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Top 5 Quirky
Economic Theories

Economic theories can live in
the most unlikely of places, from
makeup bags to the medicine
cabinet.

There are a number of obscure economic
hypotheses that have been known to provide
guidance to budding economists over the
years. Whilst at Zurich Investments their
economic outlooks are based on more
conventional and sound hypotheses, we
thought you may find the following theories
as entertaining as we did.

The Leading Lipstick Indicator

The Leading Lipstick Indicator centres on the
premise that when the bull tums into a bear,
consumers turn to less expensive indulgences,
such as lipstick. This term was coined by
Leonard Lauder (chairman of Estee Lauder),
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who consistently found that during tough
economic times, his lipstick sales went up.
In fact, the US reported that lipstick sales
doubled after the S11 terrorist attacks'.

The Aspirin Count Theory

This abstract market theory discovered an
inverse relationship between stock prices
and aspirin production. We're not aware

of any formal testing on this theory, but it
makes sense that as stock prices fall, more
and more people need pain relief to get
through the day.

The Big Mac Index

This index is based on the sound
economic theory of purchasing-power
parity (PPP), where exchange rates should
equalise the price of a basket of goods

in different countries.

The Big Mac Index, first published in

The Economist in 1986 and reviewed
annually, has been successful in

helping explain exchange rate theory

to many investors. As of January 2010,
the Economist reported that the most
overvalued currency against the US dollar
was the Norwegian kroner at 96 per cent
above its PPP rate — in Norway, you'll pay
US$7.02 for a Big Mac. The Aussie dollar
is considered to be slightly overvalued, with
a Big Mac here setting you back $US3.98.

In 2004, The Economist put a fresh spin on
this index by introducing a Tall Latte Index
reporting on Starbucks coffee. This didn’t take
off in Australia — much like the coffee itself.

In 2007, the Commonwealth Bank got on the
bandwagon with an iPod index but we still
think the original burger indicator is the best.

The Packed Theatre Theory

It appears that when times are tough, people
turn to the movies. Whether it’s to escape
the doldrums with some Hollywood glamour
or because it’s one of the cheapest forms

of entertainment, box office sales in the US
have increased during the last five recession
years, according to the National Association
of Theatre Owners?.

The Laundered Shirt Theory

The international Drycleaning and Laundry
Institute has reported that during an
economic downturn, customers visit less
frequently and leave clothes longer at the
dry cleaners. The recent Global Financial
Crisis was no different, where the rise in
unemployment reduced the demand for
professional and formal clothing. In fact,
IBISWorld estimates that revenue for the
laundry and drycleaning industry will decline
by 3.5 per cent over 2009-10 as a result of
GFC-influenced changes to spending habits.®

Source: Dominique Ambrogio, Zurich Investments
1 www.investopedia.com/terms/|/lipstickindicator.asp
2 www.Kiplinger.com/features/archives/2009/06/10

3 www.perthnow.com.au/money/money-matters/things-
weve-ditched-since-the-financial-crisis/
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