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Objectives

This module will introduce students to the core concepts used in the analysis of the functions and efficiency of financial institutions and the functions and characteristics of financial transactions in the context of economic development. The course examines credit cycle theory in parallel with contemporary policy debates over the desirability of alternative financial policies and financial institutions. In particular, students will be encouraged to acquire a critical policy perspective and to understand how the developing countries fit into a global financial system determined by the markets and institutions of the financially advanced economies. To get some idea of the practical issues involved, students may find it helpful to read the survey ‘Only human: A special report on central banks and the world economy’ published in The Economist magazine on 20 October 2007.
The course will be taught through a weekly two-hour lecture and a weekly one-hour seminar/tutorial. The lectures will introduce the theoretical models and propositions and relate these to policy debates and real world issues in finance. The seminars will be based on presentation by students of selected papers or book chapters on specific topics each week, followed by a class discussion. Those taking the module must be prepared to present at least one presentation during the course, and depending on student numbers, most presentations will be done jointly by groups with one person presenting.

Assessment
The assessment method will be the usual one. There will be a two-hour examination in June and in addition students will be required to submit an assessed essay, of up to 3,500 words. This essay will count for 30 percent of the total module marks. This has to be submitted at the beginning of the third term (after the Easter vacations).

Lectures

1. Institutions in Monetary Policy and Economic Development
The macroeconomics of the New Consensus on Monetary Policy: effects of economic and financial development.

*David Laidler ‘The New Classical Contribution to Macroeconomics’ in Banca Nazionale del Lavoro Quarterly Review 1986, in Money and Macroeconomics: The Selected Essays of David Laidler Cheltenham: Edward Elgar 1997.

*Michael Woodford Interest and Prices, Foundations of a Theory of Monetary Policy Princeton University Press 2003 chapters 1-3.

J. Toporowski, ‘Open market operations: Beyond the new consensus’ Bank of Finland Discussion Paper.

A. Berg, E. Borensztein & P. Mauro ‘Monetary Regime Options for Latin America’ Finance and Development Sep. 2003.

Selected readings Goodhart, C.A.E., and G. Illing (eds) (2004) Financial Crises, Contagion, and the Lender of Last Resort A Reader Oxford: Oxford University Press.

S. Capasso ‘Financial Markets, Development and Economic Growth: Tales of Informational Asymmetries’ in S. Sayer (ed.) Issues in Monetary, Financial and Macroeconomic Adjustment Policies Oxford: Blackwell 2005.

S. Sayer ‘Issues in Monetary, Financial and Macroeconomic Adjustment Policies – An Overview’ in S. Sayer (ed.) Issues in Monetary, Financial and Macroeconomic Adjustment Policies Oxford: Blackwell 2005.

2. Risk, Uncertainty and Rents
The financial operations of firms in the face of uncertainty. Effects on profits and risk profile of firms.

*F. Knight, Risk Uncertainty and Profit Boston: Houghton Mifflin Company 1921, chapters II, VII, VIII.

R.B. Emmett ‘’Maximisers versus Good Sports’ in N. de Marchi & M.S. Morgan Higgling: Transactors and their Markets Durham: Duke University Press 1994.
*Toporowski, Theories of Financial Disturbance Edward Elgar 2005, chapters 9-11.

G.L.S. Shackle, Expectations, Investment and Income Oxford Uniersity Press, 1968.

J. Steindl ‘Capitalist Enterprise and Risk’ in J. Steindl Economic Papers 1941-1988 London: Macmillan 1990.

3. Debt Deflation
Debt deflation theories of Veblen, and Fisher. Policy-induced debt deflations. Recent debt deflations.

Veblen The Theory of Business Enterprise New York: Charles Scribner’s Sons, 1904, chapters V-VII.

Fisher ‘The Debt Deflation Theory of Great Depressions’ Econometrica 1933, No. 1.

*Toporowski, Theories of Financial Disturbance Edward Elgar 2005, chapters 3 and 6.

Takatoshi Ito, Hugh Patrick, David E. Weinstein (eds.) Reviving Japan’s Economy Cambridge, Mass.: MIT Press 2005, selected chapters.

Hiroshi Nakaso ‘The financial crisis in Japan during the 1990s: How the Bank of Japan responded and the lessons learnt’ BIS Papers No. 6, October 2001, Basle: Bank for International Settlements.

Bank of Japan Financial Markets Department, ‘Money Market operations in Fiscal 2004’ Bank of Japan Research Papers August 2005 (available on http://www.boj.or.jp/en/index.htm).

K.G. Nishimura & Y. Kawamoto ‘Why does the problem persist? “Rational Rigidity” and the Plight of Japanese Banks’ in G.R. Saxonhouse and R.M. Stern (eds.) Japan’s Lost Decade Oxford: Blackwell 2004.

4. The Pure Monetary theory of Interest
The Keynesian money-finance nexus, and the origin of liquidity preference. The ‘Liquidity Trap’.

*J.M. Keynes The General Theory of Employment, Interest and Money chapters 13 & 15.

*Toporowski, Theories of Financial Disturbance Edward Elgar 2005, chapter 7.

‘The Evolution of the Banking System and the Theory of Saving, Investment and Interest’ in V. Chick On Money, Method and Keynes Basingstoke: Macmillan 1992.

Davidson  Financial Markets, Money and the Real World Elgar, 2003, chapters 5-7.

G.L.S. Shackle The Years of High Theory Cambridge, U.K.: Cambridge University Press 1967, chapter 11.

R. Goyal & R. McKinnon ‘Japan’s Negative Risk Premium in Interest Rates: The Liquidity Trap and the Fall in Bank Lending’ in G.R. Saxonhouse and R.M. Stern (eds.) Japan’s Lost Decade Oxford: Blackwell 2004.

Krugman Paul (1998), “It’s Baaack: Japan’s Slump and the Return of the Liquidity Trap”, Brookings Papers on Economic Activity 2:1998

T. Yates ‘Monetary policy and the Zero Bound to interest Rates: A Review’ in S. Sayer (ed.) Issues in Monetary, Financial and Macroeconomic Adjustment Policies Oxford: Blackwell 2005.

5. Speculation and the Financial Markets
Role of speculation in financial markets: links with financial instability.

*Toporowski, Theories of Financial Disturbance Edward Elgar 2005, chapters 7 & 8.

*J.M. Keynes The General Theory of Employment, Interest and Money chapter 12.
M. Lawlor ‘On the Historic Origin of Keynes’s Financial Market Views’ in N. de Marchi & M.S. Morgan Higgling: Transactors and their Markets Durham: Duke University Press 1994.

N. Kaldor, ‘Speculation and Economic Stability’ in N. Kaldor Essays on Economic Stability and Growth London: Gerald Duckworth & co. 1960.

Kregel, J. (1996). “Some Risks and implications of Financial Globalisation.” Unctad Review.

K.A. Ertürk ‘Speculation, Liquidity Preference, and Monetary Circulation’ The Levy Economics Institute of Bard College, Working Paper No. 435 (available on www.levy.org).

Diaz-Alejandro Carlos (1985), "Good-Bye Financial Repression, Hello Financial Crash", Journal of Development Economics, Vol 19 pp.1-24

S.C. Saxena ‘The Changing Nature of Currency Crises’ in S. Sayer (ed.) Issues in Monetary, Financial and Macroeconomic Adjustment Policies Oxford: Blackwell 2005.

6. Minsky and Financial Instability
The financial instability hypothesis and emerging market crises.

*H.P. Minsky ‘The Financial Instability Hypothesis: A Restatement’ Thames Papers in Political Economy London: Thames Polytechnic, Autumn 1978.

H.P. Minsky Stabilizing an Unstable Economy New Haven CT.: Yale University Press 1986, chapters 7-9, 12, 13.

*Toporowski, Theories of Financial Disturbance Edward Elgar 2005, chapter 14.

P. Arestis & M. Glickman ‘Financial Crisis in South-East Asia: dispelling illusion the Minskyan way’ Cambridge Journal of Economics 2002, Vol. 26, no. 2, pp. 237-260.

H.P. Minsky, ‘The Financial Instability Hypothesis: Capitalist process and the Behavior of the Economy’ in C.P. Kindleberger & J.-P. Laffargue (eds.) Financial Crisis. Theory, History, Policy Cambridge: Cambridge University Press 1982, and comments by J.S. Flemming and R.W. Goldsmith.
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