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Abstract

Sustaining goverrment budget. deficits in high public debt conuries
requires irgoreasingly diverse forms of tax anesthesia whion nust be
recognized and accounted for in policy amalysis. In economies with
exchange controls, there mey be an  interest rate tax, implicit in Tow
real interest rates, credit catiings or other asministersd controls
imposed by the Treasury on the Barks. Such mplicit taxes end up being
paid by lenders or borrowers who cannot svoid them by moving abroad
{section 1}. A1l domestic banks were nationalized in Portugal in the
wake of the 1974 Revolubion, The hybrid nature of the Portuguese
cormercial banks sugoests that onhe may ¢r may not take the consolidation
of the financial public sector to include them (section 2}.

A decomposition of the debt to income ratio in Portugal from 1976
to 1887 according to both oriteria shows substantially different tax
bases ¥or domestic seigorage {(section 3}). The inciderxe of the
aresthesized tax is on private borrowers or lenders. They suffer from
spreoads well in excess of any reasonable intermediation margin.
Estimated revenue from the implicit intermediation tax is substantially
Jarger than from domestic seignorage {section 4). Tha ongoing tax
reform cannot  be seen as coaplete until implicit taxes are accountad
for.

¥ Thig paper, written during & sabbabtical leave of the second author
from Nova, stems from Joint work with Manuel Sebastian. We thank our
colleague for discussions as well as for ugseful comments on an earlier

draft. Joao Fernandes provided excellert research agsistance at the
Canter for Social Economics,
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1. An accounting Framework

Seaing controls as sources of revenue makes it sasier to understand
the difficulties of fFiscal adjustment and the dangers of financial
deregulation in high public debt countries. The literature, e.g. IMF
(1887), touches 411  too briefly on the  lirk between financial
prograpming and fiscal policy, largely because the various ways in which
the public sector deals with Financial intermediaries arée rnol adequately
acocuntad  for,  Rather than attenpting to present a conprehensive
accounting framework, we focus on the borrowing by the Treasury from the
Barks as a suggested interpretation of the large spread between the Toan
rate arndd the deposit rate. we argue that borrowing by the public sector
under oredit ceilings and exchange controls is tantamount to an implicit
form of taxation. This has not been given sufficient attention in the
ongoing efforts to bring about tax and public sector reform  in meny
countries. Wwe concentrate here on domestic debt, even though the nature
of sovereign borroeing in international capital markets suggests that a
corprehensive accounting framework ought to reflect the choice between
tomestic ard foreign-neld public debt,

In the Eurcpean Conmunity, for sxarpie, the opening up of domestic
capital markets is required by the objective of 2 single market in 1982,
Inpoging Firancial discipline in high public debt mamber countries may
be the only credible measure o end the direct financing of the Treasury
by the Banks. In at Teast some of these high public debt countries, the
surrent system is unsustainable and the alternatives involve maintaining

the closing of the cdkamestic capital market, perhaps sharing financial



repression  in a “soft currency club’, locsely tied o the Eurcpean

Moretary System, see Macedo {(1988a).

In the fully consolidated view of the public sector, shown for the
closed econcomy in Buiter (1985), the change in the moretary base would
be treated 1ike any other source of goverrment reverwe.  Instead, we
take all public debt rot voluntarily held by Banks to be Treasury
monetary base., Other assets, especially claims on foreign monetary
authorities, or foreign-held public debt may change the Banks’ profit
and Joss acoount, but they are treated here as lowering the implied

qvarrment budget deficit rather than ag financimg it.

The nature of debt acoumylation in these high public debt countries
shows that the Treasury <can adjust €0 high real interest rates by
maintaining a sizable source of revenue from the Central Bank, This is
collected not so mach i the form of Currency but  rather through bank
reserves and controls which increase the demand for public debt on the
part of the banking system. This view enphasizes that the qualitative
composition of public debt does matter., In the Italian context, this
point has often beer seen 1in terms of marriages and divorces between
Banca and Tesoro., The broad implicaticn of what ore of us called the
“gospel according to UCLB™ is for the careful study of the variety of
roles the Treasury takes with respect to Banks (1},

Like scme efforts at Nova, Beleza et al. (1884} or Barbosa et al.
(1985}, the Bocconi approach touches upon recent advances in the
strategic aralysis of government behavior and raises the issue of the
irdepandence of the Central Bank., In this sense, the accounting

Framework presented here may serve to motivate the nesd for a moretary



constitution S0 dear W the members of the public choice school, see
Brerman  arxd Buchanan (1981},  In sny event, uncovering anesthesized
taxes or disguised fiscal policy shows the political element behind
financial discipline, emphasized in the comparative analygis of Germany,
France, Italy and Great Britain in the 1920s and the United States in
the 19508 by Alesina (1388}, The 1igdea that external financial
Tiberalization may be a way of peutralizing the domestic lobbying
afforts for deficit firancing is also reminiscent of some of the

economic development 1iterature.

The order inwhich tratde and financial protechionism mugt be
removed I8 rot indifferant, The analysis of liberalization episodes in
the Southerrr Core of Latin Arerica suggests a seguencing of policies
where domestic real  liberalization should precede external  financial
Tiberalization, see Edwards (1984) and Macedo {1985). This suggests
that the removal of financial protectionism requires demestic financial
Tiberalization, namely the recognition of the implicit taxes and
adninistrative controls designed to favor borrowing by the Treasury.
The ability to bring about an irreversibla monetary reform without
external pressure may be Timited in high public debt countries.
Nevertheless, the Portuguese debt experiencs makes clsar that tre
expectation of external financial liberalization need not by itself

validate a change in the domestic financial regime.
2. The Portuguese debt axperisinde
In the aftermath of the April 25th, 1974 Revolution, all domestic

barks were nationalized and the growth of public debt began,
Expansionary demand policies from 1974 to 1977 required external



adjustment in 1878/79. After a brief attenmpt at disinflating n 1380,
inflationary policies resumed and, 1n 1881782, the economy was again
"out-of-phase” relative to parthers’ business cycle. As a result a new,
severe adjustment program was reguired arxi implemented in 1983/85.
Throughout, the demand for goverment bonds was facilited by nationalized

barks and a system of direct monetary control based on credit ceilings.

Before 1986, the banking system was the almost exclusive market for
savings, The policy of administered interest rates consistently trisd
to steer depcsit rates so as to stinmulate savings. Credit csilings have
been established on an  individual basis, atcording to the amount and
tvpe of each bank’s deposits and equity., The existence of exchange
controls and the unavailability of altermative instruments to domestic
depcsitors oreated a captive market for nationalized commercial banks.
In 1886/87, after private banks were allowed to operate a new ard (e
capital markets started to develop, the moncpoly of the public secior
began to eroge.

Demarkd for credit, however, frequently exceeds what can be afforded
by a responsible monetary policy., As a ruls, the allocation of credit
to the private sector has had to be squeezed due to the debt behavior of
the enlarged public sactor (General Goverrment and non-financial public
enterprises). As a consequence, the Cantral Bank has no alternative but
o freeze the potential excess Tiguidity which ends up in  the barking
system, In order to avoid the {rational) response on the part of
comrercial barks of tuming down regquests for deposits which cannct i
their way 1into loans, the Central Bank has rewarded potential excess
lTiquidity at reasonable interest rates. As liguidity purchases have

been ircreasing fast, the net effective interest rate on the public debt



held by the Central Bark has turmed negative. Treasury bills, the only
relevant instrument of public debt that may be seen as voluntarily held,
did rot begin until 1984, It 18 not surprising that private commercial
banks, unlike their nationalized brethren are rot very active in pubiic

debt. markets other than Treasury bills (2).

There s row  increasing awareness that the high pubbic debt
threatens the anti-inflationary program initiated in lats 1985, This
program rmanaged to cut the rate of ircrease of the DR deflator from 20%
in 1885 to 11% 4n 1987, bringing ex post real interest rates on domestic
public debt up from ~10% to +1%. Mearmhile, as shown in the Tables
below, the reported primary budget deficit including Treasury cperations
fall from the equivaient of 58 of GOP in 1981/85 to ome half of 1% in
1986/87, andd domestic seignorage fell from 8% to less than 1% of GOP
over the same period., Note ©that, in 18980, the Treasury decided to
revalue the stock of gold reserves (3). This once-and-for-all change in
the level of public debt is ancther reason why, in the average figures
reported in Tables 1 and 2 below, we leave out 1880. Indeed,
comparisons between phase averages before wandd after that date are not
strictly accurate because of the debt write-off operation. The phases
used 1in the Tables have a rough correspondence with governments:
conservative 1970/73, socialist {military then ¢ivilian) from 1974 unti
187G, reformist in 1880 and 1986/87 and a mixture betwsen 1981 and 18885,
As the reformist govarnment began in iate 1985, the 1888/87 phase could
be extended back to incluwde 1985, Since for some purposes these phase
averages arg rot sufficiently informative, we present the yearly figures
in Annex Tables. Al data is from the Bank of Portugal.

The Portuguese government has announced a program designed 1o
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create primary  syrpluses by reduwcing consuption  arxd transfers,
increasing taxes and privatizing public enterprises, including banks,
The goverrment’s program is designed to generate primary surpluses
sufficient to stabilize the debt to cutpul ratic bDefore 1882, Whether

the program can be enftorced, however, ramains to be seen (4}).

3. The accumuiation scuation

The debt accundlation squation sitates that, 1in each ericd, the
changs n the stock of total outstanding debt (D7) equals the primary

deficit {F} plus interest payments {J). The change in the ratic of debt

to raminal income Y is then:

{11 d (OF/Y) = (¢t - n) (OT/Y} + F/Y

whare ot = J/0T

and n o= dv/yY

Unfortunately, a debt accumulation equation dees not replicate the
official iget figures provided by the Bank of Portugal and the
Ministry of Finance. The public secior borrowing requirement is rmot the
exact counterpart of the xigat deficit, mainly due W Treasury
(lernding) operations. The yearly change in  the stock of outstanding
debt is not equal 1o the corresporxiing year bhorrowing reguirement
aithar, due to other off budget operations sikh as the takeover of debts
by the General Goverrment, In Tabls 1, we use [1] to equate the change
in the total public debt o income ratio net of the interest and growth
factor (INTG) to an inplied deficit as a percentage of GDP. The implied
deficit (IF) is either reported (RF) or hidden (HF).



Table 1 assumes that the Central Barnk behaves like a private agent,
so that all public debt is taken to be privately-held. Instead, in
Table 2 total public debt is deconposed intoc domestic privataily-held
public debt, dencted by D, external debt (EB) and Treasury monetary base
{MT}. The latter {s the hase of the domestic seignorage tax. The net
accumsiation of MY less intersst JMT is  the seignorage tax rais.
Similariy, the net change in the external debt can be seen as foreign
saignorage. wWe now decormpose HF  further into net foreign borrowing
(NFB}, domestic seignorage (SEIGN) and a residual (RES), so that the

impiied deficit is given by:

[2] IF = RF ~ NFB ~ SEICGN + RES

where NFB = JEB - JEB

#

andd SEIGN

H

MT - JMT = DTAX # MT

The 1two parels of Table 2 show different concepts of domestic
seigrnorage. The 'f‘imt {1=CB) assumes that the nationalized commercial
barnks aiso behave Tike private agents -~ a8 in Macedo (1888b) and Macedo
and Sebastian (19883 - whereas the second (i=NR)} dees not. We use [2]

in [1], ard interprat all magnitudes ag percentage of namiral income:

(3] dDi/fY = INTGE + IFi/Y
where IFiz RF - NFB - SEIGNT + RESi
1= 0B, NB

Overall, Tables 1 awi 2 show a sttuation which appears mors
distorted than the situation in Italy before the so-called "divoroe”

betweers Banca and Tesors in 1981 {(5). Total Treasury debt reached 70%
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of output in 1887, up from 42%  in 1880, The debt o income ratio has
been growing at 4% p.a. since 1874. An increase of aboul 7% p.a. n the
debt to income ratic during 1981/85 is recorded, despite high growth and
rnegative real interest rates. The difference between the interest rate
arvl the growth rate is about 8%, leading to an interest and growth
factor of over 4% in absolute valus from 1981 to 1887, The fall in the
debt to income ratico from 7% o 1% between the two phases thus
trangiates into a reduction in the implied deficit from 11% in 1981/85
to less than 6% in 1988/87. This declire is almest antirely accounted
for by the reportad deficit, as the hidden deficit remaing over 5% of

income throughout {Table 1, last columj.

In Table 2, we decompose this hidden deficit taking into account
extarnal borrowing arv domestic seignorsge. We robice first an
accaleration of debt accumulation in 1888/87, as more market instruments
are offered to private savers. The interest ard growth factor is
positive and rising when nationalized banks are excluded from the public
sector (top parel). It remains negligible when privately - voluntarily
~ held debt 18 taken to e Treasury bills only {(bottom panell. Tre
implied deficit thus has a pattern which is the sxact opposite of the
reported deficit: it rises from below 1% in 1981/85 o 6% in 1986/87.
This s explained in part by foreign borrowing, as the net figure
remaing at about 1%, Another factor of the resilierce of the residual.
It remaing at over 5% of GOP, thereby mors than offgetiting the decline
in domestic seignorage from 6% to less than 1%, The high share of the
residual underscores the severe lack of correspondence between the
official figure ret of interest and the components of debt accumulation.
The tax reverue from dommstic seigrorags revains the same according o
both Criteria because its broader base 8 offset by a lower rate, Thus
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if navional tzed  Danks are part of  the private sector, the tax bass is
23% throughout ard the tax rate #alls from 27% in {381/B5 to 4% in
1986/87. Conversaly, if only Treasury pills are taken to be privately
held, the rate still falis from 15% to 2% out the base actually rises

from 37% to 41%, suggesting that tax anestiwsia is far from over (6).

4. The implicit intermediation tax

The scoounting framework used so far 18 appropriate o show the
axigtence of tax anesthesias armd to assess the size of privately-heid
public dent. It goas rnot help to Find oul «ho pays the dnplicit taxes.
We now suggest some orders of magnitude under Furdher assurnptions about
the behavipr of the private sector, The tax rate deperds on the spread
betwesn the Jloan rate and the deposit rate net of an  assumed
intermediation margin, as both borrowers and  lenders auffer from
axcadsively large interest marging. The tax base deperds on the sicpes
of demand for and supply of c¢redit and gdeposits, Thess are in Lurn
related o the alternatives offered w residents, If the binding
congtraint 1s credit ceilings on private borrowers, the tax base should
be private credit., Hers we assume thiz to be the case throughout our

sample pariod, even though private depcsitors may have been occasionally
constrained {7].

To estimate Ue variableg required to compute the tax rate, we
infared an average rate on depogits from figures on  the stock of total
depceits and the interest LYl paild by Banks (deposit rate on Table 3).
We then ussed the (administared) loan rate For the 91 1o 180 day maturity
Lo obtain  twe annualized rates, one when interest is pald at maturity

(L1 Table 2) the other when it 18 patd up front (L2 in Table 3}. We



believe the latter 4 be the representative rata for  loans exterded by
commercial barks (8). Credit ceilings of coursa imply that this is a
relatively small share of the total assets of Barkg., Then, DbDased on
estimates for several countries in OECD {13887}, we assume values of 2, 3
or 4%, for the intermediation raie in Table 3, thug obrtaining estimates

of the excess margin.

Table 3 shvaws that even for the nigher intermediation rate, thwe
sstimates of tax revenue are substantially larger than the ones in
Section 3, reaching 7% of GDP i 19B1/85 when a1l interest s paid up
front. The fall in 1286/87 i stil1l substantial, but the degree of tax
anesthesia remains significant at 3% of incomw., The corresponding

Figuras for the lower intermediation rate are 9% and 4% respectively.

It c¢an certainly be sald that the financial regime in Portupal
changed a greéat deal since private comercial banks began to coperata in
1885, Nevarthéless, domestic seignorage and other irplicit taxes remain
as significant sources of government revenus. The pressure of 1582 has
ol even been sufficent o bring about & simplification of explicit
direct taxation in the 1988 Tax Act, as argued by Macsdks, Gaspar andg
Sarmentsn (1988), Important as 1t 1s, the ongoing tax reform cannot be
sean as complere until tax anesthesia is reduced to 8 level consistent

with external firancial liberalization.



NOTES

{1} The recent debt experience of Italy was amalyzed by Bruni, Penati
arvd Porta (1988) avd the same framework was appiied fto Portugal in
Macedo (1988b) and Maceoo and Sebastifio (1988) with good results.

{2) As this paper was being revised, the role of Treasury bills appeared

w be taken, in part at Jleast, by a2 new, similar ingtrument, the
TCLIPST,

{323 A similar operation was carried out in 1988.

{4} Debt figures will be corsiderably increased if we take into account
“guarartess” provided by the Gereral Goverrment to public entreprises’
loans. To the extent they will never be repaid the existence of these
Toans justify the notion of enlarged public sector at the level of non
financial mablic  enterprises, matching the notion of fFinenmcial

nationalized barking system suggested hers.

{58) Coincidertally, a Fo

3 varsion of the divorcs was anvrounced as
this paper was being written. It becmme final as the paper was being
revised.

(8) Seignorage defined as the changs in the monetary bese -~ the usual
measure - declines from arcurel 4% to 2% of GDP between 1981/85 and
1986/87. The diffarerce relative to our measure of seignorage in

18986/87 is related o the strong external position.



w {3 -

{7} Data arxi other limitations have so far not allowed the aralysis of
the irncidence of the seignorage and other anesthesized takes. In
gereral, they will be ollected not only fram borrowers or depositors,
bt also from bank shareiolders.

{8) There ware, ©of courge, other maturitias ard a varisty of other
adninistered rates, L1 18 sure to be the Towest of these, By Sectember
1388 virtually all controls on lending ratss had been abolished,
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TABLE 1
TOTAL TREASURY DEBT

change interest
Phase dablt to ard fplied reported hidden
income growth deficit

(1y = (2} + (3} = (4) + (&)
70/73 -1.0% -2, 3% 1.4% —0.6% 1.9%
14775 3.6% -2.2% &.0% 2.4% 3.7%
16/79 4.1% -5.,9% 10.0% 6.2% 4.8%
8 “‘3¢a _5“3% -1.1% “‘?v“ 3«“
81/85 6.6% wih, 3% 10.9% 5.2% 5.7%
86/87 1.2% «4.,56% 5.8% 0.5% 5.2%

SAURCE: Anmex Table 1

TABLE 2
DOMESTIC DEBT AND SEIGNCRAGE

change interast et
Phase debt 1o and impiied reported foraign demestic resichual
iome growth deficit borrowing seign.
{1y = (2) 4+ {3} = {8}y - (&8 =~ (8 + M
CENTRAL BANK
76/73 -1.5% -1.0% -0, 5% 5.2% 2.6% 7.9% 4.7%
80 3.3% Q&% E'c&x “?9“ "{}a& —6&% 5.4&
81/85 1.5% 1.0% 0.5% 8.2 #.3% 6.0% 5.7%
88/87 7.9% 2.3 5.6% 0.5% -0.7% 0. 9% 5.3%
NATIONALIZED BANKS |
76/78 0.0% 4.0% 0.0% £.2% 2.5% 7.5% 4.7%
a0 0.0% ¢, 0% 0. 0% ~-7.4% -, 8% wf) , A% §.4%
81/85 G.8% C.0x% Q. 8% §.2% 4.3% 5.6% 5.5%
868/87 5.6% -0, 4% 8.0% g.5% -0.7% 0.6% 5.3%

SOURCE: Anmnex Tables 2 and 3
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TABLE 3
ESTIMATED REVENUE FROM IMPLICIT INTERMEDIATION TAX

depssit arnwal jzed Private
rate ican rate Credit
7GR
D i1 L2
18/80 a,.8% 19. 7% 20.7% 60, 5%
B1/85 15.9% 28.1% 30.%% 6%, 5%
BB/B7 11.9% 20. 8% 22.0% 48.2%
interme— tax Revenue,/GDP
diation L-1-D
rate
I 1 . 1 2
78/80 2% 7.8% 8,8% 4.7% §.3%
81/85 2% 10.2% 12.4% T.1% 4.6%
86/87 % §.9% B.1% 3.3 3.9%
78/80 2% §.8x T.6% 4.1% 4. 1%
81/85 o 3 9. 2% 11.4% 6, 4% 7.9%
88/87 K 4 5,9% 7.1% 2.9% 3.4%
T8/80 4% 5.8% §.8% 3.8% 4.1%
81/85 4% 8.2% 10. 4% £E. 1% 7.2%
88787 4% 4,9% 6.1% 2.4% 2.8%

SOURCE: Armex Tables 4 and §
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ANNEX TABLE ¢

DECOMPOSITION OF THE CHANGE IN THE TOTAL DEBT TO INCOME RATIO

IF/Y RF/Y /Y

INTG

rat-gy/Y  OT/Y
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(2) Interest as a proportion of two year moving average of debt
(7} Deficit as proportion of two year moving average of nominal income

(4) Two year moving average of debt and nominal income
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ANRNER 1ASLE 2

DECEMPOSITION OF THE CHAHGE IH THE DOMESYIL DEST YO INCOME RRTIC SXCLUDING CENTRAL BANX DEBY (LB}

-

VEARS  anyyY rd

{1} {2}

- ».

I8 ik, 8% 2.8%

3 20 . 1% G, 3%
b3 3] o.8% 17.9%
1978 -}, 4% 20, 2%
{980 &, 4% 23
1984 3.8% -2 IS
1982 -3. 3% 8. 5X
1583 -1, 4% 9K
1984 ~2. 3% 3r.2%
198% 1,05 3%, 1%
1984 T.3% 3D, 8x
1987 B, %5 2%. 1%

prae

—— -

rodidy 2y D2y IHG 1FsY

{33 4} {31 %3
-18. 4% 12.2% -2.2% t.5%
~17.7% 3.5x -t.7% -2.3%
%, % B.0X -G, 4% 1, 0%
£.2% 7.4% 0.32 -1. 3%
-3 } 4 16.3% 8. 2% #.8%
1.1% 15.5% 1.1% 2.%%
-3.8% 15. 2% -0 7% -2.8%
8.0% 12.9% 0. 6% ~2.2%
15, 8% 11, 0% 1.BX ~4. 1%
12.0% 14.1% 1.9% 3.0%
8.7% 2%5.0% z.zx 8.1%
71X 32.9% 2.3x% 6. 1%

Ko bl ki b b b b o AWV e B

REJY HERZY YNy rme HTAX HT/ Y SEIBN/Y  RESFY

{7} {33 {93 {16} {13 (123 {13} {143
5. % $.8% L 8. 8% 44.2% 11.5% 7.8% . 8%
3.8% %, 4% B2.8% 1.0% 47.8% 18.2% $0.5x% 5 8%
7.8% 4.8% 23.3% .0n 18, 8% 21.0% 3,ax 2.6%
4.1 2.3% A4, 9% 3.4 1,5 24, 1% 0o 5.3%
-1.4% -85 33,03 $.9% 342 20.2% -4, B% 5. 4%
5. 4% Z.8% 43. 1% 3.1 39, 4% 7. 1% 7.0% 5. 8%
4. 4x . 1% 32,04 7.8% FIY ;o 2, 8% 5.1 12 &
4,0% 4.1% 25.4% p.Ix 19.5% 22.8% &, 85X -3 3 4
B.4% 5.7% LW 1.7% 21.0% 20.0% G.0% .
a.%% 0.2% 2.8 2.2% 19. 1% 27.4% 5.3% i9.9%
O, -1.4% 8,00 -1, 0K T.0% %1% 1.8x 5.1%
0.7% «0, 1% «1., 8% 2. 8% 0.8% 21.2% 2. 1% 5.8

b

NOTES: {119} = [8) = (1)
(13} = (11} » (12)
(14) = (B) ~ {7} +

(8) + (13}
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AHNMEX TABLE 3

DECOMPOBTTION OF THE CHANGE IH DUMEATIC DEBY 10 INCOME RATIHG EXCLUDING CEHTRAL AND HATIONALIZED BRNX DEBT 183

e - - —_————————

YEAMS oY rd rd-gy sy Dry INTG IFY REFY RFB/Y  oMT/NT et 4IRX WYY SEYGH/Y  REYSy
{13 23 {33 {43 {83 {8} {73 {8} {53 {ig) {11} £123 (¥4} {14}

1978 o, on 51X 1.8% £2.8% 4. 7% 37.9% e 9 3 3 -3 3 4 5.85%
1977 0.0% 3.4x 1.1% 38. 1% $.8% #5.3% 2. 7% 8.1 %.9%
1978 0.0% 7.3% $.3% 25.2% $.7% 15.5% 29. 4% £.3% z.0%
19T 0.0% . 30 3 4 2.3% 34.7% 3.0X 25.71% 3.5 2. 1% .45
1960 o.0% -7.4% -0 8% 7.4% 3 1 -f.1% 30.1% -5, 4% #, 4%
1981 8.0% 5. £ z.8% 41.7% 194X 28_4% 332 - 3 4 4, 8%
1RRR D.0% 8.4 5. 1% 19.1% 12.2% 8.9% as. ix 2.5% 1.2%
1983 o.0% +.0% 8.1 22.5% 15.9% a.5% 35.1% 2.9 $.4x
1100 8.0% 5, 4% 57X 25.8% 15, 1% 10.7x 37.0x 4.0% 2.2x
1384 4, 2% 21.0x -, O I ;4 2.0% 4.3% 3.5x 8.2% 37.9% 14,05 23.8% 44, 9% 3.9% 10, 6%
o088 T 1% 15.0% ~7,2% 2.2% -8, 86X 7.7% 0. 4% -t 4% 13. 1% 14.8% %, 7% #2808 -~ TE a2%
1987 4.1% 14.0% -2, 0% 13.%x -0, 3% 4.4% 0.7% -g. 12 $7.4% 12, 0% 4.8% £0.9% .0 5. 5%

NOTES: A% IN ANNEX TABLE 2



ANNEX TABLE 4

DEPOBIT AND LOAN RATES AND TAX BASE

depesit loan annualized private
rate rate loan rate credit/
AND GOP
D L LY L2
1978 8.4% 17.6% 18.7% 19.7% 53,4%

1979 10.4% 18.8% 20.1% 21.2% 58.3%
1980 10.7% 18.8% 20.1% 21.2% 82.9%
1981 11.9% 20.0% 21.6% 22.8% 68.7%
1982 13.4% 22.9% 24.9% 26.6% 80.8%
1883 16.4% 27.6% 30.6% 33.1% 65.1%
1384 19.6% 29.0% 32.8% 35.8% 84.1%
1885 18.8% 27.6% 30.6% 33.1% 58.5%
1988 13.7% 15.9% 21.4% 22 .8% 51.6%
1887 10.1% 18.9% 20.2% 21.3% 44.8%

NOTES: D - Implied intesrest rate on total deposits
L - Rate on 91 - 180 day oans correctad for

days effective

{ 1+ R385 791

{1+[L7(1-L)11%%(365/91)

1eLd
T2

i #



AMNNEX TABLE 5

oe

IMPLICIT INTERMEDIATION TAX REVENUE

intarmediation rate 3% intermediation rate 4%

intermediation rate 2%

Reverte/&0P

Reverue/&P

TAX
L I-0

Reverue/GEY

TAX

L-I-D

L~T-D

BERXZBNEEN

4444388623

EITRREZREE

uuuuuuuuuu

MMMV WLUWD N

BESBERBELEA

?365923047‘

e g

EZBBRRERY

555&?0&?38

REXINRBELER

4445989633

SEEZEBRERY

4444???523

EEREREERES

sssss

3???&34153

W g e g

EEFTEEEE

------

?66882184?

CABZLEEREL

aaaaa

5555@90«?3&.

EEXGRERERR

54458??523

BERELEEREY
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