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Questions

#1: How does the transmission of monetary policy through the housing and
mortgage market change below zero?

@ House prices & mortgage debt: go up by more (following rate cut).
@ Inflation and consumption: go up by less.
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@ House prices & mortgage debt: go up by more (following rate cut).
@ Inflation and consumption: go up by less.

@ Good News: Conventional monetary policy still available below zero.
@ Bad News: Distortions to the housing market.

#2: Lessons for policy normalization?
@ Need to hike rates by more to achieve same reduction in inflation.

Introduction 1/15



Debt Substitution Channel

Uncollateralized Bank - Mortgage Spread

Spread (%)

2002m1  2004m1  2006m1  2008m1  2010m1  2012m1  2014m1  2016m1  2018m1

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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Debt Substitution Channel

Uncollateralized Bank - Mortgage Spread
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Different Funding

Mortgages - Mortgage Banks:
@ Funded by mortgage bonds.

@ Below zero: pass-through of monetary policy to cost of liabilities
unchanged.

@ Not just in Denmark: USA, Canada.
Uncollateralized Loans - Commercial Banks:

@ Funded by deposits.

@ Deposit rates: do not fall (much) below zero.

@ Squeezes commercial banks’ net interest margin
=> erodes profitability/capital = reduces pass-through.
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Reduced Pass-Through - Household Level Evidence
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Overview - Stylized Model

Households
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More Detail
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Saver-Banks
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House Pricing Equation
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House Pricing Equation

Uncollateralized-to-Mortgage Spread
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Market Clearing

Housing supply:
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Monetary Policy Cut
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Debt Substitution Channel - Rate Hike

Monetary policy rate hike.



Debt Substitution Channel - Rate Hike

Monetary policy rate hike.
U

Banks' net interest margin increases.
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Source: Danmark Nationalbank’s MFI Statistics.
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Debt Substitution Channel - Rate Hike

Monetary policy rate hike.

U

Banks' net interest margin increases.

U

Uncollateralized bank - mortgage spread decreases.

Y

Households substitute away from mortgages & demand less housing.

U

House prices decrease.
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Monetary Policy Hikes - Weaker at Fighting Inflation (1)

Mortgage Rate Uncollateralized Rate Spread (RL-RB)
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@ Blue = monetary policy hike above zero (uy, . 1).
@ Black = monetary policy hike from below zero (u,, , 1 and T, |).

@ Red = marginal impact of the debt substitution channel (spread
decreasing, T, |).
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Monetary Policy Hikes - Weaker at Fighting Inflation (2)
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Conclusion

When the nominal policy rate is negative:

@ Monetary policy pass-though is different to mortgage rates vs other
(bank) 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.
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@ 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.

Thanks!
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House Prices
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Spread Decomposed
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Source: Danmark Nationalbank’s MFI Statistics.
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Spread -

Spread (%)

New Lending

Uncollateralized Bank - Mortgage Spread, New Lending
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Source: Danmark Nationalbank’s MFI Statistics.
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Spread - New Lending, Decomposed
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Reserve Rate and Deposit Rate
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Mapping Savers to Banks
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Mapping Savers to Banks
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Mapping Savers to Banks

Reserve - Deposit Spread
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