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A MONETARY RESEARCH AGENDA FOR THE FUTURE

. INTRODUCTION

Caribbean economic research is alive and well. No less so in the

monetary and financial fields, than in the broader subject area of develop—ent

economics. Monetary research, whether conducted within the framework of the

Regional Programme of Monetary Studies established in 1968 or stimulated by

those activities, has*added considerably to knowledge of the structure and

functioning of Caribbean economics. As in all fields of endeavour there are gaps

still to be filled, new areas to-be analysed, and relationships in need of
further elaboration and refinement.

Many suggestions are contained in the
earlier papers.

This presentation identifies several issues and topics
which seem eminently suitable for the research agenda now being formuiatec

It does so against a brief background on the evolution and scope of monetary
and financial sector research thus far, (1)

RESEARCH 1968-1972

Much of the research until the early 1970s focussed upon.monetary and

financial structure, social efficiency of financial intermediation,
banking policy.

and central
Thomas {1972) analysed the organisation and performance of

early central banking, concluding pessimistically about the scope for efficacious
policy. 0dle (1972-1974) analysed non-bank financial intermediation, arriving
at generally critical conclusions about the social efficiency of the operations

of insurance companies and other non-bank financial institutions. Similar

stances were adopted by‘McC]ean {1975) in his study of money and bank1ncs1n
the now OECS countries and Barbados, Bourne (1975) in a study of commercial
banking in Guyana, and Millers (1972) study of commercial banking in Jameica

Financial operations received a 1ittle attention at the level of specific

production sectors. Bourne (1972) surveyed and analysed cofporate financial

_ practices, while Lewars (1974) reported on the basis of small farm survey

data collected by Bourne. An interesting aspect of the research programme '

was the system of flow of funds accounts produced by Alieyne (1971).
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RESEARCH: 1972-1980

A discernible shift in the nature of monetary and financial research

took place around 1972. The research agenda became more short-term and policy .

oriented; ‘its ambit was interpreted more widely to include practically all

economic issues; the research approach became less historico-structural and

- more behavioural; and greater emphasis was placed on econometric estimation,.

These changes reflected a combination of circumstances. The onset of )
seemingly transient macro-economic problems such as inflation, international \‘v'

. . - . . - - . » + i
payments deficits, and fiscal deficits, and anxiety about economic integration :

required immediate attention. Moreover, the Programme's sponsors insisted on

a short period focus as the mark of relevance. No less.important was the

arrival at the Mona Campus of the University of the West Indies of a then

\//younger group of Caribbean Economists: Delisle Worrell, Wailace Joefield-Napier,

~l
-

‘and Marion Williams,

Ramesh Ramsaran, Dwight Venner, and Compton Bourne, latter to be joined by
Simon Jones-Hendrickson, and to be reinforced by Winston Barton at the University
of Guyana. This group shared similar views about the need to strengthen the

“analytical foundations of monetary and financia’ research, to quantify

behavioural relationships, and to broaden the research agenda. The establish-
ment of a monetary workshop at Mona, the appointment of Bourne as CoordinétorV
of the Programme from 1974 to 1979, and Horrell as Director of Research at

the Central Bank of Barbados from 1974 provided organisational vehicles for
their work and influence. '

fhe impact of this conjuncture of circumstances on the research of the
1970s can be seen from the topics and methodology of both published and
unpublished work. In addition to Bourne's (1977) Inflation in the Caribbean,
which coﬁtained essays by Errol Allen, Gloria Francis, Huntley Manhertz,
Joe Field-Napier, and Bourpe and Wilberne Persaud, there is his Public Finances
in the Caribbean (1977) with papers by Bourne, Maurice Odle, Fitz Francis,

Other research on inflation included Latibeaudierre’s
(1974) and Ramjeesingh's (1974) analyses of Jamaica, St. Cyr {1975) on
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Trinidad and Tobago, and Bourne (1974, 1979) on Wage-Price Policy.

Jones-Hendrickson almost single-handedly continued the work on the fisca)
sector, culminating in his 1985 publication Public Finance and Monetary

Policy in Open Economies, although Michael Howard {1979) began to contribute
towards the end of the supreriod with a study of the Barbadian Fiscal System
The foreign sector was studied by Delisle Worrell who formulated a model of -
optimal foreign reserve holdings (Worrell 197 ) and theoretically examined

the relationship between the exchange rate and economic growth. Analytical

work on income and price determinants of foreign trade was conducted by

Joefield-Napier (1978, 1984). The 1974 Conference was devoted to the subject

of monetary and financial integration, a Tine of work picked up by Karl Bennett

AA C . et e
\ﬁ‘&ﬁn 1979 and continued into the next decade. Monetary institutions and monetary
SO

behaviour received considerable scholarly attention. Quantitative monetary
sector models were constructed by Bourne (1974, 1975, 1976, 1977, 1978, 1979),4
Joefield-Napier (1974, 1978), Ramsaran (1977}, Barton (1977), and Howard (1976,
1978, 1979). These studies concentrated on macro-monetary relationships such

as money demand, money supply and interest rates as well as credit allocation

Several other financial sector studies have been undertaken. 0Odle (1980)

dealt with multinational banking, Bourne and Bailey (1977) with life insurance,
Bourne (1973,1977) with savings mobilisation

, Bourne and ANy {1977) with
flow of funds planning models

, and Bourne {197 ), Worrell {

) and Howard
(1976,1978) with commercial bank bebaviour.

THE 1980-1986 SUB-PERIOD

Many of the research trends established during the second half of the
1970s were ma1nta1ned in the Bresent decade. Several demand for monetary studies
appeared, notably McClean (1984), Keith Norrel] (1985), and Ramsaran (1986),
Money Supply models were refined by Terrence Farrell in a ser1es of papers.
Price determination and inflation were further 1nvest1gated by Townes (1985),

St Cyr {1981) and by Worrell and Holder (1985).

Monetary sector models have
been elaborated by Ramsaran (1986), Bourne (1986), Delisle Worrell {1985},

Arnold Mclntyre7(1985) and Watson and Ramkissan (1984), Severa)l studies have
addressed the topic of financial sturcture e.g. Bourne {1983, 1986), Worrell
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and Prescod (1983); commercial banking e.g. Bourne {1985,1986), Kowlessar (1985),
Worrell (), Ramkissoon {1983); Non-bank financial intermediaries

(Bourne, 1986) and Stock Markets (Bourne, 1986), B AT T

The foreign sector became a major research area, prompted mainly by endemic
balance of payments crises and the professional orientation of Adiith Brown
who succeeded Bourne as Coordinator in 1980. In a series of papers, Kar) Bennett

(197 , ) analysed foreign debt, monetary cooperation, and foreign exchange
markets. Bourne (1981, 1982

, 1985) also studied foreign debt, as did Bernal
(1985).

Trade matters received attention from Bourne and Joefield-Napier (1983)

while wider payments adjustments problems were analysed by Thomas (1983)

Worrell (198 , } Brown ( )} and Girvan, Bernal and Hughes (1980).

Exchange rates and internatidna1 reserves have received a little attention
(Worrell, ) Bourne, Cox, Solis and Worrell 1985, Blackman 1981), as have
1nterna+1ona1 investment capital flows (Ramsaran 1985)*ﬁ)qhmka A

L Lo Cont Tl [ 1'1(_-*

An independent research programme has produced a large number of -useful
studies of rural financial markets, with particular reference to Jamaica

A
comprehensive review of the main Jamaican studies can be found in Bourne (1983}

A considerable body of research is contained in graduate theses and
dissertations prepared mainly under the supervision of Bourne at the University
of the West Indies. Over the past 12 years, a total of{‘/ theses and disserta-
tions have dealt with foreign trade financing, rural financial markets, commercial

bank behaviour, monetary sector models, stock exchanges, financial development
and exchange rate policy.




FUTURE MONETARY RESEARCH AGENDA

Despite (Perhaps because of) the impressive output of the past two

decades, there is still much to be done in terms of deepening analytical
~ understanding of the operations of Caribbean economies and strengthening !
‘“ffwﬁ"“;monetary and financial policy. The papers delivered during the first two

days of the Conference would have identified several issue areas. What is

provided in the remainder of this paper is a listing of several topics on
-the basis of my own assessment of the state of our knowledge. They are

grouped under three broad rubrics: financial intermediation, investment,
and trade and payments.

Financial Intermediation

A fair degree of analytical information now exists with respect to the

evolution and structure of financial intermediation. However there is still|

a remarkable geographical uneveness of the stock of ﬁnpérica1 material and

a paucity of analyses of non-bank financial intermediaries in a1l countries.'
The financial sector of Belize and the OECS countries remain relatively
unchartered; and pretty much nothing has been done on development banks,

and non-banks other than life insurance companies in Guyana, Barbados, and
Trinidad and Tobago.

Perhaps the most acute gaps exist with regards to microeconomic aspects

of the intermeidaiton process. Credit pricing, depasit pricing, savings

mobilisation strategies and policies, credit delivery systems, the extent of
credit rationing, financial innovation, financial solvency and crises, and
the efficacy of regulatory policy are all fundamentally linked to the micro-
economics of resource demand and use in the financial services industry.

It is highly important to understand the level and structure of costs and
earnings and their determinants among financial institutions, transactions

costs experienced by savers and borrowers, financial resource management

systems, and loan delinquency probelms. Research into these topics can yield

information utilizable in answers to several highly important policy.questions
including the optimal size and structure of the=f%nanci§1 syétem} apﬁropriate
mechanisms for financia] resource allocation and mobilization, the so far
intractable problem of establishing viable rural financial markets, and the
economic policy requirements for financial solvency. -




Private Investment '

One is hardpressed to cite studies of private investment behaviour

in the Caribbean. Although -investment equations have been incorporated in

macroeconometric models constructed by several persons, e.g. Harris (1970}, L
Manhertz (1971), Manhertz (1971}, the trqgtmggx'is superficial and L L SO

unhelpfully aggregative. As a consequence, it is impoSsib]e to be precise

about the influence of internal liquidity, credit, interest rates, fiscal

concessions, and other theoretically eligible variables on investment
expenditures, '

International Trade and Payments

On the trade side, a reasonable body of evidence exists with respect to
the main structural influences on import demwand.

Much TFess attention has
been paid to exports.

Supply conditions have received insufficient analytical
scrutiny. In future work on exports; it would be desirable to proceed at a
highly disaggregated level, to carefully analyse industry production and
marketing characteristics, and to distinguish between regional and extra-
regional markets, Although there is still vaiue in analysing export-demand
conditions, the net marginal gains are likely too small.

_Exchange rates have on the whole been rather superficially treated in

the Caribbean literature. Apart from the empirical work by Worrell, Bennett,

Bourne and Cox, discussions have proceeded on a largely axiomatic basis

with 1ittle reference to the rapidly evolving theoretical and empirical

.Viterature and to changing institutional conditions. Because of generalised
fioating, exchange rates have to be defined more realistically for use in

~macro analyses. The Jamaican float and parallel systems suggests the need

“* for researth on exchange rate determinafion, especially within a dynamic

framework, central bank intervention, uncertainty, and international payments
adjustments.

Foreign debt is a topic which warrants further research. What is the

trade-off between foreign debt and domestic debt? What are the short-term

and long-term effects of debt expansion or debt contraction? How can one guage
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the sustainability of the foreign debt? What are the debt market cbnditions

as they pertain to Caribbean economies? These are a few of the questions

which cannot be answered properly without considerably greater research
effort than currently obtains. '
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