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We know the Chinese have a propensity to raise money against almost anything (commodities, trade receipts, export inventory, tech goods), but in Hong Kong the Wall Street Journal reported on Tuesday that some lenders are even willing to accept borrowers’ beloved handbags as collateral.

From the WSJ:

The four-year-old company accepts purses on the spot, bringing in assessors from affiliate Milan Station Holdings Ltd., a chain for luxury secondhand purses, to check the bags’ condition and authenticity. Yes Lady Finance provides a loan within half an hour at 80% of the bag’s value—as long as it is from Gucci, Chanel, Hermès or Louis Vuitton. Occasionally, a Prada purse will do the trick. Secondhand classic purses and special-edition handbags often retain much of their retail prices.

All of this is largely a reflection of the ever evolving shadow banking (shadow bagging?) scene and its growing importance in the modern monetary economy, not just in Asia, but across the world. The mass collateralisation of increasingly every-day objects in some way reflects a transfer of the money-creation business from the official banking sector to alternative lenders and peer-2-peer entities.
It’s repo, but not as you know it. Yet it has the potential to become repo proper if and when the bags were to become fully fungible — in such a way that a specific brand and model must still be honoured on return, but not necessarily the specific handbag that was pledged in the first place — and then relent into a secondary borrowing market, we’d have a fully fledged hand-bag repo market on our hands.

In this context luxury brand manufacturers have to some extent become collateral miners in their own right. They create stores of value that double up as a currency. Since this is the case, just like any central bank, they have an interest in restricting supply to ensure their products retain their relative purchasing power against other goods and assets. They also have an interest in curbing second-hand supply, and buying up surplus inventory to keep the primary market supported and cornered.

But when there’s not enough supply of a currency/store of value it turns out the market has nifty ways of overcoming the scarcity issue.

It’s a really handy analogy for our current monetary problem.

What the WSJ story shows is that endogenous forces are now — via the shadow banking system — in play improving the velocity and re-use of luxury handbag collateral, in a way that one day may ensure that more people will gain exposure and use out of a single designer hand-bag, undermining the monopoly control of the designer manufacturers who behave like central banks in this particular market.

It’s a fair analogy for our modern banking and money system because here too a shadow banking industry has been spawned to cater to the market’s demands for greater use of existing stores of value (and credit) than the monopoly providers of that credit/store of value are willing to pass down.

Shadow banking in that sense undermines the monopoly power of money-like/ collateral producers by allowing greater re-use and rehypothecation of assets which are considered by society as acceptable stores of value or approved forms of settlement. In that sense it spreads the wealth which is purposely being restricted by vested interests who have no desire in sabotaging their own markets through too much supply. In the case of official money, the money market is being under supplied relative to economic needs due to a reluctance by the official money creation sector (the banking sector) to create the new supply which the system is craving.

Not because of a sinister plan, but because they don’t have an economic interest in oversupplying the market, the same way that Louis Vuitton has no interest in oversupplying the market with its handbags.

In the banking context, the analogy applies to credit because it too eventually leads to too much supply of real-world goods and services, threatening returns. Shadow banking on the other hand allows for extended use of the very same collateral, allowing the same collateral to reach further and penetrate a greater market. In that sense it spreads wealth without the need for growth, because it makes use of collateral (and wealth) which exists already.

Lacking additional supply from central banks, that leaves only a shadow banking sector to cater to the demands of society. Hence why a collapse in shadow banking activity can have such painful consequences for the economy.

Since the handbag industry lacks a benevolent handbag creator of last resort who may be inclined to add or manage supply in a way that undermines the monopoly, the only way the market can cater to increased demand of a good that is being purposefully restricted in supply is via re-use, resale or replication.

Replication is forgery and hence not an option in the heavily patented and copyrighted luxury goods arena. It’s not an option in the money market either, since that’s the equivalent of banknote forgery. Thus, unless a manufacturer is approved and licensed by the owner of the brand to make copies, that supply has an authenticity problem. Or it becomes Bitcoin.

But there’s no stopping the market from responding with increased resale or reuse.

At which point the only way the creator can influence the market is by becoming a direct participant in the resale and reuse market itself, through asset purchases, sales, borrowing or lending of assets.

Herein lies the problem with QE. Since QE is an asset swap, even though it aims to improve supply of money (a.k.a handbag supply), it does so at the cost of taking existing handbags out of the market. Using the handbag analogy, this means that at best QE takes out old supply and replaces it with new supply. Except in the context of money new is not necessarily better as it is with handbags, since new assets come with a lower yield. Thus it’s the equivalent of replacing existing stock of handbags with ever less desirable handbags, which has the ironic side effect of increasing demand for original vintage stock and upping its relative value.

This can lead to a breakdown in the reuse market, since there’s less of an incentive to cash out of a handbag that is only appreciating in value and cannot be replaced with a like-for-like equivalent, since there’s nothing out there that offers the same quality assurance over time (a.k.a duration).

Vintage bag hoarding then becomes the problem, at least until the shadow banking sector can somehow incentivise the stock to enter the market place with ever more favourable cash rates, if not negative lending rates altogether.
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