forces

_ begun the process of moving the majority into the technological age and have embarked on a revolution every bit as momentous as its predecessors in agriculture and industry

_ managed to live with conflicting ideologies and not react with a war that would literally have ended all wars

_ created wealth that requires government to provide a secure framework within which individuals can work

Alas, there have been 'downs' as well as 'ups' and amongst these are:

_ the arrival at an awareness that finite resources cannot be exploited without some acceptance that their excessive use might actually damage the environment in which we live

_ the continued struggles of those who feel they have been left out to rectify this belief.

With each new conflict comes even more grotesque examples of mans inhumanity to man

the continued trend of business to like the advantages offered by monopolies and the need for governments to be aware of how corporations work to exert control over markets

As economists of the future you have to develop the subject against the background that regardless of digital miracles we all have to live somewhere and in an instant we know exactly who has what and where they are. Perhaps one day we will all achieve what many Europeans see as 'the American dream'. As such people will live out their existence free from economic fears but if this is to be achieved then future generations will have to placate the desire in man to live with inward looking political and social systems. My last note is one of warning, for if future generations cannot resolve the fundamental problems of resource allocation and the wealth that goes with it, then those who feel they have none or too little might take matters into their own hands.

In the first three sections of this short economic history of the post war world I hope I allowed you to appreciate just where the environment in which you grown up came from. In the fourth and concluding section I tried to pose some questions and problems that you and your children might face. I can only hope that between the two parts of the same exercise I have both informed and encouraged you to look deeper at what shapes the world in which we live.
