David Clark’s talk at the OUSL Dinner held on Thursday 28th October 20210 at the Hôtel Le Place d’Armes

By Roderick Dunnett

This report is a personal, and doubtless imperfect, appreciation of Clark’s wide-ranging and subtly expressed ideas. Clark, as a practical economist, boldly tackled the pension fund crisis, trade imbalances and abuses in the financial markets. He presented his reflections as work in progress, inspired by his convictions, his insight into the aims of fund managers and his present work on the capital markets. He retains a practitioner’s scorn for abstract financial models, a moralist’s abhorrence of deceptive financial offerings and a historian’s lament at the short-sightedness of individuals and governments. His talk led to lively questions and commentary from the floor. He was defiantly sanguine, but certain economists in the audience, while admiring Clark’s breadth of vision, doubted that natural market processes would yield the outcomes he desired. 

In Clark’s first proposition, politicians and the public alike are deceived by the illusory index of national income. It is an inadequate measure of economic welfare, for it disregards social goods and natural resource depletion and it treats investment in education and research as consumption. The adoption of a better index of material income might induce both governments and individuals to invest more resources in productive education. Indeed, among the chief failures of society is the lack of investment in human capital. For Clark, that means the procreation and education of children. While expenditure on schools and teacher salaries counts in national income and expenditure statistics, there is no universal measure of the value of an educated and productive citizenry. One reason for this omission is that individuals differ from fixed tangible assets in being free to walk away. Individuals are not owned by the state. Indeed, history offers many instances where poor or misgoverned countries have lost their better-educated citizens through emigration. Of course, one country’s loss is another country’s gain. If we recognised the value of the stock of education to our own country, we would invest more in building and preserving it. We would spend more on education, we would do it better and we would make better use of it.

Clark’s second proposition was that we should look at world trade imbalances in the light of demographics. According to Clark, it is natural that countries whose populations are on average growing younger, like the United States, should run deficits, while countries with an aging population, like China, Japan or Germany, should run surpluses. The reason is that an aging population needs to save and to invest more than a population that is growing younger. He foresees an eventual decline in China’s trade surplus, as its society ages and its rate of consumption grows. Conversely, he expects US exports to grow more competitive, as average real wages stay constant, as investment in production rises and as the exchange rate adjusts. Demographics ought to carry more weight in national economic policy, and market forces should be left to cover current imbalances and to reverse unsustainable imbalances.

Clark’s third proposition was that increasing longevity puts pressure on pension funds. Many are run at a deficit and have received government support. Many corporate pension funds are undercapitalised and many individuals, who fund their own pensions, are under-provided. This state of affairs tends to encourage savers to seek high and unrealisable rates of return. It leads them to accept greater risk and to shift savings out of directly productive assets into structured financial assets, which seem, often falsely, to offer higher returns. 

There are two trends that may ease the pension crisis. The first is for men and women to defer their retirement in line with rising life expectancy, and so maintain the size of the active population. This trend will be boosted by a decline in yield on savings and by laws against age discrimination. Secondly, immigration into countries with aging populations, will, by increasing their pool of labour, tend to reduce the average cost of labour, and thereby increase the return on capital investment and expand the taxable national income.

Clark points out that for couples to invest in children is good both for them and for society. While he did not aim to address the environmental risks of overpopulation or the scarcity of resources, he pointed out that, in history, where a growing population strains a country’s resources, man’s ingenuity, spurred by necessity, finds and harnesses new ones.

Some of the audience doubted that global savings and investment will balance optimally. There was distaste at the way economists treat individual souls as consumers and education as capital. There was a sense that we are trapped on the treadmill of economic growth and have to run to stay still. Economists tend to leave human welfare out of the equation. Politicians seem to be indifferent to increasing disparity of wealth and unconcerned at the fact that rising affluence brings diminishing returns.

Clark’s tenet is that in overly chasing material goods we neglect the human spirit. A public recognition of the investment value of education, combined with tax changes to favour parenthood, may persuade couples to raise more children. This may make us wiser in our choice of values and in our ranking of spiritual and material goods.

