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Debt Substitution Channel

Uncollateralized Bank - Mortgage Spread
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Source: Danmark Nationalbank's MFI Statistics.

@ Households substitute towards relatively cheaper debt.

@ Increased demand for mortgage debt will push house prices up.
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Evidence from the Danish Microdata

APy = a +l)F™ 4 BAIL + AL x [PFN 5+ 2,0+ €,
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Bank Loans Mortgage Loans
Al 0.271%** 0.040%**
(0.00) (0.00)
Iregathve_1 s Ajr -0.200%%* 0.068***
(0.00) (0.00)
|negative -0.047%** 0.112%%*
(0.00) (0.00)
Constant 0.033 0.083***
(0.02) (0.01)
Household FE Yes Yes
Household Controls Yes Yes
F statistic 7,319 2,726

Observations 12507980 10517470
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Different Funding

Commercial Banks:
@ Funded by deposits.
@ Deposit rates: do not fall (much) below zero.

@ Squeezes commercial banks' net interest margin

= erodes profitability/capital.
Mortgage Banks:
@ Funded by mortgage bonds.
@ Do not face the same stickiness around zero.

o Mortgage bank profitability not eroded.
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Overview

Question: How does the transmission of monetary policy to house
prices change below zero? How does this affect overall monetary
policy transmission?

@ House prices go up by more (following rate cuts).

@ Consumption goes up by less...
— attenuated impact on inflation.

Roadmap:
@ Simple model - debt substitution channel.

@ NK model - implications for inflation.
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Related Literature

Theory Linking Bank Profits and Lending Conditions
e Ulate (2021)
e Eggertsson, Juelsrud, Summers & Wold (2019)
@ Brunnermeier & Koby (2019)
Negative Interest Rates in Denmark
@ Adolfsen & Spange (2020)
@ Abildgren & Kuchler (2020)
Negative Interest Rates Empirical
@ Heider Saidi & Schepens (2019)
e Ampudia & van den Heuvel (2019)
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Market Clearing

Housing supply:
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Resource constraint:

Gt+C=y+y
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@ Blue = monetary policy cut above zero.

@ Black = monetary policy cut below zero.
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Monetary Policy Hikes - Weaker at Fighting Inflation
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Conclusion
Conclusion

When the nominal policy rate is negative:

@ Monetary policy pass-though is different to mortgage rates vs
other lending rates.

@ Monetary policy cuts pushes house prices up by more.

@ Monetary policy cuts are less effective at simulating borrower
consumption and inflation.

@ Monetary policy hikes (from low or negative nominal levels)
are less effective at fighting inflation.

Tak!



Introduction Backup Slides



Both Spreads
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Source: Danmark Nationalbank’s MFI Statistics.
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Both Quantities and Spreads Changed

Spread (%)
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Conditional Interest Rates
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Reduced Pass-Through

APy = a + I + BNl + YA x PF™ 45 + €,
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Bank Loans Housing related bank loans Mortgage Loans
Aif 0.366*** 0.322%** 0.071%**
(0.03) (0.04) (0.01)
[PEte_1 s AQT-0.525%F* -0.365%** -0.066
(0.11) (0.08) (0.03)
|pegative_q -0.022%** -0.027%** 0.012%**
(0.00) (0.01) (0.00)
Constant -0.001 0.001 -0.028***
(0.00) (0.00) (0.00)
Bank FE Yes Yes Yes
F statistic 135.45 51.96 22.41
Observations 3,274 3,252 1,326

Note: ***p < 0.01, **p < 0.05, *p < 0.1.
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Mapping Savers to Banks

assets

equity

debt

Reserve — Deposit Spread

2003m7 2008m1 2012m7 2017m1

Source: Danmark Nationalbank's MFI Statistics.

2021m7



Mapping Savers to Banks

assets

equity

debt

Reserve — Deposit Spread

2003m7 2008m1 2012m7 2017m1

Source: Danmark Nationalbank's MFI Statistics.

2021m7



Mapping Savers to Banks

equity

assets

debt

reduce lending

Reserve — Deposit Spread

2003m7 2008m1 2012m7 2017m1

Source: Danmark Nationalbank's MFI Statistics.

2021m7



Mapping Savers to Banks
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House Pricing Equation
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Shock Persistence Amplifies the Debt Substitution Channel
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Monetary Policy Cuts - Less Inflationary

Borrower Housing Inflation Output
0.3

0.15

123

n

Eo2 0.1

E

>

Soa 0.05

x \

0l.- 0.
10 15 20 20

5 10 15 20

Borrower Income Saver Consumption

10 15 20
reversal rate but no MP

5 10 15 20
MP easing only ss+eer

5 10 15 20

MP easing + reversal rate = —




	Introduction
	Model
	Results
	Conclusion

