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But Argentina… 

low credit: interest rate  output broken? (commonly noticed)


already in recession, without lowering rates! (not so commonly said!)


interest paid on various forms of money 

fiscal monetary interaction key: interest rates fiscal effects 

capital controls: exchange rate
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La reducción de pasivos remunerados del BCRA y caída de la inflación: El devengamiento 
de intereses sobre los pasivos remunerados del BCRA se redujo de $5,4 billones mensuales 
en noviembre 2023 a precios de junio 2024 (equivalente al 32% de la base monetaria) a 
apenas $0,6 billones mensuales en junio 2024. A su vez, la base monetaria amplia (BMA) a 
precios constantes de junio 2024 fue reducida de $56,7 billones (al 10 de diciembre) hasta 
$36,1 billones a fin de junio 2024; una caída de 36,4% en términos reales. Consistente con 
esta contracción monetaria, en el trascurso de este periodo la inflación IPC núcleo bajó 
desde un ritmo de 28,3% mensual en diciembre 2023 a 3,7% en junio 2024. La consolidación 
de esta senda decreciente de inflación y el reordenamiento de prioridades presupuestarias 
llevado a cabo por el Poder Ejecutivo han resultado en la recomposición real de las 
prestaciones sociales, incluyendo las jubilaciones y los programas de asistencia social 
(como la AUH), en términos reales.  
 

 

Gráfico 5 | Pagos de intereses sobre pasivos            Gráfico 6 | Pagos de intereses sobre los  
remunerados y tasa de política monetaria del BCRA              pasivos remunerados del BCRA 

      
Nota | Datos al 10 de julio de 2024.                                                               
Fuente | BCRA.                                                                                                 Fuente | BCRA.                                                                                 

Gráfico 7 | IPC - Inflación minorista: pronósticos                      Gráfico 8 | Asignación universal por hijo 
del consenso de mercado (REM) vs. datos reales           

   
*Proyecciones del BCRA. 
Fuente | BCRA a partir de datos del REM-BCRA e INDEC.                      Fuente | BCRA, Ministerio de Economía e INDEC. 
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Q1: LOWER INTEREST RATES TO FIGHT INFLATION? 

Q2: MAINTAIN CAPITAL CONTROLS?
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Evidence: Giovannini & de Melo
 VOL. 83 NO. 4 GIOVANNINI AND DE MELO: FINANCIAL REPRESSION 959

 TABLE 1-THE SIZE OF REVENUE
 FROM FINANCIAL REPRESSION

 Revenue from
 financial repression

 Percentage

 Percentage of tax

 Country Sample of GDP revenue

 Algeria 1974-1987 4.30 11.42
 Brazil 1983-1987 0.48 1.57
 Colombia 1980-1984 0.24 2.11
 Costa Rica 1972-1984 2.33 12.76
 Greece 1974-1985 2.53 7.76
 India 1980-1985 2.86 22.38
 Indonesia 1976-1986 0.00 0.00
 Jamaica 1980,1982 1.38 4.74
 Jordan 1978-1987 0.60 2.40
 Korea 1975-1987 0.25 1.36
 Malaysia 1974-1981 0.12 0.31
 Mexico 1984-1987 5.77 39.65
 Morocco 1977-1985 2.31 8.89
 Pakistan 1982-1983 3.23 20.50
 Panama 1977-1987 0.69 2.49
 Papua 1981-1987 0.40 1.90

 New Guinea
 Philippines 1975-1986 0.45 3.88
 Portugal 1978-1986 2.22 6.93
 Sri Lanka 1981-1983 3.40 19.24
 Thailand 1976-1986 0.38 2.57
 Tunisia 1978-1987 1.49 4.79
 Turkey 1980-1987 2.20 10.89
 Zaire 1974-1986a 0.46 2.48
 Zimbabwe 1981-1986 5.50 19.13

 aThe sample for Zaire does not include the years
 1981, 1982, and 1983.

 Indonesia, where domestic government debt
 is held exclusively by the central bank, to
 6 percent of GDP in Mexico and Zimbabwe
 (in the case of Mexico, for which the sample
 is quite short, the effect of unanticipated
 exchange-rate changes probably plays an
 important role). In seven countries it ex-
 ceeds 2 percent of GDP, and in five coun-
 tries it exceeds 3 percent. The last column
 in the table indicates that financial repres-
 sion has been as high as 40 percent of
 government revenue in Mexico and about
 20 percent in India, Pakistan, Portugal, Sri
 Lanka, and Zimbabwe. Table 1 suggests that
 in many countries financial liberalization
 would generate a substantial budgetary
 problem and should be accompanied by a
 fiscal reform aimed at substituting for the
 revenue loss: the unweighted cross-country

 average of government revenue from finan-
 cial repression is about 2 percent of GDP
 and 9 percent of government revenue.16

 An analysis of the geographical and time
 distribution of the data underlying Table 1
 indicates a number of facts worthy of future
 research: financial repression appears to be
 more relevant in African countries (includ-
 ing North Africa) and least important in
 Asian countries. It is also much more evi-
 dent in the recent years (1979-1987) than in
 the early part of the sample. This last phe-
 nomenon is associated with the growth of
 fiscal imbalances among LDC's in the 1980's.

 The potential effects of financial liberal-
 ization can be gauged from Table 2, which
 reports the breakdown of ownership of do-
 mestic government debt. For completeness,
 the table includes central-bank holdings,
 even though those are not included in the
 calculation of the financial-repression tax
 base. The second column in the table in-
 cludes holdings of deposit money banks only,
 a subset of domestic financial intermedi-
 aries. The table shows that, in the years for
 which we have data, on average 24 percent
 of total government domestic debt, and 37
 percent of domestic debt in the hands of the
 public, is held by deposit money banks. The
 holdings of other financial institutions are
 included in the column labeled "other," but
 unfortunately these could not be singled
 out, for lack of data. Financial intermedi-
 aries, and among them deposit money banks,
 typically offset artificially low rates on their
 assets by paying low rates on their liabili-
 ties: savings and time deposits. This is an
 example of how the incidence of the
 financial-repression tax is shifted to house-
 holds. In these cases the effect of financial
 liberalization is an increase in the cost of
 liabilities to financial intermediaries, since
 domestic residents can access higher-
 yielding portfolio investments elsewhere.

 160n this topic, see, for example, Wayne R. Thirsk
 (1990). This conclusion is based on the assumption that
 the world rate of interest paid by the government on its
 foreign debt is exogenous, that is, the small-country
 assumption.
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 TABLE 2-DISTRIBUTION OF HOLDINGS
 OF DOMESTIC GOVERNMENT DEBT

 (PERCENTAGES)

 Deposit
 Central money

 Country Sample bank banks Other

 Algeria 1974-1987 18.7 56.2 25.1
 Brazil 1983-1987 46.9 NA 53.1
 Colombia 1980-1984 47.3 NA 52.7
 Costa Rica 1972-1983 19.0 20.1 61.0
 Greece 1974-1981 21.7 26.2 52.2
 India 1980-1985 23.1 7.4 69.5
 Indonesia 1976-1980 100.0 0.0 0.0
 Jamaica 1980, 1982 60.3 14.1 25.7
 Jordan 1978-1987 46.3 36.0 17.7
 Korea 1975-1987 23.9 37.5 38.6
 Malaysia 1974-1981 4.4 23.2 72.4
 Mexico 1984-1987 53.7 19.1 27.2
 Morocco 1977-1985 10.6 56.2 33.2
 Pakistan 1982-1983 43.5 26.5 29.9
 Panama 1977-1978 0.0 33.7 66.3
 Papua 1981-1987 18.3 49.6 32.1

 New Guinea
 Philippines 1975-1986 51.6 23.0 25.4
 Portugal 1983-1986 46.9 10.7 42.4
 Sri Lanka 1981-1983 32.4 20.2 47.4
 Thailand 1976-1986 43.0 34.3 22.7
 Tunisia 1978-1987 0.0 55.0 45.0
 Turkey 1980-1987 40.3 NA 59.7
 Zaire 1974-1986 92.8 6.8 0.4
 Zimbabwe 1981-1986 16.8 18.4 64.8

 Notes: Due to data limitations, the sample periods in
 this table do not always coincide with those of Table 1.
 When data on holdings of deposit money banks are not
 available separately, they are included in the "other"
 column.

 In the absence of an increase in interest
 rates on government securities, financial in-
 termediaries would thus risk bankruptcy and
 would possibly require public bailout. Hence
 the likely budgetary impact of financial lib-
 eralization could include either the cost of
 the bailout of these intermediaries or an
 increased cost of debt servicing, which would
 occur if government securities were mostly
 short-term.

 Table 3 reports the two components of
 the revenue from financial repression: the
 interest-rate differentials and changes in ex-
 change rates.17 The table highlights the im-

 TABLE 3-THE FINANCIAL-REPRESSION TAx RATE
 AND ITS COMPONENTS

 (PERCENTAGES PER YEAR)

 Currency Interest-rate
 Country depreciation differential Tax rate

 Algeria 1.59 8.49 10.08
 Brazil 196.77 - 183.32 13.45
 Colombia 18.97 3.46 22.43
 Costa Rica 20.9 4.21 25.11
 Greece 14.29 1.65 15.94
 India 7.38 3.43 10.81

 Indonesia 11.6 11.67 23.27

 Jamaica 0.47 6.85 7.32
 Jordan 0.47 6.71 7.18
 Korea 5.94 0.04 5.98

 Malaysia -0.64 2.40 1.76
 Mexico 89.06 -43.25 45.81
 Morocco 10.33 5.74 16.07
 Pakistan 15.19 10.10 25.29
 Panama 0.00 4.36 4.36

 Papua New Guinea 4.66 0.90 5.56
 Philippines 10.42 1.53 11.95
 Portugal 17.36 - 2.00 15.36
 Sri Lanka 12.53 2.00 14.53
 Thailand 2.45 1.84 4.29
 Tunisia 7.22 5.98 13.2
 Turkey 54.64 0.85 55.49
 Zaire 56.29 6.00 62.29
 Zimbabwe 17.8 2.50 20.3

 Notes: Sample periods are as in Table 1. The column
 labeled "currency depreciation" reports the average
 annual increase in the price of the U.S. dollar in terms
 of the domestic currency, computed over the sample
 period. The column labeled "interest-rate differential"
 contains the average difference between the effective
 cost of foreign debt and the effective cost of domestic
 debt, expressed in dollars and domestic currency, re-
 spectively. It is also computed over the sample period.
 The last column ("tax rate") is the sum of the previous
 two.

 portance of financial-market restrictions. In
 the great majority of the countries in the
 table, despite the fact that the domestic
 currency has depreciated substantially rela-
 tive to the dollar, the differential between
 the dollar interest rate on foreign liabilities
 and the domestic-currency interest rate on

 17We do not report separate data on the dollar-
 revaluation effect since it is small for most years and
 for all countries if averaged over time. This is due to

 the fact that in the majority of countries almost all
 foreign commercial debt is denominated in dollars. We
 verified this by looking at data on the currency of
 denomination of external debt from the World Bank
 DRS. Detailed data on the dollar-revaluation effect are
 available from the authors upon request.
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 and 9 percent of government revenue.16

 An analysis of the geographical and time
 distribution of the data underlying Table 1
 indicates a number of facts worthy of future
 research: financial repression appears to be
 more relevant in African countries (includ-
 ing North Africa) and least important in
 Asian countries. It is also much more evi-
 dent in the recent years (1979-1987) than in
 the early part of the sample. This last phe-
 nomenon is associated with the growth of
 fiscal imbalances among LDC's in the 1980's.

 The potential effects of financial liberal-
 ization can be gauged from Table 2, which
 reports the breakdown of ownership of do-
 mestic government debt. For completeness,
 the table includes central-bank holdings,
 even though those are not included in the
 calculation of the financial-repression tax
 base. The second column in the table in-
 cludes holdings of deposit money banks only,
 a subset of domestic financial intermedi-
 aries. The table shows that, in the years for
 which we have data, on average 24 percent
 of total government domestic debt, and 37
 percent of domestic debt in the hands of the
 public, is held by deposit money banks. The
 holdings of other financial institutions are
 included in the column labeled "other," but
 unfortunately these could not be singled
 out, for lack of data. Financial intermedi-
 aries, and among them deposit money banks,
 typically offset artificially low rates on their
 assets by paying low rates on their liabili-
 ties: savings and time deposits. This is an
 example of how the incidence of the
 financial-repression tax is shifted to house-
 holds. In these cases the effect of financial
 liberalization is an increase in the cost of
 liabilities to financial intermediaries, since
 domestic residents can access higher-
 yielding portfolio investments elsewhere.

 160n this topic, see, for example, Wayne R. Thirsk
 (1990). This conclusion is based on the assumption that
 the world rate of interest paid by the government on its
 foreign debt is exogenous, that is, the small-country
 assumption.
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 TABLE 2-DISTRIBUTION OF HOLDINGS
 OF DOMESTIC GOVERNMENT DEBT

 (PERCENTAGES)

 Deposit
 Central money

 Country Sample bank banks Other

 Algeria 1974-1987 18.7 56.2 25.1
 Brazil 1983-1987 46.9 NA 53.1
 Colombia 1980-1984 47.3 NA 52.7
 Costa Rica 1972-1983 19.0 20.1 61.0
 Greece 1974-1981 21.7 26.2 52.2
 India 1980-1985 23.1 7.4 69.5
 Indonesia 1976-1980 100.0 0.0 0.0
 Jamaica 1980, 1982 60.3 14.1 25.7
 Jordan 1978-1987 46.3 36.0 17.7
 Korea 1975-1987 23.9 37.5 38.6
 Malaysia 1974-1981 4.4 23.2 72.4
 Mexico 1984-1987 53.7 19.1 27.2
 Morocco 1977-1985 10.6 56.2 33.2
 Pakistan 1982-1983 43.5 26.5 29.9
 Panama 1977-1978 0.0 33.7 66.3
 Papua 1981-1987 18.3 49.6 32.1

 New Guinea
 Philippines 1975-1986 51.6 23.0 25.4
 Portugal 1983-1986 46.9 10.7 42.4
 Sri Lanka 1981-1983 32.4 20.2 47.4
 Thailand 1976-1986 43.0 34.3 22.7
 Tunisia 1978-1987 0.0 55.0 45.0
 Turkey 1980-1987 40.3 NA 59.7
 Zaire 1974-1986 92.8 6.8 0.4
 Zimbabwe 1981-1986 16.8 18.4 64.8

 Notes: Due to data limitations, the sample periods in
 this table do not always coincide with those of Table 1.
 When data on holdings of deposit money banks are not
 available separately, they are included in the "other"
 column.

 In the absence of an increase in interest
 rates on government securities, financial in-
 termediaries would thus risk bankruptcy and
 would possibly require public bailout. Hence
 the likely budgetary impact of financial lib-
 eralization could include either the cost of
 the bailout of these intermediaries or an
 increased cost of debt servicing, which would
 occur if government securities were mostly
 short-term.

 Table 3 reports the two components of
 the revenue from financial repression: the
 interest-rate differentials and changes in ex-
 change rates.17 The table highlights the im-

 TABLE 3-THE FINANCIAL-REPRESSION TAx RATE
 AND ITS COMPONENTS

 (PERCENTAGES PER YEAR)

 Currency Interest-rate
 Country depreciation differential Tax rate

 Algeria 1.59 8.49 10.08
 Brazil 196.77 - 183.32 13.45
 Colombia 18.97 3.46 22.43
 Costa Rica 20.9 4.21 25.11
 Greece 14.29 1.65 15.94
 India 7.38 3.43 10.81

 Indonesia 11.6 11.67 23.27

 Jamaica 0.47 6.85 7.32
 Jordan 0.47 6.71 7.18
 Korea 5.94 0.04 5.98

 Malaysia -0.64 2.40 1.76
 Mexico 89.06 -43.25 45.81
 Morocco 10.33 5.74 16.07
 Pakistan 15.19 10.10 25.29
 Panama 0.00 4.36 4.36

 Papua New Guinea 4.66 0.90 5.56
 Philippines 10.42 1.53 11.95
 Portugal 17.36 - 2.00 15.36
 Sri Lanka 12.53 2.00 14.53
 Thailand 2.45 1.84 4.29
 Tunisia 7.22 5.98 13.2
 Turkey 54.64 0.85 55.49
 Zaire 56.29 6.00 62.29
 Zimbabwe 17.8 2.50 20.3

 Notes: Sample periods are as in Table 1. The column
 labeled "currency depreciation" reports the average
 annual increase in the price of the U.S. dollar in terms
 of the domestic currency, computed over the sample
 period. The column labeled "interest-rate differential"
 contains the average difference between the effective
 cost of foreign debt and the effective cost of domestic
 debt, expressed in dollars and domestic currency, re-
 spectively. It is also computed over the sample period.
 The last column ("tax rate") is the sum of the previous
 two.

 portance of financial-market restrictions. In
 the great majority of the countries in the
 table, despite the fact that the domestic
 currency has depreciated substantially rela-
 tive to the dollar, the differential between
 the dollar interest rate on foreign liabilities
 and the domestic-currency interest rate on

 17We do not report separate data on the dollar-
 revaluation effect since it is small for most years and
 for all countries if averaged over time. This is due to

 the fact that in the majority of countries almost all
 foreign commercial debt is denominated in dollars. We
 verified this by looking at data on the currency of
 denomination of external debt from the World Bank
 DRS. Detailed data on the dollar-revaluation effect are
 available from the authors upon request.
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 TABLE 1-THE SIZE OF REVENUE
 FROM FINANCIAL REPRESSION

 Revenue from
 financial repression

 Percentage

 Percentage of tax

 Country Sample of GDP revenue

 Algeria 1974-1987 4.30 11.42
 Brazil 1983-1987 0.48 1.57
 Colombia 1980-1984 0.24 2.11
 Costa Rica 1972-1984 2.33 12.76
 Greece 1974-1985 2.53 7.76
 India 1980-1985 2.86 22.38
 Indonesia 1976-1986 0.00 0.00
 Jamaica 1980,1982 1.38 4.74
 Jordan 1978-1987 0.60 2.40
 Korea 1975-1987 0.25 1.36
 Malaysia 1974-1981 0.12 0.31
 Mexico 1984-1987 5.77 39.65
 Morocco 1977-1985 2.31 8.89
 Pakistan 1982-1983 3.23 20.50
 Panama 1977-1987 0.69 2.49
 Papua 1981-1987 0.40 1.90

 New Guinea
 Philippines 1975-1986 0.45 3.88
 Portugal 1978-1986 2.22 6.93
 Sri Lanka 1981-1983 3.40 19.24
 Thailand 1976-1986 0.38 2.57
 Tunisia 1978-1987 1.49 4.79
 Turkey 1980-1987 2.20 10.89
 Zaire 1974-1986a 0.46 2.48
 Zimbabwe 1981-1986 5.50 19.13

 aThe sample for Zaire does not include the years
 1981, 1982, and 1983.

 Indonesia, where domestic government debt
 is held exclusively by the central bank, to
 6 percent of GDP in Mexico and Zimbabwe
 (in the case of Mexico, for which the sample
 is quite short, the effect of unanticipated
 exchange-rate changes probably plays an
 important role). In seven countries it ex-
 ceeds 2 percent of GDP, and in five coun-
 tries it exceeds 3 percent. The last column
 in the table indicates that financial repres-
 sion has been as high as 40 percent of
 government revenue in Mexico and about
 20 percent in India, Pakistan, Portugal, Sri
 Lanka, and Zimbabwe. Table 1 suggests that
 in many countries financial liberalization
 would generate a substantial budgetary
 problem and should be accompanied by a
 fiscal reform aimed at substituting for the
 revenue loss: the unweighted cross-country

 average of government revenue from finan-
 cial repression is about 2 percent of GDP
 and 9 percent of government revenue.16

 An analysis of the geographical and time
 distribution of the data underlying Table 1
 indicates a number of facts worthy of future
 research: financial repression appears to be
 more relevant in African countries (includ-
 ing North Africa) and least important in
 Asian countries. It is also much more evi-
 dent in the recent years (1979-1987) than in
 the early part of the sample. This last phe-
 nomenon is associated with the growth of
 fiscal imbalances among LDC's in the 1980's.

 The potential effects of financial liberal-
 ization can be gauged from Table 2, which
 reports the breakdown of ownership of do-
 mestic government debt. For completeness,
 the table includes central-bank holdings,
 even though those are not included in the
 calculation of the financial-repression tax
 base. The second column in the table in-
 cludes holdings of deposit money banks only,
 a subset of domestic financial intermedi-
 aries. The table shows that, in the years for
 which we have data, on average 24 percent
 of total government domestic debt, and 37
 percent of domestic debt in the hands of the
 public, is held by deposit money banks. The
 holdings of other financial institutions are
 included in the column labeled "other," but
 unfortunately these could not be singled
 out, for lack of data. Financial intermedi-
 aries, and among them deposit money banks,
 typically offset artificially low rates on their
 assets by paying low rates on their liabili-
 ties: savings and time deposits. This is an
 example of how the incidence of the
 financial-repression tax is shifted to house-
 holds. In these cases the effect of financial
 liberalization is an increase in the cost of
 liabilities to financial intermediaries, since
 domestic residents can access higher-
 yielding portfolio investments elsewhere.

 160n this topic, see, for example, Wayne R. Thirsk
 (1990). This conclusion is based on the assumption that
 the world rate of interest paid by the government on its
 foreign debt is exogenous, that is, the small-country
 assumption.

This content downloaded from 
� � � � � � � � � � � 73.234.106.202 on Sun, 26 Nov 2023 16:25:47 +00:00� � � � � � � � � � �  

All use subject to https://about.jstor.org/terms

 960 THE AMERICAN ECONOMIC REVIEW SEPTEMBER 1993

 TABLE 2-DISTRIBUTION OF HOLDINGS
 OF DOMESTIC GOVERNMENT DEBT

 (PERCENTAGES)

 Deposit
 Central money

 Country Sample bank banks Other

 Algeria 1974-1987 18.7 56.2 25.1
 Brazil 1983-1987 46.9 NA 53.1
 Colombia 1980-1984 47.3 NA 52.7
 Costa Rica 1972-1983 19.0 20.1 61.0
 Greece 1974-1981 21.7 26.2 52.2
 India 1980-1985 23.1 7.4 69.5
 Indonesia 1976-1980 100.0 0.0 0.0
 Jamaica 1980, 1982 60.3 14.1 25.7
 Jordan 1978-1987 46.3 36.0 17.7
 Korea 1975-1987 23.9 37.5 38.6
 Malaysia 1974-1981 4.4 23.2 72.4
 Mexico 1984-1987 53.7 19.1 27.2
 Morocco 1977-1985 10.6 56.2 33.2
 Pakistan 1982-1983 43.5 26.5 29.9
 Panama 1977-1978 0.0 33.7 66.3
 Papua 1981-1987 18.3 49.6 32.1

 New Guinea
 Philippines 1975-1986 51.6 23.0 25.4
 Portugal 1983-1986 46.9 10.7 42.4
 Sri Lanka 1981-1983 32.4 20.2 47.4
 Thailand 1976-1986 43.0 34.3 22.7
 Tunisia 1978-1987 0.0 55.0 45.0
 Turkey 1980-1987 40.3 NA 59.7
 Zaire 1974-1986 92.8 6.8 0.4
 Zimbabwe 1981-1986 16.8 18.4 64.8

 Notes: Due to data limitations, the sample periods in
 this table do not always coincide with those of Table 1.
 When data on holdings of deposit money banks are not
 available separately, they are included in the "other"
 column.

 In the absence of an increase in interest
 rates on government securities, financial in-
 termediaries would thus risk bankruptcy and
 would possibly require public bailout. Hence
 the likely budgetary impact of financial lib-
 eralization could include either the cost of
 the bailout of these intermediaries or an
 increased cost of debt servicing, which would
 occur if government securities were mostly
 short-term.

 Table 3 reports the two components of
 the revenue from financial repression: the
 interest-rate differentials and changes in ex-
 change rates.17 The table highlights the im-

 TABLE 3-THE FINANCIAL-REPRESSION TAx RATE
 AND ITS COMPONENTS

 (PERCENTAGES PER YEAR)

 Currency Interest-rate
 Country depreciation differential Tax rate

 Algeria 1.59 8.49 10.08
 Brazil 196.77 - 183.32 13.45
 Colombia 18.97 3.46 22.43
 Costa Rica 20.9 4.21 25.11
 Greece 14.29 1.65 15.94
 India 7.38 3.43 10.81

 Indonesia 11.6 11.67 23.27

 Jamaica 0.47 6.85 7.32
 Jordan 0.47 6.71 7.18
 Korea 5.94 0.04 5.98

 Malaysia -0.64 2.40 1.76
 Mexico 89.06 -43.25 45.81
 Morocco 10.33 5.74 16.07
 Pakistan 15.19 10.10 25.29
 Panama 0.00 4.36 4.36

 Papua New Guinea 4.66 0.90 5.56
 Philippines 10.42 1.53 11.95
 Portugal 17.36 - 2.00 15.36
 Sri Lanka 12.53 2.00 14.53
 Thailand 2.45 1.84 4.29
 Tunisia 7.22 5.98 13.2
 Turkey 54.64 0.85 55.49
 Zaire 56.29 6.00 62.29
 Zimbabwe 17.8 2.50 20.3

 Notes: Sample periods are as in Table 1. The column
 labeled "currency depreciation" reports the average
 annual increase in the price of the U.S. dollar in terms
 of the domestic currency, computed over the sample
 period. The column labeled "interest-rate differential"
 contains the average difference between the effective
 cost of foreign debt and the effective cost of domestic
 debt, expressed in dollars and domestic currency, re-
 spectively. It is also computed over the sample period.
 The last column ("tax rate") is the sum of the previous
 two.

 portance of financial-market restrictions. In
 the great majority of the countries in the
 table, despite the fact that the domestic
 currency has depreciated substantially rela-
 tive to the dollar, the differential between
 the dollar interest rate on foreign liabilities
 and the domestic-currency interest rate on

 17We do not report separate data on the dollar-
 revaluation effect since it is small for most years and
 for all countries if averaged over time. This is due to

 the fact that in the majority of countries almost all
 foreign commercial debt is denominated in dollars. We
 verified this by looking at data on the currency of
 denomination of external debt from the World Bank
 DRS. Detailed data on the dollar-revaluation effect are
 available from the authors upon request.
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 domestic liabilities is positive and sizeable.
 The biggest exceptions, Brazil and Mexico,
 are two countries with very large currency
 depreciations and relatively short samples.
 In these cases too, however, higher domes-
 tic interest rates did not compensate for the
 realized exchange-rate devaluations. Except
 for Malaysia, the financial-repression tax
 rate always exceeds 4 percent.18

 The evidence in Table 3 is suggestive of
 the way financial repression works in prac-
 tice. Domestic interest-rate ceilings are
 maintained with high rates of currency de-
 preciation and high domestic inflation. With
 free capital markets, this source of revenue
 would be limited, since expectations of
 exchange-rate changes would be reflected in
 the differential between domestic and for-
 eign interest rates.

 The relation between financial repression
 and seigniorage is illustrated in Figure 1
 and Table 4. Figure 1 is a scatterplot of
 seigniorage against the revenue from finan-
 cial repression. Following Fischer (1982),
 seigniorage is calculated as the change in
 high-powered money divided by GDP.19 The
 numbers in Figure 1 are the averages-over
 the same years as those covered in the cal-
 culation of the financial-repression revenue
 -of the revenue from seigniorage as a frac-
 tion of GDP. The ranges of values in the
 horizontal and vertical axes are quite com-
 parable. The figure shows that the revenue
 from financial repression is, at least for half
 of the countries in the sample, of approxi-
 mately the same size as the revenue from
 seigniorage. Table 4 contains two weighted-
 least-squares regressions of financial repres-
 sion and seigniorage. Weighted least squares
 are appropriate because the time coverage
 of the averages for each country differ

 Seigniorage
 5

 Mexico

 3

 2 _ n n
 Z z

 Zimbabwe

 0
 0 1 2 3 4 5 6 7 8

 Revenue from Financial Repression

 FIGURE 1. FINANCIAL-REPRESSION REVENUE AND
 SEIGNIORAGE (PERCENTAGES OF GDP)

 TABLE 4-RELATION BETWEEN SEIGNIORAGE
 AND FINANCIAL REPRESSION

 (WEIGHTED-LEAST-SQUARES REGRESSION RESULTS)

 Dependent variable Constant Independent variable

 Financial repression 0.527 0.498
 (2.211) (5.271)

 Seigniorage 1.652 0.332
 (13.168) (5.901)

 Notes: Numbers in parentheses are t statistics; number
 of observations = 24. The dependent and independent
 variables are measured as percentages per year. Be-
 cause individual countries' data are averages over sam-
 ples of different length, we have weighted the variables
 pertaining to each country with the square root of the
 number of years over which each country's averages
 are computed; we then run ordinary-least-squares re-
 gressions using the weighted data.

 widely, as indicated in Table 1. The table
 shows a positive and significant relation be-
 tween financial repression and the inflation
 tax, suggesting the presence of the comple-
 mentarity discussed above in Section I.

 IV. Summary and Concluding Remarks

 This paper has presented an exploratory
 analysis of the empirical relevance of finan-
 cial repression from a public-finance per-
 spective. While financial repression should

 18In the majority of countries, the time-variation of
 exchange-rate changes accounts for most of the time-
 variation of the gains from financial repression. This is
 confirmed by the decomposition of the variance (over
 the sample for each country) of financial repression: on
 average the variance of the exchange-rate component
 is three times the variance of the interest-differential
 component. The results of this variance decomposition
 are available on request.

 19High-powered money is from the IMF's Interna-
 tional Financial Studies, line 14.
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 TABLE 1-THE SIZE OF REVENUE
 FROM FINANCIAL REPRESSION

 Revenue from
 financial repression

 Percentage

 Percentage of tax

 Country Sample of GDP revenue

 Algeria 1974-1987 4.30 11.42
 Brazil 1983-1987 0.48 1.57
 Colombia 1980-1984 0.24 2.11
 Costa Rica 1972-1984 2.33 12.76
 Greece 1974-1985 2.53 7.76
 India 1980-1985 2.86 22.38
 Indonesia 1976-1986 0.00 0.00
 Jamaica 1980,1982 1.38 4.74
 Jordan 1978-1987 0.60 2.40
 Korea 1975-1987 0.25 1.36
 Malaysia 1974-1981 0.12 0.31
 Mexico 1984-1987 5.77 39.65
 Morocco 1977-1985 2.31 8.89
 Pakistan 1982-1983 3.23 20.50
 Panama 1977-1987 0.69 2.49
 Papua 1981-1987 0.40 1.90

 New Guinea
 Philippines 1975-1986 0.45 3.88
 Portugal 1978-1986 2.22 6.93
 Sri Lanka 1981-1983 3.40 19.24
 Thailand 1976-1986 0.38 2.57
 Tunisia 1978-1987 1.49 4.79
 Turkey 1980-1987 2.20 10.89
 Zaire 1974-1986a 0.46 2.48
 Zimbabwe 1981-1986 5.50 19.13

 aThe sample for Zaire does not include the years
 1981, 1982, and 1983.

 Indonesia, where domestic government debt
 is held exclusively by the central bank, to
 6 percent of GDP in Mexico and Zimbabwe
 (in the case of Mexico, for which the sample
 is quite short, the effect of unanticipated
 exchange-rate changes probably plays an
 important role). In seven countries it ex-
 ceeds 2 percent of GDP, and in five coun-
 tries it exceeds 3 percent. The last column
 in the table indicates that financial repres-
 sion has been as high as 40 percent of
 government revenue in Mexico and about
 20 percent in India, Pakistan, Portugal, Sri
 Lanka, and Zimbabwe. Table 1 suggests that
 in many countries financial liberalization
 would generate a substantial budgetary
 problem and should be accompanied by a
 fiscal reform aimed at substituting for the
 revenue loss: the unweighted cross-country

 average of government revenue from finan-
 cial repression is about 2 percent of GDP
 and 9 percent of government revenue.16

 An analysis of the geographical and time
 distribution of the data underlying Table 1
 indicates a number of facts worthy of future
 research: financial repression appears to be
 more relevant in African countries (includ-
 ing North Africa) and least important in
 Asian countries. It is also much more evi-
 dent in the recent years (1979-1987) than in
 the early part of the sample. This last phe-
 nomenon is associated with the growth of
 fiscal imbalances among LDC's in the 1980's.

 The potential effects of financial liberal-
 ization can be gauged from Table 2, which
 reports the breakdown of ownership of do-
 mestic government debt. For completeness,
 the table includes central-bank holdings,
 even though those are not included in the
 calculation of the financial-repression tax
 base. The second column in the table in-
 cludes holdings of deposit money banks only,
 a subset of domestic financial intermedi-
 aries. The table shows that, in the years for
 which we have data, on average 24 percent
 of total government domestic debt, and 37
 percent of domestic debt in the hands of the
 public, is held by deposit money banks. The
 holdings of other financial institutions are
 included in the column labeled "other," but
 unfortunately these could not be singled
 out, for lack of data. Financial intermedi-
 aries, and among them deposit money banks,
 typically offset artificially low rates on their
 assets by paying low rates on their liabili-
 ties: savings and time deposits. This is an
 example of how the incidence of the
 financial-repression tax is shifted to house-
 holds. In these cases the effect of financial
 liberalization is an increase in the cost of
 liabilities to financial intermediaries, since
 domestic residents can access higher-
 yielding portfolio investments elsewhere.

 160n this topic, see, for example, Wayne R. Thirsk
 (1990). This conclusion is based on the assumption that
 the world rate of interest paid by the government on its
 foreign debt is exogenous, that is, the small-country
 assumption.
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 TABLE 2-DISTRIBUTION OF HOLDINGS
 OF DOMESTIC GOVERNMENT DEBT

 (PERCENTAGES)

 Deposit
 Central money

 Country Sample bank banks Other

 Algeria 1974-1987 18.7 56.2 25.1
 Brazil 1983-1987 46.9 NA 53.1
 Colombia 1980-1984 47.3 NA 52.7
 Costa Rica 1972-1983 19.0 20.1 61.0
 Greece 1974-1981 21.7 26.2 52.2
 India 1980-1985 23.1 7.4 69.5
 Indonesia 1976-1980 100.0 0.0 0.0
 Jamaica 1980, 1982 60.3 14.1 25.7
 Jordan 1978-1987 46.3 36.0 17.7
 Korea 1975-1987 23.9 37.5 38.6
 Malaysia 1974-1981 4.4 23.2 72.4
 Mexico 1984-1987 53.7 19.1 27.2
 Morocco 1977-1985 10.6 56.2 33.2
 Pakistan 1982-1983 43.5 26.5 29.9
 Panama 1977-1978 0.0 33.7 66.3
 Papua 1981-1987 18.3 49.6 32.1

 New Guinea
 Philippines 1975-1986 51.6 23.0 25.4
 Portugal 1983-1986 46.9 10.7 42.4
 Sri Lanka 1981-1983 32.4 20.2 47.4
 Thailand 1976-1986 43.0 34.3 22.7
 Tunisia 1978-1987 0.0 55.0 45.0
 Turkey 1980-1987 40.3 NA 59.7
 Zaire 1974-1986 92.8 6.8 0.4
 Zimbabwe 1981-1986 16.8 18.4 64.8

 Notes: Due to data limitations, the sample periods in
 this table do not always coincide with those of Table 1.
 When data on holdings of deposit money banks are not
 available separately, they are included in the "other"
 column.

 In the absence of an increase in interest
 rates on government securities, financial in-
 termediaries would thus risk bankruptcy and
 would possibly require public bailout. Hence
 the likely budgetary impact of financial lib-
 eralization could include either the cost of
 the bailout of these intermediaries or an
 increased cost of debt servicing, which would
 occur if government securities were mostly
 short-term.

 Table 3 reports the two components of
 the revenue from financial repression: the
 interest-rate differentials and changes in ex-
 change rates.17 The table highlights the im-

 TABLE 3-THE FINANCIAL-REPRESSION TAx RATE
 AND ITS COMPONENTS

 (PERCENTAGES PER YEAR)

 Currency Interest-rate
 Country depreciation differential Tax rate

 Algeria 1.59 8.49 10.08
 Brazil 196.77 - 183.32 13.45
 Colombia 18.97 3.46 22.43
 Costa Rica 20.9 4.21 25.11
 Greece 14.29 1.65 15.94
 India 7.38 3.43 10.81

 Indonesia 11.6 11.67 23.27

 Jamaica 0.47 6.85 7.32
 Jordan 0.47 6.71 7.18
 Korea 5.94 0.04 5.98

 Malaysia -0.64 2.40 1.76
 Mexico 89.06 -43.25 45.81
 Morocco 10.33 5.74 16.07
 Pakistan 15.19 10.10 25.29
 Panama 0.00 4.36 4.36

 Papua New Guinea 4.66 0.90 5.56
 Philippines 10.42 1.53 11.95
 Portugal 17.36 - 2.00 15.36
 Sri Lanka 12.53 2.00 14.53
 Thailand 2.45 1.84 4.29
 Tunisia 7.22 5.98 13.2
 Turkey 54.64 0.85 55.49
 Zaire 56.29 6.00 62.29
 Zimbabwe 17.8 2.50 20.3

 Notes: Sample periods are as in Table 1. The column
 labeled "currency depreciation" reports the average
 annual increase in the price of the U.S. dollar in terms
 of the domestic currency, computed over the sample
 period. The column labeled "interest-rate differential"
 contains the average difference between the effective
 cost of foreign debt and the effective cost of domestic
 debt, expressed in dollars and domestic currency, re-
 spectively. It is also computed over the sample period.
 The last column ("tax rate") is the sum of the previous
 two.

 portance of financial-market restrictions. In
 the great majority of the countries in the
 table, despite the fact that the domestic
 currency has depreciated substantially rela-
 tive to the dollar, the differential between
 the dollar interest rate on foreign liabilities
 and the domestic-currency interest rate on

 17We do not report separate data on the dollar-
 revaluation effect since it is small for most years and
 for all countries if averaged over time. This is due to

 the fact that in the majority of countries almost all
 foreign commercial debt is denominated in dollars. We
 verified this by looking at data on the currency of
 denomination of external debt from the World Bank
 DRS. Detailed data on the dollar-revaluation effect are
 available from the authors upon request.
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 domestic liabilities is positive and sizeable.
 The biggest exceptions, Brazil and Mexico,
 are two countries with very large currency
 depreciations and relatively short samples.
 In these cases too, however, higher domes-
 tic interest rates did not compensate for the
 realized exchange-rate devaluations. Except
 for Malaysia, the financial-repression tax
 rate always exceeds 4 percent.18

 The evidence in Table 3 is suggestive of
 the way financial repression works in prac-
 tice. Domestic interest-rate ceilings are
 maintained with high rates of currency de-
 preciation and high domestic inflation. With
 free capital markets, this source of revenue
 would be limited, since expectations of
 exchange-rate changes would be reflected in
 the differential between domestic and for-
 eign interest rates.

 The relation between financial repression
 and seigniorage is illustrated in Figure 1
 and Table 4. Figure 1 is a scatterplot of
 seigniorage against the revenue from finan-
 cial repression. Following Fischer (1982),
 seigniorage is calculated as the change in
 high-powered money divided by GDP.19 The
 numbers in Figure 1 are the averages-over
 the same years as those covered in the cal-
 culation of the financial-repression revenue
 -of the revenue from seigniorage as a frac-
 tion of GDP. The ranges of values in the
 horizontal and vertical axes are quite com-
 parable. The figure shows that the revenue
 from financial repression is, at least for half
 of the countries in the sample, of approxi-
 mately the same size as the revenue from
 seigniorage. Table 4 contains two weighted-
 least-squares regressions of financial repres-
 sion and seigniorage. Weighted least squares
 are appropriate because the time coverage
 of the averages for each country differ

 Seigniorage
 5

 Mexico

 3

 2 _ n n
 Z z

 Zimbabwe

 0
 0 1 2 3 4 5 6 7 8

 Revenue from Financial Repression

 FIGURE 1. FINANCIAL-REPRESSION REVENUE AND
 SEIGNIORAGE (PERCENTAGES OF GDP)

 TABLE 4-RELATION BETWEEN SEIGNIORAGE
 AND FINANCIAL REPRESSION

 (WEIGHTED-LEAST-SQUARES REGRESSION RESULTS)

 Dependent variable Constant Independent variable

 Financial repression 0.527 0.498
 (2.211) (5.271)

 Seigniorage 1.652 0.332
 (13.168) (5.901)

 Notes: Numbers in parentheses are t statistics; number
 of observations = 24. The dependent and independent
 variables are measured as percentages per year. Be-
 cause individual countries' data are averages over sam-
 ples of different length, we have weighted the variables
 pertaining to each country with the square root of the
 number of years over which each country's averages
 are computed; we then run ordinary-least-squares re-
 gressions using the weighted data.

 widely, as indicated in Table 1. The table
 shows a positive and significant relation be-
 tween financial repression and the inflation
 tax, suggesting the presence of the comple-
 mentarity discussed above in Section I.

 IV. Summary and Concluding Remarks

 This paper has presented an exploratory
 analysis of the empirical relevance of finan-
 cial repression from a public-finance per-
 spective. While financial repression should

 18In the majority of countries, the time-variation of
 exchange-rate changes accounts for most of the time-
 variation of the gains from financial repression. This is
 confirmed by the decomposition of the variance (over
 the sample for each country) of financial repression: on
 average the variance of the exchange-rate component
 is three times the variance of the interest-differential
 component. The results of this variance decomposition
 are available on request.

 19High-powered money is from the IMF's Interna-
 tional Financial Studies, line 14.
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N reinvested  lower interest  erodes N mechanically (licuadora)


partial equilibrium: inflation fixed   revenue
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(money M, foreign assets, consumption)
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Budget constraint…

∫
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0
e−ρt(u(ct) + V(mt, nt)) dt

·mt + ·nt + ·at
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∫
∞

0
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m̄T given
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Figure 6: The left panel shows two money demands: i) log-log (solid), where paremeters
are estimated, and ii) semi-log where parameters are calibrated. The points correspond to
annual data for Argentina (1900-2023). The middle panel shows the inflation tax revenue
(pL(p)) as a function of inflation. The right panel shows average annual inflation (log-
scale) in the T = 2 years between announcement and implementation of dollarization as
a function the pledged stock of dollars, D̄.

4 Quantitative Exploration

This section explores the proposed mechanisms quantitatively using a simple specifica-
tion to fit money demand in Argentina.

We consider two common specifications for money demand used in the literature: the
log-log, given by log Mt/Pt = a1 + a2 log(it) and the semilog, given by log(Mt/Pt) =

b1 + b2it, where it is the nominal interest rate. We first estimate the log-log parameters
(a1, a2) following Benati, Lucas, Nicolini and Weber (2021) using annual data for Ar-
gentina for the 1900-2023 period.11 We use M1 over GDP as our monetary aggregate.
Appendix C contains details about the data and the econometric specification used. Our
first specification is then

L1(p) = exp(a1 + a2 log(r + p))

for some r � 0 real rate. The log-log specification gives a Laffer curve without a peak:

11We update the data in Benati, Lucas, Nicolini and Weber (2021) until 2023 using data from Argentina’s
Central Bank. For year 2023, we take values at September.
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1 − γn

γn > γm

0 < i*n < π

n more inelastic
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Model…


representative agent


single consumption good, endowment, flexible nominal price of good P


small open economy: private agents save or borrow at world interest rate


Government: Cagan scenario…


financial autarky: no bonds


issues: M and N (money/liabilities)


sets interest rate on N


regulates or taxes capital outflows; no direct revenue 
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max
{ct,mt,rt} ∫

∞

0
e−ρt ( c1−σ

t

1 − σ
+

m1−γ
t

1 − γ ) dt

∫ e−ρt(ct − yt) = a*0

rt = ρ +
1
σ

·ct

ct

·mt = rtmt − τ*(mt, ct)mt + gtrt

Planning Problem
RESULT. 

r*t ≠ ρ

RESULT. CONSTANT TAX > 0 

       rt = r̄ → r̄* < ρ rt = r̄ = (1 − τ)ρ

NOTE: NO DIRECT  
TAX REVENUE
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Intuition: Static

πm(π)

Demand Effect

πm(π, rn)

↓ r ↓ π
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M/P  
↑
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LOWER INTEREST 
RATE
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Optimal Non-Constant Capital Controls

DOWNWARD 
JUMP IN PRICE 

LEVEL…

…APPRECIATION
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Optimal Non-Constant Capital Controls

NEGATIVE RATES 
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Optimal Interest + Capital Controls



Model 1 + Model 2



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑

Model 1 (interest on money):  
 possible depreciation at  

Model 2 (capital controls)  
appreciation at   

→ t = 0

→ t = 0



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑

Model 1 (interest on money):  
 possible depreciation at  

Model 2 (capital controls)  
appreciation at   

→ t = 0

→ t = 0



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑

Model 1 (interest on money):  
 possible depreciation at  

Model 2 (capital controls)  
appreciation at   

→ t = 0

→ t = 0



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑

Model 1 (interest on money):  
 possible depreciation at  

Model 2 (capital controls)  
appreciation at   

→ t = 0

→ t = 0



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑

Model 1 (interest on money):  
 possible depreciation at  

Model 2 (capital controls)  
appreciation at   

→ t = 0

→ t = 0



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑

Model 1 (interest on money):  
 possible depreciation at  

Model 2 (capital controls)  
appreciation at   

→ t = 0

→ t = 0



Model 1 + Model 2
Both models   average inflation,  Welfare→ ↓ ↑

Hybrid: Model 1 + Model 2…


 complementary policies


make depreciation at  more likelyt = 0

Model 1 (interest on money):  
 possible depreciation at  

Model 2 (capital controls)  
appreciation at   

→ t = 0

→ t = 0
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Model 1 + Model 2

DEVALUATIONS AVERTED 
FOR … γ > 1
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Did It Happen?…
Difficult comparison: regulated prices, initial devaluation, etc. 

Yes…

nominal rates were lowered, but not to zero

real rates: negative

inflation fell

currency demand now on the rise

Some questions…

real return in dollars positive, but…

✦ ex post ≠ ex ante

✦ lower than without controls (cepo), premia

inflation inertia? real exchange rate? (extensions)
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But, wait…
“Liabilities not an issue, in recent years…

1. …real interest rate was near zero, so no cost”

ex post ≠ ex ante return

maybe some past financial repression

nothing special about zero: improvement going lower!

2. …banks renewed principal + interest, so not a source of money printing”

this may be true in model! with inflation constant or rising n/m constant or 
rising

remember: both M and N are money, so if N rises “we have printed”

in any case: inflation and welfare improve by taxing N
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