PROBLEMS QF TEACHING MONETARY ECONOMICS AT THE UNIVERSITY
OF THE WEST INDIES (MONA) - Some Introductary Naotes.
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Thess nates are intended te stimulate discussion on the problems
t@aching manetary sconomics in the West Indies. They are by no means
exhaustivae or indeed adequate in the treatment of the subject. Pressurs
on my time did not pstmit this. I might also add that the views stated
herz are my own, informed perhaps through discussion with my students over

the years.

2e in any forwarcd looking dynemic Univsrsity the quality and utility

of tcourse teaching'! ars essentially by-products of ressarch in the related
fislds, undertaksn either within or without the particular University.

In the case of the Social Scisnces in the Caribbsan (dus to the highly
sgecific characteristics of the 2rsga, the backlog ci rsssarch require-~
ments etc.) much of this research must of necessiiy be done within the
UuM.I, and in particular by the perscns involved in tsaching the ralated
caursse, 1 haves been abkle to do a liitle rassarch in the fisld of mone-
tary economics. 8ecauss of this, and because of the particular visws cf
the teaching prceess which I hold, ths teaching of monetary economicg at
flona may have some maverick (and unstablel) qualities attached to it.
Cartainly =zach year the courss content is significantly modified - refleci-
ing my own learning (by doing!) as thsre is na signifisantly useful bady

of recaived knowladge aveilable, This introduces soms of the unstable

=
I

qualities cf growth, such as, comparing graduates aver the ysars. The

~u

courge content as it prasently stands is not directly equatsd with similar
courses in American and European Universitiss. Nevertheless the dirsction

is the same: a greater undcrstanding and awareness of the monetary
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igsues posed by the envircnment in which we live, With these preliminariss

in mind let us sat about sexamining some of the problems,

3. One of the first questions one might ask is, in which couzses da
the students get exposed tc monetary economics? The twao main arsas
of tsaching monstary economics ars in ths courses designated Monetary
Econamics and the second half of the Internaticnal Economiecs Course which
deals with International Monetary Theary and Problems. However, substan-
al teaching of manetary sconomics is also obtainsd in the first year
Elaments of Economics Course, the Principles of Crcanomics and the Caribbean
Econcmics course., Subject to correction by my colleacgues, it may bs fair
tc describe the aexpostre tc monetary sconomics in ths first two courses
{Elsmsnts of Eccnomics and Principles of Economics) as elemsnizry macro=-
econamice in the first year coursss with some alsmentary principlaes of
hanking, and & further develcpment c¢f macro-sccnemic thecry in the
Principles of Zconomics Course. In both these courses rounhly half ths
time is spent on macro-ecanomic medels., In the case of Caribbsan Eccnomic
Prablems, the treatment af monetary issues is far less central - and right =
ly sc. Concentration is on the demonstrating of the.growth inhibiting
features of the present system, the nead for referm and the brocad directions
of this reform. As we can s=s, the First two coursas cover substantial
areas cf what is treated as menetary econcimics -~ their mein omission is

insufficiant emphasis on the analysis aof Central Banking Techniques.,

4 OQur principal concern however is with the Honetary Eccnomics and
International Monetary Economics courses both of which have an axplicit
monetary orisntation in the sensae that unlike the other courses the main
public oclicy instrumants snvisaged are c¢ontrols aver the money and credit

Systems.
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The forcz of & perhaps

traditiaon is very obvious in

-

irrelsvan

Thus we hava ~

tha emphasis on macra-sconomics i.8, Keynesizn formulations
(with its comparative statics) gualified by a mcre or less
systematic allowance fagr the rols aof such factors as a high
axport ratioc, high import propsensities, and high forsign
investmant ratios. DOespite this, the amalysis remains
sssentially short-period, The graat part of two major
courses (tha Elements of Economics; compulsory to all
first year students and the principles spzaking for
as locicaelly the main economics course)} is ocecupied
ECONg-

thase models, Thus areas of teaching such as urban

mics, growih and development, locetional economics, rezional
gcanomics, snvironmegntal sconomics; integration =sconomics,
gcecnemics of ocpulaticn, ars net systematicslly taught and
scemetimes not even offared,

the fzct thaet monetary economics itsslf is coffered as e
complete couzse is essentially a rsflection of the post

in €urope {and America) and

1950 revivel of monstary policy

the interest shown therz, This traditian was tao some

extant reinforced (or psrhaps rationzlizedl) by ths develop-
ment of financial institutions in ths region.

as pointed out above, the main monatary economics is taught
in two courses (the second half of Internstional Economics
and Monetary Economics itself). This ssparation is extrems—
ly artificial and highly anachronistic. It may be that in

Europe and America cne can justify the separation of
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international monatary issuss from domestic ones, but

in the Caribbean this is both logicelly and praciically
untenable, Forsign asssts holdings and changes in thase
ars the key determinants and reflectors aof domastic credit
craation, Expenditure fimanced by credit crsation or
contracted; ii at =all possible by the action of the Cantral
Authoritiess, manifest themselves more in forzign than
domestic transactions., The banking system is ecsantially

a foreign enclave with limitsd contact and conbtrol cuer

the domestic eccnomy, When so-callad local banks ars
establisnec the thin veil of indigencus control is hardly
significant. As an allocator of domsstically mobilized
economic surpluses ths banking svstem does not distinguish
betwaen lccal and forsion capital markets except to display
a strong bias in favour of the market with greatsr ‘breadth,
depth and regsiliency! i.e. ths forsign market, As a

result cof this and innumerable other similar features thers
can bz no logical or practical basis far ssparating domase
tic From intarnational monetary sconomics, My individual
soluticn has been to encourage my students to take both,
But what cof St., Augustine whsere no International Economics
is offered?

finally; we can observe that there is thin justification
for offering 1% courses on monetary problems out of eight
paossible fipal year subjeects - bearing in mind the signi~
figant amount of macro-economics taught in the Principles
course. LIn view of tha region's structural and dynamic
features my own bias wculd be in favour of less not mors

manstary economics.



6. Given that monetary economics is taught, the next gusstion is

in what arzas must it concentrata?

There are certain broad arsas af teaching and research which
ought to be (and to some extent are) cancentrated on in the West Indies.
Thasa areas ere not substantially separable but for the saks of convenience

in this discussion they are treated as separatas.

{(a) The first is in ths so-galled area of ‘purs theory!,
This designation in European and Amsrican Universities
can and has covered a multitude of subjects viz,.,, model

building and specification, the purs thzoxy cf interast,

mgnetary stc., the apolication of mathemztical techniguss

s the

|~e

te cartain prablems 2.g9. portfolic checice, It
traditions in these Universities to tr=at all proolams
whers some specified snvivommant, suck as the Caribbsan
prevides ths paramstan, variables, behavioural assumg-

ticns

4]

ic. 2s applied and nct an issue of pure theory.,

=i

he assumpticn here is that thz treatment of thess issues

in #Naorth America and Europe is unspecified as regards

to environment, This is of course untrus, The

behavioural assumptions, the naorms cf the model, even the
methods of thinking and analysis reflscts a specific
institutional environmsnt, i.,e. their cwn, Thus it is
possible to have foisted on us in textbooks on tha Theary of
Monetary Economics an interminable amount of Keynesian and
neo-Kaynesian models and their operations. But what can be
mare institutionally spacific than thase ttheoriag!? This myth

and the accompanying mystification af theory has allowed far



(b)

the widespraad intellectual colonisation of non-portn
Atlantic University teaching of economics. In the West
Indiss I find my greatest difficulty in teaching is resisting
thie notion of what is thecry and therefcre (in thz mystifi-
cation process) what is rigorous and truel Thus to taks
a simples examplz. A guestion possd to a North American
(or worss & West Indian studying in Mozth Amarical) -~ 'What
arz the formal theoretical problems of portfclio choics for
commercial banks?’ =~ is answered along certain lings. Tig
miswer ig allegedly thearseticel but the Tramewcrk is clearly
Narth Amsrican, If appended to this gusstion were soma such
ncnsensicel pnrass as - 'undardsvelopad caunsoias! « then 1€
becomes a problem of appliad sconomics, Tru2e ancughs. IF by
this is meant th: application of Morth Amsrican tachniguss to
the problems of the Caribbeant

Cf ecourse the logisal solution is thet in ihez social

sciencss thare can bz ho fundamentaliy meanincfoi ssparaticn

ot thaary ano applied and hence cbjective and empirical analysis,

Tre theoraticel framework is either explicitly or implicitly
noxmative and at the same time institutionally conditioned,
In monetary economics the reganeratian of the subject in the
Caribbaan depands upcn the rezcogniticn aof this and the
subseguent davelopment o rassarch @long these linas,

The second araa concanirates on the problems of thsory and

practice posad by the transition from currenmcy board %o
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entral bank, Enumerated thess are =
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thes 'cost! of cperating an exchance standard

systaii,

(ii) the relationship of (i) to the problem of
maasuring 'adequate rassrves' and the dynamic
considsrations posed by ths pressnt holding aof
IgxXroees rsserves?,

(iii) the implications of high capital mobility,
negligibls exchange risks, drastic differances
in mccessible capital marksts for certain port~
folio choices e.g. these cf the commercial banks,

(iv) +ths dsterminants of changes in interesi rates.

(v) the credit creaticn process in 'desendent?
gconomies,
(vi) the rselaticnshis of the balance of paymsnts %0
the shart-period manstary behaviour,
(vii the ‘efficiency' cf maney and crecit systams and
the growth process,
In most of these topics there is an active research
interest gt my pert and this Tacilitates tha teaching.

(e} Tihe third area is a knouwledge of the functioning of
existing institutions. This not only locks ait existing
progblems but a2t nsw ways of organising existing informa-
ticn cn thasa issuss, This latter cconsideraticn mergas
with the issue of new financial accounting framewarks which
may facilitate an understanding of the institutions and an

glaboration of more efficisnt public policy measurss. Hers
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active research in the Monetary Studies Poogramme w
of great usefulness,

(d) Finally, thera is the forwesrd looking arez of roform
and development. Any such forward viaw msrgss itself
into the wider arasas of sconomics and 2ll the social
sciences; as part of thes genaral issue of the develop-
mental processss cf West Indian societies. Here the
limitations of ths subjzct as a2 unit are most drasti-

called exposed,

7 Successful tassching along thesz lines, which is hardly sver achiaved,

coeld help in the wovslopment of flexible and scepiical minds, This would

at the very lsast sove usg from having the subject depgsnerate intoc e grofsssicnal

ci-
(1]

banker's courss with all i%s concomitant defects as a University courss. It
cauld help the naw gsneration of Wast Indlan centr<i bankers tc rzcogniss the

limitatians of thsir special subject and to overcomz the inflated prestigs
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(and thersbv rscognize the rslative

Attached is a copy af ths coursas outline used this year,



MONETARY ECONOMICS -~ COURSE OUTLINE ~ 1965/70

NOTES

14 The first 12-15 lectures will dsal with the theory znd practice
of money in Depsndsnt Economiss,

24 The remaining lectures will give an advanced treatment of
certain topics in mongtary theory.

3, The tutorials will be roughly organized aon the basis cf
alternativa topics on the theory and problems of the West
Indizn Monetary Economy and classical, Keynesian and neo-
classical monetary theory.

4, Studants ars expacted to attend the second term's lzctures
and tutcrials in Intarnational fionetary Economics.

Sa Lacture Topic:s1

Topic 1. The evolution of financial claims in an exchange
ECONOmY .

Topic 2. Institutional charactesristics of thz manstary
syatam of Underdeveleoped Ecchnomies.

Tapic 3. Theary and Organisation of West Indian Currancy
Systems.

Topic 4. The Thecry and Practice of Commercial Banking in

thz Ceribbsana

(

L]

)} Instituticnal characteristics,

~—~
or
S

Assets Porifolic selection with emphasis
on the liguid asssts porifolio,

(c; Commercial bank lending and intgrest rats
palicy 1n the Caribbean,

(d) The liabilities structurs of commercial
banks =~ deposit creatians

(2) Banking Structurs - the multi-national
carparation, competitiaon, =tc,

1. Lecture topics vary widely in the amount of time alloceted to them.
Thus Topic 4 usuzlly takes about 6 weeks, Topic 12, ane waek and
Topic 10 about Tour weeks,



Topic 5,

TUpiC G

Tapic 7.

Topic 8.

Taopic Y.

Tapic 1d.

TDPiC 1.

Topic 12,

G, Seminars will be based on

Non=bank financial intermadiaries in the Caribbean,

flanetary Palicy.

(a)

(b)

()

(d)

(e}

(f)

The Thecry and Fractice of Open iarkst
Dperations,

The t'8ills only! doctrine and term structure
of interast ratas.

The Theary and Practice of Minimum Raserve
Palicy.

The Theory and Prectice of discount rate
policy.

Variation in Public Accounts and Selective
cantrala,

Advancs Deposits on Imports,

A mcdel of shart period manetary bshevigur in
dependsnt econamies.

flaney and growih in depsndent sconcmiss,
anc g L !

Monstary Dependence and The Problems of Reform and

Davelopmant of the Financial Systam of the Caribbaan,

A Critical Overview of tha Development of Monstary
Thecry.

The Thecry of Inflation,

The Thecry of Financial Accounting with special
referencs to the Flow-af-Fundg systam.

in arder of presentation)

(1) Critical Analysis cf Says’ Lzw and the Classical Quantity
Theary af Mansy.

(2) The
tha

(3) The

(4} The

rcle of savings, investmant and the rate of interest in
Classical Theary aof flonay,

Modern Theory of the Demand for Money.

historical rola and ussfulness of the colonial exchangs
standard system.

2+ As usual this list will bs flexible and will be chan_ed to raeflact
areas of dispute, intersst ste, during the academic ysar,

—
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the followina tDDics2. (They are not listad
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(5) The Commercial 3anks and the Supply Scheme cof money.

(6 Commarcial Banks Portfolio Pclicies in Ueveloping Economias,

(7) The rcle of money in Growth Thecry,

(8) The Hicksian HMarriage of the two flonetary Triads and the
problems cf sustaining the Keynesian 'three money~demand

motives?,

(9) The rale of the balance of payments in money supply
detsrmination in depsndent economies.

{(10) The supply scheme of money ~ An analysis of Crr,
lellor and Brunnar.

(11) Liguidity.

(12) The role of financial intermediaries in monetary analysis,
{413) The deavelcpment aof money and capital mackets in the Caribbean,
(14) Osvelopment Banking.,

(15) Ths remeining topies will coincide with ths Intarnatiaonal
Monetary Esonomics tutorials,



