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                    Abstract
As austerity policies are unpopular with voters and high debt levels are a drag on growth, several economists, most famously Carmen Reinhart and Kenneth Rogoff, have suggested that governments might have to consider an extra dose of financial repression as a way out of the low growth-high debt trap. I argue that the history of advanced economies under Bretton Woods and the liberalisation experience of the lagging countries suggest that an exit from financially repressive policies is the better alternative to promote growth and the sustainability of government finances.



                    
    


                    
                        
                            
                                
                                    
                                        
                                    
                                    
                                        This is a preview of subscription content, log in via an institution
                                    
                                    
                                        
                                     to check access.
                                

                            

                        

                        
                            
                                
                                    Access this article

                                    
                                        
                                            
                                                
                                                    Log in via an institution
                                                    
                                                        
                                                    
                                                
                                            

                                        
                                    
                                    
                                        
 
 
  
   
    
     
     
      Buy article PDF USD 39.95
     

    

    Price excludes VAT (USA)

     Tax calculation will be finalised during checkout.

    Instant access to the full article PDF.

   

  

  
 

 
  
   
    Rent this article via DeepDyve
     
      
     

   

  

  
 


                                    

                                    
                                        Institutional subscriptions
                                            
                                                
                                            
                                        

                                    

                                

                            
                        

                        
                            
                        

                    

                    
                        
                    


                    
                        
                            
                                
        
            
                Similar content being viewed by others

                
                    
                        
                            
                                
                                    [image: ]

                                
                                
                                    
                                        The effects of IMF loan conditions on poverty in the developing world
                                        
                                    

                                    
                                        Article
                                        
                                         07 June 2022
                                    

                                

                                Glen Biglaiser & Ronald J. McGauvran

                            
                        

                    
                        
                            
                                
                                    [image: ]

                                
                                
                                    
                                        Corruption risk and political dynasties: exploring the links using public procurement data in the Philippines
                                        
                                    

                                    
                                        Article
                                        
                                         27 December 2023
                                    

                                

                                Daniel Bruno Davis, Ronald U. Mendoza & Jurel K. Yap

                            
                        

                    
                        
                            
                                
                                    [image: ]

                                
                                
                                    
                                        Estimating the effects of Syrian civil war
                                        
                                    

                                    
                                        Article
                                         Open access
                                         15 July 2023
                                    

                                

                                Aleksandar Kešeljević & Rok Spruk

                            
                        

                    
                

            
        
            
        
    
                            
                        
                    

                    

                    

                    References
	Financial repression is an umbrella term originally referring to policies that impede the proper functioning of capital markets, see R. McKinnon: Money and Capital in Economic Development, originally published 1973, Reprint 2010, Brookings Institution Press. Since governments typically pursue such policies to achieve fiscal goals, the term “financial repression” is typically used to refer to policies that artificially raise the attractiveness of government bonds. Modern financial repression can take the form of macro-prudential policies, in which government bonds receive preferred treatment (e.g. capital requirement regulation), bond yield caps that are guaranteed by central banks (“Whatever it takes policy?”) or captive regulation (for instance by forcing pension funds to hold a large portfolio of government bonds). The IMF has recently come out to support some forms of prudential regulation formerly known under the umbrella of financial repression.

                    Google Scholar 
                

	C. Reinhart, M. Sbrancia: The Liquidation of Government Debt, IMF Working Paper 15/7, 2015.

                    Google Scholar 
                

	C. Reinhart, V. Reinhart, K. Rogoff: Dealing with Debt, in: Journal of International Economics Vol. 96, Supplement 1, 2015, pp. S43–S55.
Article 
    
                    Google Scholar 
                

	A. Chari, P. Henry: Is the Invisible Hand Discerning or Indiscriminate? Investment and Stock Prices in the Aftermath of Capital Account Liberalizations, NBER Working Paper No. 10318, 2004.
Book 
    
                    Google Scholar 
                

	B. Becker, V. Ivashina: Financial repression in the European Sovereign Debt Crisis, in: Review of Finance, Vol. 22, No. 1, 2017, pp. 83115.

                    Google Scholar 
                

	P. Praet: Speech given by Member of the Executive Board of the ECB, at ECB and Its Watchers XVII conference organised by Center for Financial Studies, Frankfurt, 7 April 2016.

                    Google Scholar 
                

	V. Acharya, S. Steffen: The “Greatest” Carry Trade Ever? Understanding Eurozone Bank Risks, in: Journal of Financial Economics Vol. 115, No. 2, 2015, pp. 215–236.
Article 
    
                    Google Scholar 
                

	J. Buchanan, R. Wagner: Democracy in Deficit: The Legacy of Lord Keynes, Indianapolis 1977, Liberty Fund.

                    Google Scholar 
                

	G. Calvo, C. Reinhart: Fear of Floating, in: Quarterly Journal of Economics, Vol. 107, No. 2, 2002, pp. 379–408
Article 
    
                    Google Scholar 
                

	C. Reinhart: Goodbye Inflation Targeting, Hello Fear of Floating? Latin America after the Global Financial Crisis, MPRA Working Paper 51282, 2013.

                    Google Scholar 
                

	A. Hoffmann: Zero-Interest Rate Policy and Unintended Consequences in Emerging Markets, in: Vol. 37, No. 10, 2014, pp. 1367–1387.

                    Google Scholar 
                

	A. Steiner: How Central Banks Prepare for Financial Crises - An Empirical Analysis of the Effects of Crises and Globalisation on International Reserves, in: Journal of International Money and Finance, Vol. 33(C), 2013, pp. 208–234.
Article 
    
                    Google Scholar 
                

	R. McKinnon, G. Schnabl: China’s Exchange Rate and Financial Repression: The Conflicted Emergence of the Renminbi as an International Currency, in: China & World Economy, Vol. 22, No. 3, 2016, pp. 1–34.
Article 
    
                    Google Scholar 
                

	A. Hoffmann, A. Loeffler: Low Interest Rate Policy and the Use of Reserve Requirements in Emerging Markets, in: The Quarterly Review of Economics and Finance, Vol. 54, No. 3, 2014, pp. 307–314
Article 
    
                    Google Scholar 
                

	A. Jara, R. Moreno, C. Tovar: The Global Crisis and Latin America: Financial Impact and Policy Responses, in: BIS Quarterly Review, June 2009, pp. 53–68.

                    Google Scholar 
                

	C. Reinhart, M. Sbrancia, op. cit.

                    Google Scholar 
                

	M. Sbrancia, Fear of Floating, in: Quarterly Journal of Economics, Vol. 107, No. 2, 2002, pp. 379–408 Ibid.

	R. Timberlake: Monetary Policy in the United States, 1993, University of Chicago Press, p. 316.

                    Google Scholar 
                

	S. Homer, R. Sylla: A History of Interest Rates, 3rd ed., 1996, Rutgers University Press, pp. 366–368.

                    Google Scholar 
                

	C. Reinhart, M. Sbancia, op.cit.

                    Google Scholar 
                

	Britain did have foreign exchange restrictions and capital outflow controls from 1947 to 1979 (Reinhart and Sbrancia 2012, op. cit., p. 17). The US accepted these restrictions with regard to the pound when the pound came under depreciation pressure in the Sterling crisis of 1949 but was eager to remove exchange restrictions rapidly for the benefit of international trade and finance. See B. Eichengreen: Globalizing Capital: A History of the International Monetary System, 2008, Princeton University Press.
Book 
    
                    Google Scholar 
                

	J. Baskin, P. Miranti: A History of Corporate Finance, 1st ed. Cambridge (U.K.), New York 1999, Cambridge University Press, pp. 213218.

                    Google Scholar 
                

	Ibid., pp. 243–244. In the 1960s and 1970s, conglomerates emerged. Following developments in portfolio theory, they diversified their firm holdings by buying a number of different firms that could use synergies in the application of techniques for different product lines. The size of these firms allowed them to engage in regulatory arbitrage and improved negotiation power with banks (Ibid., pp. 273–275, 280).

                    Google Scholar 
                

	R. Rajan, L. Zingales: The Great Reversals: The Politics of Financial Development in the Twentieth Century, in: Journal of Financial Economics, Vol. 69, No. 1, 2003, pp. 5–50.
Article 
    
                    Google Scholar 
                

	A. Giovannini, M. de Melo: Government Revenue from Financial Repression, in: The American Economic Review, Vol. 83, No. 4, 1993, pp. 953–963.

                    Google Scholar 
                

	V. Grilli, G.-M. Milesi-Ferretti: Economic Effects and Structural Determinants of Capital Controls, in: IMF Staff Papers, Vol. 42, No. 3, 1995, pp. 517–551.
Article 
    
                    Google Scholar 
                

	R. McKinnon: Money and Capital in Economic Development, in: The Economic Journal, Vol. 84, No. 334, 1974, pp. 422–423.
Article 
    
                    Google Scholar 
                

	F. Buera, Y. Shin: Financial Frictions and the Persistence of History: A Quantitative Exploration, in: Journal of Political Economy, Vol. 121, No. 2, 2013, pp. 221–272.
Article 
    
                    Google Scholar 
                

	R. McKinnon: Spontaneous Order on the Road Back from Socialism: An Asian Perspective, in: The American Economic Review, Vol. 82, No. 2, 1992, pp. 31–36

                    Google Scholar 
                

	S. Edwards: Sequencing of Reforms, Financial Globalization, and Macroeconomic Vulnerability, in: Journal of the Japanese and International Economies, Vol. 23, No. 2, 2009, pp. 131–148.
Article 
    
                    Google Scholar 
                

	F. Buera, Y. Shin, op.cit.

                    Google Scholar 
                

	T. Sargent, N. Wallace: Some Unpleasant Monetarist Arithmetic, Federal Reserve Bank of Minneapolis, Quarterly Review, 1981.

                    Google Scholar 
                

	B. Steil, M. Hinds: Money, Markets and Sovereignty, 2009, Yale University Press.

                    Google Scholar 
                


Download references




Author information
Authors and Affiliations
	Institute for Economic Policy, University of Leipzig, Grimmaische Straße 12, 04109, Leipzig, Germany
Andreas Hoffmann


Authors	Andreas HoffmannView author publications
You can also search for this author in
                        PubMed Google Scholar





Corresponding author
Correspondence to
                Andreas Hoffmann.


Rights and permissions
Reprints and permissions


About this article
[image: Check for updates. Verify currency and authenticity via CrossMark]       



Cite this article
Hoffmann, A. Beware of Financial Repression: Lessons from History.
                    Intereconomics 54, 259–266 (2019). https://doi.org/10.1007/s10272-019-0833-0
Download citation
	Published: 08 October 2019

	Issue Date: July 2019

	DOI: https://doi.org/10.1007/s10272-019-0833-0


Share this article
Anyone you share the following link with will be able to read this content:
Get shareable linkSorry, a shareable link is not currently available for this article.


Copy to clipboard

                            Provided by the Springer Nature SharedIt content-sharing initiative
                        









                    
                

            

            
                
                    

                    
                        
                            
    

                        

                    

                    
                        
                    


                    
                        
                            
                                
                            

                            
                                
                                    
                                        Access this article


                                        
                                            
                                                
                                                    
                                                        Log in via an institution
                                                        
                                                            
                                                        
                                                    
                                                

                                            
                                        

                                        
                                            
 
 
  
   
    
     
     
      Buy article PDF USD 39.95
     

    

    Price excludes VAT (USA)

     Tax calculation will be finalised during checkout.

    Instant access to the full article PDF.

   

  

  
 

 
  
   
    Rent this article via DeepDyve
     
      
     

   

  

  
 


                                        

                                        
                                            Institutional subscriptions
                                                
                                                    
                                                
                                            

                                        

                                    

                                
                            

                            
                                
    
        Advertisement

        
        

    






                            

                            

                            

                        

                    

                
            

        

    
    
    


    
        
            Search

            
                
                    
                        Search by keyword or author
                        
                            
                            
                                
                                    
                                
                                Search
                            
                        

                    

                
            

        

    



    
        Navigation

        	
                    
                        Find a journal
                    
                
	
                    
                        Publish with us
                    
                
	
                    
                        Track your research
                    
                


    


    
	
		
			
			
	
		
			
			
				Discover content

					Journals A-Z
	Books A-Z


			

			
			
				Publish with us

					Publish your research
	Open access publishing


			

			
			
				Products and services

					Our products
	Librarians
	Societies
	Partners and advertisers


			

			
			
				Our imprints

					Springer
	Nature Portfolio
	BMC
	Palgrave Macmillan
	Apress


			

			
		

	



		
		
		
	
		
				
						
						
							Your privacy choices/Manage cookies
						
					
	
						
							Your US state privacy rights
						
						
					
	
						
							Accessibility statement
						
						
					
	
						
							Terms and conditions
						
						
					
	
						
							Privacy policy
						
						
					
	
						
							Help and support
						
						
					


		
	
	
		
			
				
					
					34.228.247.231
				

				Not affiliated

			

		
	
	
		
			[image: Springer Nature]
		
	
	© 2024 Springer Nature




	






    