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appear to have been non-binding at the time, and where domestic investors could still do the 
arbitrage pushing the cross-market premium towards zero. By contrast, in Korea, where a 
similar ceiling is combined with a rule restricting the convertibility of the DRs, arbitrage is 
impeded regardless of whether the ceiling is binding. The evidence that the discount is much 
lower in Chile than in Korea, on the other hand, directly reflects the different nature of the 
restrictions: quantitative limits that prevent arbitrage in Korea, and an implicit tax that 
weakens arbitrage in Chile. Note that the Chilean “tax” on inflows effectively increases the 
price of the underlying stock, which should therefore fluctuate around the average value of 
the tax from the investor’s standpoint. According to the figure, that is roughly two percent. 

Table 4 displays summary statistics of the average cross-market premium during no-control 
and control times.36 The table complements Figure 6. The presence of controls on outflows 
is associated with a sizeable positive premium, ranging from 6.4 percent in the case of 
Argentina to over 50 percent in the case of Venezuela. By contrast, controls on inflows are 
characterized by a substantial discount, ranging from -2.1 in Chile to -31.2 percent in the 
period of most restrictive controls on inflows in Korea. 37  The only exception is, again, 
Indonesia, where the small positive premium is associated with the presence of controls on 
inflows. 

 

                                                 
36 For Korea, the statistics are derived from the average premium of the unrestricted stocks (no-control period) 

and the average premium of the restricted stocks (control periods). 
37 The differential impact across countries of controls on the magnitude of the premium can be the result of 

several factors, among them the exact type of control. However, a thorough assessment of the precise drivers 
is beyond the scope of this paper.  




