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The Department of Economics -

a brief history

The term ‘Monash
Economics’ came into
widespread usage in

the 1970’s. It connoted
liveliness and rigour and
an emphasis on the policy
implication of economics
and was a recognition

of the meteoric rise of a
new grouping of quality
economists. Under the
direction of its founding
Dean, Donald Cochrane,
(pictured) himself a distinguished economist, economics
at Monash had undergone a remarkably successful
take-off from 1961, the year when the University
opened for business.

By 1965, there were 23 economists on site including
many of the best recent postgraduates in Australia.
The Department already had a reputation in Victorian
schools for the quality of its teaching. The appointment
of a number of professors in the second half of the
1960’s then further enhanced its status by adding to
the research capability of the team and led to further
diversity of fields of study.

By 1973, the Faculty of Economics and Politics was
perceived to have reached such a size as to call for
division into smaller administrative units. Up to the time,
Economics had been only one of a number of subject
areas included under the one umbrella. Accounting had
become a major part of the faculty and there was some
smaller attention given to other business-related
subjects. In addition, econometrics, a particular Monash
strength, and its close relative, operations research, as
well as economic history had developed into semi-
independent specialties. In the resulting make-over, the
Department of Economics emerged as a leaner version
of the original but one that was recognised, nationally
and overseas, as one of the country’s foremost centres
of economic research and teaching.

In these circumstances, the department was well placed
to weather the worsening external environment, which
became apparent in the 1980’s. Governmental largesse
towards universities began to take a backward turn. The
universities were now suffering for their dependence for
funding on a Commonwealth Government attempting to
reconcile the political pressure to increase the number of
university students with the financial need for budget
constraint. Partly as a result of the funds raised by the
faculty from the admission of overseas students, the
Department met these challenges with some success

but a worsening in the ratio of student to staff numbers
was unavoidable.

The period since the mid 1990’s has been one of
adjustment to the implications of the spectacular
expansion of Monash through the acquisition of new
campuses. In 1993, the Clayton faculty was
amalgamated with the Faculty of Business on the
Caulfield campus of the University. As a result of this
and some prior actions of the University, the department
became dispersed over six campuses in Victoria. From
this emerged a new undergraduate degree structure
with important implications for the department. The
immediate effect was to reduce the number of students
with a flow-on to reduced staffing. By the turn of the
century, student numbers had recovered somewhat but
not evenly across the campuses. Nevertheless, the
Department has successfully adjusted to the new
situation and through a number of new appointments,
has effected a generational change, which bodes well
for its future.

Emeritus Professor William Angus Sinclair
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2006 In Review

Our main focus throughout the year was to consolidate
our achievements in research and teaching, improve
academic and administrative staffing, and embark on
new directions consistent with the recommendations
of the external review of the department conducted
last year.

The department retained its prominent position within
the faculty in terms of the quality and depth of its
research engagement. The number of refereed journal
articles published by economics staff increased by more
than ten per year-on-year. Once again, we contributed
the largest share (in excess of thirty per cent) of ARC
applications submitted by members of the faculty.
Research income, though relatively modest, did increase
by thirty-four percent from 2005. And we continued to
attract a strong field of international research students.
We were able to secure full scholarship funding for ten
new research students as well as four Dean’s Excellence
top-up scholarships, representing forty per cent of those
on offer. The fact that economics research students
gained such a high proportion of these newly instituted
Excellence Awards is a strong indication of their calibre,
and the fact that ninety per cent of the new HDR cohort
are international students attests the department’s
reputation abroad.

The research culture in a department is nourished by
many elements, including a lively and diverse seminar
program, supportive visitors and associates, outside
collaboration and research-friendly infrastructure. Elias
Khalil has invigorated the joint Economics/COPS seminar
program with unrivalled enthusiasm and creativity for
which we are very grateful. Professor Kenneth Arrow has
graciously accepted the invitation to extend his Honorary
Professorship in the department. We have been
fortunate in hosting a number of visitors who took an
active interest in many departmental activities. Prominent
instances include Professor Sir James Mirrlees who
delivered a lecture on the optimal design mechanism for
an alternative income taxation system in May, and the
2006 Xiaokai Yang Memorial Lecturer, Professor George
Mailath, who visited in October. Closer to home,
Professors lan McDonald and David Merrett from
Melbourne University made the trek across the river
Yarra to spend their sabbatical leave with us.

Russell Smyth and | visited China in September with a
view to consolidating existing and forging new research
links to leading economics programs at Renmin, Wuhan
and HUST (Huangzhou University of Science and
Technology) universities. We also initiated arrangements
for a major conference to be convened in Beijing next
year, hosted by our Asian Business and Economics
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Research Unit in cooperation with the School of
Economics at Renmin University and the Chinese
Academy of Social Sciences. Last but not least, we
secured funding for the establishment of a dedicated
experimental lab, the Monash Laboratory for
Experimental Economics (MonLEE). With
uncharacteristic efficiency, plans were drawn up, space
secured, renovations and refurbishments undertaken
and an operational lab established before the year was
out. The lab will open up substantial research
opportunities for our experimentalists, attract
distinguished scholars in the area, and strengthen
collaborative ties within the Economic Design Network.

Enrolment numbers in the economics programs of

the three families of undergraduate degrees have held
up well against the backdrop of a general slackening
demand for university places. Economics enrolments
increased by nearly ten per cent in the BCom/BEc
programs which are taught on the Clayton campus
while remaining stable in the other degree families.

This pattern is consistent with the overall positive student
assessment of our teaching performance. Thirty-two
per cent of the fifty-five undergraduate economics units
received a “green light” for “best practice”. A “green
light” signifies that the lecturer was awarded a score of
at least eighty per cent (corresponding to an HD or First
Class Honours grade) for the comprehensive evaluation
statement “Overall, | was satisfied with the quality of the
unit”. Once again, the outstanding performance of our
star teachers was honoured with the Dean’s Award for
Excellence in Teaching which went this year to George
Rivers for his undergraduate and MBA teaching.

Good teaching feeds on good students. It is most
gratifying to note the commitment and success of our
students. This was brought home most compellingly
in the department’s annual student awards. Sixteen
students qualified for the newly introduced award for
continuing excellence in the core units of the BCom/BEc.
Eligibility for this award requires a student to gain high
distinction results in at least three of the four first and
second-year units in microeconomics and
macroeconomics. The large number of award winners
bears testimony to the high calibre of students that are
attracted to economics.

Staff churning presents opportunities and challenges.
During the mid-year recruiting round we were able to
exploit some welcome opportunities by appointing
James Ang while he was applying the finishing touches
to his PhD at ANU. At the same time, we were fortunate
in being able to convert the fixed-term appointments of
Edwyna Harris (PhD Melbourne) and Steph Miller (PhD



2006 in Review

George Mason University) to a continuing footing.
Regretfully, we also had to accept the retirement

of Associate Professors Robert Rice and lan Wills.

Both Bob and lan have been with the department for
many years, rendering excellent service in a variety of
capacities. Bob was prominently engaged in the pursuit
of Indonesian studies and consultancies, and lan in
cultivating our interdisciplinary connection with the
School of Environmental Studies. Their particular
expertise will be missed by colleagues and students.

A sincere and resounding “Thank You” to Bob and lan
offers only imperfect recognition of their extensive and
long-lasting contributions to the department. Lastly,

the academic achievements and contribution to the
department of Elias Khalil were recognised in the annual
promotions round with his promotion to Associate
Professor.

Changes in the administration area include the
unanticipated changeover of department managers,
recruitment of new staff and rearrangement of portfolios.
Many thanks to Jenny Morrison for her enthusiastic

but brief contribution to the department, and a warm
welcome to David O’Hanrahan. Towards the end of

the year Zoena Madeira took up a newly created
administrative position on the Berwick campus in
anticipation of the administrative separation in 2007 of
the Gippsland School from the faculty. Zoena will provide
administrative support for the economics program in

the BBusCom when Lesley Birch formally joins the
Gippsland School. We thank Lesley for her good work

in that portfolio in recent years.

2006 was a productive year during which we grappled
with some of the recommendations made by the external
review committee. Major challenges on the agenda for
2007 include continued strengthening of our research
profile, the establishment of a coursework masters
program, a curriculum review and forging constructive
external relations. | am confident that our strong and
growing department will continue to rise to these
challenges in the year ahead.

Dietrich Fausten
Head, Department of Economics




Events in 2006

Professor Sir James Mirrlees
lecture

Nobel Laureate Professor Sir James Mirrlees, Professor
of Political Economy and Fellow of Trinity College at

the University of Cambridge, visited the Department

of Economics at Monash’s Clayton campus in May.
Professor Mirrlees, was joint winner of the Nobel Prize
for Economics with Professor William Vickrey in 1996 for
his contributions to the economic theory of incentives
under asymmetric information. He is well known
internationally for his work on social cost benefit analysis
and has researched many areas of economics including:

* optimal taxation

e public expenditure

* economic growth models
« welfare economics

* income distribution

* international trade, and

* development issues.

In his lecture, Professor Mirrlees discussed his optimal
mechanism design for an alternative income taxation
system that maximises the welfare of society by allowing
individuals to choose their own taxation schedule.
Following the lecture, Professor Mirrlees met with
academics from the Economics department’s Centre for
Increasing Returns and Economic Organisation to
discuss opportunities for collaborative research projects.

Left to right: Professor Dietrich Fausten, Professor Sir James
Mirrlees and Professor Yew-Kwang Ng.

Development workshop

On 8 and 9 June, the Department of Economics jointly
with the Department of Econometrics and Business
Statistics, organised the second Australasian
Development Economics Workshop. The organising
committee consisted of Pushkar Maitra, Brett Inder
and Rebecca Valenzuela. The special invited speaker
was Professor Patrick Francois (University of British
Columbia). Overall fourteen papers were presented
over two days. Participants and presenters included
members of:

< ANU

* University of Sydney

« University of Adelaide

= University of Queensland

e University of Tasmania

« University of Melbourne

= University of Otago

 RMIT University, and

« University of Western Sydney.

Notable speakers included:

= Professor Hal Hill (ANU)

= Professor Ranjan Ray (University of Tasmania)
* Professor David Fielding (University of Otago)

e Associate Professor Lisa Cameron (University of
Melbourne), and

« Professor Patrick Francois (University of British
Columbia).

Every one felt that it was a great occasion for
development economists from around the region to
meet, interact, discuss research and talk development
economics. The third workshop in this series will be
hosted by the University of Sydney in June 2007.

Behavioural Economics
Working Group

The Behavioural Economics Working Group commenced
in mid-2006 as an inter-departmental forum to facilitate
the development of the research agendas of the staff
and students at Monash University and beyond.
Behavioural economics is the child of psychology and
economics and more recently of neuroscience. It also
involves philosophical questions concerning rationality,
happiness, and how to ground public policy. The
intention of the group is to nurture budding ideas and to
provide a forum where people can discuss these ideas
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whilst they are in the early stage of development. The
aim is also to encourage students to pursue theses
topics in this rapidly expanding field.

The Behavioural Economics Working Group runs
monthly workshops. The group has been enlivened with
the establishment of MonLEE within the department,
which offers great opportunities to test models in
behavioural economics as well as models from more
traditional areas such as game theory, auction theory,
and equilibrium analysis.

Monash Laboratory for
Experimental Economics
(MonLEE)

Early in the year the department received funding to
establish a dedicated experimental laboratory.
Comprising twenty-six workstations and state of the art
infrastructure, the lab constitutes an effective facility to
conduct experiments in economics and allied disciplines.
Becoming operational late in the year, it is run by the
department and constitutes the second such lab in the
Australasian region. The new laboratories at Monash
and Melbourne universities put Victoria and Australia

at the forefront of economics research, developing

new findings about rationality that will have deep
reverberations in policy development and implementation.

Experiments have been conducted in the laboratory
since its inception, including a cross-institution
collaborative activity with the University of Melbourne
and Purdue University. Experimental sessions for this
collaborative project have been conducted at Monash
University, University of Melbourne and Jadavpur
University, Kolkata.

MonLEE will help economic theorists to test their
hypotheses, identify the forces that enhance innovation,
cooperation, and productivity, and contribute to shape
policy making in Victoria and advance the science of
economics across the globe. The lab opens up new
avenues and opportunities for research conducted

at Monash and by Monash staff to contribute actively
to the economic development of communities across
the world. Economic models help to shape government
decision-making, allowing world leaders to make
informed policy decisions.

Experimental economics is a relatively new tool which
examines actions and behaviour of individuals under
different set ups and conditions, in the attempt to
analyse the implications of such actions and behaviour
for economic development and growth. Across the world

experiments have been used to design, understand and
test policy implications in such diverse areas as
electricity market deregulation, auctions for biodiversity
and aqua-culture. Participants in these experiments
simulate the behaviour of people in everyday bargaining
situations, in organisations, and in the market at large.
Experimental economics is also increasingly used to
examine exactly how morale and self-motivation are
crucial for the growth of productivity, and how intangible
institutions such as trust are imperative for success of
market networks and organisations in the global
competitive environment. This lab, which will be explicitly
used to run economic experiments with student and
non-student participants will contribute significantly to
research in these areas.

Renmin-Monash Advanced
Centre for Economic Studies

The Advanced Centre for Economic Studies (ACES) is
a collaboration between the Department of Economics,
Monash University and the School of Economics,
Renmin University of China. It was officially launched

in February 2005.

In 2006 ACES acted as a vehicle for cooperation
between the Department of Economics and the School
of Economics, Renmin University of China in the areas
of PhD student supervision and research collaboration.
ACES now has two cohorts of five students, with

the second cohort commencing in September 2006.

In 2006 the department actively supported the ACES
PhD program through the allocation of funding to
provide English Language training for the students and
supervision. Each of the ACES students has a supervisor
from the School of Economics at Renmin University and
the Department of Economics at Monash.

2 3: = % 2k T EFIREY TR

From left to right: Russell Smyth, Yang Ruilong (Head of School of
Economics, Renmin University of China), Dietrich Fausten, He-ling
Shi, Zhang Yongsheng (Executive Director of ACES)
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ACES provides a means for members of the department
to access information about the Chinese economy and
collaborate with researchers in the School of Economics
on research projects related to China as well as other
topics such as inframarginal economics. One research
project that commenced in 2006 was a study of job
satisfaction and subjective quality of life amongst Beijing
taxi drivers in the lead up to the Beijing Olympics in
2008. Projects planned for 2007 include a special issue
of Economic Papers on the Australia-China economic
relationship with researchers from the School of
Economics at Renmin arranging contributions from

the Chinese perspective and a conference on ‘Migration
and Social Protection’, to be held at ACES in September
2007.

In September Dietrich Fausten and Russell Smyth visited
ACES to discuss the PhD program and research
collaboration. While at Renmin they sat on the selection
committee for the second cohort of students, talked to
the PhD students about their thesis topics and presented
papers attended by both staff and graduate students in
the School of Economics. While in China, Dietrich and
Russell also visited Wuhan University and Huangzhou
University of Science and Technology to discuss
research collaboration. At both Renmin and Wuhan,
Dietrich gave presentations to prospective students
about the HDR program in the department.

2006 Xiaokai Yang Memorial
Lecture

The community of Australian economists paid tribute to
the late Professor Xiaokai Yang, the founding director of
the Monash Centre for Increasing Returns and Economic
Organisation (CIREQ), in Perth, in October, on the
occasion of the second Memorial Lecture delivered

in his honour.

Yang was a leading theorist in economic analysis.

An internationally recognised researcher, his work

was highly regarded by fellow economists and won him
considerable attention and international repute, including
nominations for the 2002 and 2003 Nobel Prize in
Economics. Sadly, Xiaokai Yang passed away on

7 July 2004.

The Memorial Lecture, established by Monash to honour
the significant contributions Professor Yang has made
through his research, is presented annually at the
Australian Conference of Economists. This year’s lecture
was delivered by the Alfred Cowles Professor of
Economics at Yale University, George Mailath.

Yale University’s Professor George Mailath (left) and the Executive
Director of CIREO, Christis Tombazos at this year’s Xiaokai Yang
Memorial Lecture.

Mailath is one of the world’s leading game and
microeconomic theorists, and, like Yang, also completed
his doctoral studies at Princeton University. Both Yang
and Mailath were taught by Hugo Sonnenschein, who
delivered the inaugural Memorial Lecture last year.
Mailath’s lecture examined the two views of reputation
prevalent in economic literature — one motivated by
repeated game considerations, and the other by
incomplete information.

Christis Tombazos, the executive director of CIREO,
said the lecture was a fitting tribute to the memory and
intellectual legacy of Yang. “Professor Yang’s work on
inframarginal analysis has contributed to what is turning
out to be a paradigm shift in economics.”

The Xiaokai Yang Memorial Lecture is jointly sponsored
by the Department of Economics, the Monash Vice-
Chancellor’s Fund and the Institute for the Study of
Global Movements.



Community and other activities

Contract research

Dyuti Banerjee completed a project for the CSIRO
entitled, “Valuing the Economic Impact of Food Science
Australia Dairy Research”. This project provided a cost-
benefit analysis of manufacturing the product Recaldent
in Australia — a product that is used in producing
chewing gum in the US. The project compared the
potential benefits of manufacturing the product in
Australia with the cost of doing so.

Lionel Frost is the leader of a cross-disciplinary team
based at the Berwick Campus which was engaged by
Convivia Development Management Pty Ltd to prepare
a literature review and synthesis of research relating to
the impact of retirement villages on economic and social
conditions in the existing communities within which they
are located. The team, made up of six researchers from
the Departments of Economics, Management, and the
School of Geography and Environmental Science,
completed the report at the end of 2006, and Lionel
made a presentation of the major findings to meetings
of planning staff and councillors of Bass Coast Shire
Council. The report concluded that a strong theme of
the literature worldwide is that where best practice
models of planning and implementation are followed,
retirement villages not only integrate but also add
substantially to the economic and social capital of

the wider communities within which they are based.

Lionel Frost also did consulting work for AFL Publishing,
being commissioned to write an article for the Grand
Final edition of the AFL Record, on the history of possible
match fixing and corruption in Australian football — along
with contributing two chapters to “Australian Rules:

A Celebration of 150 Years of Football”, an official AFL
history to be published in 2008.

Bob Rice was the Economic Revitalisation Advisor to
the Badan Rehabilitasi dan Rekonstruksi Aceh dan Nias
in Banda Aceh, Indonesia, for three months. He was
also assisting Gadjah Mada University with training of
government officials in Eastern Indonesia for two six-
week periods in 2006.

George Rivers conducted a cost/benefit analysis for
the Department of Primary Industries, Victoria of issues
relating to the Pipeline Safety/Environment plus fees
regulations from June to December.

He-ling Shi is the Australian Team leader of the AusAID-
funded China Australia Governance Program aimed to
assist the Chinese government to achieve balanced
development and poverty alleviation through good public
governance. Some major projects within the program
include:

e Supervision of Public Investment — to promote
transparency in the monitoring of the multi-billion
dollars public investment in China.

= Joint Fiscal Training — on the issues of fiscal
federalism, performance-based budgeting, and
inter-generation budgeting.

e Leadership Performance Appraisal — design three
sets of Balanced Score Card to measure the
performance of government officials and CEOs of
state owned enterprises (SOEs).

« Institutional Reform of Public Services Delivery —
Contracting out of public services and privatisation
of SOEs are the major theme of this project.

e Support the Scientific Approach on Decision Making
brought the highly acclaimed Australian Productivity
Commission Public Inquiry to China — which has the
potential to make the policy development in China
more independent, transparent, and economy-wide
perspectives.

e Fraud Control in Social Insurance Payment grafted
Centrelink’s experience in fraud control into the
procedure designed for the delivery of social
insurance payments — especially the medical
insurance payments.

Rebecca Valenzuela served as a consultant to United
Medical Protection, drawing on her research expertise
in the area of living standards and cost of child
measurements. Her work assisted UMP and the Family
Courts of NSW and Queensland to arrive at
compensation levels for disadvantaged families.
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Communicating through
the media

Yew-Kwang Ng was interviewed by Radio Australia
(broadcast on 28 July) on the problems of the Chinese
economy. On top of the five problems (population aging,
corruption, financial stress of state enterprises, banking
bad debts, financial imbalances) identified by a US
congressional report in July, Kwang added the problem
of income inequality. However, he is less pessimistic
concerning the outlook of the Chinese economy. If
measures (including the use of a freer press) could be
undertaken to reduce corruption and inequality to avoid
social instability, he believed that the Chinese economy
would continue to grow strongly. Kwang was also
interviewed by Radio Australia on 19 July on the issue
of the value of the Chinese dollar. He explained that a
substantial appreciation of RMB is in China’s interests.

Australian football was a topic of interest with Lionel
Frost interviewed in September for MMM-FM on the
economic position of the Carlton Football Club, and
ABC Radio Perth on the impact of the AFL's policies

to promote ‘grassroots’ football. Ross Booth was
interviewed by the Australian Financial Review, for
several articles — ‘Wealth wins premierships’, ‘Battle for
the sports dollar, boots and all’, and ‘Round ball still the
best bet for a serious salary’; and by The Age for the
article, ‘What is a Medal Worth?’. Monash Memo
interviewed Ross for the article ‘Monash researcher
tackles footy and kicks goals’, on his AFL research.

Gennadi Kazakevitch was interviewed by Geraldine
Doogue on ‘Saturday Extra’ on ABC Radio National

in July on the transformation of former communist
economies to liberal democratic ones. He also
contributed a number of articles in Russian throughout
the year to ‘Panorama’, a fortnightly Los Angeles-
Melbourne paper. These were ‘A housing stress in
Australia’, ‘What kind of country Australia is? — an
economist’s response to sceptics’, ‘What kind of budget
does Australia need?’ and ‘Telstra: is privatisation
necessary?’.

Rebecca Valenzuela had her article the "Cost of raising
children’ published in the September 9 edition of the
Australian Financial Review. This featured some child
costings provided by Rebecca using latest household
budget data from the Australian Bureau of Statistics.
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Jaai Parasnis was interviewed for the Sydney Morning
Herald feature on immigration boost. The interview was
based on the paper which was written jointly with
Dietrich Fausten and Russell Smyth, ‘The Impact of
Immigration on Native Workers in Australia‘, presented
at the Australian Conference of Economists in 2005.
The paper finds that, contrary to common perceptions,
immigration in Australia is associated with better labour
market outcomes for native workers.

Public lectures and keynote
speeches

Yew-Kwang Ng was a keynote speaker at the 2006
International Symposium on Contemporary Labour
Economics at Xiamen University where he spoke on
“Population and Labour Mobiltity: Some Conceptual
Issues with reference to China”.

In addition, Yew-Kwang gave keynote speeches at:

= the 4t Biennial Conference of Hong Kong Economic
Association (‘“Towards an Internationally Acceptable
National Success Indicator’),

< the Nanyang University Alumni Reunion in Melbourne
(‘Jumping to Hell? Walking to Heaven?’),

= atan open forum held by the Hong Kong people’s
Council for Sustainable Development and Hong
Kong Economic Association (‘The Economics of
Sustainable Development’), and

= at the ‘China in Retrospect’ conference in Fudan
University (‘Under-consumption? Over-investment?
A perspective from behavioural economics and
happiness studies’).

In August Rebecca Valenzuela was an invited speaker
in the Barangay-Australia Lecture Series jointly hosted by
Barangay Australia and the Philippines-Australia Studies
Centre at La Trobe University. Her talk was titled ‘Trends
and Patterns of Migration from the Philippines: A Focus
on Women Migrants’.



