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"THE EAST CARIBBEAN CENTRAL BANK AND ITS IMPACT
ON THE ECONOMIES OF THE ORGANIZATION OF

EASTERN CARIBBEAN STATES.™

On October 1, 1983, the East Caribbean Currency Auihdfity (ECCa)

graduated:to the szatus of a central bank, the East Cafibbegn‘Centfﬁ

Bank (ECCé). For many Monetary practitiecners amd monetérf QcholarS“
: [ t R |
this may be wiewed as the last hurdle in rhe effective %ﬁﬁlémenégzigﬁg
of 2 SSund monetany ﬁolicy'in:che Commenwealth Caribﬁgaq.  Finally, .
mwonetary palicies could be im;lemenced in the CARICOH‘fégioh :hrough;

full ‘Central Banks. BAmidst this underszandable euphoria, thers is., ;-

some disphoria. In this paper we will raise some questioms with

regards.to the East Caribbean Central Bank (ECC3) and itg impact qn‘thal_k;,-

r e

economies of the Organization of the Eastern Caribbean States (GECS). . |

According ta the ECCA Annual Reporc (1982:25): ”Thé‘Prihcipai ::;‘:

Activity of the East Caribbean Currency Authority is to issue and

Manage the Fast Caribbean Currency, safeguard its intermatiotial valuej

and promote mometary 'stability and a sound financial'siruc;ﬁra in the |1

territories of the participating Governments.

The initial work whick questioned the existence of the ECCA, ‘and
stipulated the need for a Cenmtral Bank 1o the Eastern Catibbéan was
HecClean (1975). MeClean (1975:9) claimed that ELCA ".;; func:ion;d

1 t

almost exclusively as a money changer.’
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Furthermore, he argued, o




the orthodex central banking powers with which ECCA has been investeq

2re not operational in the finaneial environment of the East é&ribbe-q
Cur*e1cy Arez! Peltder (1277:12) in assassiné "exehange management ang
mcnetary dependence, in the East Caribbean Cur;ency Arez" concluded

that ECCA was nothing more than a "paper tiger - ( ) ... far from pTo-

moting a sound financial st Tucture in the tﬂrricories of the partici—

patlng Govérnmﬂntsjl the ECCA's limitations can be ‘ound wi h;n the

terms of its legal- structures = ... it camnet in fact influence mone?ary

“‘Pclicy.s;‘ B

Over the years 'several other works have been develaped on varicu§

aspects of monetary development in the ECCA area. Mi chall (1978) made

- T ’
A Case fob the ‘Establishpent of a Central Bank for the L&Sg&fﬂ Carlbbean'

Common Harkat Countrles," Bourne {1979) rev*esed the. "Commercial Bank

b
Costs and‘;aralngs in tha East Caribbean Currencv Area-" Gulshard (197%

11 ;
'

.‘analy~ed the "CommoICLal Banks‘ Liabilities 1n ECCA terrltorles, 1968-

' u -
;978 leu‘d (1979) evaluated the "Commarc131 Bank Asseh Behav1or In

:H':EC?AlArea Ccun:ries and recently Allen (1982) tackled che "Problems of

Nty wis Y
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commercial banks.

However, it was generally agreed ameong the directorate and staff
of ECCA that the Authority was "... limited in its capacity to controi
and regulate the Banking system or to influence meonmetary policy."

(ECCA 1982:20), TFurthermore, it was acknowledgad that:

the ... New Central Bank (ECCB) will be entrusted
with new functions and equipped with monetary
instruments to regulate the availability of momey
and credit in 2 menner censistent with the balanced

rowth and develeopment of the economiece of the
participating territories, and to promote 2 sound
financial system.

By assuming these respousibilities, the
Central Bank will become a vital. link bectween the
Governments, translarting Govsrnment velicies Into
practical monetarvy measures snd rescresenting tne
views of the financial comgmunity to Govarnments.

(ECCA, 1982:20. Ecphasis. added).

1f the new ECCE has what the 1982 Annual Report stated, then this

may be a quest for an optimal monezary policy and balanced eccnomic

growth similar te the many works in the literature, for example,

Drabicki znd Takayama (1683:53-74). Pragmatically, the functiens of

the New Central Bamk are nothing more than traditloanal central banking

frometions.
In the traditional perspasctive, cantral banks are sequestered to
chart the financial policies of the mational economies in which they

operate. The charting must be in comcert with national economic goals




and objectives. Technicslly, the Central banks should promote price
stabilicy,‘eccnomic growth and full employment. The manmer in which

these goals and objectives are pursued by the Central bank will differ

from bank to bank and from ecomomy to ecomowmy.

It has become an elementary polint, in the moneraris: tradicion, te
view Central banks as quasi-governmental agencies which are monarchs of
all they survey from the throne of the financial systemt It Is antici-

pated that they will reguiate the financial market, mzintain a sound
banking and c*edlt sysuem,'onc cTreate an environment conducive to trust,
confidence and‘g@odwill in the financial arena. Fundamencally, these
assumprions praesuppese that a full—fledgeﬂ capiialiéz model is in vogﬁe

with all the paraphernalis that such 2 system represencs. Consequently,

AER T

e

(&)} a large laizsez~faire private sector is assumed; (b) this private 7

i e

S

sector will be preeminent in the financial system; {c} the Central

S

banks will be ﬁhe facilitator of good fimaneial tidings from che public
tolthe privaté sactor and vige versa.

If these assumptions underpinning the cperatiocns of Central banks
are objectively assessed, it would be seen that the Hew "Central Bank,” ‘é
the ECCE, has exactly the sarme guidelines, and it can be safely
dnferred, it will pursue simiiar policies to rraditional Central banks

everywhere.

Hany authors have questloned the wisdom of such idaas as tHe bed- | . i
rock of operations of Central banks in the Caribbezn.: C. Y. Thomas dn. . - '
a variety of works has consistently questioned the nature.of Cantral
banks in the region. Recently, in Trmeiticn, he noted that "she
estzblishment of Central Ranks therefore, can only be ome very small « .5
step in the direction of 1ibera;ion and jncreasing chg soverelgney éflﬁigaa'

the peoples of the regien (Caribbezn). Without a restructuring of -

the glebal system of dominatien there is no hope for the exerciss of -

real sovereignty in the field of fimance.” (Thomas, 1933:77). R

HcClean (1975:10) in 2 scathing attack on the ECCA motes that: . .« ¥

irrespective of the desires of the officers of the
ECCA; if if 18 equiPped with traditional insbzu-~
ments only, it will certainly remain ineff ectual.q
' The erthodex techniqueés of monetary comtfol “weTd "
- fashioned to meet the Tequirements of a particular' Sy
' type .of econdmic én¥irenwent. We in the’ Ca;lﬁbean oL
must seek to develop techniques which are sulced rwn T
to the 'secizl, ecdnomic and political realzties‘ % '

"of our situation. Indeed wa must apply our, minds, . ...
"ito the bagid prédlems of defining in spefific | T
‘teTws; the role of a  Central Bank in a dapendent i

feconamy. !

This, as we know, was the crucial point developed by Ehémﬂs:(1955) in

his seminal work Money and Finamcial Arrangements ih 4 Deperdent Mdmétary -

b

Econowy. Housty (1978: 3-4) argues that Cemtral banks in the Caribbean

n '

are limited inm thels effectivéness. Furthermore,\giQQﬁktheir ces

prevailing structural limitation iz the less developed countries,

ceniral banks oeed to play a more attive role in the economy. These




banks should conéeive of their rele as assisting in the transformatign

< sef tha economies from a state of dependoncy to one of self-sustaineq

gruwth in which the ftteeds of the people for a decen: standard ef

is achieved.™

Blackman (1982 65) contends, inter alia, that the "Central banker

is “the nation s accountant.

It is his task to keep éonstanzly-before

gha?public the ‘true state of the nation’s aina1ces and give timely

-;;a:wafnipg of undersirable trends and developmenas "

‘wd;,All af these 1deas and many more seem

*; of*the theoratacaans believe that the Central banks ln uhe Caribbean

.are traditlon-bound and hence they will mot work properly. On the other

- hand;

s can-use 'the tradl:lonal tools to regulate tha money supply, maintain

prlce stab:llty, and promotﬂ sconomic growt& Py concern, too, is.with

the efficacy of Central banking prucedures in the Caribbean, I am,-
" specd ica;ly concer ned however, with the impact of :he ECCE on the

econowies of the QECS. My focus will be op zhe pronlems and prospects

v of the ECCR as it attempts to have more than a tradlticnal impact on
~.the economies of the OECS - a fact which mUST be :he case 1f, In the
w¥ords of Fay Hous:y, 2 central bank in our part of the world has to

utransform nhese economies from a srate of dependency to ene of self-

- sustainad growth.

living

In this psper three main Issues, out of many, will be covered.

These are (1): structural and ingtitutional problem; (2) a theors—
tical prablem; and (3) monetary dnmovational and obstructional problems.

Structurz) and Institutiomal Froblems:
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to Suggest that the mAJority
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the ma;ora:y practitlcners of Central banking believe that they -

i
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Frem the Caribbean Developrment Bank Annual Resorc (1982: 29-42)
we get a miwed picture aboytr the overall sectaral perforzznce of the
economies of the OECS. First, the econsmic performance of-tha fegion
was deseribed as teflecting "the adverse aconomic developmaqts in’the
industrialised countries." On the basis of the key economic¢ indicators

in the member states between 1981 and 1882, we nmote the following:

Antjgua-Barbuda: {anflation fell froom 11.5% in 1981 te 4.5% in 1982.

Unemmloymentc held eteady at 20X both years. The public debt Increasad
by $4 million over 1981 to 554.4 million. The Recurrent deficit was
$2.7 millien. Overall, "“thers was a deterioration in Antigua’s fiscal
performance dugring 1982." TFurthermsre, a "feature of the public sector
operations during 1982 (was) the heavy reliance on the commereial banks
to finance its recurrent activities,” (CDB, October) 1982: 31-32),
Domiaica: The inflation rate declined from 13.%% to 4. 47, current
deficit declined from $4.9 million te $1.9 miliion. "Desplte ... major
pledges in 1982, the finaﬁcing gap on the capital account stood at

$22.8 milljon." By and large, "... the Dominican econcmy showed scme




signs of reccvery and improvement in 1982.. (even) though production {n

the ecouomie saczor declined.™ (CDB, 1$82:36).

I

Grenada: “For the firs: quarter of 1982, domestic exports declinegd

by 156.0% from $5.4 million %p in the tomparable period of 1981 to 5¢.5

willien ... banaoa earnmings fell ... earnings from cocoa declined by

3L.0% ... and nutmeg (earnings) feil by 30. I, ..." "Visitor arrivals

ware 12.02 below the 43,328 tourists ... for the first half of 1981, H

expendicute by stay-over visitors fell by 28.0%. On the other hand,

construction was groving, due to the building of the airport at

truction accounted for

Peint Saline." CQCeons 70.0% of the Government‘

$36.0 nillion Cabltal investment expenditure during 1982,.with over -

$22.0 millicn being the airpowr: project.” ALl in all, the “year 1982

¥a5 ... 2 difficult coe for the economy becauss of the adverse conditions

facing the majer producing sectars.™ (CDB: 37,

Montserrar: Exports fell marginzlly from $1.3 millien to $1.1

miilicn. Impaxis increased from $17.0 million ts $18.1 million. Tha

rate of Inflaticn 1ncreasea to ,.9; versus 7,1%. From the commercial

banks, deuand for credit exceeded the growth in deposlts. The key

sectors of the economy grew moderately. GDP decreased to 2,0% from

4.6% 4n 1981.

R qan“w'-‘:a'

Sl gt s o

'payuents deficir ar §9.8 million up to March 31, but there was a pro-.

St. Kitts Nevis:

The rate of inflaticn fell from 10.4% ro 5.9%, -

Construction was wp significantly. Tourists arrivals declined by 2.7%

from 35,350 to 34,394.

Sugar predustion was up 112 over 1981. Bue the™ ©

‘adverse cost/price relationship in the (sugar} i1dusnry, Lesulting froa

continuous rising cost of prcductlon ... and the prevalllng depressed

internatisnal prices ... further aggravated the precarlcus ;inanc1a-

position ff the StatULOTy corperations resaonslcle for the prcducti a g

of sugar.” (CDB, 1982:40), ‘ . :

In fact, in St. Ritts gross domestiz savings vas negative in 198243
and the National Agricultural Corperation (NACO) had am overdrafr. with
the St. Kites-Nevis-Anguilla National Bamk (60% govermment owoed} of -

over EC$40 millien. By and large, the econcuy of St. Kitts-Nevis was

marginally better i 1982, even though the mid vear praliminary data
indicated a favorable ecomomic performance.

St. Lucia: Bananas declined from 44,400 tomnes im 1981 :o 42,700

in 1982. Tourist arrivals were up dut in terms of fiscal performance, .

the difficulries faced by the government and its ageﬁci@é?continued Lo

from 1981 to 198Z. Unemployment rate was estimated ét 2723 balance of

jected recurrent account surplps of $2,5 million, Infla

ion fell from. ..,
y ot

15.1% to 4.6X. ™Economic growih during 1982 4n S:;‘Lucia‘(ﬁas):

estimated at 2.0% cowpared with 3.2I in 1581. Contributing to this




 tion from a value of $487,000 to $97,000.

4.

ST

'1liquldizy problems in* the region.

id E"ch

decline wgs political uncertainty with reduced p;lvate sector ‘conf o

@t i

(aad hgnce, activ;:y), the international econowic rec255101 and’ dePressE&

prices for St Lucia ‘s’ major export comwodiries," (CDE,: 1982:41).

St. Vincent and che Grenadines:

"Bananas exports declined by 11.0%
from 29,100 tonnes to 25!?50 tonties at a value of $9.5 million and $9.0

: . w o . i ‘
mllliO?“reSPECtlely.'. There was 2 drastic fzll in TTOWTO0L produc=

Tourist arrivals decreased

by 2,5; from 43!921 :of{Z,SOS. By the fiscal year ending June 1QE2,

the etternal publlc uebt and guarancead debt want £y Tom $£16.4 mL12ion +o

$i7.0 ?%;l;ong extgrnal debt service was 2.0% of exports of goods and

non-factor services,

LR CE AN

Ccnsgzér prices Increased by 2.9% the firs: six

. mooths of 1982 ez an ahnuaz 5.8% compared with 10% during 198i.‘ GDP

growth was dovn to 2.0% in 1982 compared with ,.02 in 1081

The p;ecedlng detazls were 1ecessary te snow tnat

ceteris parjbus,

THE OVEnAlL CECS wzs not pe.;ormlng at an opc1rur level cf on a balanced

ecouom;c\grnwth t;ajectcrv in 1982, Compounding this issue there were

ECCA was aroﬁnd;and ;7o doube, if

-nolzcles to assist the economies frcm a moietary point of view.
‘questicn.is, could it pursue policies that would aid
complementary fiscal pollCiES. In other words, now

a‘rgality,'now that it is equipped with the monetary

wram
id
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" structural and institutienal problems.

instruments o regulate availability of money and credit, could ir de

50 in & manner consistent with balanced growth and development and
promote a sound Ilnancial system of tﬂé economies In questien? C -
Fundamentally, I believe that the ECCE will face some serious )
‘ In the first place, ECCB will
ﬂoy have to play a2 more expansive role in the affairs of state of the
OECS. Speéificélly, the ECCB will have to develop a mew philesophy
of integrating monetary and fiscal pelicy. This new philesophy will
have to be one wherein wonatary stability in the CECS will be imple-
mented from ECCE in St. Ritts with no effective on sight enforcer of
policies such that stability could work In conjunction with sound,
stable economic and fiscal pelicies of the individual countries.
There is a implication that these programpes which are designed
to establish and assure a robust, healthy, stable East Caribbean dellar,
say, will have to be based on strong econonic performance of the OECS
and the ECCB. This may mean the monetary policieé, of the traditional
iik, may be of second order of importance over some time frame. What
we are suggesting is & radical departure from what the ECCA did and
what ECCB seems predisposed to do.

N Ed
Over the years the OECS ecounomies have been performing inadequate-

ly. They have mot approached anylring near balanced econmomic growth,

couventfonally, defined. In light of this view, the ECCB will have to




lar is the single currency for the OECS. Now ECCE has to wor¥ 4nm cbﬁ;i

intervene in the wewber economies to offset the disequilibring tendsn- Junction with the OECS governments to 1nstitutibﬁailze ihe!goalslédéﬁ

cles and perturbations with which they seem to be afflicted. Such &n

objectives of strong economic, fiscal, movetary and’exchange faté”pﬁliﬁ

interventionist policy may eveke problems of territoriality and juris- cies.

. dictional domain. -The ECCB mey not be permitted to intervanex(iaterfe:e) An Emoirical Prohlem: e

. . - - ' R L
in the dindividual econemies beczuse the Ministries of Fimance did not The structural and institutional problem that ECCE +411 Tace is

. . Leooer ,: i, ol -"fft
permit such intervention in the past and may be reluctant to do sc now. only one af the sat of proeblems. Another probléc is that resulting

The ¢ritical question is what can this multi-country centtal bank do

te mitigage the structural and insticutional problems that may Le barri- tic credlt in the economies. This is an emiricsl probleﬁ. In fhe .

Tom Ch31385 in the money supply and sPecifically the-‘mpact of domes- ;

ers to the economic adjustment process in the micTostates of the Fastern J ECCA Annuzl Repors (1982:16), there is a saamingly‘édricﬁs statemsng:

Caribbean? We suggest that ECCB will first have to further inscituctiona- §. while activity in the banking svstem ip Eh; T B

finsncial year euding 31st March 1982 was in
-general less buoyant than in the previous =

lize irs mometary policies into the fiseal policies framework of the OECS.

: 3 year, a reflection of the com;aratively weak . L e
A second issue relates to a point raised 9y Demas. In discussing performance of the tourist is uctr} end the :
. . . . . - major expert COEDDdlClES, the area’'s money . e - gt
the issue of a single currency in the Caribbean, Demas (1974:54) said . supply grev atla higher rate than the yeaT '
before ‘ ‘ L o
that: . . S

. . . . . X Een:e, even Lhough tha econon;es vere not a peak performance,.the, monay
«++ 8 single irdependent currency entails a single .
set of economic, meometary, financial and fiseal
policies designed to influence the balance of pay-~
ments. Such a single set of economic, monetary,
financial and fiscal policies is possible only with
& high degree of economic union tantamount te a

supply s:ill gre». Some people ccntend that thls 1is, when the monay\policy1-

should be tight. Others contend that this is whed the .ponetary: polleWu~'gq‘:m

polirical union.” ‘ . should be easy. The rnney suyply grcwth iz 1582 came: :abput as a fesult .
! e . i PR T Sl
This, therefore, has tc be one of the critical modes of operation that of a fall 4in the grosslforeign raserves, an expan;iqg in domestic ™
has to be considered as the ECCE seeks to integrate irs monetary policies ¥ eredit, 2 fall ia balances °f the commercial banks with the ECCA and PR

inte the fiseal policies of the DECS economies. The East Caribbean doi- an inc.ease in quasi~money (time and savings deposits). - (ECCA, 1982:16).

- TRT o~




Second, we have:

According to the ECCA Annuel Report (1982 :16):
—=ERL Aeport

The money supply in the Feea Area .., (M1}

is primar{ly iafluenced by movements {n the
foretgn exchange reserves of the Authoriry,
changes in domestic credie, quasi money (time
and savings deposits) and corercis] bank ‘
balances hald with the Autherity. The firsse

the money supply waile the latter tva are
Pt associated negatively et

‘ ‘Putting this in'a matﬁedacical fora we have: : i

H = fm?x &, Q¥, IE) .
- where He the narrow definiton o% meney, M1
AFE changes in the foraeign exchange
: Teserves at the ECC3
Cafn C ADC - changes in dorestic gredir
Qo = _quasi-money

BB = ceoamearcial bank balances ar the EZC3B

1.0

The behavioral couéitious for {1.0) are:

BT SO

A & o, :Fsﬁ“é. o ('1".1)

Vhere ﬂf -,
e TTE e BT ere. dencte the partial derivatives.
Zach variable i3 zquation ope 1g nlSO & function of some. otherr
"vaéiabies.

Sore of the inciusive varlables are Eell established in
v
literature.

A’Xﬂg(x r 1) ‘ (2 () B
”vhere I = expores carnings.
S T m tourisg Earningg

~‘;i - dcnestic interesr rate

and ujhere‘ EI i 0_ £ > 0; #2ow 0 (z.1)

PR TR T

Usz.ng ideas from ECCA {1982:18: 19) e first have: | i-

A = &(y, 1 &Y (2,0)
vhere ¥ = the rate of growth of GXP
i = domestic interast race
R™ = Revenus - Expenditure gap '
and wvhere hy » 0; hi > 0; hR* . 0 . (3.1

Third, we have:

o = (L, 3,5) | | (4.0)

Where i = 85 defined bafere

T ~ domestic intersg: minus the foreign interest
y = a5 defined before
e = rate of inflation i
andwhera m i }0,:1")".40,133;,0 mp £ O (lg.),')

and fipally we have:

BB = ¥ i, r*,1b) (5.0
where i and r = as gefiped before
= minimur burrowin9flend1ng te

and wvhere Vi > 05 VI L0 vhgog (5.1)

It Is cleat that the ECCH directorate understand the parametric
shifts that could take place when thesz varizbles interact. But policies
of dncresasas in the money supply and the iznact on economie growth are
not as elmple as it may seem. Combining equations coa through five
on the assumption that they azre ail differentisble we have:

-e[(g & T, 4), 2@ , 1, R,
a(i,T% , ¥, B, b(i, 1, DY} (6.0)

The ECCB will now have ro Pursue policies whiech wil}l impact on the
economy as they are wviewed through :onetary:lenses. ﬁ%en the Authority

wags ECCA % wes sufficient to view the econowy through striet monetary




lenses but, 2s ECCB, with iis expended Tole and given that it will have
to overcozme some of the sgtructural and inmstitutional problems mentioned
above, the ey pur.suits mist he guch that the question of estimating the
woney supply will be only one option among the mERY &pen to it.

The itpact of the momey supply on interest rates, inflation and economic
growth will pmew assule greater importance. "

In essance, ECCB_ "713::'- gow have ro pay closer attention to the
state of the economy iAn terms of credit availability te the ~various
sectors of cSe e;u‘nomy, the growth of GNP and inflation as opposed Lo
merely cstaloguing the directional impact of the supp'ly of money iden-

ifiable throuéhl.eﬁuacion one. Equation ene is still Important from
ah eggTegate point of wiew, but the teal work, however, has to be dozme

oo eguation six the "reduced form."

Torally differentiating equstion six, we obtain equation seven:

@ = fTgdai+fpar+? 541+ £ h.5
eBx + g-i"fwggll- 37
-+
+Ihdi+fh dR*+fmdi+fmd . (7.0}
hi h R* E- 31 o T

.L pE— - - -
-’-f ndy f p p + £ vi + £, v, db
where £ = B £;

E-3

% - 2 £ etc,, and
b :
whera tbe minus and plus signs indicare the behavioral condi-

+ -~ L
Faydt + 7‘32353* Faydi 4o dr

. 4. - . .
ta_dy +a dp + s i + + e X ‘
33 34 ?;", 41 a4zdr R R (8_-0}

+
+ 3436‘0

whete 2 = £ g s w2 . e . .
L I TR RN
ote. Combining like terms in equation 21ght’ we have equatioh

aine.
. -+ ,+| . . N . B
M ma dX bz 4T+ (4 sg 4 ;-
: +
11 ‘112: .‘ 3_3 22 331‘ a
+(‘ +533)dy ‘f'a @*.;l (a + 84,)0— S o ’ .

+ adep.-f- a[;3di:="‘-\- Lot "

Rewriting equation nine, 'wé get equation tem: o

¢
dH -5_1 dx+f dT"‘f di-i-z

+EGR*+-';dr+tl. dP"‘:? d.b
15 16 17

where o %‘3(1 iq;3+)qz}1+aji+aﬂ) 3
it sp 15~ P23iTy T

2, E
FF T BT e By

411 of the "miltipliers "- are positive exespt:




stated 1n the zcu (1982 13 -19).
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How if ve focus on in:e—esr_ ranes .{nfla:‘t‘_“l'.qj‘aﬂ_d ecnomic gTowth,

we note some cnn:radic:ions Let us first agsume tha; we have CO":I‘ectly

mterprefed the behavioral conditions of the equations as they are:  »

In the case of the in..erest rate

an Iincrease in the ,Zaney supply will Jc':wer; ,
£ interes:, wnich in turn lowars v&"ocitv. §
. i v

P Ihe second po:.n.. rela..es to z 14, the ch"—sce :Ln the renay. supplv '

re"a:ive to “CG')OmlC grcm:h. Bere we are una'ble to give a sig to the

i
mitiplier. n

..u"" i !

‘ Lm:mey demand in equilibrium and then assume 8 form such as:

U w

P

1, r), Li>0 <o

io’ l:his'uell known LY curve we know that given P we eap deternmine the

. cambi.naticrns of (7,¥) which w111 keep the mney rsTket in equili‘brium.

e, can differeutiate the L¥.curve with respect to y and get‘

R

which is the Jupwazd. slopi.ug 1M curve. EBere an increase in the interast

rate leads to a fall in speculative demand for money zs pecple zove

.13' i: has :.he correc: sig—;s according to the mne:arisl: view I‘he:-* -

iradir. cnnlly we will equate the mney suppiy equal then f

s
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to holding interest bearing asgets.

In oar case, the relatienship batween _cg"_.,__is uasignable in this
4

model. Taking both the interest race situation and the rate of
grovwth qu.e-stio-n, it seems that the ECCE g operating. aldéng stric:
monetarist lires but rhat -'ﬁiscalist ®eAsures may be necessary. la
fact given that the ECCA i.nc:ree.se-ﬁ the moey simply during a peried
when the eccoomies were daing poorly it seems thaz the ECCE mz¥ have
a wider degree of discrecionary policy in ter'ms of what it does {rom
4 money supply point of wview aad or gconomic growth ‘point aof wview,
all things bdeing equal.

The argument which was advancad for the Iintarest rate, slso is
operational In the case of the rzte of inflatdon. This is riothz’::.g more
than the generzl monetary transcission mechauis;, nazely:

{2) arp increass in the supply of monmey;

(b) a decline 3n the imterest Tate;

{e) arise in the rate of investment;

(d) a rise In aggregate demand and exploy~
®enr;  and '

(e} & rise In the general level of prices.
The monetarists gemerally believe that the IOULe ig A, D,”E. e

Feyneslans beliave that the routs 45 A, 2, G, pl.,_;i-».; The BCCBE will

have to recomcile both of these theorerical pursuits in its operatiags



if 4v is to have an impact frow its mometary system on the fiscal sy~
tems of the OECS economies.

Monetary Innovational and Obstructional Problems:

According to ECCA (1981:31) the Hationzl Commercial Bank of.
St. Lucia offers a "perit chegking account,” It permits customers to
draw checks while earning interest 1ike a savings azccount. This is a
Hegotiable Order of Withdwawal (NOW) acocunt that exists in the USa,
1f this type of systen is petmitred to spread through éhe ECCB araaz,
vinat effect will it have on the supply of money and, in train, interest
rates and econozic growth?

Pron eviieéﬁe in the USA, these KOV and XOW-1ike accoumts are

forcing amzlysts to question the once sacred relationship between H-1

znd the level of sconomic activity. s consumers ger addicfonal 1iqui~

dity markec rate ylelding alternatives to Cransactions ba1ances. they
szer to respond ToTe Lo money holdings. This means there =Te glso some
guestions about the traditiomal role of the Interest rate vis-a-vis
woney supply changes. If these RDﬁ-like accounts begin to spread ino
the region, then EC&B will have :& reorienct its operatiomal thrust to
tackle this problem given the'iikély thecretical and empirical change

that the New accounts may bring about.
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inked te this monetary innovetisn is the kind of impact that =zay'

come from the Caribbean Basin. Initiative (CBI) and other fiscal throsts

of this nature. If xnney‘come5 to the reglon from &z C3T or CBI—like

developments, will thé LCCB Be able to econtrol the monetary Base in

BERLE

these highly apen econoties? It has baen argued that "finan:*al markets

respond more quickly to New developments than do goods ma*ket;"
{Canzoneri, 1983:79). New develcpzmnts are likely to impact on the
OECS now that ECCB is ir operacion. Sooe people suggest that given
the monetary base "closenass and stability of its rela:ionship tcl
aggregate decand,™ that it may be usad as s long term target since the “. 
movement in thé base is only‘significant to the extenf ﬁhat it is

"relacted to'the funda:éntal‘ébjeciivas (cf an ecomomy) through its
{nfluence on aggfegate demand, -tDavis, 1579-80:3). flchis‘gerépeé~”m
tive is acceptable then The ICCB will, agaim have to ra;iew its tradi-~

tional perspective ta the monetary base and its interaction.with the

€COnomy

. I coin

! - C : ! ' .
From tha point of view bf dbs:ructural problems;e:hevcémmerciall“"‘“ k

banks in the Eastern Caribbean hava Dot dome wuch to. orientate their{ )

KR

portfolio balances to things Eastern Caribbean., They have also teen
obstructionist in some respects. Bournme (1579: 1%) notes ‘that the*e

is an atypicality of the coincidenca of the very high margins arid low

risks (smong the Commercizl Banks) in the ECCA ares and that it raises




sufficiently fundemental fssues of social inefficiency in banking to

varrant close scrutiny by both researchers agpg policy-makers." 4

gimilar pofnt 15 gade by 0dle (1981:56% aboyr the pervese attitude

of banks and risk taking in the Caribbesn. )

Liburd (1879:29-31) noces that Commercial ™papks cperzte in ap -

environzent thar 4g largely free of regulation in Tespect to their

assel portfolio decisions, " He notes that sope govermments have

Impesed deposir restrictions from ome-half gf °R& parcent in Monfserrag

te 10X in Grezada. This is only one step, hovevar , i tsrms of whar

ECCE vill have to do Lo contrel the Commarcial banks. Guighard (1979)

znks in

us2d on 2 knowledge and perforzance of the

was essentizlly in agresmens With tha lack of requlation of the b

her emirical szudy which fac

1iabiliry portfolic of the com=ereial banks in the ECCA area.

Cenclusion:
—Zhc usion
When we taka the three issues raisad in this Paper, we are forced

to draw the following conelusions:

7{1.9) The ECCE wiil have tg be prepared to function more actively

iz the economies of the opcs, - The ECCE will have to shifr

irs g

#ppreach to ome which éncompasses

Irecrional axis &vay from the traditienal banking

zcrive participatory

planning and mnitoring of the ecoaomies af the QECS.

- 1T7n -
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2.0 The ECCB nmay have to Pay great sttention ta the levels of

credit, imporrs, exports, and foreign exchange budgers.
These heve been tried before in ooz Caribbean econgmies.
Some have worked. Some have not. However, the ECCE will
now have to play g stronger role than when 1t was ECCA,

In the QECS, the public sectors dominate the econorigs. The
ECCB powers vig-a-vis the Ministries of Finance‘mus: be made ¢lear,
1f conflicts zre te be reduced. Soma parziciparing goveraments vhich
have impose reserve control have been reluctant to surrander rhose
controls to the ECCA. The ECCE must insdsr that these powers be irs
powers and not the powsrs of the individual countries,

Wirh regarés to the Commercial banks, this may be the thorniest
problem.  However, 1f the rhe DECS 35 to achievalche kind of ecosomic
trapsforzzcion that is requisire for a decent stindard of living for
its pecple, then the OECS, ECCE and the participating governmeuts)have
to control all of the sectors wvhich operate in the economies. There
can be ne hesitatiem.

Finally, the officials of ECCE heve to note tha:*";.. monetary
policy is macro-policy and cennor be wade island-specific. Experierce
with divergent approaches in member Brates to fiscal matters suggests

that & cormon mopetary policy =4 prove problematic gt times, and can

- 171 -




be the basls oo which financial and real Tesources can tramsfer from
one island state to another where guch trensfer was not intended by
pelicy Initietdives.” (Ince-Jones-Hendrickson-St.Cyr, 1980:51). The
ECLE may wish ta consider, in &he final amalysis, branches in esch

rewmber state o eﬁforce, menitor, implement irs policles in conjunc-
‘tion with the 1ccal‘gcvernmen:s. So whether it is an instiéqcioual
change, a theo;etical shift or monatary development review, the ECCH

will have zo clearly articelate its goals and objsctives within the

framevork of the goals and objectives of the CECS. But it has td be

- E

an active role. It cannot be passive in the traditiomal Cenrral

Bzaking manner.

l .

The variable in Q¥ are based on some composite wiews as
found in the traditional Iiterature. For example, Duesbury
{1aug}; Friedman (1989); Fisher (1930). However, Guishard
(1878 :45) contends that she"failed to estahlish any
statistically significant relationship between interest
rates on commercial bank deposits and the demand for these
deposits. Price inflation was not found ta be an important

determinant of changes in commercial bank deposits. The
results cbtained shotidd be

I did so.
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treated with caution,™ she warped.
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