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FINANCIAL REPRESSION AND ECONOMIC
GROWTH

Nouriel Roubini and Xavier Sala-i-Martin

i, Introduction.

It is a videly accepted idea that the financial sector antters for the
process: of economic development.' In fact, this is the sector vhere a larpe
part of an economy's savings are intermodiated towards productive investment
purposes. Since the rate of eapital accunulation is a fundamentnl determinant
of long tera grovth, the efficiency of the Financial sector (vhere the
allocation of savings to investeent projects occurs) is potentially important
for the long term pecformance of an economy.

The objective of this paper is to analyze the elfects of distortions in
the financial markets (in particular, linancial repression] on the rate of
economic grosth.? Ve would like to address theoretically and empirically a
number of important questions. Vhat is the role of financial development in
the process of ecooomic grovth 7 Is Financial repression harmful to groeth 7

Qur interest in these issves vas partly stimelated by Lhe observation
that the grovth experience of Latin American countrics has been different from
the rest of the countries of the vorld. [t is by nov a well known fact that
the cross sectional espirical studies by Barrp (1001) and others do not
cxplain the Latin America experience sery well given that a regional dusmy for
this group of countries is signilicantly negative,

Among the many explanations given in Lhe literature of the veaker provih
performance of Latin America, ve find that pelicies that systematically
repress the financial sector are among the most convincing ' Along these
lines, an additienal goal of this paper is the investigation of Lhe extent Lo
vhich such repressive policies have had an impact in the economie grovih
performance of a large cross section of countries during the last quarter of a
century. Dur analysis, therefore, is not eonfined to the small sample of

Latin merican nations.

For example, the 1989 Vorld Development Report of the Vorld Aank vas
devated to the role of financial markets and financial intermediation in the
process of development. Also, an cxtensive literature in thbe 1970's has
studied the the role of financial mackets and the elfects of [ipancial
repression on economic grovth. See Kekinnon (1973] and Shav (1073) for some
scainal contributions.

Mecent theoretical and empirical studies on the effects of financial
cepression on grovth include Easterly (1990), De Gregorio (1901), Levine
(1990} and Roubini and Sala-i-Martin (1091).

in a separate paper sllnuhini and Sala-i-Martin (1991)) we also study Lhe
elfects of policies of trade protection on cconomic growth, Ve find evidence
that protectionist policies lead to lover grovth rates and contrilute to
explain the lLatin American grovth purzle.

In order to link-the cepirical findings Lo some theory, in section 2 ve
present a model of grovth, financial development and seigniorage that we Lhink
capturcs some of the most important elements of the problem: povernments na;
choose not to allow full fleancial development (fe, choone to reprean the
financial sector) in erder to cellect easy rovenne. Ve modol Lhis revenue in
the form of inflation tax, but it is clear that policies of [inancial
repression imply various other forms af Ieplicit subsidization of the public
sector (such as cheaper credit to the governsent and public enterprises).
Furthermore, ve find that such repressive policies hart ecenomic grovth given
that financial intermediation is an important component of the appregate
production function aml, in particular, if the marginal product of capital of
an economy more financially developed is larger than the marginal product of a
less financially developed economy. A nusber of arguments of vhy this may be
the case are also esposed in section 2. For instance, if [inancially
developed economies can allocate their inputs better than less developed oues,
for any stock of inputs the aggregate outjut is larger the more [inancially
dereloped the sconomy.

In section J ve explore the empirical relation betueen copnomic grovth
and a variety of measures of Financial repression. Ve systesatieally Fimd
that policies of [inancial repression have negative eflects on economic
grovih, As the theoretical arguments presented suggest, ve fimd a systematic
inverse relation betveen grouth and scveral measures of [inancial repression
as vell as a negative relation betveen grovth and inllation rates. In
particular, countries that repress their [inancial sector tend Lo grov less
than countries that don't, even after ve control for the other determinants of
grovth used by Barre (1991) such as initial income, initial investment in
education, goverament consgmption, price distortions for investment goods, or
measures of social unrest such number of assassinations and millitnry coups.

Furthermore ve find that finencial repression contribules to explain the
different behavior of Latin American cowntries: that is, in many
specifications a regional dussy for these countrics is no longer signilicant
after ve control for the the effects of these policy variables. In the final

section ve present some concluding remarhks.

2. A siwple sodel of grosth, scigniorage and [inancial developsent.

In this section ve vant to make fome theoretical connections betveen the

role of financial development, financial repression and grovih. It is a



videly accepted fact that the [inancial sector matiers for provth. It is also
a videly documented Fact that a lot of governments in less developed pations
have introduced all kinds of distortions in that particular sector. Aefore
and during the 10705, many development economists [avored such policies of
fipancial repression on several grownds'. First, it vas argued that the
government needed to impose anti usury laws therely intervening in the free
determination of interest rates. Second, it vas argued Lhat n strict contrel
and regulation of the banking system vould give the monetary authorities a
better control over the money supply. Third, it vas thought that governments
hnev better than markets (or private banks) what the optimal allecation of
savings vas or vhat kind of investments vere more or less desirable from n
social perspective. Fourth, Financial repression vas identified with intercst
rates belov market rates vhich reduced the costs of servicing povernment
debts.

Even though most cconomists today agree that a lot of these arguments o
not call for policies of linancial repression, in this paper wve want to stwly
the question of why may some governments choose to repress the financial
sector of the cconomy and what are the effects of doing S0 on long term grouth
prospects. Our viev is that the sain reason vhy governsent stay in the vay of
private financial evolution is that the inancial sector is the potential
source of "easy” resources for the public budget. [In order to show hov this
is true and how this relates to grovth, ve will construct a very simple
stylized model of vconomic grovth and money vhore the government has the
option and capability of not alloving the iinancial sector Lo opecrate at its
full potential. Covernments can in principle do that by introducing all kinds
of regulations, lavs, other non-markel restrictions to private banks' and
other general fipancial intermediaries behavior, The source of public income
steasing from this intervention vill be modeled through inflation tax 5. Dur
model, as most models of moncy demand vill have the ieplication Lhal more
financial development (vhich in the money demaml literature can be interpreted
ag a reduction in the transaction costs of converting non liguid to Ligeid
assets) will reduce the necd for people to carry money, lence, il the
government allovs for financial development, it vill also see the inflation
tax base, and therefore the chance to collect scigniorage, reduced. To the
extent that the financial sector increases the elficiency of Lhe cconony (ie
increases the arount of overall output given Lhe total amount of inputs), the
choice of the degree of [inancial sophistication will have real effects on the
level of GOP and on the marginal product of capital. 1f the production
function iz sufficiently non-concave (ie if there are no diminishing returns
or If there are sloely diminishing returns) there ¢ill be cffects on the
sicady stale grovth rate or in the grovth rate for a large period of time. Ve
will attespt to shov hov all these effects may vork vith the Inllgving simple
and stylized model,

Folloving Sidranski (1967), ve vill assume that the economy is populated

'See for instance Shaw (1073), Hekinnon (1973), and Fry (1988) for an
extensive annlysis on Lhis sehject.

*learly this is not the only source of income the government gets from
repressing Lhe [inancial sector.  Mandatory purchases of goverpscnt debit and
belov market interest rates are other important sources of public incose, The

regulation of the reserve requirement plays an leportant role but ve think of
it as a part of Lthe overall inflation tax or seigniorage (see Nrock (1989)).

by infinitely lived consumers or dynastics sho derive utility from the only
consusption good and from real money stock. Ve should think ahout the moncy
stock as "making life casier” since it allovs poople to get consumption goods
vithout having to ge to the bank and transform bonds inte consumplion poods
all the time. In this sense, money services serve the same purpose as
refrigerators: even though ve do not "eat" thes, they make live easier since
they allow peeple to consume vithout having to go to the store all the time.
Further ve vill assuwme that the marginal utility of meney is decreasing in
financial development. That is, "the more antomatic teller machines (the more
financially developed the economy) the lover the marginal beacfit of holding
money". We think of Lhis assumption as reflecting the negative effect of
financial development on the transaction costs (costs of transforming honds
into money). As Frenstra (108G) has shovn, ve could redeline :5nslm|-|t.ion and
introduce moncy and transaction costs cxplicitly in the ludpet constraint
rather than in the utility function wvithout changing the basic resuits. Ve

will Turther assume that the wtility fasction is time meparable, that I

(1) = j M ulen) () )i
0

where o is the personal discount rate, N(L) is the total amount of people
alive at time t and N{t) vill be assumed to grow ab an exogenous rate o, Ny
norealizing initial population to 1, we have N{l.}=|:“. The instantancous per
capita utility, u(), is a function of per capita consweption, c(t), amd por
capita real money balances, m(t). In order to achieve tractability and get
close form solutions for the grovth rate ve vill also asswme the instantancous

utility function to be of the folloving form

|52
@ ) = (e @ @)

where ¢ is positive, and f'(A)<0. The cost of achirving tractahility hovever
will be that the money demand Functions will be “Loo simple”. In particular,
the interest elasticity vill be independent of the degree of [inancial
development. Ve will cowe back to this problem later. Hotice that the
assumcd utility has the property that the marginal utility of moncy is a
decreasing function of A (that is J‘(A)[r.'“_"}uﬂ“"]_’:'"lltlnln[-}}tﬂ)'.
Individuals vill be assumed to maximize utility subject to the budget

constraint
(3) F/N o BJTH = r{1=r)F/N + ¥/ = c

vhere F are non monelary assets such as capital and bonds, ¥ is nominal money,
v i5 an income tax rate, r 15 the real interest rate on real asscis Foand v is
gone lump sum transfer [rom the government. Equation [3) says that per eapita
savings (nonconsumed resources) are equal to per capita invesiment plus money
accusulation. If we define little case variables as the real per capila

versions of their capital letter counterparts (md/TW, [=F/N, v=V/N, ksX/N)

flater on we will talk abput the case vhere aof are equal to one. This of
course vill imply that o is a positive function of A.



and we denote the per capita real assets by = (nemef], we can revrite Lhe

household's budget constraint as

(3" z=r(l-nz s v-c-nzr-hn

vhere B is the alter tax nominal interest rate Rer(l-r)or, wheee o s the
(expected) inflation rate’. Ve can set up the hamiltonian and get the
lolloving set of [irst order conditions

@ ¢ O el W0y

~{p-n)t - g)
© ¢ e (20N VO -y

(1) Ay (r1=r)n) = -

(8) lin dz,-0

Ve can divide (5) by (6) and ve get the usual money demand function
(9) = = p(Aye,som,

That is, real money demand is a positive function ol consumption and a
aegative function of the opportunity cost of holding it, Lhe nomisnal interest
rate. Unlike the Daumol-Tobin “square root" money demamd function, this one
does imply fncreasing returns to monetary services. In other cords, it docs
aot imply that a doubling of consusption needs is associated vith less than
double amount of monctas | services. Notice also that moncy demand is a
negative function of the level of [inancial sephistication of Lhe economy.
Again, this reflects the idea of [inancial development lowering the
transaction cost of transforming non Liquid into liquid assets. It is vorth
noticing at this point that the utility function assumed has the property of
yielding an interest rate elasticity of money equal to 1. In particular, the
elasticity is independent of A. Equations (5) and (7) imply a rate nof

consusption grovth equal to

(10) (c/e)(1-a(i=s)) = r{i=r) o + A(A){i-e)(n/n)

that is, consumption growth is a positive function of the difference betveen
the alter tax real interest rate and Lhe discount rate, and it is a positive
function of the rate of accunulation of real money balamces. 1f the neminal
interest rate is constant (and ve vill shov later that in steady state it will
br) ve can take logs and derivatives of (9) and find that

= ;fn

(1) 7. =¢fe =1,

Ve aie isplicitly assuming that the income tax system is fully indexcd.
That is, ve are assuming that the fncose tax is on the real rather than
sominal interest rate. Some Lax systems in the veal vorld are not fully
index, shich provides additional inflation revenue for the governmenl.

which can be used in (10) to devive Lhe consusption accumulalion equation.

(12) efe = (1=(-e)(va)) " (r(1-1) - )

Notice that if oefi=l *, squation (12) is Lhe usual

(12)" cfc = (c{1=r)-p) /e

This usual (Evler) equation can be revritten as r{1—r)rn:!cr.p and interpreted
as follows: At the optimum, individuals vill be indifferent betucen
consuning and saving one more pnil of resources. The return Lo saving one
wnit Is the after tax return Lo savinps r{1=1). The return Lo consuming one
unit today rather than temorrov is p (the natural diseount rate) plus a term
that involves consumption grovth tines the elasticity of substitution. If

@30, that is il people vant to smooth consumption aml il they see consusption
as groving {;JDU}. then they vant to bring some of this larger future

consumption to the present. lence, the term ec/c sonchov reflects a return to
early consusption.
The next step is to specily the behavior of Firms. Ve vill sodel the

production side of the cconomy with the folloving functing
(13) ¥, = p(A)K,

wheee ¥ ois output, K Qs a broad eeasure of capital steck amd ¢ (4)20.
folloving Rebelo (1989), Lucas (1988) and Darre (1990), the production
function is assumed to be linear in the broad measure of capital, This
capital stock may include physical private as vell as human capital, It eay
also include publicly provided inputs along the lines sugpested by
Darro (1990) and Darro and Sala-i-Martin (1900a). Although this linear
assumption is l:rm:iall to get close form solutions and non-zere steady state
grouth, it is not essential to our story. Ve could have decrearing returns to
capital, in vhich case the steady grovth rate is zero, just as in the
neoclassical grovth medel. If ve interpret K in a broad sense, the transition
to the steady state vill not be as fast as the stricl version ol Uhc
neoclassical model predicts. lence, ve may vant to think as the present model
ai describing an economy characterized by "long transitions tovards steady
states”.

The parameter A in (13) vill be assumed Lo be related to the Level of

Tinancial development. Ve vill think of Lhe [inancial sector as increasing

"This assumption may seem restrictive but the resalt implied by it is
quite general. Folloving Grossman and llelpman (1901) ve conld solve the moded
by defining an expenditure variable E(t) mule sut of the sum of conpumption
speading and costs of“holding money. Ve could easily cedefine the wtility
Tunction and budget constraints in terms of expenditurc. Individuals could be
thought as finding their optimal choice in two steps, in the Tirst they vould
find the optieal intectemporal path of expenditure, vhich vould yield

something like E/E = {r{i—r}—ﬁ}fﬁ Hotice the siailarity with c/c in (12)°
the text., The second step vould be to find */+ nptimal allocation betvecn
consusption and money. This wvould be done by cqualizing the marginal rate of
substitution betveen moncy and cossumption to Lhe nominal interest rate. This
corresponds to equatien (%) in the text. This approach vould yield results
that arc similar to the ones ve find hore for wore general utilities. The
steady state grovth rates of consusption and real money may not be equal under
some functional [orms, but the relative price between Lhe Lve goois will
T“" that expenditure follovs the grovih path dictated by the Fuler cquation
above.



the microeconomic efficiency of the vhole macrocconomy: it improves the link
betveen savings and investment; it contributes to elficiently alloeate the
capital stock to its best wse; it also helps collect and screen information
(in a vorld of imperfect or costly information, individuals may not know vho
vants to borrov or lend). Further, if financial intermediation is nonexistent
or very costly, private entreprencurs will be forced to sell Finance their
investeent projects. This may lead them to wndertake projecis that are
sealler (and therefore notably less cfficient) than the ones they vould
undertake othervise. An additional problem is that they mag have to self
accumulate nominal asscts vhich get systematically eroded by high inflation
rates. From a macroeconomic or aggregate production function paint of vicw,
all this means that economies more fimancially developed vill be able to
transform a given amount of inputs, K, inte a larger amount of ontput, V.
This is vhy ve postulate a production function that is an increasiog lunction
of A, the degree of financial sophistication ol the cconomy,

Ve should mention that there may he other facters affecting the
productivity of capital. These factots, some of which have been recently
eaphasized in the endogenous grovth literature, could be knowledps (Rneer
(1990} ) or public spending (Rarro (1990) and Barro and Sala-i-Wartin {1990a)),
Ve vill abstract [rom these for simplicity so ve vill think of ¢{d) as being a
function of A alone?.

Ve vill assume that firms beliave competitively and that thoy maximize the
present value of all futvre cash [lovs. Decause there are no adjustment costs
of any kind, we know that the optimal belbavior is the equalization of the real

interest rates to the marginal product of capital after depreciation
(14) © = p(A) = &

That is, at the optieum, Tirms will be indifferent betwveen nailing one more
unit of capital to the floor (and thereby getting the marginal product of
capital minus the loss due to depreciation) and purchase a bond with real
return cqual to ., Uy equalizing (12) and (14) ve get the Folloving grovth

rate of consumption

(15) efe = ((1={1=e) (Me2)) " ((p(A) (1-1) = p-8[1-7)

Equation (15) is another [orm of vhat some people eall "Supernevtrality
result" first derived by Sidrauski. Changes in the rate of grovth of moncy do
not affect the steady state rate of consumption gprovth, Ve shonld note,
hovever, that this does not mean Lhat money is “superncatral® becanse chanpes
in the rate of money creation vill have an effect on Lhe desired stock of real
money, and (as ite name indicates) real ;oncr is'a real variable that reflects
the provision of monetary services vhich, in our setup, affect utility but in

other setups affects consumption due to larger transaclion costs.

"This assunption is also made in Greenvood and Jovanovie (1990).

#hotice that a5 it stands the model has no labor so the wage rate is rero.

Ve know from Romer (10B6) that ve could postulate a production function of the

form T:;Il]l"i.i_vll'. vhere §F represents a learning by dolng externality and
et exactly the zame steady state grovth rate as long as fiv=l. Notice that
?n this case the vage rate would be vell defined, and the social budget
constraint vould be exactly the same.

As a particular case, again, in equation (15) 1 aofi=1, and ve set the
depreciation rate te zero, the grovth rate is exactly the one ve would get in

the simple Rebelo (1990) Ak model

(15)"  cfe = (r(A)(1-r)-s)/e

in order to close the model ve need to specify the behavior of the goversment.

In gencral, the government faces the folloving buidget constraint

(16) €+ Ve cbB=drsibar

vhere © is government spending, ¥ are the total luep sum transfers that appear
in the private budget constraint, 0% is total real public debt, iF is the real

hudget deficit, iﬂ’ is the collection of seigniorage and T is tax collection.
The budget constraint, therefore, essentially says that the government speads
resources in purchasing goods, €, transferring income to houscholds, ¥, and

paying interest in past debt, rB%. The resources of the government are taxes,
T, and seigniorage, i!l‘. The diffcrence betveen expenditure and revemie is

the budget deficit 0B,
Ve vill sake some lurther simplifying assumplions so as to isolate the
important effects. First, for sisplicity, ve will not allov the goversment Lo

issue debt so ve will set
(17) 1B=dE=0

Vhile this is a restrictive hypothesis, ve concentrate in this paper on
the steady state of this cconomy in which the goverament is satisfying its
intertemporal budget constraint and (domestic and eaxternal) debt accumulation
is equal to zero. Our assumption vould also be reasomable reasonable for
governaents that have limited access to international borrowing nnd who enjoy
little confidence from private dosestic savers, maybe because the existing
levels of debt are so extremcly high that everyone believes that there is a
large incentive for the government to default, Usder these comlitions, the
government will have to do vithaut any domestic or international borroving. !

Second, ve need to make some assumption on low Lhe government scis G,
Since the economy vill be groving ve vould like to assume that the government
can spend increasing amounts of resources (othervise the ratio of government
spending to GOP goes to zero asymptotically). Ve shall assume therefore that

G is a constant proportion, ¢, of private consumption
(18} G = «C

vhere ¢ will be the policy parameter that tells hov large goverament spending
is relative to the economy. Ve express € as a proportion of € but it would be
equally easy to assume that © is a ronstant fraction of total owtput or

capital stock, given that in steady state they all grov at the same rate.

ii¥e leave to a future study the analysis of an open cconony in vhich
international borrowing and lending is explicitly considered.



Third, ve have already assumcd vhen we discussed the consumecs side Lhat
the tax reveowe is based on income taxer, vith constant average and marginal

tax rate r. That is,
(19) Terek

And finally, e vill assume that the government sets the nominal groeth

rate of money at a constant level p so

{21)

The resulting budget constraint in per capita torms is the Tolloving

(22) mege v rlp(A)-6)k - n{rm)

vhere the firms' first order comdition (14) has been wsed and where g=rc.
Before plugging (22} in (3)' to get the social budget constraint, let us
realize that, because there is no intcrmational borroving and lesding, private
bonds are in zero net supply so we can ddentily [ (non liguid assets) vith k

(real productive capital stock):

(23) k= p(h)k = (Brm)k —c—g

This resource constraint says Lhat the increase in the capital labor ratio is
the difference betveen total output per capita, and depreciation [which
includes the part of the capital stock given to ncw workers) plus private
consumption plus public spending. Ye can divide both sides of (23) by k and

use the condition g=ec to get

(24) (kfk = p(A) + & 1 n)f(10e) = —fk

notice that in steady state all the left hand side of (21) is constant (hy
delinition I.:fk is constant in steady state). The grovth rate of the capital
labor ratio is therefore cqual te the grovth rate of consumption per capita.
By using (13) ve can also see that output per capita vill also grow at Lhis
comnon rate. lleoce, the grovth rate of all the per capita real variables is
given by (15).

Ve can now go back to the government budpet constraint aml revrite (16)

as

(25) g ==+ r{p(h}-8)k

where ve used the fact that ;,hney.-l-n and e neglected transfers. O course
ve tan make use of equation (%) vhich says that the per capita stock of real
money is a negative function of financial developeent, a positive function of
per capita consusption and is inversely related to the nominal interest rate,

By plugging (9) back in (25) we get the fipal public budget constraint
(26) g = wB(A)e/oR + 1(p(A)-E)k

vhere Rer(I-r)ar = [p(A)-8) (1-r)+r. Equation (26) says thav total government

speading must equal the total tas revenue. The tax revenwe, in turn is equal

ta the sum of inflation and income taxes. In steady state the inflation rate
is given by 1 = pon-q, where 7 is the grovih rate of real money balances. Ve
knov from previous analysis that T T that 15 real money balances grov at
the same rate as Lhe rest of the real variables. llence, the steady state
inflation rate is equal® to r= p-n-((p(A)~6] (1-r)-p)/e.

Seigniorage in this model is given by the first term of the right hand
side of (26). It clearly depends on the degres of financial development, A,
through three diffecent channels. First, higher [inaneial developrent (high
A) lovers the per capita demand for money at given nominal intecrest rates.
This §s the term A{A}. Secomd, higher financial development increases real
intercst rates and, consequently, Increases the {irst component of the nominal
interest rate vhich [urther reduces moncy demand. And thivd, higher [inancial
development increases the growth rate of the cconomy which reduces the steady
state inflation rate. Given the real interest rate, this effcct vorks in Lhe
direction of reducing the nominal interest rate vhich increases the desand for
real balances. Unless the wtility function is almost linear (e=0), the first
and secoml effects clearly dominate the third effect so the per capita stock
of real money is a decreasing function of the level of financial development .

Let us nov assume that the government, through regulation and ather non
sarket interventions, can control the degree of Tinancial development, A.
Given the money grovih rate g and the income tax rate, Lhe government faces a
trade of [ betveen inflation and income taxes: [inancial development increases
incore and therefore increases the income tax base. On the other hand, it
decreases real money demand and therefore the inflation tax base, MNotice that

the derivative of total revenue vith respect to & is equal to

e mike
(27) GNEVENUE/dh= —= f1'(A) - —5g2— (M/3A) « v p'(A)

is ambiguons. This derivative has three tesms. The [irst term is negative,
the second is ambiguous and the third is positive. As we argued above, il the
utility function is not close to linear (ie if ¢ is not close to zero), Lhe
first and second terms add up to some negative musber (8o the inflation tas
revenue is a negative function of A)JM. This means that, depemling on Lhe

parameters of the model, some short sighted™ governments eill chonse to

This has been devived under the assumption avf=1.

Whotice that il o=1 {and this {5 a very common assumption in the
literature of consumption theory vhich corresponds to legarithmic utility) the
second and third effects exactly offset so ve are left vith the first negative
elffecl.

Whecall that il the wtility is logarithmic {e=1), then Uhe secoml Lerm is
exactly zero so the [irst tvo teems are clearly negative. IF the wiility
function is even sore concave than the IngarilLic function, the lirst tvo
terms are negative and, therefore, so is the sus,

e said that "short sighted" governments may vant to [inancially repress
the economy. Dy this we mean governments (or parties) that do not care much
about vhat happens in the future or how they will pet future reveours. Motice
that whenever the government chooses to repress the finpncinl sector not only
shrioks the current base for income tazation but, because the econasy provs at
a lower rate it both reduces future inceme tax revenues and future real moncy
balances. Doth of these effects go in the direction of reducing luture
revenues. 1 these governments ate still in pover in the [uture they will
choose to repress the financial sector still more. This may lead to an
inﬂltionurfﬂinmcial repression spiral that vill lead to the further
reduction of grovth rates. Persson and Tabellini (1900} present a systematic
overview of sodels vhere political distortions shorten the horizon of
government and lead to "short-sighted” economic behavior.

Longer horizon government (such as these of stable demsocracics) will not
choose to repress the economy in order to collect seigniorape since they will
very possibly care about the vhole path of revenue rather Lt:m about the short
run finances only. Aod ve sav thal repressing the [inancial sector increases
short ters inflation tax revenurs but it hurts long run grovth and long run
revenue.
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repress the financinl sector of the economy in order to get casy monetary
revenue.  In particular, governments will [ind it profitable to repress the
econoay i p'(A) is small, that.is financial repression affects current COP by
a little andfor if. Furthermore, governments that purposely repress the
financial sector so as to collect higher inflation taxes will also tend to
choose high inflation rates (since the total jnflation tax collection is a
positive function of both the tax rate and tax basc). DF course, to the
extent that the financial sector contributes to the overall macrocconomic
productivity of the economy, the choice of repressing the [inancial sector
vill eatail lov long run grovth for the vhole economy, as ve sce in equation
(15).

A simple extension of model could ineorporate the possibility of tas
eyasion. Suppose for instance thal the income tax collection is not
rlp(h)=E)k but, rather r£((p(A)-8)%k, 7}, vhere { s a nonlincar function of
income and tax rates that reflects tax uvasin.n. Ve can think of {() as income
that s actually reported to the government shich Is a pesitive function of
income but a negative function of the tax rate. Different countries may have
different [unctions {() vhich possibly due to dilferent efficiencios in
collecting income taxes and different private atbtitudes vith respect Lo
reporting private income. Under these circumstances, countries with {*()
close to zern, that is countries vhere changes in income do not Iead to large
changes In reported income (ie, vhere tax evasion is large) will choose Lo
repress Lhe [inancial sector in order to expand money demand aml increase the
tax rate on money.

Summarizing, we gav that in order to increase the revemie from money
creation, short sighted governments may choose Lo increases per capita real
miiney demand by repressing the [inancial sector. As a side elfect this policy
will tend to reduce the amount of services the [inancial sector provides to
the whole econoey and, given the total stock of inputs, the total amount of
oulp;t vill be reduced. This will reduce Lhe asymptotic marginal product of
the inputs that can be accumulated (such as private physical, private human or
public capital) and,consequently, the steady stale rate of grovth.

The story we just explained has the folloving empirical implications.
Countries that are [inancially repressed vill have higher inflation rates,
lover {before tax) real interest rates, higher base money per capita and lover
per capita grosth than countries that are [inancially developed. Ve will try
to test some of these implications in the empirical section of the paper.

Before ve conclude this theoretical section we should mention that the
model presented here could be extended to more gencral wtility functions. 1In
particular and as ve mentioned earlier, the wtility fusction assomed here vas
very convenient to get an easy analytical solution. Yet it hal the
implication that the elasticity of money demand with respect to the interest
rate vas a constant independent of the degree of [inancial development. Nore
general wtility functions will not have such a property. I the interest
elasticity of money demand is a positive function of A, then not only short
sighted governments vill find it possible to inercase the inflation tax base
through [inancial distortion but they may Find it optimal. Intwitively, the
Ramsey rule of optimal taxation says that the government should choose the tax
rates in such a vay that the elasticities across goods are equalized, If the

elasticity of income vith respect to the income tax rate is high enough (ie,

il praple can evade incomi taxation eanily) the government may (ind it optimal
to decrease the moncy demand elasticity through financial repression and
increase the inflation tax rate in order to collect a certabn amount of
revenue.  The simplifying assumptions ve wade on the utility functions alloved
us to find a simple steady state grovth rate, but they do not allov ue to

study thie optimal inflation tax problem.

3. Financial repression and grovth: the cspirieal evidence.

The theoretical model preseated inm Lhe previous section suggests an
important relation betveen financial repression, inflation and economic
grovth: in particular financial underdevelopment and [inancial repression
might be haraful to economic grovth.

The objectives of this section are tvolold, First, ve vill present some
further economelrle evidence on the relatipn betveen the degree of [inanclal
developaent and economic grovth. Second, we vill test vhether the degree of
financial repression might account for the evidence that, after controlling
for the usual determinants of growth, the Latin American region appears to be
groving more slovly than the rest of the world. The empirical strategy that
ve follov s similar to the one used in a nusber of empirical studies on
grovth. Ve gtart from the resolis obtained in Barre (1991) on the
determinants of economic grovth in large cross section of countries and add
measures of [inancial development (repression) to these basic equations .
The objective is to test vhother, after controlling for the usual determinants
of grovth used in these studies (such as initial income, measures of lhuman
capital, size of the government, political and institutional sariables), the
degree of financial repression contributes Lo explain the cross country
differentials in rates of economic grovth. Ve vill also test vhether the
significant regional dusmies for Latin American grosth Tound hy Rarro (1991)
are explained by measures of financial repression in that region.

ke a plarting point wve replicate in table 1 the basic grovth eqnations
estimated by Barro (1901). Ve regress the average grovth of per-capita income
of 98 countries in the 1060-1985 period (CRGOSS) on the [olloving regressors:
the initial value of GOP (COP60), the initial amount of human capital as
proxied by primary and secondary school enrollment rates in 1060 (PRIKGO and
SECGD), the amount of “non-productive” government spending as proxied the
average ratio of real government consusption (exclusive of defense and
cducation) to real GOF (GOV); the distortion in the price of investment goods
as proxied by the deviation of the 1960 FI'T price of investment goods from the
sample mean (PPTIGODEY); the degree of political instability as proxicd by the
nunber of revolutions and coups per year (REVCOUP) and the number of

assassinations: (ASSASS). The results of this basic regression (presented in

WThe testing approach that we follow imsplies that ve are testing the
transition to the steady state rather than the steady state itscll. Io
particular ve are mot ‘cllil? endogenous grovth models versus neoclassical
models like Quah and Rauch (1000) or Dernard and Durlauf (1090) I.r{ to do. Ve
believe that such a question cannot be nddressed vith a short sample period of
only 30 years. This is ehy ve take Darro's approach rather than the steady
state analysis of Quah and Rauch. Furthermore, it is hard Lo believe that the
countries in the sample were in the steady stale during Lhe period considered
(for exasple many of them vere coming out of a major war at the btflnnin of
the period). The analysis of Quah and Hauch, instead relies heavily on {he
II-II“EEII assumption that the countries are in the steady state all the time.



colunn (1) of table 1) are familiar: the initial lovel of income is nepatively
correlated vith grovth consistent vith the hypathesis of conditional
convergence of grovth rates: (see also Darro and Sala-i-Martin (1990b)); the
measures of human capital accueulation positively affect grovib:
non-productive government spending and political instability arc harmiul to
econpmic grovth; and distortions in the price of investment ponds are
negatively related with grovth.

In column (2) regional dumsies for Latin Amcrica and Africa are added to
the basic rcgression. As first observed by Darro (1991), per-capita incose
grovth in Latin America and Africa apprars to be lover than the rest of the
vorld even after controlling for Lhe other determimants of cconomic growth.
In particular, the parameter estimale for the Latin Amcrican dumey implies
that the per capita grovth rate in that cegion is 1% Jover than the rest of
the vorld after holding constant the other variables. Vhile one
interpretation of these results is that there are regional differences in
economic growth, the interpretation that we vill pursue in this scction is
that these regional dummies prozy for other omitted variables that are the
actval determinants of the lover economic grovth in these tvo regions.'' In
particular, ve will present evidence that proxies of the depree of Tinancial
development are important omitted varlables that explain the lover economic
grovth observed in Latin Amcrica. Columns (3) and (4) in table | replace the
initial level of COF in 1960 with its logarithmic valus (GDIGOL): the resolts
are essentially Lhe same as before. The only difference is that the
coelficicent on GOFGOL is now interpreted as an clasticity: its value of -0.014
implies that for cach country the convergence Lo ils steady state provih rate
is achieved at at 1.4% rate per year. This steady state procth rate is in
turn determined by values of the other explanatory variables in the
regression.

Ve nov vant to expand the Barro regression by introduciog a number of
measures of Lhe financial repression. The theoretical model presented in the
paper implies that there might be an important relation botveen financial
development, inflation and economic grovth; in particelar, [inancial
underdevelopeent and financial repression may be harsiul to economic grovth.
The literature on {inancial repression also suggests that fimancial repression
is associated vith negative real interest rates, high required reserve ratios
and the choice of a high inflation tax M. Thercfore ve would like o test
cepirically the hypothesis that distortions in financial markets and the
degree of financial development are important delerminants of the rate of
econonic grovth,

In order to test empirically the relation betveen the [inancial factor

and economic growth, it is necessary to obtain measures of the degree of

iTIL has been sug;;enu:d that the significant Latin American dummy mipht bhe
due to the inclusion in the sample of the §980's, the period in vhich the
grovth rate of that region vas sifnili:utl} negative because of the effccts
of the debt crisis. This suﬂesl on, however, is not right. The Latin
American dusmy remains eignificant in all the regressions In Table | event if
ve consider as the dependent variable the grovth rate in the 19G0-1080 periml.
This suggest that, vhile the debl crisis might have bad argative growth rate
effects, the relative lov grovih rates of Latin Amwerica predate the onset of
the debt crisis. Yoreover, our proxies of financial repression presented in
tablls 2-6 belov remain significant if ve restrict the sample to the 1960-1980
period.

#5ee Nclinnon (1973), Shav (1973), Fry (1082, 1988), Kckinnon and
Mathieson (1081).

financial development or financial repression. The approach that ve take here
it to derive alternative proxies for the financial characteristies of a
country and test their explanatory pover in our grovth regressions.

The literature on financial repression suggests that economies that are
financially repressed are characterized by credit rationing and artilicially
low real interest rates. Covernments in financially repressed economies tend
to control deposit and lending rates below the level of the inflation rates so
that real interest rates vill tend to be low andfor negative. Agarvala (1983)
and Gelb (1988) present strong evidence on the negative relation betecen
financial repression and real interest rates in a sasple of over thirty
developing countries; they also show that the simple bivariate relation
betveen economic grovth and financial repression (as prozicd by real interest
rates) is negative: lov real interest rates are correlated vith lov econnmic
grovth. FEasterly (1990) presents evidence Lhat a prosy Tor [inancial
repression based on Gelb's data significantly affects the grovih rate in a
cross-country sample of 32 developing countries.

Agarvala (1983) classifics the 31 counlries in il sasple according to
their degree of distortions in the financial markers. The degree of
distortion is delined as being high vhen real interest rates during the 1070's
vere less Lthan minus 5%; lov vhen real interest rates were positive and medios
shen they were in the 0 to minus 5% range. Starting from Lhe Agarsala mample
ve collected additional information on a sample of cconomically advanced
countries and added them Lo the sample. Ve thus create a dussy variable
FINREP for 53 countries that takes value one when real interest rates are
positive; Lvo vhen real interest rate are negative but higher than minus 57;
and 3 vhen real interest rates are lover than minus 5%,

In table 2 ve consider first the reference Barro regression.”® Vo observe
that the reduction in sample size [rom 98 Lo 5] countries implien tun
differences: the Alrican dummy and REVEOUP (proxing for political instability)
are nov statistically not significant. The resaining variables are not
significantly alfected by the change in sample nize.

In column (1) in table 2 ve include the proxy FINREF for [inancial
repression in the basic grovth regression. This variable appears Lo have Lhe
right sign and is statistically significant: a higher degree of Financial
repression leads to lover cconomic growth. Ve can also observe that, ence ve
control for financial repression, the Latin American dusmy in column (2) not
only loses its statistical signilicance but its point estimate drops hy more
than half. This suggests that one of the reasons for the significant regional
dumay in the original Barro regressions might be the high degrec of financial
repression in Latin America ™, Trom the economic point of view, the
coelficient estimate on the FINREF variable implics that the move from an

economic vith a lov level of financial repression to one with a high level of

"We do this because in many studies (for example Easterly (1099)) the
results of regressions vith additional variables are compared vith those of
regressions based on very dilfereot samples. Such a procedure obscures the
reason for the change in signilicance of particular repressors: i.e, whether
it is driven by the addition of omitled vaciables or the change in rample.

W0f the nine Latin American conntries in the Agarvala sasple. cight are
characterized by a high degree of financial repression in the 1970's. These
aret Argentina, Brazil, Chile, Jamaica, M¥exico, Uruguay, Dolivia and Peru.
The FINREP variable, hovever, is not a simple duemy [or latin America since
several other countries in Lhe sanple are characterized by a high level of
financial repression.




financial repression deplies a lovering of the grovth rate around 1.47 per
year (see column (3}).2

Hext, table 3 presents the results of regressions vhere a cosposite index
of distertions in financial markets, factors markets and trade is introduced
in the grovth regression. This cosposite index (DISTONT) is derived from
Agarvala as a veighted average different distortion measures 1. This dusmy
variable takes value one when the overall distortions degree is low; two ehen
the distortion level is medium; and three when it is high, The eoeflicient
estimate of DISTORT has the eapected sign and is statistically sipnifirant: a
higher degree of overall [inancial, teade and other distortions is associated
vith lover per-capita grovth. Consistent with previons results, Lhe regional
dumny for Latin America appears to be statistically insignificant vhen ve
introduce this composite measure of distortions. The coefficient cstimate of
the MISTORT variable implics that the move from an overall Jov level of
economic distortions to a high level of economic distortions implics a
reduction in the growth rate of 3,13 per year.

Neat, In table 4 ve present the results of regressions vhere the Agarvala
seasure of real interest rate distortions is substituted vith the one created
by Gelt (1988) and used by Easterly (1800). The Celb measore differs from the
one in Agarvala by considering a dilferent sample of countries and measuring
real interest rates in the 1980's.  Vien the distortion dummy is delined as
a zerofone variable taking value one when real interest rates are negative
(FIMREP)), the sign of the coefficient is correct bul statistically not
significant {see colusa (1) and (5)). levever, vhen the variable is delined
as taking value pne vhen real interest rates are stronply ncgative (less than
minus five percent), table 12 shovs the corresponding dusmy (FINIEPZ) is
significantly negative (columns (2),(3) and (4)): strongly negative real
interest rates lead to lov real grovth 71, These resuits suggest that, vhile a
aoderate degree of [inancial repression may not affect excessively econonic
grovth, a strong degree of financial repression is associated vith
significantly lover economic grovth (around 1.17 of por capita grovih per
year). In these regressions, the point estimate of the Latin American dumay
is reduced but the variable remains sipnificant,

As discussed in the theoretical scction of the paper, one of the reasons
why governmeat follov policies of Tinancial repressions is to expand the Lax
base on vhich seigniorage §5 collected. In particular, a high coeflicient of
required reserve for commercial banks vill force thom to hold a greater amount
of non-interest bearing monetary reserves; this represents an important source
of seigniorage for the government in many developing countries. As argoel by

¥cKinnon (1962), a high reserve ratio proxies for the degree of financial

ATt should also be observed that, vhile in this table (amd the [olloving
ones) the seasures of financial repression are (statistically and

economically) significant determinants of grovth rates, the & supgests that
the contribution of these varialles is relatively modest and that a .
s]sniilcut part of the provth variasce resains to be explained. In Rouhind
and Sala-i-Nartio (1991) we shov that seasures of the orientation of the trade
regiee cootribute significantly to esplain the cross sectional variance of
grovth rates.

5ee Agarvala (1983) for a detailed description of the constroction of
thie variable.

UThe results that we obtain vith FIRREF2 arc similar to these in Easterly
(1990). Hovever, we consider a larger sample of countries (52 instead of 32)
that includes the industrial countries.

underdevelepment and/or repression; therefore, ve exprct nconomic grovth to be
lover in countries vith a high ratie of reserves to money. Ve deline the
reserve ratio (RESERYE) as the ratio of commercial bank reserves Lo the money
supply (¥l and quasi money) and ve compute the average ratio for the 19G0-1084
period; the maximum sample ve get is 58 countrics. In table 5 ve present the
regressions vith the RESERVE varlable; since the variables REVOOUP amd ASSASS
are insignilicant in this 58-country sample they are dropped From the
regressions in columns (1) and {2). In the regression In column (1) the
reserve variable is statistically signlficant vhile in column (2} (vhere the
regional dummies are included in the regression), the rescrve variable is

marginally significant.™ Ve also observe that the RESERYE sarialile Is not

~sufficient, by itsell, to drive avay the regional dumaica. The resulis in

table § arc consistent vith the theoretical model in this paper where a high
degree of financial repression is achieved, among ether means, through high
required reserves for commercial banks and leads to a loveriog of cconomic
grovth.

The theoretical model also suggest that countries characterized by a high
degree of [inancial repression vill vitness higher rates of inflation.
Financial repression and underdevelopment, by expanding the tax Dbase for
seigniorage (through high required reserve ratios aml inceeased money demand)
will also lead the government to choose a higher level of the seignlorage tax,
i.e. a higher inflation rate. In order to test such a hypothesis, ve add Lo
the basic grovih regression the average inflation rate in the 1960-1085
period. The results are presented column (1)}-(3) in table 6. The inflation
rate enters with the right sign and is statistically significant: a higher
inflation rate is correlated vith lover economic grovth M. Hore specifically,
the coefficient estimate implies that a 10% inflation rale per year is
associated with a lover per capita grovth rate of 0.5% per year.

It sheuld be observed that the empirical association of inflation with
grovth does not fmply a cavsal relation betveen inllation and grovth. The
wodel presented in the previous section rather seggests that [inpncial
repression leads to negative real interest rates, high required reserve ratios
and the the choice of a high inflation tax.?

The results of this section are consistent with the implications of Lhe
theoretical model presented above and vith previous studies on the effect of
financial repression on economic performance. Controlling for othee
determinants of grovth, :’hish degree of [inancial wnderdevelopment and/for
financial repression will lead to lover economic growth. The result is robust
to the alternative measures of [inancial repression derived and vsed in the
econometric analysis in this section. Horeover, the regressions shov that

ance, ve control for the degree of [inmancial repression, the cocflicicnt on

MColunn FJ shovs that, vhen introgduce the athervise insignilicant
variables REYCUUP and ASSASS, the rescree varible loses its statistical
aignificance.

#kormendi and BcCuire (1985) find a similar effect of inllation on
economic grovth.

WThis high relation betveen different measures of financial repression is
evident the correlation cocfficients betveen inflation rates, reserve ratios
and measures of [ioancial repression. These coecficients, not reported here
because of lack of space, shov that low real ianterest rates (high values of
FIKREF) and high required reserve ratios are high correlated vith inflation
rates; also, high required reserve ratios are positively associated with high
distortions in financiui markets.



the Latin American dummp falls in abaolole value and, in many eases bol et
all, is oot statistically significant. This result suggests that policics of
financial repression contribute to explain vhy the Latin Aeerican region
apprars to have grovn relatively slover than the rest of the vorld over the
1060-1985 sample period.

4. Concluding Remarks.

Ve analyzed the relation betveen the degree of [inancial development and
the grovth performance of a large cross section of countrics at the
theoretical and empirical levels. Ve presented a theorctical madel of
financial develnpment, inflationary [inance and endogenous grovib, Ve argeed
that one of the reasons vhy some governments may choose to repress the
Financial sector is that il delivers easy Joflationary revenwe since [lnancial
repression induces private agents to carey a larger stock of noninal money,
the base for the inflation tax. Ve also shoved how this Financial repression
reduces the grovth rate of Lhe rconomy.

In the third section ve presented some empivical evidence on Lhe relation
beteeen measures of financial repression and grovth for a large sample of
countries. Ve derived some varisbles that captire the degree Lo vlich the
{inancial sector is distorted and conlirmed Uhe predictions of the throry in
that fimancial repression affects grovth negatively, inflation rates and
growth rates are positively related and reserve ratios and grovih are
negatively related.

As v proceeded along, e tested the significance of a regional dummy for
Latin kmerican countries. Ve found that, unlike the variabler used in Darra
(1991), several of our proxies for [inancial repression tend to make Lhe Latin
American dummy disappear. This suggests that a fraction of the veak grovth
experience of the Latin American countries might be explained by the policies

of [inancial repression folloved by the governments in this region.
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Data Appendix
Variable Definitions

Takeo from the Darro-Voll Datn Set:

GRGOBS Annual growth rate of per capita GOF 1060-1985

GOrGo GOF in 1960

TRINGO Primary school enrollacnt Rate, 1960

SECG0 Secondary schoel enrollment rate; 1960

Gov Average of the real goveroment consumption (exclusive of defonse
and education) to real GOP

PPIGODEY  Deviation of the 1960 PPP value of the investment dcllator from
the sample mean

REYCOUP Number of revolutions and coops per ycar (10G0-85 or sub-sample]

AS5A55 Number of assassinations per million population per year

LAT.AMER. [0, 1) dummy variable [or 1Ih| America

AFRICA dummy variable for sub-Salaran Alrica

Deher Yariables:

DISTORT (1, 2, 3) indes of everall price distortions. Source: Agarvala
(1983} and infornation on additional 21 countries.

FINRED (1, 2, 3} index of degree of real interest rate distortinns,
Source: same as for DISTORT

FINREFI 2, 3) index of degree of real intercst rate distortions.
Source! b’uib hnsu] and information on additional 23 comnlries

FINRErZ (0, 1) index of degree of real interest rate distortions. Source:
Gelb (1988) and information on additional 23 countrics

RESERVE Ratio of commercial banks' rescrves to moncy. Sowrce: Intersational
Fimancial Statistics of the INF

INFGOBS  Avorage OF1 inllation rate, 19G0-1985. Source: Intcrationa
Financial Statistics of the IKF



Table 1: Barro Growth Regressions
Toble 2 The Role of Financial Repressfion

h 21 [63] (L3
i reference (1) (2}
dep. wvar. GRSOBS  GR&ODS  GREDAS  GRAOBS
dep. var. GR&OBS  GR&DBS  CRADDS
no.  obs. 78 L] L wa
no. obs. 53 53 53
congtant 0.0320 0.0354 0.0971 0.0262
constant 0,073 0.0548 0.05%2

(0.0073) (0.0073) (0.0079) (0.0079)
(0.00%4) (0.0078) (0.0103)
GOP&D =0.0072 -0.0064 - =

(0.0011) (0.0010) CoPs0 -0.0068 -0.0080 -0.0073

(0.0012) (0.0012) (0.00%2)

leg_coPs0 .- - -0.0149 -0.0140

(0.0029) (0.0027) SECED 0.0120 0.0143 0.0079

{0.0009) (0.007%) (0.0084)

SECHD 0.0287 ©0.0713 0.0222 0.0057

{0.0088) (0.0081) (0.0092) (0.0100) PRINSD 0.0213, 0,025 ° 00200

£0.0071) {0.0092) ¢0.0091)

PRIM&D 0.0238 0.0262 0.0324 0.0303

(0.0062) (0.0065) (0.0073) (0.0070) oV -0.1339 -0.1330 -0.1180

(0.0382) (0.0334) (0.0356)

oy -0.1300 -0.0992 -0.1312 -0.1000

(0.0323) (0.0284) €0.0336) {0.0290) PPIGODEY -0.0316 -0.0278 -0.0281

(0.0134) (0.0163) (0.0132)

PRIAODEY -0.0%L2  -0.0142 -0.00TT  -D.0166

(0.0056) (0.004%) (0.0058) (0.0049) REVCOUP -0.0132 -0.0079 -0.07104

(0.00B6) (0.00&7) (0.0074)

REVCOUP -0.020% -0.0181 -0.0220 -0.0193

(0.0069) (0.0070) (0.0080) (0.0078) ASERES -0.00¢8 -0.0053 -0.0051

{0.0030) (0.0023) (0.0028)

ASSASS -0.0032 -0.002¢ -0.0005 -0.0008

(0.6019) (0.0018) (0,0022) (0.0021) Fingep - -0.0087 -0.0072

(0.0028) ¢0.0033)

LAT.AKER . .- -0.0140 - -0.0112
(0.0032) (0.0035) LAT.AMER. -0.0111 se o -0.0081
(0.0050) {0.0055)
AFRICA - 00115 e ~0.0147
(0.0062) (0.0067) AFRICA 0.6622 s -0.0105
10.0052)
nd).R-sq. 0.5032 0.5806 0.4787  0.5525 p.o102
adj.R-sq. 0.6787  0.6931
std.err. 0.0131 0.0120 ©0.0136 0.0124

std.err. 0.00%9  0.0097



dep. var.

no. obs.

constant

COPED

SECH0

FRINGD

PPIGODEY

REVCOUR

ASSASS

DistoRt

LAT.AHER.

AFRICA

adj.R-sq.

std.err.

fable 3 The Role of Financial Repression

relerence (1) 2

GAG005  GREOABS  GRADBS

53 53 53
0.0473 D0.0728 0.0778
(0.0094) (D.0113) (0.0116)
-0.0068 -0.0078 -0.00T1
(0.0012) (0.0011) (D.001Y)
0.0120 0.0153 0.0072
(0.0089) (0.0075) (0.0074)
0.0213  0.01%& 0.0092
{0.0091) (0D.0087) (0.00BD)
-D.1339 -0.1318 -0.1133
(0.0382) (D.0345) (0.033%)
-0.03%6 -0.0210 -0.0789
10.0134) (D.0132) (0.0129)
-0.0132 -0.0041 -0.0088
{0.0004) (0.0053) (0.0057)
-0.0048 -D.004B -0.0047
{0.0030) (0.0020) (0.0024)
L4 -0.0173  -0.0156
(D.0044) (O0.0045)
-0.0145 = -0.0059
(0.0050) (0.0040)
-0.0111 =2 -p.oNn7
(0.0060) (0.00473
0.6522 D.7152 0.739%
0.0102 0.0073 0.0089

dep. var.

no. obs.

constant

CoP&D

SECAD

PRIKED

PRIAODEY

REVCOUP

ASSASS

FINREP)

FINREPZ

LAT.AMER,

AFRICA

adj.R-sq.

std.err.

Teble &

REFERENCE

GREDAS

52

0.049%
(0.0081)

-0.0067
(0.0012)

0.01&0
{0.008)

0.0153
{0.0078)

-0.1377
(0.0440)

-0.0182
(0.0058)

-0.0143
{0.0110)

-0.0048
£0.0034)

-0.0169
(0.0050)

-0.014%
10.0068)

0.5367

o.o07

The Role of Finoncial Repression

o (2)

GRADBS  GRADAS

52 52

0.04¢83  0.052%
10.0101) (0.0088)

-0.0043 -0.0047
(0.0012) ¢D.0012)

0.0143  0.0236
(0.0076) (0.0074)

0.0134  0.0107
(0.0085) (0.008)

001216 -0 1718
(0,0667) (0.0431)

-0.0218 -o.0221
(0.0057) (0.0059)

- -0.00%8
[o.0108)

- -0.0052
(0.0035)

-0.0040 A
{0,0055)

== -0.0142
(0.0046)

-0.0i5E .
{0.0053)

-0.0134 -
(9.0083)

0.5988 0.6

g.on3y  o.om

(3]

GREDAS

52

0.0525
(0.0087}

-0.0080
{0.0012)

0.0158
10,0064

0.0084
(0.0082)

+0.1358
10.0470)

+0.0214
{0.0053)

-0.0108
(0.0066)

-0.0115
{0.0051)

-0.omz
10.0065)

0.4385

o.0107

({3

GREDBS

52

0.054
(0.0082)

00064
(0.0011)

0.0156
[0.0071)

0.0103
10.0074)

-0,142
(0.0484)

-0.0194
{0.0053)

-0.007%
(0.0108)

-0.0051
10.0035)

-0.0083
(0.0045)

=00
{0.0051)

=0.0125
10.0041)

0.6511

0.0105

5

GRADAS

52

0.0524
10.0092)

-0.0088
10.0013)

0.0165
(0.0082)

0.0139
10.007%)

~0.137
(0.0466)

~0.0ine
(0.0057)

-0.0135
10.0115)

+0.0049
(0.0350)

-0.0030
(0.0052)

-0.0135
10.004%)

~0.0143
(0.0070%

0.6308

0.0108



Table 5 The Role of Financial Repression Table & The Bele of Financial Repression

reference (1) t2) ($3} , reference: (1) 2) th
dep, var. GR&DBS  CRAOBS  GRAOBS  GR&DABS dep. war. GRADBS  GRADBS  GHAODBS  GRAOBS
no. obs. 58 58 58 58 no. obs. 85 65 65 45
constant 0.0375 0.0322 0.0353 0.0388 gonstant 0.0423  0.0393 0.04A7 D.0394
€0.0092) (0.0071) (0.0072) (0.00043) (0.0076) (0.0094) (D.0079) (0.0074)
GoP&0 -0.0065 -0.0087 -D.0068 -0.0066 €OP4D -D.00&8 -0.0077 -0,0049 -0.0084
(0.0017) (0.0014) (0.00173 (0.0016) (0.0010) (0.0012) (0.0010) (0.0011)
SECED 0.0105 0.0315  0.01%4  0.0106 SEC&D 0.0171  0.034B D.017F  0.0204
(0.0136) (0.0120) (0.0120) (0.0125) (0.0082) (0.0087) (0.0082) (0.0076)
FRIMGD 0.0244  0.029¢ 0.0265 0.0245 PRINSD 0.0198 0.0246 0.019¢ 0.0229
(0.0082) (0.0048) (0.0067) (0.0074) (0.0067) (0.0078) (0.0045) (0.0067)
cov -0.1279 -0.1500 -0.'068 -0.7223 Gov -D.1396  -0,1765 -D.0441  -0,1370
(0.0658) (0.0368) (0.0407) (0.0459) €0.0370) (0.0393) (0.0353) (0.0364)
PP1600EY ~0.0174  -0.0148 -0.014) -0.0164 PPIBODEV <0.0064 -0.0089 -0,0076 -0.0072
(0.0057) (0.0045) (0.0053) (0.0052) (0.0044) (D,0081) €0,0047) (0.0067)
REVEOUP -0.0096 - - ~0.0082 REVCOUP ~0.0167 -0.0166 -D.0062 ¥»
£0.0067) (0.0076) {0.0084) (0,00B%7) (D.0083)
AS5A5S -0.0032 o = -0.0029 AS5A5S -0.002% -0D.0026 -0.0027 -
{0.0019) {0.002m {0.00%8) (0.0024) (0.0019)
RESERVE +=  -D.0387 -0.0301 -0.0202 INF&0BS == -D.0890 -0,0453 -D.0527
(0.015%) (0.014%) (0.0201) (0.0236) (D.0231) (0D.0264)
LAT.AMER. -0.0123 2= -0.0103 -0.0097 LAT.AMER. -0.0152 = -0.0142 -0.0144
{0.0040) {0.0064) (0.0045) (0.0037) (0.003%9) (0.0039)
AFRICA -0.0135 = -0.0%0  -D.0%%0 AFRITA -0.01563 == -0.0155  -D.00&0
(0.0058) (0,0056) (D,0056) - (0.0048) (D.0046) (0.0052)
ad].R-s5q. 0.6352 0.585& 0.8370 0.46364 ad].R-sq. 0.6512 D.5678 0.6695 0.6508

std.err. 0.0113  0.0020 ©0.0112  0.0113 std.err. 0.0101  0.01% 0.0M00  0.0103
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