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Abstract

Institutionalist approaches to explain monetary and financial gover-
nance are largely separated and do not account for their close interde-
pendence. Whereas contributions find diverging approaches to financial
regulations across countries, the literature on monetary policy implicitly
assumes a trend to convergence.This is surprising, given that the financial
crisis 2007/08 and its aftermath illustrated both analytical shortcomings
of this separation as well as deficiencies of Western governance approaches
that were based on it. This is different for the non-Western world. Cases
like Chile or South Korea exemplify how their combination of pragmatic
financial regulation and monetary policy helped to shield them from the
recent crisis, while others like Argentina or Japan are considered to be in
recurrent crises for decades. What explains this variety?

Combining historic institutionalism and sociology of knowledge, this
contribution argues that a global convergence of monetary and financial
governance is unlikely. In a comparative study, based on document anal-
ysis and 52 semi- structured interviews with former high-ranking poli-
cymakers and experts from North America, South America, Europe and
Asia, it is argued that differences in socio-historical conditions explain di-
vergence both in monetary and financial governance, and policy outcomes.

Argentina, Chile, South Korea and Japan are insightful cases for they
all relied on a developmentalist approach in monetary and financial gover-
nance that was implemented until the 1970s in the former two, and until
the 1990s in the latter two. Subsequently, they followed a transformative
part that was considered to indicate a convergence towards the Western
ideal of a free market economy. Nevertheless, significant differences in
monetary and financial governance emerged that took different trajecto-
ries.

Where are the limits of convergence towards neoliberalism as promoted by
advanced economies in the Western world after the fall of Bretton Woods system
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in the 1970s? Recent contributions (Nölke et al., 2014) show that there is
a variety across countries regarding the governance of economic systems that
undercuts arguments emphasizing convergence toward market-based, neoliberal
governance. This paper adds to this argument by analyzing the governance of
a centerpiece of neoliberal governance, the delegation of credit allocation from
state to private actors.

From the perspective of the convergence-view, it should be expected to find
an adaption of monetary and financial governance that reflects a minimal in-
tervention from central banks in the allocation of credit. The ’Great Modera-
tion” era from the 1980s to 2007 mirrors this ideal type, as financial regulation
largely abstained from impinging on investment decisions by financial interme-
diaries (banks and shadow banks), while central banks waived interventions by
delimiting policy tools to very short-term instruments (such as the overnight
interbank lending market) and focusing on achieving price stability.

At first glance, developments in non-Western countries indicate a conver-
gence to this kind of neoliberal model, mirrored above all in the global spread
of independent central banks with the core mandate of price stability but also
in internal and external financial deregulation (e.g. Polillo and Guillen (2005)).
However, the recent financial crisis 2007 hit Western economies hard and put
an end to the ideal world of the ’Great Moderation’. A central lesson from this
crisis was that overestimations of private actors’ capacities to allocate credit
efficiently combined with central banks focussing on price stability can lead to
buildup of financial risks, thereby increasing the likelihood of economic crises.

On the one hand, this led to the adoption of new financial regulations to
prevent systemic risks to arise by imposing some new guidelines to the allocation
of credit, e.g. Basel III’s capital and liquidity requirements. On the other,
Western central banks had rediscovered the task to safeguard the stability of
the financial system beyond merely achieving price stability, e.g. by extending
short-term liquidity to shadow banks or constituting new swap lines to foreign
central banks. Moreover, instruments like asset purchase programs (quantitative
easing) indicate a new impact of central banks in the allocation of credit by
affecting the prices of financial assets like mortgage-backed securities to achieve
price stability. These newly deployed instruments blur the boundary between
monetary policy and financial policy (as the stability of financial asset prices
hinges on these instruments) and mirror a renewed trend to regulate credit
allocation. These changes in the conduct of monetary and financial policy reflect
a stronger control of Western central banks in the control of credit allocation.

While these developments are novel in Western economies, other countries
dealt with similar problems in monetary and financial policymaking before.
Comparing monetary and financial governance, and their impact on credit allo-
cation, indicates how other states adopted different approaches than the Western
ideal type of neoliberalism to promote economic development. This compari-
son further allows to shed light on approaches to monetary and financial policy
that work better in light of volatile global financial and monetary system. A
mix of financial-stability focussed monetary policy and macro-prudential regu-
lation with a focus on foreign debt seem to promote economic development and
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stability.
Japan is a case where price stability objectives were not achieved since the

early 1990s, when its bubble economy ended with a massive amount of bad
debt on balance sheets of financial actors. Unconventional monetary policies
that affect credit allocation were introduced already in 1997. Also Western
central banks increasingly deployed such policies to deal with similar rates of
low inflation, entailing the purchase of assets like mortgage-backed securities
but also of government bonds. Japan serves to illustrate how these policies do
not help to achieve price stability and instead result in side effects like increase
in wealth inequality.

Both Chile and South Korea experienced severe financial crises (former in
1982, latter in 1997) that subsequently led to the reform of monetary and fi-
nancial policy to improve the control over domestic and international financial
flows for the promotion of economic growth. The emphasis on financial stabil-
ity in monetary and financial policy helped to protect these countries against
destabilizing developments on global financial markets. This macro-financial
perspective, entailing the understanding that the stability of the economic and
financial system are interdependent and require coordination between monetary
and financial policy, is increasingly discussed in Western countries after 2007.1

The cases show that monetary and financial policy dissociated itself from
the ideal of market-led credit allocation already before 2007, such as via the
prolonged deployment of balance sheet operations to achieve price stability ob-
jectives or the adoption of macro-prudential regulation to protect against volatile
financial flows. To analyze the variety in monetary and financial policy and its
impact on credit allocation, this paper is conducting a comparative analysis of
Chile, Argentina, South Korea and Japan, all of which were transforming from
state-based to (more) market-based economies in the second half of the 20th

century. Particular emphasis is put on how different constellations of relations
between politicians and central bankers that intermediate economic knowledge
affect monetary and financial policymaking and therefore help to explain the
observed variety across cases. The findings suggests that a convergence of mon-
etary and financial policymaking is unlikely to happen. Furthermore, they sug-
gest that the ideal of low degree of public intervention into credit allocation can
only be achieved when a stringent regulation of internal and external financial
flows is in place and central banks put their focus not only on price stability
but also on financial stability.

To make these changes empirically traceable, the evolving size and composi-
tion of central banks’ balance sheets of the four cases will be used as indicator.
Both size and composition indicate degree and type of direct intervention a cen-
tral bank has on credit allocation, and give evidence on the implicit objectives
in the conduct of monetary and financial policy. Semi-structured interviews
with high-ranking officials and speeches by central bank presidents are used to
identify the knowledge informing policy decisionmaking.

In the subsequent section, explanations offered by the literature will be re-

1E.g. financial stability discussion, systemic regulation, debate on inflation target
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visited, followed by the case comparison, a discussion of the main findings and
a brief conclusion.

Literature

Existing literature on monetary policy emphasizes convergence to the model of
independent central banks aiming to achieve price stability via minimal inter-
ventions in credit allocation that is steered by private actors (e.g. Polillo and
Guillen (2005). This approach to regulating credit allocation was identified as
best solution given the superiority of decentralized knowledge of private actors,
and the changing context of financial innovations and global integration of fi-
nancial system (Bernanke and Gertler, 2000). Since politicians would abuse
control over monetary policy which in turn would lead to an explosion of in-
flation, central banks are to be independent from the influence of day-to-day
politics. Therefore economic experts are to conduct monetary policy in the cen-
tral bank (Cukierman, 2003). Over the last four decades, a transnational policy
community of central bankers emerged that regularly meets at the IMF, BIS
etc., supporting each other and further stabilizing this convergence (Marcussen,
2006; Johnson, 2016; Adler and Haas, 1992).

According to this literature, the main question is which factors are causing
delays in the convergence process (e.g. Cukierman (1994); Berger et al. (2001)).
However, what then explains the existing variety in monetary and financial
governance that can be observed across the world? Structuralist literature that
reaches back to Raul Prebisch’s time at CEPAL in the 1950s and 60s (see
Prebisch (1962); O’Connell (2001)) and recent contributions on the hierarchy of
money (e.g. de Paula et al. (2017)) offer insights why countries in the periphery
(emerging markets, developing countries) have to adjust governance of monetary
policy to protect against destabilizing behavior of global investors. This can
occur, for example, when peripheral countries introduce policy measures that
are perceived by the investors to decrease the future value of their investment.
Closely linked to this strand are the academic debates about the monetary
policy dilemma/trilemma and the impact of international financial flows on
monetary policy which show how the deregulation of the global financial system
undermined the central bank’s capacity to steer the monetary and financial
system (Rey, 2015; Coemert, 2013).

Furthermore, contributions show how private actors can deploy the infras-
tructural power they acquired from having a central position in the public-
private governance regime to their own advantage, e.g. by preventing central
banks on introducing tighter regulations (Braun, 2018). This increasingly led to
a situation in which private actors, serving as infrastructure of monetary policy
can use their power position to their own advantage. Quantitative Easing, for
example, is a case in point: While private actors could profit from the bloat-
ing of asset price values and buybacks of shares, real investments and therefore
higher growth and inflation rates were missing (see Koo (2013)).

Although structuralist literature shows well how the international monetary
and financial system works in favor of advanced economies and how it disadvan-
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tages less developed countries, it cannot explain why less developed countries
like Chile and other advanced economies like South Korea could adopt monetary
and financial governance while others like Argentina and Japan could not.

Comparison

Figure 1: Central bank assets to GDP (in %), 1968-2017 (source: Global Finan-
cial Development Database)

Figure 1 shows the development of the balance sheet size of the Bank of
Japan (BoJ), the Bank of Korea (BoK), the Central Bank of Chile (CBC) and
the Central Bank of the Argentinian Republic (BCRA) in relation to gross
domestic product of respective country. Expansions of the balance sheets can
occur in times of economic and financial crises, since the central bank may decide
to stabilize the financial system by injecting liquidity into troubled markets. But
they can also indicate longer term aspects, for example when the stability of
the financial system requires constant support by the central bank, when the
central bank engages in purchases of financial assets to achieve price stability
or when it buys government debt to finance the government.

The transformation from state to market-based economic structures suggests
that their balance sheets will converge to a very small ratio as this indicates a
low degree of intervention in credit allocation. For the United States, as the
ideal type of Western neoliberalism, this ratio was smaller than 5% for most
of the ’Great Moderation’ era (1980s-2007). As indicated above, this changed
rapidly when the Federal Reserve deployed different liquidity and asset purchase
programs to deal with the consequences of the financial crisis on financial stabil-
ity and economic output. The ration jumped from 5.5% in 2006 to 22% in 2017.
This mirrors a departure from the ideal of low interventions in credit allocation.

In Japan, incremental change from state-led to market led monetary and
financial governance was propelled by a financial crisis triggered by inefficient
credit allocation skewed towards the housing market in the late 1980s/ early
1990s. Since the end of the bubble economy 1992, Japan faces problems with
the achievement of price stability. As a reaction, the BoJ’s balance sheet began
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to steadily increase. But it was massive asset purchases that were initiated
with the begin of Haruhiko Kuroda’s tenure as the BoJ’s governor in 2013 that
resulted in a balance sheet as big as Japan’s GDP as of 2018. Nevertheless,
even these policy measures could not change the problem of low inflation and
growth rates. Instead, they had side effects such as a strong impact on credit
allocation as well as distribution of wealth.

The development in Chile is diametrical. The effects of the severe debt crisis
in 1982, which can be well seen in the respective spikes of the ratio, were ampli-
fied due to the adoption of orthodox neoliberal monetary and financial policies
in the course of the 1970s. What followed was a successful transformation to
pragmatic monetary and financial policies based on knowledge that emphasized
the need to regulate the impact of domestic and international financial flows
on the allocation of credit. It supported economic growth as well as prevented
financial crisis and direct wealth redistributions. The ratio continuously shrank
and was less than 1% (excluding international reserves) since 2014. This gives
evidence that its governance regime is successful in reaching objectives of sta-
bilizing inflation rates, fostering growth and preventing financial crises from
occurring. The lack of direct interventions of the CBC in financial markets in-
dicates that this governance regime converges to the ideal of a low degree of
interventions in private credit allocation.

South Korea followed a similar trajectory to Chile, with a short-term spike
in the aftermath of the crisis 1997, and a subsequent convergence to a ratio
below 1%. (...)

Argentina serves as a useful case to contrast the other transformations to-
wards more market-based economic structures, and especially the role of mone-
tary and financial policy remains until today a politically contested issue. Recur-
rent financial and economic crises in the post-World War II period as well as dis-
agreement among politicians and economic experts alike led to a constant change
of policymaking. Figure 1 illustrates this by a continuous change of the cen-
tral bank assets to GDP ratio, with market-friendly governments (e.g. Menem,
Macri) interchanging with protectionist ones (Nestor and Cristina Kirchner).

While Figure 1 indicates that some countries seem to follow a path of con-
verge to the ideal of reducing interventions in private credit allocation, the case
of the rapid growth of balance sheets of central banks in advanced economies is
counterintuitive. A closer look at the composition of respective balance sheets
and the coordination of monetary with financial policy offers more insight on
the observed variety in the transformation of state-led governance.

Japan

Context
In the period between the end of World War II and the 1980s, the governance

of monetary policy in Japan remained under public control. The Bank of Japan
(BoJ) directly allocated credit to politically preselected industries and the fi-
nancial system was strongly regulated. It was only in the 1980s that financial
markets and thereby credit allocation were gradually liberalized.
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Close ties between politics, business and finance were initially pivotal in the
rapid growth of the Japanese economy. But they were more and more perceived
to be odds with requirements to promote further economic development once
the status of advanced economy was reached (Demirgüç-Kunt and Levine, 2001).
The terminology ’crony capitalism’ was used to describe the negative impact of
these ties on economic development and to increase pressure for the conduct
of market-friendly reforms. Against this backdrop, the BoJ increasingly pushed
for its own independence in the 1980/90s and for the promulgation of a mandate
that allows it to focus on price stability as the main objective (Werner, 2015).
This coincided with gradual deregulations of the financial system in the 1980s
and 1990s which resulted in increasing control by private actors over credit
allocation, signaling the transformation from state to market based monetary
and financial governance.

Nevertheless, the suggested benefits of this transformation did not materi-
alize. Instead, the Japanese bubble economy of the late 1980s/early 1990s, and
the beginning of a prolonged economic crisis that entailed deflation, low growth
rates and unsustainable debt on banks’ balance sheets had not been overcome by
Japanese policymakers. Changes to fiscal and monetary policy were not able to
lift Japan out of the prolonged crisis, thereby putting into doubt the thesis that
’crony capitalism’ was responsible for the stagnating economic development.
Instead of adopting a pragmatic perspective on the range of structural reasons
that offer explanations for economic stagnation, policymaking of the BoJ in-
creasingly used balance sheet operations to tackle this problem, beginning with
the first quantitative easing program in 1997.

A swift monetarist turn was conducted when Shinzo Abe was elected in
December 2012 based on his premise to ease monetary policy, use fiscal policy
more actively and to conduct neoliberal reforms to lift Japan out of economic
stagnation. Closer coordination of monetary policy and fiscal policy was used
to achieve higher growth and inflation rates. Abe nominated Haruhiko Kuroda
as the new governor of the Bank of Japan, who immediately began massive
purchases of financial assets. First Quantitative and Qualitative Easing (QQE)
was introduced in April 2013, entailing increased purchases of Japanese govern-
ment bonds (JGBs), exchange traded funds (ETFs) and Japanese real estate
investment trusts (J-REITS), which was continuously expanded. Since it did
not achieve its objective, negative interest rates were added in January 2016
and yield curve control in September 2016. However, the inflation target of 2%
was only achieved for a brief period in 2014.

This orthodox monetarist approach to monetary policy was not successful,
putting into doubt whether the BoJ has the power to achieve its mandate. The
transmission of its policies and the increase in demand rested on well-meaning
assumptions on the behavior of private actors.2 This monetarist strategy con-

2E.g. Governor Kuroda: ”The decline in real interest rates will stimulate private demand,
which will lead to an upturn in the economy, improving the output gap. Then, the improve-
ment in the output gap, together with a rise in inflation expectations, will increase inflation
rates [...] Moreover, due to the decline in JGB yields, coupled with the Bank’s purchases of
exchange-traded funds (ETFs) and Japan real estate investment trusts (J-REITs), investors
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tained orthodox beliefs that private actors would smoothly transmit the new
policies by expanding the credit supply to companies and households. These,
in turn, were to increase their demand, thereby pushing the price level upward.
However, while inflation rates returned to the old level, and BoJ representatives
continued to emphasize their objective to reach the inflation target of 2 percent,
the size and composition of the BoJ’s balance sheet changed significantly. And
this change came with strong effects for wealth distribution, particularly for the
JGB, ETF and J-REIT markets.

On the one hand, the BoJ assumes that private actors will adjust their
behavior to lift the inflation rate by increasing demand,3 ignoring that they
could also use their funds to invest in financial markets instead. Even if banks
and shadow banks were willing to pass credit to households and companies,
there are a range of explanations that emphasize how structural conditions in
Japan are preventing the monetarist approach from working, entailing the role
of demographics, technology or labor markets (e.g. Anderson et al. (2014)).

Japan is hence a useful case to study both limits of the power of central
banks to achieve objectives in market-led monetary and financial governance
regimes and negative side effects stemming from intensified efforts to achieve
it nonetheless. What the expansion of the central bank balance sheet did was
to significantly increase asset prices, therefore disproportionally putting those
better off, who own financial assets. This distributive effects occur without
improvements in the achievement of the policy objective. A closer look at the
composition of the BoJ’s balance sheet gives more evidence of these side effects.

Balance sheet:
Figure 2 illustrates the change that occurred with Abe and Kuroda’s tenure.

Total assets held by the BoJ jumped from 111 trillion Yen (0.94 trillion Euro)
in 2009 to 576 trillion Yen (4.83 trillion Euro). The amount of Japanese govern-
ment bonds held by the BoJ jumped sixfold from 70 trillion Yen (0.59 trillion
Euro) in 2009 to 485 trillion Yen (4.06 trillion Euro) as of 2019, which means
that the BoJ holds almost 50% of the total Japanese government bond market
as of August 2019.

The increase in the purchases of government bonds have multiple implica-
tions. To draw a boundary to direct state financing, government bonds are not
directly bought from the Ministry of Finance but on secondary markets. Nev-
ertheless, the sheer quantity is effecting the yields of the bonds and thereby the
possibility of the government to finance itself. Furthermore, actors on primary
markets and holders of government bonds are profiting from price increases that
come along the rise in demand.

More problematic in terms of side effects are the purchases of non-government

will increase their risk-taking, thereby exerting positive effects on prices of risk assets, and an
increase in lending is also expected” (Kuroda, c)

3E.g. Governor Kuroda: ”[b]oth investors and financial institutions investing in JGBs are
expected to shift from JGBs to such risk assets as stocks and foreign-denominated bonds
and/or to increase lending within their portfolios. In economic textbooks, this is referred to
as a portfolio rebalancing effect” (Kuroda, b)
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Figure 2: BoJ balance sheet composition, 2009-2019

financial assets, particularly ETFs and J-REITs. While the central bank re-
mains largely mute on these purchases beyond the ’commitment to achieve the
inflation target’, the distributive effects are evident. Holders of these assets are
profiting from the purchases as prices are increasing due to increased demand.
As Governor Kuroda puts it: ”These measures will influence mainly real in-
terest rates and asset prices and induce an increase in private demand and an
improvement in the output gap” (Kuroda, a).

While asset prices increase and therefore benefit the owners of these financial
assets, the effect on private demand and the output gap is missing. The desired
effect on the inflation rate was not achieved but the assets held by them gained
values, effectively making them wealthier.

Chile

context
As indicated above, the change of monetary and financial policy occurred

in the context of transforming state- to market-based economic structures. For
Chile, this process gained speed in the 1970s. Under Allende’s presidency (1970-
3), developmentalism that shaped the economic system since the end of World
War II was to be replaced with socialism. However, economic and financial crises
destabilized the country, leading to a violent military coup in 1973. Augusto
Pinochet, who was heading the ensuing brutal dictatorship until the peace-
ful transition to democracy in 1990, introduced a neoliberal economic regime,
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strictly limiting the power of the central bank in determining credit allocation
and liberalizing the financial system in the late 1970s.

This type of orthodox market-led governance, particularly the weak regula-
tion of private actors in allocating credit to the real and financial sector, resulted
in a massive foreign debt crisis in 1982. This crisis induced a swift move away
from radical neoliberal approaches of the ’Chicago Boys’ around Milton Fried-
man and Friedrich von Hayek towards a rigid regulation of the monetary and fi-
nancial system, particularly of international financial flows (Nagel forthcoming),
including macro-prudential tools like loan-to-value ratio requirements that were
introduced in 1985. Furthermore, the Central Bank of Chile’s (CBC) mandate
adopted a new mandate in 1989, which explicitly mentions financial stability
as a main objective of monetary policy. Based on the crisis experience and the
constant threat of international financial flows, it is within the understanding
of monetary policy that private actors can act irrationally which may lead to
massive crisis due to flawed credit allocation. Hence, financial regulations were
introduced that limit the investment possibilities of private actors.

This integrated approach to monetary and financial policymaking became
consensual among politicians and central bankers and was not even altered
during or after the transition to democracy (Boylan, 2001). Only incremental
adjustments to the regime were undertaken (Nagel forthcoming). By shaping
the composition and length of financial flows, monetary policy was able to re-
main efficient, as the impact of global financial markets on domestic interest
rates continued to be subdued. Given the stable inflation and growth rates as
well as a lack of any financial crises since then, it can be argued that this prag-
matic approach to monetary and financial policymaking contributed positively
to the development of Chile without almost any direct intervention in the credit
allocation.

balance sheet
The size and composition of the balance sheet (Figure 3) reflect this relative

successful approach to monetary and financial governance.
Figure 1 already indicated that the CBC’s balance sheet to GDP ratio de-

creased steadily since the mid-1980s, thereby avoiding the negative side effects
as in Japan. It is remarkable that, simultaneous to this decrease, the amount of
international net reserves increased steadily and reached almost 100% of total
assets on the balance sheet, which amounts to 28.5 trillion Chilean Peso (0.03
trillion Euro) in 2018. Particularly in the 1990s and in the direct aftermath of
the financial crisis 2007, the CBC increasingly acquired international reserves.
Already in the late 1990s foreign exchange reserves made up about half of the
total assets held by the CBC but by 2014 they were almost reaching 100% of
the CBC’s total assets.

The acquisition of foreign reserves follow a double rationale. On the one hand
they allow for sustaining a lower exchange rate, thereby improving the competi-
tiveness of Chilean products. More importantly it serves as a protection against
volatilities on international financial markets. It is a further indicator for the
pragmatic approach of policymakers that even tough the CBC officially adopted
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Figure 3: CBC balance sheet composition, 1998-2018

a floating exchange rate in 1999 and its representatives since then emphasize
this publicly (e.g. De Gregorio (2010)), effectively these reserves are de facto
self-insurance against financial volatilities and promote domestic growth. Con-
ducting this dual strategy, the CBC can publicly express their commitment to
minimal intervention in credit allocation while effectively conducting exchange
rate interventions that accounts for the risks posed by international capital flows.

As result, regulation of the credit allocation by private actors safeguarded
financial stability and allowed monetary policy to reduce interventions in the
financial system. Unintended effects of this governance regime pertain to the
acquisition of foreign reserves, possibly entailing lower returns at risk of unfa-
vorable exchange rate movements. Hence the purchase of other assets could be
more profitable.

South Korea (veery basic!)

context
The 1997 crisis resulted in some reforms that imply a convergence to more

market-based monetary and financial governance, including the adoption of cen-
tral bank independence, inflation targeting and flexible exchange rate regime
(see Lee (2019)). On the other hand, tighter financial regulations, both micro-
and macro-prudential, were implemented, such as the debt-to-income or loan-
to-value ratio requirements. After the 2007 crisis, further macro-prudential
instruments were adopted. Moreover, the government implemented regulations
to channel financial flows to selected companies (Lee, 2019). In a revision of
its mandate, the Bank of Korea further adopted financial stability next to the
achievement of price stability in its mandate.

South Korea, adopting a macro-financial perspective and integrating mon-
etary and financial stability, followed the successful path of Chile. Also the
simultaneous pledge of not intervening in the exchange rate while constantly
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etary and financial stability, followed the successful path of Chile. Also the
simultaneous pledge of not intervening in the exchange rate while constantly
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intervening to increase the foreign exchange reserves indicate a pragmatic ap-
proach to monetary and financial governance.

South Korea was able to use extra leverage from the convolution of democ-
racy and marketization to push for central bank independence, leading to a
somewhat strained relation between politicians and central bankers of the BoK
(Interview ). The crisis experience led to the emergence of new, macro-financial
knowledge that informed financial regulatory approach that was adopted, in-
cluding the regulation of international capital flows, reducing the exposure of
the domestic monetary and financial system from international pressures. The
buildup of foreign exchange reserves give further evidence.

balance sheet:
South Korea follows a similar path like Chile, even though it did not need

to intervene as much as the CBC during the crisis, so that the balance sheet
only experienced a moderate increase in 1997/98. Before the financial crisis
1997, foreign securities on the balance sheet of the BoK accounted for 25% to
50%. After the crisis, the balance sheet doubled its size, and foreign assets
accounted first for more than 50% and since April 2004 for more than 75% and
after the financial crisis 2007 even more than 90%, while the assets-to-GDP
ratio remained close to 0.

Argentina (also preliminary)

context
A range of financial crises shook the Argentinian economic development since

the 1970s, including the 1975 Rodrigazo crisis, the 1981 failure of Tablita plan,
the 1982 exchange rate crisis, the 1989 hyperinflation/failure of Austral plan,
the 1995 Tequila crisis and the 2001â/2002 failure of the 1:1 peg of the peso
to the US dollar and the subsequent default on sovereign debt (Frenkel 2002;
Damill et al. 2016). Crises responses share the common characteristics that
they are part of different attempts to identify a monetary and financial gover-
nance regime that protects against destabilizing impact from the international
monetary and financial system. A range of changes to monetary and financial
policies were implemented. Policymakers recurred repeatedly to orthodox ad-
hoc solutions to adjust the governance regime, creating thereby the foundation
for the subsequent crisis.

Only in the period between 2003 and 2007, a time of monetary and finan-
cial stability is identified that coincides with the pragmatic governance regime
implemented under Néstor Kirchner’s government. N. Kirchner aimed at find-
ing a compromise between those favoring more state interventions on the one
hand and those favoring market solutions on the other. Cristina Kirchner, the
subsequent president, discontinued this compromise approach and conducted
an orthodox turn towards nationalist-developmentalism, including an increas-
ing instrumentalization of the Central Bank of the Argentine Republic (BCRA)
for political objectives that led to conflicts with global investors and stricter reg-
ulation of financial flows. Also the new central bank mandate was adopted, now

12



entailing the objective of promoting ”within the framework of its powers and
the policies set by the National Government monetary and financial stability,
employment, and economic development with social equality.” This reflects the
increased politicization of monetary policy under C. Kirchner’s government. A
renewed turn to orthodox neoliberalism in 2015 by the incoming Macri govern-
ment has promoted the renewed buildup of foreign debt, dismantling financial
regulation and liberalizing the exchange rate.

balance sheet:
Among the four cases, the BCRA’s balance sheet gives clear evidence on the

close relation between the central bank and the government. Particularly the
use of non-transferable bills from the Argentine parliament increased strongly
after the appointment by C. Kirchner of Marco del Pont, a political ally of
her to use foreign reserves to reduce debt to private actors that were still left
unpaid from the 2001 crisis. As soon as Macri took over, foreign reserves were
again accumulated instead of being used for directly political objectives. Total
government securities in 2002 4.5% of total balance sheet while amounting to
almost 50% by the end of 2015, when Mauricio Macri took office to 14% by the
end of his office.

Furthermore there are direct advances to the government that can reach up
to 12% of the monetary base plus 10% of the cash flow earned by the government.
While these advancements have to be repaid within one year, this is technically
government financing which steadily increased from less than 10% of total assets
in the early 2000s towards up to 23% of total assets in late 2014. During Macri’s
neoliberal government, it was only reduced to about 10% of total assets in early
2019.

Discussion

After 2007, central banks in Western economies found themselves in a similar
position like Japan, with prolonged low inflation rates and sustained wealth
redistributions based on their monetary policies. The power of central banks to
achieve their inflation target seems gloomy, as credit allocation hinges on banks
and shadow banks. Nevertheless, prolonged balance sheet operations to achieve
inflation targets, while not fulfilling their mandated objective, produce massive
wealth redistributions. Furthermore, it indicates that there is no automatic
mechanism guaranteeing that market-based credit allocation leads to desired
outcomes. Contrary to the lack of empirical evidence for the existence of the
wealth-channel of monetary policy, pragmatic approaches in the regulation of
credit allocation as adopted by Chile and South Korea indicate that a stronger
coordination between monetary and financial policy that lends more focus on
financial stability can reduce the need to deploy balance sheet policies by the
central bank.

But also in the transformation of state to market-based structures in emerg-
ing market economies, convergence to the ideal of a low degree of interventions
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in credit allocation is missing. While Chile and South Korea seemingly followed
the ideal path, including by adopting central bank independence and price sta-
bility objectives, they conducted similar learning curves based on foreign debt
crisis that vividly showed the risk of insufficient regulation of domestic and
specifically international financial flows. By closely interlocking monetary pol-
icy and financial governance (e.g. self-protection, mandate), the Bank of Korea
and the Central Bank of Chile protect the respective financial systems and pro-
moted economic growth. Their explicit mentioning of price stability and flexible
exchange rate regimes as main anchors of their monetary and financial gover-
nance helps to reduce suspicions regarding their de-facto interventions in credit
allocation.

Argentina is the most obvious case of missing convergence of monetary and
financial policy to the neoliberal ideal. Constant political contestation of and
changes to monetary and financial policy mirror a lack of cohesiveness that seems
necessary to attract international investments and promote domestic growth.
As the structuralist literature suggests, the position of Argentina in the in-
ternational monetary and financial system has a negative impact on economic
development. The lack of pragmatic monetary and financial policy like in Chile
and South Korea exacerbate this impact.

Conclusion

The paper aimed to show how the relationship between central bankers and
politicians, and their intermediation of economic knowledge shapes the tra-
jectory of monetary and financial policy, as indicated by developments of the
central banks’ balance sheets. Three take-aways from the comparative case
analysis are highlighted. Firstly, advanced economies tend to follow a path
that indicates that price stability as main objective seems to become unfeasible
to achieve, even against an increasingly heavy engagement of central banks in
shaping credit allocation. Secondly, central banks of emerging market economies
seem to follow the ideal type of minimal intervention in private credit allocation.
This occurred, however, against a relatively pragmatic regulation of domestic
and specifically international capital flows as well as financial-stability oriented
monetary policy after the experience of severe financial crises. Thirdly, there
is no automatic learning process that leads to better outcomes. While the
case of Japan indicates that a lack of political contestation can lead to massive
redistributions of wealth, the case of Argentina gives evidence how unstable re-
lations between politicians and central bankers contribute to recurrent crises.
The adoption of a consensus among politicians and central bankers around a
pragmatic approach to monetary and financial policy that focusses on financial
stability seems to contribute to promoting economic growth.

Finally, the massive purchases of government bonds by the BoJ and the
closer coordination of monetary and fiscal policy indicate a possible return of
government financing by central banks, also when it is based on the argument
that the sole purpose is to increase the inflation rate. Given growing concerns
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around the need to invest in green energy supply, a sensible alley to combine
this with a boost in demand and increase in the inflation rate is to improve
credit conditions for investments in project that serve a public purpose.
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