/’gf’% Banco de la Reptiblica | Colombia

5

omos el banco central de Colombia

&

Assessing the Effects of Recent Provisioning Rules
on Consumer Credit Allocation in Colombia

Download Keep in mind

The series Working Papers on Economicsis published by the Office for Economic Studies at the Banco de la
Republica (Central Bank of Colombia). It contributes to the dissemination and promotion of the work by
researchers from the institution. This seriesisindexed at Research Papers in Economics (RePEc).

On multiple occasions, these works have been the result of collaborative work with individuals from other
national or international institutions. The works published are provisional, and their authors are fully responsible
for the opinions expressed in them, as well as for possible mistakes. The opinions expressed herein are those of
the authors and do not necessarily reflect the views of Banco de la Republicaor its Board of Directors.

AUTHORS AND/OR EDITORS Cuesta-Mora, Diego Fernando Gamboa-Estrada, Fredy Alegjandro Sanchez-
Quinto, Camilo Eduardo

The analysis reveals significant heterogeneity across institutions of different sizes. smaller institutions
significantly restricted their supply of loans with maturities longer than 108 months, reducing both loan amounts
and the loan-to-value (LTV) ratio. In contrast, larger institutions absorbed the regulatory costs without
modifying their credit supply conditions.
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This document evaluates the impact of new provisioning requirements applicable to long-term consumer loan
portfolios on the coverage indicators of credit institutions and on the supply conditions of newly originated
loans, implemented in a context of robust credit growth. In accordance with External Circular No. 026 of
November 29, 2022, issued by the Financial Superintendency of Colombia, the calculation of loan provisions
was modified as of January 2023 in order to internalize the risk associated with long-term leverage in new
disbursements.

Contribution

The paper makes three main contributions to the literature. First, using granular consumer credit data, it assesses
the effects of a macroprudential measure on the supply conditions of new loans at the regulatory thresholds of 72
and 108 months, considering loan amounts, interest rates, and collateral requirements. Second, it examines
heterogeneity in responses at the institutional level by analyzing how credit institutions of different sizes
adjusted to higher provisioning requirements. Third, the analysis employs advanced matching methodologies
that mitigate issues of imbalance, inefficiency, model dependence, and bias. In this way, the document provides
new evidence on the interaction between macroprudential regulation, credit market behavior, and financial
stability in emerging economies.

Results

The study documents three main findings. First, as expected, the regulation increased the level of loan
provisions and improved the coverage indicators of credit institutions. Second, the measure did not significantly
affect the aggregate supply conditions of new loans in terms of amounts, interest rates, and collatera
requirements. This result suggests that maturity-targeted provisioning requirements have more limited effects
than broad-based measures, such as the adoption of the expected loss approach in place since 2007. It also
indicates that the higher intermediation costs associated with the regulatory measure were not immediately



passed on to debtors. Third, the analysis reveals significant heterogeneity across institutions of different sizes:
although the average effects are not statistically different from zero, smaller institutions significantly restricted
their supply of loans with maturities longer than 108 months in response to the regulatory measure, reducing
both loan amounts and the loan-to-value (LTV) ratio. In contrast, larger institutions were found to have absorbed
the regulatory costs without changing their credit supply conditions.
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