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Summary

Objective:

I This paper measures the impact of the De-dollarization Program
implemented by BCRP, on the dollarization ratio of credit to private firms in
order to reduce their exposure to currency risk.

Methodology:

I Average dollarization ratio: (i) Panel with fixed effects and (ii) difference in
difference estimation with monthly data on credit by currency at the
firm-bank level.

I Aggregate dollarization ratio: Panel estimation with monthly data on new
credit flows and amortization of existing loans.

Results:

I Since the first announcement, 6 out of the 10 percentage point reduction in
credit dollarization is related to the De-dollarization Program.

I General impact of measures in 2015+ on all segments; but previous measures
in 2013 affected only segments of corporate and small firms.

I Results show that, in order to comply with the thresholds for credit in foreign
currency, banks strategy included: (i) a reduction in the growth rate of new
loans in foreign currency and (ii) an increase in early amortization of credit in
dollars (substitution to soles).
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Motivation

High degree of financial dollarization as one of the main risks of the Peruvian

financial system.

I Reduction in credit dollarization from 78 percent in 2001 to 43 percent in
2012. But still higher than most economies in the region.

Thus, BCRP complements its IT regime with FX interventions and
macroprudential tools such as reserve requirements. In addition, BCRP adopted
the Dedollarization Program, an additional reserve requirement on credit in foreign
currency following certain thresholds in order to reduce exposure to currency risk.
The objective of this policy measure was to reduce the ratio of credit dollarization.
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This work

This work quantifies the impact of the Dedollarization Program on the currency
composition of credit by the banking sector to private firms, and identifies the
existence of heterogeneous impacts by credit segment, economic sector and loan
size.

We use the dataset from the credit register central (RCC) at the bank-firm level
with monthly data December 2010 and December 2017.

The empirical methodology follows: (i) a panel estimation with fixed effects and
(ii) estimations with a difference in difference approach for robustness.

We include a set of control variables on different dimensions, given the benefit of
having a very high degree of granularity (macroeconomic, bank level and firm-level
variables).
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Literature Review

Use of granular data from RCC to analyze monetary policy and macroprudential policy
effectiveness

Use of macro-prudential policies and their effect on credit growth: (i) capital
requirements (Aguirre and Repetto, 2017), reserve requirements (Barata Barroso
et al. (2017), Cabello et al. (2017), Gomez et al. (2017)), and dynamic provisions
(Cabello et al. (2017), Gomez et al. (2017), Jiménez et al. (2017)).

The credit channel of monetary policy and its transmission mechanism using
loan-level data (BIS CGDFS Working Group 2018: Barbone (2018), Biron et al
(2018), Bustamante et al (2018), Cantu et al (2018), Morales et al (2018)).
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Literature Review

Impact of MaPP on financial risk exposures, such as the impact on credit risk taking by
the banking sector (Jiménez et al. (2012), Jiménez et al. (2014)).

Credit in foreign currency: heterogeneous effects on credit growth by currency of both
MaPP (Epure et al. (2018), Camors and Peydro (2014)) and monetary policy (Ongena
et al., 2014).

Impact of macroprudential policies in Peru using aggregate data: counterfactual analysis
of the use of RR in dollars and the de-dollarization program (Castillo et al., 2016) and
the effect of traditional (deposit) RR shocks at the bank level (Vega and Chavez, 2017).

Granular data on credit to households: stylized facts of household credit dollarization in
Peru (Céspedes, 2017) and the impact of credit rating revisions on NPL and access to
credit (Garmaise and Natividad, 2017).
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Credit Dedollarization Program
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Credit Dedollarization Program

Successful reduction in the stock of credit in foreign currency before the
end-date of the policy measure.
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Credit Dedollarization Program

Significant reduction of the credit stock in foreign currency to households,
especially car loans and mortgage loans.
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Credit Dedollarization Program

(i) Currency substitution in new loans (reduction in new dollar loans and higher growth
rates for loans in soles) and (ii) currency substitution in outstanding loans (pre-payment
of dollar loans using new loans in soles).
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Credit Dedollarization Program

The success of this program depended on banks having enough funding in soles, so that
the credit in soles could be expanded as planned. Thus, BCRP injected liquidity in soles
through currency repo operations.

BCRP (BCRP) Dedollarization measures CEMLA 2019 11 / 30



Table of contents

1 Motivation

2 Credit Dedollarization Program

3 Credit dollarization: a review of stylized facts

4 Empirical Methodology

5 Results

6 Conclusions and Further Work

BCRP (BCRP) Dedollarization measures CEMLA 2019 11 / 30



Cross-sectional distribution of the credit dollarization ratio
at the end of each year
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Distribution of the credit stock in domestic and foreign
currency by loan size
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Dedollarization by economic sector and segment
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Average Dollarization at the Firm Level - Panel with fixed
effects

Consider the following equation:

∆Dollarizationbft = αbf +
T∑

j=0

βjDedollarizationMeasurest+

Controlsbft + γperiodt + εbft

Dollarizationbft: monthly variation of the ratio of dollarization of outstanding credit
taken by firm f from bank b in month t.

DedollarizationMeasurest: dummies that activate at the date of announcement of
the policy measures until the end-date of each policy measure.

Question: Conditional on firm f having part of its credit stock in dollars in t-1, how
much did the ratio of credit dollarization decrease after the implementation of the
Dedollarization Program?
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Average Dollarization at the Firm Level - Panel with fixed
effects

Control variables:

Macroeconomic variables: GDP growth, inflation rate, exchange rate, interest rate
differential between PEN and USD, exchange rate volatility, expected exchange
rate depreciation.

Bank-level characteristics: profitability (ROA), solvency (capital ratio),
delinquency (NPL) and liquidity (liquid assets ratio).

Firm-level characteristics: credit rating, foreign trade identifier, access to FX hedge
in derivatives market identifier.
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Average Dollarization at the Firm Level - Difference in
difference estimation

Robustness to isolate the causal effect of the de-dollarization policy measures on
the ratio of credit dollarization.

Given that these policies affect all economic agents we need to identify some
variation for the treated vs control groups.

The granularity of the data allows us to identify those banks that were above the
thresholds for the stock of credit in foreign currency.

Thus, our treated group includes those firms that took more than 50 percent of
their total loans from banks that were above the thresholds for the stock of credit
in foreign currency by the time of the announcement of the policy.
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Average Dollarization at the Firm Level - Difference in
difference estimation
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Average Dollarization at the Firm Level - Difference in
difference estimation
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Average Dollarization at the Firm Level - Difference in
difference estimation
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Average Dollarization at the Firm Level - Difference in
difference estimation

Following Cameron and Trivedi (2005), consider the following equation for the change in
the credit dollarization coefficient, yit:

yjit = α+ α1Dt + α1Dj + βDj
t + γControlsjit + εjit

We compare before and after the policy intervention (adoption of de-dollarization
measures), where Dj

t considers period t equal to 1 after intervention and 0 before
intervention; and for each j group, equal to 1 if treated and to 0 if untreated.

β captures the marginal effect of the de-dollarization measures on the treated group.

(y1i1 − y1i0) − (y0i1 − y0i0) = β + γ((Controls1i1 − Controls1i0)

−(Controls0i1 − Controls0i0)) + (ε1i1 − ε1i1) − (ε0i1 − ε0i1)
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New Loans and Amortizations by Currency - Panel
estimation

Consider the following equations:

∆NewLoansUSDbft = αbf +DedollarizationMeasurest + Controlsbft+

εbft

∆AmortizationUSDbft = αbf +DedollarizationMeasurest + Controlsbft+

εbft

BCRP (BCRP) Dedollarization measures CEMLA 2019 22 / 30



Table of contents

1 Motivation

2 Credit Dedollarization Program

3 Credit dollarization: a review of stylized facts

4 Empirical Methodology

5 Results

6 Conclusions and Further Work

BCRP (BCRP) Dedollarization measures CEMLA 2019 22 / 30



Average Dollarization - Panel with Fixed Effects
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Average Dollarization - Panel with Fixed Effects
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New Loans and Amortizations - Panel with Fixed Effects
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Average Dollarization - Difference in difference estimation
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Average Dollarization - Difference in difference estimation
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Average Dollarization - Difference in difference estimation
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Results - Summary I

The reduction in the ratio of credit dollarization increased its pace after the
announcement of the Dollarization Program. Panel estimations show an average
monthly effect of 0,18 and 0,14 percentage point reduction after the
announcement of the June and December 2015 measures, respectively.

General impact of measures in 2015+ on all segments; but previous measures in
2013 affected only segments of corporate and small firms.

Since the first announcement, 6 out of the 10 percentage point reduction in credit
dollarization is related to the De-dollarization Program.

Results show that, in order to comply with the thresholds for credit in foreign
currency, banks strategy included: (i) a reduction in the growth rate of new loans
in foreign currency and (ii) an increase in early amortization of credit in dollars
(substitution to soles).
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Conclusions I

We find evidence of a significant reduction in the ratio of credit dollarization
related to the adoption of the Dedollarization Program.

Further work could do a similar analysis on the policy measures related to
household credit (mortgages and car loans) At first glance, the ratio of credit
dollarization in those segments fell by a larger magnitude than for credit to firms.
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