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» mand also reflects the government’s budget deficit of nearly
$1trn, or 4.6% of GDP, which requires record amounts of govern-
mentbonds to be issued, the buyers of which have to pay in cash.

The third cause is that the cash sitting on the books of finan-
cial firms is largely held by a few big commercial banks. They
hoard it partly because of post-crisis regulations that are meant
to make them safer by requiring them to have big liquidity buff-
ers and partly because they fear the reputational damage of mis-
calculating and of ever being found short of funds again. When a
few big commercial banks hoard piles of cash, other financial
firms, including investment banks and dealers, have less.

What to do? Since September the Fed has opted for a short-
term fix, by lending each morning somewhere in the region of
$50bn-100bn overnight to ensure the financial system has
enough money to keep repo rates under control. But this is un-
comfortable because it involves repeated overnight loans and
because the recipients are often Wall Street banks and traders,
who are not obvious candidates for the open-ended receipt of
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support from the Fed, even if the loans are safely collateralised.
Another option would be to alter the post-crisis rules that re-
quire banks to hold lots of cash. On October 29th Steven Mnu-
chin, the treasury secretary, floated this idea. But that risks wa-
tering down the reforms made after the crisis.

Copperwork, not duct tape

There is a better answer. The Fed has begun to permanently in-
crease the amount of cash held by financial firms, by buying
$60obn-worth of shorter-dated Treasury bonds off them per
month. Critics will say this represents more QE by stealth—but
that is nonsense. Providing the bonds are short-dated, the Fed
will have no mechanical impact on long-term interest rates—in
contrast to when it conducts QE. And before the financial crisis,
itwas routine for the Fed to buy and sell short-term Treasuries in
order to ensure that the money markets were transmitting mon-
etary policy smoothly. Do this and, with luck, most people will
once more be able to forget about the repo market. m

The future of management education

The MBA, disrupted

We have obtained a copy of a recent letter to a business dean

Dear Dean Whiteboard,
N BEHALF OF the trustees of the Gordon Gekko Business
School, I write with a helicopter view on our beloved institu-
tion. There is good news and bad. First, congratulations are in or-
der. Under your leadership, GorGeBS has again been named by
The Economist as one of the world’s top 100 business schools.

The bad news is that our best-of-breed status is in jeopardy
because the very business model of our school faces tectonic
challenges (see Business section). Demand is plunging. Our MBA
applications aredown by a quarter. Across America, applications
to business schools have fallen for five years in a row. Even at
Harvard, they are down this year by about 6%.

One reason is a drop in international applicants, many of
whom are put off by America’s anti-immigra-
tion policies. But before you rush to blame all o~ ,
those law graduates staffing up government de- .)
partments, the bigger factoris that we are charg-
ing too much. Our MBA costs nearly twice as
much asitdid adecade ago, but nobody believes
we are delivering twice as much value.

We are also failing to grapple with techno-
logical disruption. The time I spent getting my
MBA on our leafy campus by the fountainhead of the River Rand
constituted two of the best years of my life. Even so, I am begin-
ning to think that your dogged defence of a bricks-and-mortar
strategy is wrong-headed. Online business education can deliver
world-class thought leadership, too.

Worse, the relevance of our curriculum is being challenged.
The students roaming our hallowed halls today are not the red-
blooded, Darwinian capitalists who used to strive for business
degrees. They are in a very different mind space, demanding that
we go beyond our traditional teachings on the primacy of share-
holder value to embrace stakeholder value.

Going forward, we need three priorities. First, to get costs un-
der control. The soup-to-nuts cost for an MBA at Stanford is
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$232,000—out of our ballpark. The five-star accommodation,
gourmet cuisine and other perks on our campus are way over the
top. So are some of our packages, even if we haven’t got quite as
carried away as Columbia Business School, which, it was recent-
ly revealed, paid over $420,000 a year to a professor teaching
three classes a year and $330,000 to untenured junior faculty.

But that is low-hanging fruit. We also should embrace tech-
nology. Some schools offer hybrid degrees, mixing the soft skills
learned on campus with the convenience of digital delivery. Bos-
ton University’s Questrom School of Business has gone the
whole hog and now offers its full MBA online for just $24,000. If
we do notadapt it will eat our lunch. And we need to get better at
teaching technology. Our curriculum ought to drill down on the
technical skills employers want, to deal with ar-
tificial intelligence and data analytics. No won-
der firms themselves are stepping up. Accenture
alone spends $1bn training staff in-house; the
Silicon Valley giants spend even more. Those in-
vestments are cannibalising executive educa-
tion, our cash cow.

The trickiest challenge is dealing with the
backlash against capitalism. As future CEOs, our
charges must manage the conflicting demands placed on firms
by myriad interested parties while still fulfilling their fiduciary
duties to shareholders. The curriculum can no longer rely on
one-dimensional case studies. We need to be better at playing
back the trade-offs facing bosses navigating a 3D environment.

The threat is existential. In the past five years, nearly a tenth
of the full-time MBA programmes in America have disappeared.
From Florida to Iowa, business schools have stopped offering the
degree altogether. If we are to survive, never mind elevate Gor-
GeBS to the top of the rankings, we need to start thinking outside
the box and spearhead the next management revolution.

Let’s touch base offline soon.
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