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“T1 fie cultural level of a nation is
milrored by its rate of interest: the
nigher a people’s moral strength and
cultural level, the lower the rate of
Interest.”

Eugen Boehm von Baverk, 1896.

m 1959 "Conand provided a
CoNrehensive review, of Baverks;
S, and Knight:sinon- monetary
SHMENLLNED/IES O
t, andrHick’s and Keynes
tanyleanable funds and! liguidity:
pre'f- theories. He recognized
IEYENEs not one “rate of interest”
Blian entire structure of rates
depending upon term to maturity. But
hie'was unable to produce a
resolution of how monetary and
nonmonetary theories together
determined interest rates.

e
W01 I11e) ordinary, rman, orn thesstreen,
SN0 Was neVer taught economics or
NI IO AOTIVOIIEY  TIE,
cceptance of Keynes’ basic ldeas
cae jar easier. For to him. it
drjounted to no more than the
assertion that the Government must
seeito It that sufficient employment
opportunities are made available so
that everyone can get a job.”

s Nicholas Kaldor, Origins of the New
Monetarism

- Sidney HemEer, A Histony/of Interest
NESNEI99L) attempied to.confili
Sraaenacally. Boehm Bawerks insights.

fce off mterest rate levels,
penesiandl cycles from ancient times
BU0O0BC) to the present (1989).

S ®Ver the centuries the increase in
income and wealth is associated with
a clear secular downward trend in the
level of interest rates.

iI08ON Haberler stated: “THENHEDr) 01"
&5t 11as for: dong bime BEEN) a. Weak:
S007 Jf] 118 5C[216E5. U S COUOLIES /12
EReNaL o) drd determination. of the
LETEsaLel gives rise to. more.
Wisagreement among economists than any.

Berbranchi of economics.”

“The theory of interest /s, at present, in a
state or utter confusion.”

s \/era and Friedrich Lutz, 1953.




yecognize the fiundamental role of

geithe residual supplier of liguidity to
Ereconomy, and who set “Bank Rate” as
WIESSUPplY price of system liquidity as their

S exegenous control instrument. CB’s supply

reserves to the banking system
endogenously on demand. The supply of
credit-money then becomes endogenously
credit-driven.

ajority of deyeloped countries have

educedi rates to, near zeno levels

S Congress, * The Federal Reserve needs to
keep Interest rates close to zero until
unemployment begins to come down.”

* The RB and the SA public should become
better informed about the current inflation
and Staaflation.

; inflation, it is not itself the cause of
inflation.

* The cause lies primarily in labor markets.

SWRBISY Yfiation Targeting” policy,
Cause the inflation rate was above the
BB ANKS 3-600 target range. At the August
~meeting  the RB “surprised” markets, with
a 50 basis point cut, even though inflation
was stilll above the bank’s target range.

o) fa-ﬁJamentally different typesofi

SWWhen newly~created bank deposits
BIENSSIEd in response tol increased credit
pdiinance increases in demand for
BsS), and causes their prices to increase.
SEPemand-pulll inflation occurs primarily:
during cyclical expansions and wars, and

® can be restrained by higher interest rates.

® But few would argue that in the current
depression inflation is caused by “Excess
Demand”.

—
deipcest push inflation price INCreases
dNoYimarily bysincreasessinsactolif costs.

ihicreases, over the rate of growth of
productivity.

Say e highly statistically associated with

WaGenncreases above rate of average labor

Sproductivity growth cause unit labor costs to
rise, and so are inflationary unless firms can
be induced to reduce their markups.

® They can be regarded as an indirect tax on
everyone outside the labor union.

o



E How isttiisipossible, in face of SA’s world:
gunemployment rates? \Why dOESH s
-nemployment depress therrate of
mona Wage Increases I SA?
RIidENIWade demands are in the range of ‘
PRsmlUnions currently sense an
BpPIlNILY, since in world cup year
A0 ThE last thing the government
° In SA wages set by industry—wide SWants is for SA to be displayed on
collective: bargaining among largest firms world TV screens as a country with
and unions. th & highest I t
® Once a wage increase is negotiated, it E qu e _es “”e”_‘P ymer
must be accepted by all firms in the rates riven by violent striking

industry so long as they have a minimum workersii
number of employees.

- Under Cost push inflation price IEnt w%e"‘demands in raﬂge of 10-20 %.
ICIEases caused primanilyAsyincreases i3

NIiNactor costs. ; press the.rate of oy,
PAEEI90) SINGIE MeSt Important factor. vvage ICIEASes i SA?
oy

SNfiation| rate broadly egual to the
EXCESS Of average money wage

o

incrieases over the rate of growth of RISA Wages set by industry—wide collective
Jalbor productivity. Shargaining among largest firms and unions.

o Wage increases above rate of average ©Once a wage increase is negotiated, it must

P : e accepted by all firms in the industry so
labor productivity growth cause unit long| as they have a minimum number of

labor costs to rise, and so are employees.
inflationary, unless firms can be induced
to reduce their markups.

—

. . E There?bvv appears to'heran appreaching
oty the private and the public ; BIIBENsUS within, the ANC thatitherone-

10)S) Unions haverset their wage
ESHEMIEX e EtWeEH 10220
RieRS currently’ sense an

FPEEBIUNItY, since in world cup year p , A
@24%)is currently insufficient to moderate

: ZOL0the last thing the government Ui wage demands down towards average
= wants is for SA to be displayed on world = productivity growth rates as required for

T/ screens as a country with the world'’s price stability.
highest unemployment rates and riven In the present depressed situation, continued

by violent striking workers!!! pursuit of inflation targets will lead to lower
growthiand higher unemployment with no
reduction in the inflation rate.
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Whiatmust be done? —_
RioN leaders are oficourse aware that higher
moeney, wages: lead te higher prices.

BAtmion [eaders arercaught' in'thelr owniwage
Uieppdie to the ignorance of their members and
LB about their current situation.

SEshiould they fail to demand astronomic wage

e ncreases, they will be quickly replaced by
= others.

There appears to be only one solution.

A new: “Social Contract” between labour,
business and government must be developed, as
in China and the Asian Tigers.

Srates cause an inflow of short-term capital
= and an| appreciation of the exchange rate.

® This will continue until exchange rate
overshoeoting has increased the expected
rate of exchange rate depreciation to equal
the interest rate differential.

S Blit We'alsorknow: that governmentsyhiave

SipIeyment and stable prices.
@RlAgevernments will undertake long-term
RORITeWING during extreme recessions, since

==—0nly they have the long-term horizon
required. They have the ability to conduct
benefit-cost analysis, develop a list of
investment projects, and put such projects
up for bidding by the private sector.

ZIBUSINESS) firms must agree by 2012 to
Ihtainraverage prices constant providing their

Uit cost remain constant.
$13) Tihe RB must agree by 2012 to reduce the

repo rate to 0-1%, require that banks set their
Prime Lending rate at a modest markup over the
repo rate, say 2-3%, and persuade the banks to
grant creditworthy customers credit up to their
overdraft ceilings.

—_—

pite of all"the talk about Greez
oots no onelcan predict oW long the
shigentrecessionpwillllast: Butwe doe
eYAthat Unemployment s a lagging
IREICELOK so unemployment will increase
(B aiiterr ADs stabilizes.

PAEVENI I the repo rate were reduced to
==7€r0, the private sector would be unwilling

to undertake sufficient investment to
generate a full employment level of AD
and output. We must rely on the
government to generate full employment.

o
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ercurrent world slump I fact presents




thohéh “Animal Spirits are CUlientlys
rouonly depressed, i timeyADRill

IBHOELEmM assets. This will serve to increase
Employment in the export, import- ffiENratio of government debt to income.
: ;, substtuton and gl gddedi s e, : But the government’s debt-burden should be
S Tihis would serve to persuade the masses of based on the ratio of interest payments, not
the huge advantages of a low interest rate debt, to income. When interest rates are

monetary policy. As Galbraith said, “Zenders halved, the government’s debt-burden is also
have:more money than borrowers, which is halved.

why they can lend the money.”

REssUrelysichieNkey nesian “Soclial Contract s

PROIIEN Y/ reasenably guestion whether the SA
gctorate and the ANC leadership have the

SSmagination to carry out such a proposal, and
whether the ANC government has the skills and
ability to carry out a Soc/al Contract
successfully?

* Only time will tell. But like life, it is better than
the alternative.




