








1. Introduction

The study of the redistribution effect of monetary policy is of special importance

to better understand how it affects consumption, output and welfare. There are

two channels of redistribution to take into account.1 A first redistribution channel is

through the revaluation of nominal assets and liabilities. Unexpected inflation dimin-

ishes the real value of nominal assets and liabilities and thus redistributes wealth

from lenders to borrowers. A second redistribution channel is through the real inter-

est rate.2 This channel acts not only through maturity differences in financial assets

and liabilities but also through the discount of future income and consumption plans.

The focus of this paper is on the first channel. We study inflation induced nominal

wealth redistribution using a novel database of Uruguayan households.

common feature of the previous empirical work is either the complete disregard

of assets denominated in foreign currency or the not consideration of the effect

of changes in the nominal exchange rate on wealth redistribution. Some stud-

ies directly do not consider foreign currency denominated assets (see for instance

Doepke and Schneider (2006b) or Meh and Terajima (2011)) while others (Cukier-

man et al. (1985) or Adam and Zhu (2014)) due to the lack of data on the currency

denomination, consider them as if they were local currency denominated and thus

ignore the potential effect of exchange rate movements. We take a different ap-

proach and study not only the effect of unexpected inflation but also of exchange

rate movements in nominal wealth redistribution within the household sector. This

1See Auclert (2015).
2This is what Auclert (2015) challs unhedged interest rates exposures (UREs).
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is of particular importance in Uruguay due to the historical relevance of US dollar

denominated assets and liabilities.

Based on the recent history, we study three alternative scenarios. A 2002-crisis

type scenario with a rate of currency depreciation higher than inflation, an early

2008-crisis type scenario with an appreciation of the peso and low inflation and

a 2013-type scenario that we call parity, in which depreciation and inflation are

roughly the same. A large proportion of household assets are real - i.e properties,

vehicles, among others - and most Uruguayan households do not own financial

assets or debts. This results in small movements in households nominal positions

after unexpected inflation or currency depreciation, particularly compared to similar

studies for developed countries.3 Our results suggest that a crisis like the one

experienced in 2002 with an annual inflation of 26% and a 93.5% devaluation of the

currency results in an small increase in wealth inequality.

The rest of the paper is organized as follows. The following section presents

the related literature. The data used in the empirical analysis as well as descriptive

statistics are shown in section 3. Section 4 presents the results on wealth redistri-

bution under the three alternative scenarios. Finally, section 5 concludes.

2. Literature review

The effect of inflation on wealth redistribution has been studied both theoret-

ically and empirically. The pioneer works of Budd and Seiders (1971) and Bach

and Stephenson (1974) study empirically the effect of unanticipated inflation in the

3See for instance: Doepke and Schneider (2006b), Meh and Terajima (2011) and Adam and Zhu
(2014).
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redistribution of wealth in the US.

Cukierman et al. (1985) propose a framework to study the redistribution of nom-

inal wealth caused by inflation in which they break down the total effect into an

expected and an unexpected component. The first component arises when there is

a slow adjustment of nominal rates to expected inflation or simply due to the pres-

ence of non-interest charging assets. The second element arises due to inflation

uncertainty and, as opposed to the expected component, it is not known ex-ante

and thus results in unexpected gains or losses.

They then study inflation induced wealth redistribution in Germany, France,

United Kingdom, Italy and Belgium focusing on the relative importance of the ex-

pected and unexpected component across sectors. They use aggregate data on

financial assets and debts during the period 1974 to 1982 for the following institu-

tional sectors: households, non-financial enterprises, government, rest of the world

and financial institutions. The average inflation rate considered for each country is:

2.4% for Belgium, 1.5% for Germany, 3.0% for France, 1.2% for Italy and 2.8% for

the United Kingdom. The total loss of households amounts to approximately 3.8%

in the United Kingdom, France and Italy, 2.2% in Belgium and 1.4% in Germany. On

the other hand, the government has benefited from inflation because it is generally

a net debtor.

When decomposing average total redistribution into the expected and unex-

pected components of inflation they find that, in general, the importance of expected

redistribution increases with total redistribution. On the other hand, when looking

at particular periods they find that while the sign and size of expected redistribution

is usually the same over time, unexpected redistribution fluctuates from positive to

negative over time. Thus, for given years, the importance of unexpected redistribu-
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tion is much larger than the average over the whole period. This suggest that while

the average redistribution effect of unexpected inflation over a long time horizon

tends to zero, its effect could be substantial in the short run.

Doepke and Schneider (2006b) build on Cukierman et al. (1985) and not only

study unexpected inflation induced wealth redistribution across sectors but also use

household level data and study nominal wealth redistribution within the household

sector in the US.4 At the aggregate level, while households are always net lenders

and the government net borrower between 1952 and 2004, the position of the rest of

the world was close to zero until 1980; since then, it became a net lender due to the

dramatic increase in government borrowing. Within the household sector, younger

are net borrowers and older are net lenders. They also find that this pattern is more

pronounced for what they call the middle class5.

The authors consider two alternative inflation scenarios. The first one is the full

surprise scenario in which agents experience a one-time increase in the price level

that does not affect nominal interest rates. The second scenario, indexing ASAP,

represents an announcement that inflation is going to be higher than expected for

a certain period of time. In this scenario, the nominal interest rates are immediately

adjusted due to changes in inflation expectations and thus the time to maturity of

the net position is important. They consider in both scenarios a 5 percentage points

higher than expected inflation for a period of 10 years. At the aggregate level and in

the indexing ASAP they find that whilst the government net position improves with

inflation, that of the rest of the world always worsen. The position of the household

4They use data from the 1989 and 2001 editions of the Survey of Consumer Finances.
5See the empirical section where we describe, following Doepke and Schneider (2006b), how we

define the different social classes.
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sector worsen until the beginning of the 2000s after which households are net win-

ners because they borrow long and lend short. In terms of the redistribution within

the household sector, the authors find that under the two scenarios young’s net po-

sition improves and that of the elderly worsen. Young middle class households are

the most benefited from inflation.

After Doepke and Schneider (2006b) study, several papers have applied their

method to other countries. Meh and Terajima (2011) study the case of Canada and

Adam and Zhu (2014) perform a similar analysis using data from countries in the

Euro Area. In both cases, results are similar to those for the US because nominal

wealth holdings are similar except that older households in the US and Canada are

more exposed to inflation.

Besides the pioneer work by Cukierman et al. (1985), and the more recent work

of Doepke and Schneider (2006a) and Doepke and Schneider (2006c), Meh et al.

(2010) and Doepke et al. (2015) provide alternative theoretical frameworks to un-

derstand inflation induced wealth redistribution.

Meh et al. (2010) propose an overlapping generations small open economy

model to assess the redistribution effect due to unexpected inflation on welfare.

They define two different monetary policy regimes: an inflation targeting and a

price-level targeting regime. After an unexpected shock, the price-level path under

the two regimes is different; under the inflation targeting policy the price-level per-

manently deviates from its previous path while in the price-level targeting policy it

goes back to its original path. These result in differences in the inflation induced re-

distribution under the two policies because long-term nominal assets experience a

larger depreciation under the inflation targeting than under the price-level targeting

policy.
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They study the effect of a 1% price-level shock on wealth redistribution, output

and welfare under the two regimes using Canadian data. Regarding the redistribu-

tion effect, whilst both the poor and young gain, the rich and the elderly loss from

unexpected inflation. Moreover, in general, the redistribution effect is smaller under

the price-level than the inflation targeting monetary policy regime. This redistribu-

tion effect affects hours worked and thus output and the government fiscal position.

The short-term effect of wealth redistribution on output is positive but small and

turns negative in the following two decades after which it disappears. The total

effect during a period of 40 years is a 0.54% reduction of yearly output. How the

government uses its gains is important. Finally, the redistribution of wealth results

in an increase in welfare of current but a decrease of future generations.

More recently, Doepke et al. (2015) propose a an overlapping-generations model

with idiosyncratic shocks to income and preferences together with a housing sector

with different types of houses to study how the economy adjusts to the redistribu-

tion of wealth resulting from changes in the Federal Reserve monetary policy. They

study two scenarios. One in which inflation is unanticipated and one in which in-

flation is anticipated because the Federal Reserve announces an increase in its

inflation target. They calibrate the households in the model using data from the

2013 edition of the US Survey of Consumer Finances. They then first study an

unanticipated 5 percentage points yearly increase in inflation for 10 years which

corresponds to an scenario in which inflation expectations do not adjust. The redis-

tribution effect of inflation for renters of all ages is zero while is positive for middle-

class homeowners who hold mortgages debts. Moreover, gains decline with age

because elderly homeowners usually hold no debts.

In the inflation anticipated scenario, an inflation targeting increase announce-
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ment from the Federal Reserve results in an increase in nominal rates. After this

initial change in the inflation path announced by the Federal Reserve households

anticipate the increase in future inflation. The results for the different groups of

households are roughly the same as in the unanticipated inflation scenario albeit

the losses for the elderly rich are smaller.

The next sections of the paper discuss the data used in the empirical analysis

and the main results.

3. Data

3.1. Financial Survey of Uruguayan Households

We use data from the second stage of the Financial Survey of Uruguayan

Households (FSUH2). Data for this survey was collected by the National Institute

of Statistics (INE) and the Economics Department of the Faculty of Social Sciences

(DECON) in the first trimester of the year 2013. The FSUH2 is a sub sample of the

Continuous Household Survey (CHS) and it’s representative at national level. The

CHS is relieved since 1968 in Montevideo and since 2006 in throughout the coun-

try. The FSUH2 relieves the survey data of assets and liabilities of households, so

it allow us to evaluate the balance sheets of Uruguayan households.

3.2. Classification of the Variables

We classify the assets in ‘’Financial”, ‘’Real” and ‘’Debts”. Financial assets it’s

composed of Savings, Government Bonds both Uruguayan and from other gov-

ernments, Investment Funds, Corporate Bonds both from Uruguayan companies
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and from non national companies, Stocks, Currency, Life Insurance and Other As-

set not specified. The financial market in Uruguay is an underdeveloped market,

so most of the households don’t have any financial assets. However most of the

households wealth is in real assets. We define Real Assets as the sum of: House

and Other Properties value, Vehicles, Motorcycles and Other Vehicles value, Jew-

elry and Art, Cattle and Business value. All these values are self-declared and

supposedly at market value. We exclude Appliances from this definition because

there are a many missing values in the data base, and the amount of wealth of

the households in appliances is not significant compared with the other Real Asset

categories. Finaly, we define Debts as the sum of: Mortgages, Vehicle Debts and

Non Mortgage Debts. Given that, we define Net Worth (NW) as the sum of Finan-

cial Assets and Real Assets minus Debts, and the Net Nominal Position (NNP) as

the difference between Financial Assets and Debts. Finally we define Relative Net

Nominal Position (NNPR) as the ratio of the NNP over the NW.

The Uruguayan economy is very particular in terms of dollarization. Most of real

assets are commonly valuated in USA dollars. Market value of houses, appliances,

vehicles, etc are set and traded in USA dollars. More than half of the deposits are

set in dollars and almost 70% of the value of total deposits are nominated in dollars

6. Doepke and Schneider (2006b) and Meh and Terajima (2011) considered as

financial assets only assets denominated in local currency, since foreign exchange

is not relevant to the valuation of household wealth in the US or Canada. In our

analysis we pay special attention to this subject. For this purpose, we set three

different scenarios. The first one is the scenario where the ratio ∆inflation/∆

6Data from non financial sector deposits - Central Bank of Uruguay
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exchange rate (∆π/∆ER), is more than 1. The second scenario is the opposite,

where (∆π/∆ER) < 1 and in the last one (∆π/∆ER) = 1. The coefficients to

determine the difference between inflation and exchange rate variation is taken from

three periods: i) 2002 crisis where inflation between December 2002 and December

was around 26% and devaluation was around 93,5%. ii) “Pre-crisis 2008” period, or

“early beginning” of 2008 crisis, where inflation was around 8% and appreciation of

exchange rate was around 18% between July 2008 and July 2007. iii) 2013, where

inflation was around 8,5% and devaluation was around 10,5%. With this scenarios,

we will stress our model and show the effects on wealth and wealth distribution of

the variation of this ratio.

In terms of age groups, we sort households in six different age groups: under

35, 36-45, 46-55, 56-65, 66-75 and over 75. For the wealth groups definition, we

use a similar approach than Doepke and Schneider (2006b). The top 10% of the

NW represent the ‘’rich” households. Then taking the rest 90% of the households,

we call ‘’poor” households to the 20% with the lowest income and the other 80%

are the ‘’middle class” households. The variable Income is composed of: Wage,

Retirement Income, Extraordinary Incomes, Other Incomes and Business Incomes.

3.3. Descriptive Statistics

The Uruguayan financial market is an underdeveloped market. Most of the

households savings are in bank accounts. Taking this into account, we observe

that almost 15% of the households own savings in bank accounts, but for example

less than 0,5% hold Uruguayan Government Bonds. Figure 1 shows the propor-

tion of households that use each of the Financial Assets. Currency was excluded

for reasons of graphical display, because almost 97% of the households declare
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owning Currency. The fact that most of Uruguayan households don’t own Finan-

cial Assets, but some of them hold debts, means that there is a high proportion of

households with NNP negative. This doesn’t sustain with the NW because most

of the Uruguayan households do own Real Assets. On the other hand, the NW of

the Uruguayan households is mostly composed of Real Assets. As figure 2 shows,

almost 60% of Uruguayan households own their home, and between 35% and 40%

own some kind of vehicle. While less than 16% of the households own savings,

over 36% posses debt. Figure 3 shows the ownership of debt by classification.

Figure 1: Ownership of Financial Assets (in %)

Source: Own calculations using data from Financial Survey of Uruguayan Households
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Figure 2: Ownership of Real Assets (in %)

Source: Own calculations using data from Financial Survey of Uruguayan Households

Figure 3: Ownership of Debt (in %)

Source: Own calculations using data from Financial Survey of Uruguayan Households

Figures 4 and 5 describe both demographics variables, age and social class.

Distribution among age ranges is fairly even, with the exception of the older range

that is under-represented in the sample (as expected). The distribution among

classes is not even, however this is also expected. Middle class should have more

observations than Poor or Rich.
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Figure 4: Age Distribution

Source: Own calculations using data from Financial Survey of Uruguayan Households

Figure 5: Social class distribution

Source: Own calculations using data from Financial Survey of Uruguayan Households

Table 1 shows households NNPRs by age rank, class and type of instrument.

Classification by type of instrument is as follows. Short-term is composed by sav-

ings, invest funds, corporate debt, stocks, currency and other assets minus vehicle

debt and non mortgage debt, Bonds is government bonds plus life insurance and

Long-term is negative mortgages. NNPR low values may result from matching of
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assets and liabilities (similar proportion between assets and liabilities)or because

the proportion of real assets is very high. The category Real mnw it’s the proportion

of real assets over the net worth, and it shows the huge relevance of real assets in

net worth. In only one cohort, the ratio |(RA/NW ) − 1| is higher than 10%. This

means that most of the wealth is in real assets for the majority of the cohorts. The

high proportion of real assets in the net wealth, determines the low values of NNPR

in almost every cohort. This result is important comparing with previous works. In

Doepke and Schneider (2006b) for each class, the older households all have NNPR

over 25% and for the range between 66-75, all NNPR are over 15%. And for ex-

ample, youngest middle class households have NNPR equal to -114%. In Meh and

Terajima (2011) it’s even clearer, with higher NNPR in almost every cohort of age

and class.

The other big difference between Uruguayan NNPR compared with US, Canada

and the Euro Area is that in Doepke and Schneider (2006b), Meh and Terajima

(2011) and Adam and Zhu (2014) NNPR across age cohort is increasing. Lowest

values of NNPR are shown in the age cohort of under 35 years and higher values

are shown in the age cohort over 75 years, for every class cohort, except for the

poor households of the Euro Area, that shows the lowest value in the age cohort

between 35 and 44 years. And in most of the age cohorts and for every class, the

oldest are richer than the younger. In Uruguay, the behavior of the NNPRs is dif-

ferent. Apparently, the households with worst NNPR are middle aged households,

independently of their class. The relation between oldest and youngest households

is different among the three classes.
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Table 1: NNPR by age cohorts, class and type of instruments

Type of instrument Age Cohort

<=35 36-45 46-55 56-65 66-75 76+
All Households

Short-term 3.54 1.07 0.37 1.17 1.56 2.01
Bonds 2.11 1.68 0.85 0.67 0.52 0.31
Long-term -4.70 -5.19 -5.11 -7.48 -1.10 -0.27
Total NNPR 0.96 -2.44 -3.89 -5.65 0.99 2.05
Real_mnw 99.04 102.44 103.89 105.65 99.01 97.95

Poor

Short-term -0.23 -0.16 0.48 2.94 -1.08 -0.21
Bonds 2.59 0.36 1.02 0.60 0.35 0.62
Long-term 0.00 -3.83 0.00 -0.29 -0.12 0.00
Total NNPR 2.36 -3.64 1.50 3.25 -0.84 0.42
Real_mnw 97.64 103.64 98.50 96.75 100.84 99.58

Middle

Short-term 4.49 -0.21 -0.36 0.53 2.00 2.24
Bonds 2.24 2.16 0.73 0.62 0.61 0.27
Long-term -6.22 -5.92 -6.04 -10.32 -1.45 -0.38
Total NNPR 0.52 -3.97 -5.66 -9.17 1.16 2.13
Real_mnw 99.48 103.97 105.66 109.17 98.84 97.87

Rich

Short-term 3.50 12.48 5.54 2.51 3.36 4.51
Bonds 0.27 0.62 1.40 1.16 0.16 0.00
Long-term -2.14 -2.45 -7.76 0.00 -0.32 0.00
Total NNPR 1.62 10.65 -0.83 3.67 3.20 4.51
Real_mnw 98.38 89.35 100.83 96.33 96.80 95.49

Source: Own calculations using data from Financial Survey of Uruguayan Households
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4. Real exchange rate and redistribution of net wealth

In this chapter we show the wealth position at the time that the survey was re-

lieved (we call it the baseline), and then stress that base line with the three different

real exchange rate variation scenarios.

4.1. Baseline

In this section we present the data with zero inflation and a exchange rate of 20

Uruguayan pesos per US dollar using the class and age classification already de-

fined. Table 1 shows the overwhelming weight of real assets on total wealth. Most

of the coefficients shown are not very different from zero. Besides that, something

that can be remarked is that, first, the poor households are the ones with the clos-

est to zero coefficients in average. Most of this households do not own financial

assets or debts, due to lack of enough resources to generate savings and the lack

of access to the financial sector. Second, middle class households with the highest

ratios in absolute terms, have all three negative coefficients. This make sense in an

economy like the Uruguayan, given that middle class households tend to contract

debts in order to buy their houses, vehicles or other real assets. Finally, rich house-

holds have the opposite behavior. The highest coefficient among all households

are the rich households between 36 and 45 years, with a coefficient of 11%. But

also, five of the six age cohorts have positive NNPR. This is also expected, because

Uruguayan households prefer to finance most of their expenses with savings than

with debt, and rich households are the ones with greater expected savings (financial

assets).
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In the next subsections, we will stress this baseline simulating different ex-

change rates and adding inflation. In this paper, unlike what it’s done in the ref-

erence papers, we will test different extreme scenarios, but in all of this cases, it’s

assumed that the experiment only last one year (the periods considered in the de-

scriptive section are all three of one year). That means that we test what would

happen if after the survey was relieved, the exchange rate and the inflation would

have had some of the determined variations.

4.2. Crisis scenario

In the descriptive statics section, we define three different scenarios. One with

inflation higher than devaluation, one with inflation lower than devaluation and the

last one, where both are the same. The crisis scenario is the one where inflation is

26% and devaluation is 93,5%, that are approximately the coefficients shown in the

2002 crisis. Table 2 shows that the effect of a scenario with huge devaluation and

inflation, has almost no effect on the relative wealth of households. The biggest

difference between the base line and the crisis scenario are shown in the groups of

rich households between 36 and 45 year and in the middle class group between 56

and 65 years, with a variation 2.9% and -2.1% respectively. Both coefficients are

under 3%, which is low compared with the extreme scenario that is being simulated.

However, what is remarkable, is that almost every group of age and class, are in a

better situation in a crisis scenario. Only two groups have a significantly different

from zero negative variation, the middle class between 56 and 65 years and the rich

between 46 and 55 years.

This scenario shows that with a devaluation larger than the inflation, almost ev-

ery group of households are benefited. This is because most of the savings are in
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US dollars, while most of the debts are in Uruguayan pesos or indexed currency.

This may be due, in part, by the portfolio adjustment that Uruguayan households

made after the 2002 devaluation followed by a financial and real crisis, where the

huge devaluation made US dollar debt unpayable, and also because of the dollar-

ization tradition, where saving in US dollars is seen as one of the most profitable

options.

In a scenario where the devaluation is almost four times the inflation, the de-

valuation effect is the one that rules the movement of the NNPR. So in the next

section, we will test a scenario where the inflation is bigger than the devaluation.

Table 2: Wealth redistribution after a 2002-type crisis

Age cohort Poor Middle Rich

<=35 0.36 0.52 1.02
36-45 0.35 1.75 2.90
46-55 -0.02 1.08 -1.30
56-65 1.86 -2.10 1.49
66-75 0.22 1.36 1.00
76+ -0.09 0.20 0.51

4.3. Early beginnings of 2008 crisis

This scenario involves an inflation of 8% and a appreciation of local currency

of 18%. In Table 3 it’s even clearer the weight of real assets in total net worth

because of the lower magnitude of the shocks. The only group of households with

a variation of the NNPR after the shock higher than 1%, are the same than in the

previous scenario, and the sign of the variation is the opposite than in that case.

This means that the effect of the appreciation again leads the movement of the

NNPR.
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The statements made in previous section remains. In this highly dollarized

economy, the effect of an appreciation or a devaluation of the local currency is

what finally determines the effect over the relative net worth. In this case, as we

are dealing with an appreciation, we can observe a the opposite effect than in the

previous scenario.

The scenario that we have left for the last, is a parity model, where the sign and

the magnitude of the variation in the devaluation and in the inflation is the same.

This scenario can be compared with the first one to see what would happen in a

scenario with devaluation and inflation, but both in the same magnitude.

Table 3: Wealth redistribution after a 2008-type crisis

Age cohort Poor Middle Rich

<=35 -0.33 -0.66 -0.45
36-45 0.01 -0.54 -1.62
46-55 -0.16 -0.08 0.40
56-65 -0.79 1.38 -0.69
66-75 0.05 -0.36 -0.57
76+ -0.03 -0.27 -0.58

4.4. Parity model

In our example explained in the descriptive section, the variation was similar,

8,5% of inflation and 10,5% of devaluation, but here we test a theoretical model

where both inflation and devaluation are 8,5%. Table 4 shows that any of the groups

have significant variations, the difference between the baseline and this scenario is

always under 1% for every group.

In this scenario, poor households are the ones with the smallest variation. The

difference between this scenario and the baseline is always under 0.1%. But in this

19



Table 4: Wealth redistribution after a 2013-type parity model

Age cohort Poor Middle Rich

<=35 -0.09 -0.22 -0.02
36-45 0.08 0.09 -0.20
46-55 -0.09 0.18 -0.05
56-65 -0.02 0.29 -0.04
66-75 0.07 0.09 -0.08
76+ -0.03 -0.09 -0.19

scenario, is the first time that we can appreciate a redistributive effect. In general,

middle class households are better (except for the youngest and the oldest) and

every age group within the rich are worst. This could mean that the inflation is

progressive with wealth. In a scenario with devaluation but with an inflation in the

same amount, the improvement effect of the devaluation is mitigated for the richest

households by the effect of the inflation.

We can check the isolated effect of the inflation by leaving devaluation equal to

zero. Table 5 shows this effect. Inflation has the opposite effect than devaluation.

In this case, most of the variations are negative. The only scenarios where the

variation is positive, are again the households that showed the opposite behavior

in the case of a big devaluation. So this also means, that the effect of the inflation

in the relative wealth of the Uruguayan households is the opposite of the effect

of the devaluation. This explains why in the theoretical model where inflation and

devaluation move together, the effect is almost zero.

4.5. Gini

Just looking at the variations of the NNPRs in the three previous scenarios, we

can’t say much about redistributive effects of the inflation or devaluation. The most
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Table 5: Wealth redistribution after an 8.5% inflation and no devaluation

Age cohort Poor Middle Rich

<=35 -0.18 -0.38 -0.18
36-45 0.05 -0.14 -0.72
46-55 -0.12 0.09 0.11
56-65 -0.30 0.70 -0.28
66-75 0.07 -0.07 -0.26
76+ -0.03 -0.16 -0.34

commonly used coefficient to calculate redistribution is the Gini coefficient. The

problem that we face when we try to calculate the Gini for the NNPR is that the

mean of the NNPR is negative, so instead, we calculate the Gini for the Net Wealth,

Financial Assets and Debts. The results are presented in table 6.

Table 6: Gini

2002-type 2008-type Parity
crisis crisis

NW -0.54 0.30 0.08
Financial assets -3.61 0.77 -0.50
Debts -1.42 0.17 -0.21

In therms of redistribution of the net wealth, a 2002-type crisis is regressive,

2008-type crisis y progressive and the parity model effect is close to zero or marginally

positive. As we saw above, 2002-type crisis was beneficial for almost every cohort,

so this result means that households benefited most were the richer ones. The

effect of a 2008-crisis is exactly the same. All households would be adversely af-

fected but most affected would be the richer ones. Finally, the almost null effect

of a situation like in the parity model, has also almost none effects over the gini.

The small progressive effect, it’s consistent with the apparent redistributive effect

mentioned in the previous section.
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Looking at the redistribution of the financial assets and the debts, the effect of

the 2002 and 2008 type crisis are consistent with the effect over the net wealth.

However, in the parity model the effect over the redistribution of the financial assets

and debts it’s opposite with the final effect over the net wealth, and the magnitude

is similar to the effect over the same variables in the 2008-type crisis simulation.

5. Conclusion

The Uruguayan economy is very particular in three senses. The first reason is

that the financial markets are not very developed and there is a culture of financ-

ing real assets with savings before taking credit. The second one, that is linked

with the first one, is that Uruguayan households seem to prefer owning real assets

than savings or investing. There might be a cultural reason in this, related with

past periods with high inflation. Finally, Uruguayan economy is a very dollarized

economy. Most of the savings are in US dollars and real assets are valuated also

in that currency. Before 2002 crisis, debts were also in dollars, but the devastating

effect that had that crisis in households and new regulation for banks, change that

behavior and now most of the households debts are in national currency. The fact

that almost every mortgage are set in indexed currency also helped in the reversal

of the behavior.

The fact that real assets is the biggest component in net wealth, result in low

relative net wealth coefficients and makes that devaluation and inflation scenarios,

have low impact. Besides that, devaluation seems to be beneficial for almost all

the cohorts and inflation seems to be prejudicial for the same households. In our

scenarios, it was not clear that any redistributive effect came after the devaluation
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or inflation, but when we look at the Gini index for net wealth, financial assets and

debts, it looks like it there is any effect of inflation or currency depreciation, it bene-

fits (affects) more the richest households than the poorest ones, so the effect of the

shock is regressive (progressive) in terms of wealth distribution.

Throughout this paper we emphasized the importance of real assets in Uruguayan

households net wealth, and after modeling three different scenarios, we saw that

the magnitude of the effects are small (specially compared to similar studies for de-

veloped countries: Doepke and Schneider (2006b), Meh and Terajima (2011) and

Adam and Zhu (2014)). The next steps are to model the effects of inflation and

currency depreciation not only on households nominal positions but also on real

assets, which is likely to results in larger effects on wealth distribution than the one

studied here.
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