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Financial repression

Financial repression

Understood as regulations that conduct to systematically negative interest
rates

Facilitated (politically) by high inflation
Shrinkage of financial system

Investment by those who already have savings

Inequality in the distribution (of opportunities, at least)
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Monthly inflation Financial repression
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Note |[monthly change in the log of the price level Source | BCRA.
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Annual inflation: regional comparison Financial repression
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Real return of fixed-term deposits Financial repression
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Source| BCRA based on Corso (2015) and Burdiso, Corso y Katz (2014)
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Real return of usual assets

Financial repression

1000%

Very High Low inflation "Moderate" inflation |
900% i inflation i : k ! i
800% | } ! P |
700% i } i i S i 5 i
; i i P8 LB i
600% | =T ' E i E | |
| i 8 T T |
: § = IR - :
500% | il E ‘5 i 5 |
i f g i 8 i 8 :
400% i H T P = = i
; | S i 2 i
300% | T i |
200% }‘/\} 1177,4%
100% ! 111,5%
L 67,7%
0% ftintints St bt sttt il B 1’4%
A N ML O M~ 0O 1 AN MW © N~ 0 o 4N
PREPLRRIEYIIILLIIILL
2385538553855838:5%3
== [jxed-term deposit ($) — Us$ ~—— Immovable property Fed Fund Effective Rate

Source| BCRA based on Corso (2015) and Burdiso, Corso y Katz (2014)

BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA



Domestic credit to private sector (% of GDP) Financial repression
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Domestic credit to private sector (% of GDP) Financial repression
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Fixed-term deposits (April-2017): short term Financial repression

Up to 59 days
63%

More than 366 days
1%
»

From 60 to 89 days
16%

From 90 to 179 days
14%

/ From 180 to 365 days
6%

Note| Denominated in domestic currency.

Source| BCRA

BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA | BCRA



Credit to private sector (April-2017): short term Financial repression
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Ex ante distribution effects

Ex ante distribution effect

High expected inflation leads to high nominal interest rates

Through income to payment requirements, higher portions of the
population are unable to access credit (distribution of opportunities)

Even if their real income is not affected by inflation

Solution while lowering inflation: capital adjusted by inflation
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Income required for a 30 year mortgage loan of

USD65.000 (average home in Buenos Aires) Ex ante distribution effects
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Income required for a 30 year mortgage loan of

USD65.000 (average home in Buenos Aires) Ex ante distribution effects
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Mortgage loans in UVAs (capital adjusted) Ex ante distribution effects
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Real total mortgage loans

Ex ante distribution effects
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Ex post distribution effects

Ex ante distribution effects

 Typical from debtors to creditors

» See previous graph about real ex post returns...
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Real return of fixed-term deposits Ex post distribution effects
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What is the CBA doing?

What is the Central Bank of Argentina doing?
» Set positive monetary policy interest rate in real terms

» Introduce inflation targeting regimen, with decreasing targets

* Inflation and inflation expectations are decreasing but still above targets
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Monetary Policy Rate What is the CBA doing?
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Inflation targeting and expectations What is the CBA doing?
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Expected inflation for next 12 months What is the CBA doing?
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Thank you.
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Hidden slides

Low inflation and low inflation volatility as drivers of deeper
housing finance systems

Interest rate risk paSSEdfrOm All Countries Emerging Market Developed Countries
lenders to borrowers by 5 = somomles - &
offering f /oatmg (volatile) Legal Rights 6.65° 625" 1.74* 1.60" 6.09° 5.30°
rate loans, which affect (6.24) (6.24) 2.27) 2.22) (1.94) (1.82)
borrowers willingness to take Credit Info 247" 237" 188" 177" 164 116
(2.30) (2.26) (3.04) (3.00) (0.29) (0.21)
a mortgage.
Inflation Vol -0.04° -0.03° -0.16° -0.02° -6.19 -5.22
(1.99) (1.86) (1.81) (1.80) (1.07) (0.89)
Country Size 4.14" 3.90" 0.40 0.14 -1.70 -1.30
62 country cross section regression, where the @93 28) (938) (19 (e (031
dependent variables is the average mortgage debt- Govt Mkt 0.16 0.14 0.03 0.02 -0.24 0.26
to-GDP ratio for the 2001- 2005 period. ¢35 (1.29) (900 (Q.18) (9.50) (.84
N 61 61 38 38 2 23
“Markets and housing finance”_ Cacdac Adj. R- 0.464 0.452 0.304 0.296 0.132 0.108
Warnock and Warnock (2007). NBER Significance at the 1%, 5%, and 10% levels, respectively, is denoted by a, b, and c.
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