Borradores de Economia - <em lang="en” >The Cost
of Collateralized Borrowing in the Colombian
Money Market: Does Connectedness M atter ?</em>

Descargar (solo en inglés) Tenga en cuenta

La serie Borradores de Economia, de la Subgerencia de Estudios Econémicos del Banco de la Republica,
contribuye aladifusién y promocion de lainvestigacion realizada por 1os empleados de lainstitucion. Esta serie
se encuentra indexada en Research Papers in Economics (RePEc).

En multiples ocasiones estos trabajos han sido el resultado de la colaboracién con personas de otras instituciones
nacionales o internacionales. Los trabajos son de caracter provisional, las opinionesy posibles errores son
responsabilidad exclusiva del autor y sus contenidos no comprometen al Banco de la Republica ni a su Junta
Directiva.

Autores y/o editores Martinez-V entura, Constanza Leon-Rincon, Carlos Eduardo Fecha de publicacion Lunes,
13 de enero 2014

Under the view that the market is a weighted and directed network (Barabasi, 2003), this document isa first
attempt to model the Colombian money market within a spatial econometrics framework. By estimating two
standard spatial econometric models, we study the cost of collateralized borrowing (i.e. sell/buy backs) among
Colombian financial institutions, and its relationship with the effects induced by traditional variables (leverage,
size and borrowing levels), and by spatial variables resulting from observed linkages among financial
ingtitutions. The model that best fits the data is the Spatial Durbin Model, whose main findings indicate that (i)
traditional variables are of low explanatory power by themselves; (ii) there exists a significant spatial
dependence with regard to the cost of collateralized borrowing; (iii) the inclusion of spatial lags of the same
traditional factorsresultsin a model able to explain the existence of borrowing spreads that vary across
financial institutions despite the collateralized nature of sell/buy backs; (iv) direct and spill-over effects from the
gpatially lagged value of financial leverage are the most significant for determining the cost of collateralized
borrowing. Results are valuable since making connectedness an explanatory variable breaks with the traditional
(reductionist) under standing of financial markets, which concurs with the current interest in the macro-
prudential perspective of financial stability.



