
To Our Readers
his is the time of the year when the Reserve Bank of India provides to the nation
its considered views on where the national economy is going.  It is perhaps only
fitting, then, that we take a look at established knowledge in the area of Monetary
Economics and Economic Growth and Development.

Miguel Sidriuski in his paper on `Rational Choice and Patterns of Growth in
a Monetary Economy' had theorized that if the basic economic unit of the nation consists of utility
maximizing families, then the long-run capital stock of the economy is independent of the rate of
Monetary expansion.  A rise in the rate of Monetary expansion results in an equal absolute increase
in the rate of change in prices; it reduces the stock of real cash but it does not effect steady State con-
sumption.  In the short run of course, an increase in the rate of Monetary expansion is equivalent to
a rise in Government transfers to the private sector.  And it therefore, results in an increase in con-
sumption and a fall in the rate of capital accumulation.  

The first issue is therefore, whether the basic assumption of the economic unit being the utility
maximizing family is valid.  There have been discourses on this and it can be shown that in a coun-
try like India, this is a reasonably valid assumption.  It follows then that if Sidriuski's theory is cor-
rect and acceptable, we should look at the long-run capital stock of the economy in a different light
than current Monetary considerations.  The affect of such an observation for an economy in a tran-
sition and for an economy which is on the growth path, are obviously different.  For a transition
economy which perhaps India no longer is, the rate of capital accumulation and increase of capital
stock are related to each other in a different manner than for a growth economy.  Assuming that the
objective is to arrive at a steady state, assuming that there is no perfect foresight, the utility maxi-
mization assumption will only guarantee that the rate of capital accumulation will be a decreasing
function of the capital stock.  The behaviour of developed economies can be easily seen in this light.

What does this portend for us?  The fundamental assumptions of consumerism are in fact, based
on introducing elements into the economy which would affect the basic assumption of utility max-
imization.  In that case, the steady state assumptions of Sidriuski which are, in fact, based on earlier
researches of Tobin and others, becomes subject to re-visitation.  It is necessary then, to reinterpret
the matter especially in view of the emergence of the financial services sector as a major instrument
of intervention in the Monetary economy.  This in turn, leads to considerations involving the value
of money upon which, again a number of researches have been conducted.  

However, till the extent of penetration of both the elements of the consumerism and the finan-
cial services sector into the economy can be reliably shown to me of greater impact than hitherto
realize, Sidriuski's original thesis can in fact, take away a lot of our long-term worries.  As a nation
then, we need to stratify our economic thinking in these directions.
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