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Much has been written and debated concerning the issues of central bank independence in recent times. A country such as New Zealand is regarded as a forerunner in establishing institutional structures which ensure central bank independence, with a formalised performance contract arrangement between government and the central bank introduced from 1989. In the United Kingdom, the central bank was given greater independence with the introduction of inflation targeting in 1992, and this was extended on the accession to power of the New Labour government in 1997, with central bank interest rates being placed under control of the Bank. In the case of the United States of America, the chairman of the Federal Reserve is regarded as a major economic policy maker in his own right, with a high degree of independence from executive government. Throughout the world, the independence of central banks is an issue of concern, and various countries are contemplating measures to bolster the independence of their central banks. In South Africa, the appointment of a government minister with strong political party affiliations in 1998 as governor-designate of the Reserve Bank caused widespread consternation, relating to independence issues. But there are paradoxes and strong underlying theoretical assumptions in the assertion of complete central bank independence as the desirable model. Much of the argument in favour of independence is predicated on the tenets of monetarism as best representing the workings of a modern monetary economy. This article examines the implications of the alternative Post Keynesian tenets of monetary theory for central bank independence, relating these to the South African Reserve Bank in particular.





MAIN  TENETS  OF  POST  KEYNESIAN  MONETARY  THEORY





The Post Keynesian conceptual framework differs markedly from that of monetarism as well as from the neoclassical synthesis interpretation of Keynes' work (and other brands of Keynesianism). Although having its roots in the writings of colleagues of Keynes at Cambridge, such as Joan Robinson and Kaldor, Post Keynesian economics became an identifiable school of economic thinking from the late 1970s as efforts were made to develop Keynes' original insights and concepts, in contradistinction with the neoclassical synthesis. Post Keynesians believe that Keynes provided a new way of analysing monetary economies, as well as fundamental insights not captured in the neoclassical synthesis, and that these have important consequences for economic theory and analysis (Cottrell, 1994). Although there is considerable diversity in Post Keynesian views and approaches, Post Keynesians subscribe to certain common propositions which differentiate them from other leading schools of economic thought. These include an emphasis on the role of uncertainty and historical time, a deep scepticism towards economic models of a general equilibrium nature, a preference for partial equilibrium approaches using 'stylised facts', the view that money is integrally involved in determining real economic outcomes and is best viewed as credit-money rather than commodity-money, the view that the magnitudes of money aggregates are outside the control of monetary authorities (endogenous), and recognition that institutions, both legal (e.g. contracts) and organisational, play an important role in economics.  


Post Keynesians deny the causal validity of the quantity theory and place virtually no role with money supply aggregates in combating inflation. Whereas a typical monetarist view holds that growth of money supply aggregates is directly causally connected to inflation (through time lags) as well as a potential source of economic instability, the Post Keynesian view holds that monetary aggregates adjust endogenously to the demand for money and credit in accordance with interest rate levels, investment activity and income. The level and growth of money supply aggregates are thus de-emphasised in a Post Keynesian policy view as being neither controllable by the monetary authorities nor crucial in any economic causal chain. This, however, does not diminish the importance of money in the Post Keynesian scheme. It is simply that other aspects of money are regarded as most appropriate for policy intervention purposes. In Post Keynesian monetary policy analyses, the interest rate is regarded as a crucial policy variable, being directly controllable by the monetary authorities and a key determinant of the level of investment activity through which, in terms of Keynes' principle of effective demand, the economy can be brought closer to full employment.





MONETARY  AGGREGATES  AND  THE


FLOW  OF  CREDIT





In adopting an endogenous view of money, Post Keynesians are not denying that central banks can and do set reserve requirements with which commercial banks must comply. However, they maintain that the textbook base-multiplier causality process does not operate in practice because central banks always provide a lender-of-last-resort function, through which banks can supplement their reserves with borrowed reserves, at a price equal or related to the discount rate. Central banks cannot neglect the lender-of-last-resort role since financial stability is a fundamental responsibility with which they are charged.  Post Keynesians do not necessarily advocate a change to the reserve requirement system itself; but maintain that it does not serve as a quantity control device over the money supply, even if the central bank seeks to control the money supply as a policy variable.


The Post Keynesian view emphasises the entire spectrum of liquid assets, rather than any particular money aggregate, however defined. This view accords broadly with that of the Radcliffe Committee, in its investigation into the monetary system of the United Kingdom completed in 1959: 





"Though we do not regard the supply of money as an unimportant quantity, we view it as only part of a wider structure of liquidity in the economy . . . It is the whole liquidity position that is relevant to spending decisions and our interest in the supply of money is due to its significance in the whole liquidity picture …. The decision to spend thus depends upon liquidity in the broad sense, not upon immediate access to the money ….". (Radcliffe report, 1959:132).  


This contrasts with the monetarist position which emphasises one or more monetary aggregates and advocates direct control over these.


Post Keynesians extend this broad liquid asset viewpoint by stressing the importance of flows of different forms of credit in the economic process, for instance: "the decisive factor according to the post Keynesian view is the flow of credits. In talking of the 'stock of money', we are yielding to convention and habit of mind. The money stock is in fact the resulting factor of the expansion of credit." (Lavoie, 1984:775). New credit extension is regarded as a forerunner to expanded economic output, and the proportions of funds held in alternative financial assets are regarded as closely bound with economic behaviour, given that each has differing degrees of liquidity, risk and return. 


This raises the possibility that monetary policy could be used through the credit system to influence the nature and extent of credit flows in order to address economic policy objectives. In contemplating such a possibility, the Radcliffe Committee (1959:134) recommended that interest rates, including the term structure applicable across different financial assets, should be used as an indirect means of changing the liquidity composition in the banking system.  However, it expressed scepticism over the likely effectiveness of direct quantitative controls.  In this vein, Rousseas (1986:106) proposes selective intervention in specific classes of financial assets to influence the allocation of credit between forms of economic activity, as a means to favour new investment activity in preference to financial speculation, or to promote expansion of economic sectors likely to be economically beneficial to the country. Although Rousseas may be going further than most Post Keynesians would venture in suggesting direct liquid asset intervention by monetary authorities, his approach is an indication of the broadly held Post Keynesian view that the monetary authorities should engage in the financial asset markets in order to influence the extent and direction of credit flows to the benefit of the economy. 


An implication of this view for central bank independence is that certain economic policy objectives may be most effectively attained through (amongst other measures) intervention by monetary authorities in financial asset markets, and some of these interventions either can only be, or are most conveniently, carried out by the central bank. An independent central bank with a narrowly-defined objective is unlikely to include such interventions in its purview.





INTEREST	 RATES





Post Keynesians generally adopt some variant of the liquidity preference theory of interest rates expounded by Keynes (1936), rather than a loanable funds view in which interest rates are market determined through equilibrium between demand and supply of credit.  Some modification of Keynes' formulation of the liquidity preference theory is required, in view of Keynes' assumption of an exogenous money supply in the General Theory. In the liquidity preference view as modified by Post Keynesians, the central bank plays a direct role in interest rate determination, rather than the interest rate being a "highly conventional phenomenon" as portrayed in the General Theory:  in the words of Moore (1988:258),  





"Credit money is not supplied according to some production function, with a real resource cost and a rising supply price.  Rather it is supplied on demand by the central bank as the residual provider of system liquidity, at a supply price determined exogenously within wide limits as a policy variable by the central bank itself."  


This is the Horizontalist view adopted in some variation by most Post Keynesians, whereby the money supply function, which is horizontal in interest-money space, shifts vertically upwards or downwards whenever the central bank adjusts its discount rate. The central bank can thereby control the interest rate at which money is provided, but not the money supply itself. However, the range over which it can set its discount rate is subject to several limiting factors. A zero nominal rate provides a technical lower limit, since bank depositors can always maintain their deposits in the form of money, with a zero interest rate. This applies even in a deflationary environment in which a zero nominal rate may be a significantly positive rate in real terms. In an inflationary environment, central banks cannot set a rate substantially below the rate of inflation without risking excessive credit-driven economic activity which could lead to high inflation and even hyperinflation. Setting the interest rate too high relative to the inflation rate, conversely, will discourage capital investment due to the high ex ante real costs of borrowing relative to expected investment returns, curbing aggregate demand growth and increasing unemployment.  The relationship between domestic interest rates and the exchange rate also necessitates an exchange rate policy being conducted in tandem with interest rate policy, as taken up in the section on exchange rate policy below.


In the South African case, the SA Reserve Bank's Bank rate or repo rate (from March 1998) serves as the key interest rate policy variable. The Reserve Bank maintains a money market shortage in order to ensure that the Bank/repo rate has a direct and immediate effect on the banking system through determining the cost of a major source of funds to the banking system at the margin. The Reserve Bank is also in the course of its activities engaged in financial asset transactions which could influence the term structure of interest rates more comprehensively.  Whittaker and Theunissen (1987) maintain that the very nature of the Reserve Bank as the sole ultimate provider of money ensures that it determines market call rates as well as interest rates for money market instruments of longer duration, and higher risk, since these are the result of efficient, rational markets that can be predicted by mathematical formulas taking account of duration and risk.  Long-term rates are in turn determined as the expected trajectory of the short-term rates. Whether one adopts this view of market interest rates being determined by the Reserve Bank across the duration spectrum or a more indirect view such as that expressed by Meijer (1995:376) in which market forces determine interest rates across the term spectrum in relation to the Bank/repo rate, the Post Keynesian view places the Reserve Bank firmly in the driving seat in determination of interest rate levels across the entire term and risk spectrum.


It is noteworthy that Governors of the Reserve Bank frequently downplay the role of the Bank in establishing interest rates, in public statements. References are made to market trends in interest rates which are portrayed as a significant factor in the Reserve Bank's stance on the Bank/repo rate. In the Post Keynesian thesis, these statements would be regarded as primarily for public relations purposes: the Reserve Bank would prefer not to be seen as too strongly in control of interest rates, since this intensifies criticism when rates are uncomfortably high and could heighten public pressures on the Reserve Bank. When market interest rates soften in advance of a Bank/repo rate decrease, Post Keynesians would ascribe this to expectations by the market in advance of the decrease (and equivalently for an increase), based partly on perceptions of the factors which the Reserve Bank considers in its interest-setting policy.  The danger exists that the Reserve Bank may partly believe its own rhetoric, which could lead it to adopt less than full responsibility for the level of interest rates in the economy, with consequently less than maximally beneficial interest rate levels in pursuing the economic objectives of monetary policy. If an independent central bank is assigned a narrowly defined price stability objective, it is unlikely to assume full responsibility for the wider economic effects of its interest-rate policies, and these are regarded as very significant in a Post Keynesian view.





MONETARY  CONTROL  MECHANISM  OF  THE  SA RESERVE  BANK





The Reserve Bank adopted the "classical" cash reserve system of monetary control recommended by the De Kock Commission report (De Kock, 1985:A15) and this has remained essentially in force.  Rogers (1985) maintains that this system is by its very nature in accordance with a Post Keynesian view of money, in which monetary aggregates can only be influenced indirectly through the effects of interest rate levels on economic and financial market activity. In spite of some apparently monetarist terminology used, the De Kock Commission and Reserve Bank since do appear implicitly to accept that they do not determine the money supply as an exogenous variable directly, but influence it indirectly through the interest rate mechanism. For instance, a (then) senior official of the South African central bank describes how monetary measures are effected in practice: 





"Realisation of the monetary targets is to be effected by the authorities' operating on the level of interest rates rather than on the amount of banks' cash reserve holdings. The banks' cash reserve holdings in fact, will continue to be a derived quantity..." (Meijer, 1984:12).





From a monetarist view, Kantor (1986) concedes that the De Kock Commission Report is not a monetarist document and criticises the Report for not advocating a money supply growth rule in accordance with monetarist thinking. He argues that control of monetary aggregates indirectly through interest rates in an open economy is a formidable task, and advocates more direct control through the medium of high-powered money.


It appears from these and other arguments that the core monetary control mechanism as put forward by the De Kock Commission and adopted by the Reserve Bank is more in accordance with Post Keynesian than monetarist thinking. However, the view that price inflation has its causative roots in the size and expansion of monetary aggregates, and the view that anti-inflation policies are a primary goal of the central bank, appear to be firmly entrenched both in the De Kock Report and in the ongoing operation of the Bank. Examples illustrating this view are: "the only way to restore and maintain reasonable stability of the price level in South Africa is to exert better control over money creation and total spending" (De Kock Commission, 1985:A26) and "Inflation, however, lags behind changes in the monetary aggregates and is, at this stage, still stimulated by … the relatively large increases in the money supply during the 1995/96 period." (Stals, 1997:33).  The recent (February 2000) introduction of inflation targeting, in which the Reserve Bank is held accountable for attaining an inflation rate within a specified range, is further evidence of continued adherence to this view. In respect of exchange rates, the De Kock Commission recommended a "managed floating" stance and this has been the policy of the Reserve Bank since with varying degrees of intervention over different periods.  There was for instance a high degree of intervention in 1998 in response to Rand currency speculation in the wake of the Asian crisis, but little intervention since. The managed floating approach to exchange rates is not inherently contrary to either a monetarist or Post Keynesian position. However, the extent to which exchange rates are left to be determined entirely by market transactions, or to which the Reserve Bank acts in the market to manage the rate, gives an indication of whether the Reserve Bank is adopting a stance more in line with monetarist or Post Keynesian thinking.  Recently (2001) in the face of a rapidly weakening Rand exchange rate against most currencies, the Reserve Bank Governor repeatedly stated that the Reserve Bank would not intervene in the market to influence the external value of the Rand.  In this he was implicitly expressing faith in free-floating market forces to determine a suitable rate for the currency, contrary to a Post Keynesian view that exchange rate management is necessary.


In overall terms, the De Kock Commission and Reserve Bank have adopted an eclectic and pragmatic view in line with trends evident in central banking of advanced, industrialised countries, rather than expressing views which are associated with any particular economic school of thought. Although the monetary control mechanism adopted is in line with Post Keynesian thinking, the approach to inflation is more aligned to a monetarist view, and the approach to exchange rate policy, while closer to a monetarist view in the degree of flexibility espoused, does not depart in principle from a Post Keynesian view.  Further, there is nothing inherent in the monetary framework of the SA Reserve Bank which would prevent it from addressing issues in accordance with a Post Keynesian perspective.





COMBATING  INFLATION





With the Post Keynesian view of the inflation process as being primarily in the money-wage negotiation sphere and economic institutional structure, the emphasis in combating inflation moves from the control of money aggregates by the central bank to a broader range of policies and initiatives, which by their nature require involvement of executive government. Central bank measures are needed to support government anti-inflation policies, but are not the primary weapon for addressing inflation. A key measure identified by Post Keynesians which requires executive government involvement is that of an incomes policy (Rousseas, 1986:101). 


Incomes policies can vary widely in their nature and manner of implementation, from the mild form implicit in the South African GEAR document (South Africa, 1996), to government imposition of wage or price controls by fiat.  They can and do vary from being draconian and clearly damaging to being virtually ineffective. There are historical examples where governments have been strongly committed to such a policy but where it has nevertheless become unsustainable after a period (e.g. Britain 1972-1974), and the record of direct price or wage control measures is a turbulent one. It is for this reason that Post Keynesian incomes policy proposals have generally been of an indirect form. The Tax-based Incomes Policy (TIP) put forward by Weintraub is a well-known example of such an indirect incomes policy (Davidson, 1994:149). The rationale behind Weintraub's suggestion is that wage increases in excess of productivity growth are harmful to society as a whole, and therefore justify a disincentive in a similar way to taxes imposed on firms for contributing to environmental pollution. The tax would operate through the corporate tax structure and be applied to firms awarding wage increases above a specified norm based on average labour productivity increases. To counteract the additional administrative burden of such a tax, Weintraub recommended that it be applied only to firms above a specified size: he suggested the largest (approximately) 2000 firms in the case of the United States, which account for over 50 per cent of GDP. This would cover sufficient of the firms playing a lead role in wage setting to be effective through the economy as a whole. To counteract any deflationary effects of the additional tax, Weintraub recommended that TIP taxes collected be re-channelled back to firms in the form of tax reductions, with a net benefit to those firms not awarding inflationary wage increases. (Davidson, 1994:150).


Post Keynesians generally regard some form of incomes policy to be necessary on an ongoing basis if inflation pressures are to be curtailed, since relaxation will allow self-interest and the struggle over income distribution to ignite the inflation process. Post Keynesians view an indirect incomes policy as preferable by far to a monetarist policy rule which





 "can fight inflation only if it indiscriminately reduces aggregate demand sufficiently to inflict widespread economic losses to convince entrepreneurs that they must fight workers' wage demands for they will not be able to pass along inflationary wage demands." (Davidson, 1994:150).





In placing some form of incomes policy as an element of inflation control, most Post Keynesians do not deny a role for monetary policy. It is, however, a role in the context of an endogenous money supply with focus on financial flows, credit instruments, and interest rates.  Moore for instance concedes that excessive credit creation can lead to demand inflation:  this is apparent for instance from,  





"In a closed economy the growth rate of potential output imposes a somewhat flexible ceiling on the rate at which real output can expand, after which any excessive growth of aggregate demand financed by bank credit must become inflationary." (1988:267). 





But he clearly regards this excessive aggregate demand situation as arising from nominal interest rates being set at too low a level relative to the expected inflation rate, rather than being caused by money supply aggregates being too high or growing too rapidly.


The Post Keynesian view recognises import prices as a contributing cause of inflation, and advocates policies to ameliorate import price effects. Under a fixed exchange rate system, a general price inflation in a foreign country is transmitted to the domestic economy to the extent that goods are imported from it. Under a flexible exchange rate system, there may be a degree of compensation for inflation rate differentials through market adjustments to exchange rates, though Post Keynesians are sceptical of this process in view of the extent of speculation in foreign currency transactions. Post Keynesians maintain that inflation can be transmitted under both exchange rate regimes, and that the domestic economy cannot be insulated through flexible exchange rates (Dow, 1986). 


If a Post Keynesian view of the economy is adopted, therefore, the pursuit of anti-inflation measures inevitably involves executive government as well as the Reserve Bank. Furthermore, it implies that anti-inflationary measures on the part of the central bank cannot be confined to direct monetary policy effects on monetary aggregates or interest rates, but need to be broadened to include indirect monetary effects as well as measures relating to the exchange rate of the currency. 


EXCHANGE  RATES  AND  FOREIGN  FLOWS





Post Keynesians are generally sceptical of the benefits achieved by the free-floating exchange regimes adopted by many developed economies from 1973. They cite the stronger world trade performance in the Bretton Woods period from 1947 to 1973 than either prior or subsequent periods in support of their preference for a fixed but adjustable, or strongly managed, exchange rate mechanism. For instance, in comparing growth and inflation figures, Davidson (1993:154) asserts: 





"The free world's economic performance in terms of both real growth and price level stability during the Bretton Woods period was unprecedented.  Moreover, even the record during the earlier gold standard-fixed exchange rate period was better than the experience during the 1973-1991 period of flexible exchange rates."





Monetarist and neoclassical economists have also recognised the disappointing results of flexible rate regimes, and have put forward proposals during the era of floating exchange rates which make some accommodation towards management of exchange rates (e.g. the purchasing power parity proposal of McKinnon (1990) and the target zone proposal of Williamson (1987)). These proposals, however, still accord central banks the role of exercising control via an exogenous money supply, as a means to achieve stable parities between exchange rates. They hold the presumption of a macroeconomic equilibrium, with sustainable trade balances and capital flows, and therefore do not cater to the possibility of inherent instability, of which large speculative flows are an example (Rogers, 1989:291). Post Keynesian approaches favour exchange rate management based on changes in relative real costs of production between trading countries, inflation rate differentials, and on excessive surpluses or deficits built up by particular countries. Post Keynesian proposals cater to the possibility of speculative pressures by enabling countries to institute controls over capital flows and through having an international reserve currency of stable value held by all central banks with an international clearing agency, which can serve as the ultimate reserve asset. Davidson (1993). 


Moore (1988:271) recognises that there are limitations on the range over which the exchange rate can be varied through policy interventions under a managed regime.  Foreign reserves need to be maintained at an adequate level, and the authority's interest rate policy needs to be consistent with its exchange rate policy, in a complex interrelationship between the two, particularly if the economy is in the 'small open' category. He suggests the possibility of some degree of interest rate co-ordination between central banks of trading partners to enable exchange rates to be better co-ordinated, though recognising the difficulties of having central banks co-ordinate between themselves measures which are primarily their domestic preserve.





IMPLICATIONS  FOR  INDEPENDENCE  OF  THE  SA  RESERVE  BANK





The influence of monetarist views has led to the role of central banks in many countries being more narrowly defined in recent years, with an overriding focus being given to the stability of the country's currency domestically and in terms of foreign trade. Allied to this have been vehement monetarist appeals for independence of the central bank, in which their primary concern is to ensure that central banks can maintain a strict growth rule on monetary aggregates in order to minimise inflation, without being subject to wider government economic policies or political pressures. The monetarists recognise that a strict monetary growth rule will in most cases involve economic restriction and hardship in the short run, which is likely to be politically unpopular, leading to pressures on executive government to alleviate the monetary policy stringency. The arguments concerning central bank independence need to be viewed against the backdrop of this monetarist influence.


Carvalho (1996) maintains that calls for the independence of central banks rest on two fundamental theoretical propositions: (i) The natural rate hypothesis together with the neutrality of money, implying that the economy is always at, or close to, its full employment level and that monetary policy has no durable effect on real variables and (ii) that central banks have a natural, intrinsic goal which is one of price stability. The first proposition gives rise to the view that central banks have no role in broader economic policy issues and that any attempts to draw central banks into such a role have negative economic consequences. The second proposition is based on the observation that, in calls for central bank independence, there is invariably the tacit assumption that the central bank, completely unfettered, will devote its full attention to the goal of price stability, rather than seeking to maximise its influence, pecuniary gains, or any number of other conceivable objectives. Carvalho poses the question from whom or what the independence is being advocated, and concludes, using evidence of how the degree of independence is measured in the various studies which have been conducted, that it is generally from executive government. He questions to whom or what a completely independent central bank would be accountable.


These debates highlight the differing meanings of the term independence. A distinction is frequently made between goal independence and operational independence. As Carvalho points out, calls for independence generally assume the central bank will pursue the single goal of price stability. But what of the possibility of a central bank with goal independence pursuing a combination of economic growth, distribution and employment goals in addition to price stability (let alone the more perverse objectives mentioned above)? Apart from these goals being so central to the fabric of society that they are generally the concern of government as a whole, there are invariably political balances which need to be found between alternative approaches. If the central bank pursues one or more of these goals independently of the policy framework of government as a whole, conflicting measures and economic inefficiencies are bound to result.


On the other hand, the activities of central banks are specialised in nature, with economic consequences which may not always be apparent to a non-specialist. The Post Keynesian view recognises the importance that a central bank be free of pressures to take actions which will benefit partisan groups or provide short-term benefits with eventual negative consequences.  This could apply for instance to unjustifiably low interest rate levels or measures to extend credit provision to politically favoured groups.  It is therefore preferable for the central bank to have operational independence in the sense of being able to engage in the actions of monetary policy, and its technical activities, without direct intervention by executive government or other parties.


The institutional framework adopted in New Zealand for conduct of monetary policy from 1989 is a leading example of practical implementation of the narrow overall goal and operational independence of the central bank in accordance with monetarist-inspired thinking. Inflation targets of long duration are agreed between Government and the Reserve Bank of New Zealand, with the Governor of the Reserve Bank being held accountable for meeting the targets, to the extent that the incumbent may be dismissed from his position if the targets are not met. The Reserve Bank is accorded the sole overall objective of price stability; broader economic objectives are explicitly excluded from its ambit (Archer, 1997). Within this restricted framework, it is free to use any monetary instruments and measures to attain the inflation targets set.  Archer regards this as a formal rule system at the ultimate target level, with the Reserve Bank having discretion at the instrument and intermediate target level. The rule system is clearly and explicitly intended to remove any possible political influence from Reserve Bank measures to combat inflation. At the same time, the monetarist persuasion of the system is evident from its presumption that the Reserve Bank's monetary policy is the sole or primary determinant of inflation and that its monetary policy has no significant effect on real economic magnitudes.


Under the Post Keynesian view that the primary causes of inflation lie in the money-wage negotiation process and institutions, rather than money supply growth, domestic stability of the country's currency cannot serve as the major or overriding goal of the central bank.  The central bank would play a support role in combating inflation, with executive government playing the primary role in initiating incomes policies, promotion of business competition, and other anti-inflationary policies. In the Post Keynesian framework, the intermediate targets of the central bank relate to interest rates, exchange rates and the composition of credit instruments in the financial system, rather than money supply aggregates. The effects of its monetary policy measures relate to the enhancement of sustainable investment and economic expansion as well as currency and financial stability.  


The South African Reserve Bank, through its control over the discount rate and the interest rate structure, could well have very substantial effects on the real economy which it may not fully recognise due to monetarist preconceptions. Botha (1997) argues this case strongly, maintaining that the high interest rate policy of the Bank over the past two decades has had negative effects for "the common man" with mortgage bond and hire purchase commitments, as well as for small business, and has served to worsen the income distribution in favour of the rich, while having little discernible impact on the rate of inflation. Botha's focus is on the direct effects of high interest rates on household consumption expenditure and on debt-servicing commitments of businesses. The Post Keynesian view extends this to effects on investment, since short-term interest rates are regarded as the major determinant of expected long rates, and expected long rates are an important factor in investment decisions. The Reserve Bank's control of short-term interest rates is thereby central in determining levels of economic output through the notion of monetary equilibrium and point of effective demand as put forward by Keynes (1936). To this can be added the direct and indirect effects on credit behaviour which the Reserve Bank could have through its activities in various classes of financial assets, with sectoral and structural consequences.


In a Post Keynesian dispensation, therefore, the central bank is, by the very nature of monetary policy actions, concerned with national economic growth and investment issues. These cannot be readily divorced from government economic objectives, and pursuit of differing objectives on the part of executive government and the central bank is likely to be disruptive and counter-productive. This implies that the central bank needs to pursue its monetary policy objectives within overall economic growth and structural objectives and policies set by executive government. In such a dispensation, the central bank could not be considered goal independent. It could, however, maintain operational independence, i.e. freedom to implement monetary policy measures in the most effective possible manner, within overall economic policy objectives set by executive government.


The Post Keynesian view further implies that the overall or ultimate policy objectives (goals) of the central bank need to be defined more broadly compared to those under a monetarist persuasion. Prior to the trend towards a single overall objective, the Reserve Bank (as with most central banks) had a broader set of overall policy objectives, covering (Meijer, 1995: 364):


(i)	Relative stability of the general price level


(ii)	A high and stable level of employment and resource utilisation


(iii)	A satisfactorily high real growth rate of the domestic economy 


(iv)	A satisfactory balance of payments, foreign reserves and exchange rate position 


In view of these overall objectives, the Reserve Bank was a close partner to executive government in pursuing economic policies, albeit operationally independent in carrying out the monetary actions and measures within its ambit. The narrow focus on price stability is thus not inevitable, and the Reserve Bank could move towards a broader combination of overall objectives, to be pursued in concert with government economic objectives.








CONCLUSION





Since the Post Keynesian view of money holds that monetary policy actions affect directly broader economic variables of growth, investment, employment and even income distribution, it follows inevitably that the central bank cannot be accorded goal independence. The pervasive nature and multiple influences on these variables necessitate that the central bank pursue its monetary policy within a policy framework, and in pursuit of overall economic goals, as formulated by government as a whole. At the same time, this does not prevent operational independence of the central bank, to engage in its specialised activities as efficiently as possible. Although some Post Keynesians have suggested a central banking arm within a government ministry, this is not a necessary component of a Post Keynesian view provided that the interrelated nature of monetary policy with broader economic policy is recognised and mechanisms to achieve policy co-ordination are effectively instituted and maintained.


This reasoning, then, applied to South Africa implies continuation of the Reserve Bank in its present institutional form, which ensures its operational independence, but with recognition that the Reserve Bank is inevitably bound into broader economic policy issues which form part of an overall framework of economic policy set by government. It implies a return to broader overall objectives (goals), possibly similar to those previously formulated, with the emphasis between them and the direction of monetary policy pursued being in accordance with the economic policy framework of government. It implies close and ongoing communication and co-ordination with central government, in particular the Department of Finance and its Treasury, but also with other economic policy related departments such as that of Trade and Industry as well as Labour. It implies greater acceptance by the monetary authorities of the major effects which monetary policy has on all facets of the economy, and the adoption of monetary policy measures which contribute maximally toward attainment of a broad set of macroeconomic objectives.
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