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Abstract

Following the 2001 financial crisis, the government of Argentina instituted economic pol-
icies to soften the adverse impact of the crisis on the economy. In this paper, we use loan-level
data to empirically assess the impact of the currency devaluation and the economic response
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policies on prepayment and default patterns of residential mortgages in Argentina. On the one
hand, our results reveal a significant higher prepayment rate of borrowers who are relatively
wealthy or have a US$-denominated mortgage. On the other hand, we observe a significantly
higher default rate of borrowers who are less wealthy or have Peso-denominated mortgage.
� 2005 Elsevier Inc. All rights reserved.
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1. Introduction

During the 1990�s, Argentina experienced an economic boom.1 Most observers
attribute the Argentine success to the currency peg, control of the inflation rate
and the broad market-oriented economic reforms (e.g., privatization, economic lib-
eralization, and deregulation). The reforms encouraged the development of credit
markets that facilitated the allocation of capital to the private sector. Capital flow
into the residential housing market was especially significant—the unprecedented
16.2% average annual growth rate of mortgage credit subsequently led to the crea-
tion of a secondary market in 1996.2 By 1998, the Argentine economy showed early
signs of contraction, partly afflicted by the economic turmoil and currency devalua-
tion of neighboring Brazil. By November 2001, the Argentine economic recession
evolved into a full-fledged financial crisis.3 The government defaulted on its debt, re-
pealed the convertibility regime of the Peso and devalued its currency to 1.4 Peso per
US$.4

To soften the impact of the crisis and to spread its burden between a large spec-
trum of economic actors, the Argentine government responded in January 2002 with
a series of economic policies that significantly affected the financial situation of many
households. The government converted US$-denominated bank loans into Argen-
tine Pesos (ARP) at parity. At the same time, in a move designed to limit the loss
incurred by savers but that had paradoxical effects, the government converted
US$-denominated deposits into Pesos at the official exchange rate of 1.4 Pesos per

1 The GDP growth rates increasing by over 50% and inflation rates declined from 23,000 to 0% between
1990 and 1997.
2 Between 1991 and 2000 the market grew from $3.3 billion to $10.8 billion.
3 De La Torre et al. (2003) document that by November 2001, 47 of the top 50 banks had suffered major

withdrawals ($15 billion was withdrawn between July and November 2001, $1.3 billion was withdrawn on
November 30, 2001 alone).
4 Subsequently, inflation surged 46% between 2002 and 2003, house prices in Pesos jumped dramatically,

real levels of household income declined by more than 40% between 1999 and 2002, and unemployment
peaked at 23% in 2002. The Argentine economy pre- and post-crisis is discussed at length in Section 3.
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