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❑ In the context of the Covid-19 shock, most macroprudential authorities encouraged the release of the countercyclical capital buffer

at the onset of the pandemic crisis to make it possible for institutions to maintain an adequate capacity to finance the economy

and to absorb potential losses.

❑ Complementarily, the ECB as a microprudential authority, communicated that it would be flexible in approving the capital

conservation plans that the significant credit institutions, subject to its supervision, are legally obliged to present if they decide to

operate temporarily below the level set for the combined buffer requirement (CBR).

❑ However, banks´ will ingness to draw down the CBR may be limited by several factors including limitation to distributions

(according to the MDA mechanism), market stigma and the need to comply with other regulatory requirements, such as the

leverage ratio and the Minimum Requirements for Own Funds and Eligible Liabilities (MREL).

❑ By analyzing the behavior of a sample of Portuguese banks during the pandemic, the aim of this paper is to analyze

whether banks with greater headroom above regulatory buffers lend more than banks with lower headroom during a crisis

environment, taking also into account the relevance of the public guarantee scheme in lending in the pandemic context.

D E S P I T E T H E E N C O U R A G E M E N T G I V E N B Y T H E A U T H O R I T I E S T O T H E U S E
O F T H E B U F F E R S , S O M E F A C T O R S M A Y I M P A C T N E G A T I V E L Y T H I S
U S A B I L I T Y

T O  U S E  O R  N O T  T O  U S E ?  |  M O T I V A T I O N
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❑ As of the second quarter of 2020, the Covid-19 shock appears to have had a stronger impact on

the group of less capitalized banks when leaving out the public guaranteed loans.

T H E I M P A C T O F T H E P U B L I C G U A R A N T E E S C H E M E O N L E N D I N G W A S
R E L E V A N T I N T H E P A N D E M I C C O N T E X T

T O  U S E  O R  N O T  T O  U S E ?  |  M E T H O D O L O G Y  A N D  D A T A

This figure compares the normalised trends of the

average bank-firm level change in lending between

banks closer to the CBR and those with a high

management buffer. Banks with a lower

management buffer are in the first quartile in

2019q4.

Trends are normalised such that both variables
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❑ The deep economic recession, uncertainty and the expectation of a deterioration in bank asset quality and profitability caused

by the pandemic provided a first and unique setting to test the capital framework, particularly in what regards buffers´ release

and their usability. This justifies the recent upsurge of a high number of studies handling this topic.

❑ One of the first studies was carried out by Avezum et al. (2020). Using a sample of European countries, the study shows that, in

the face of a negative shock, buffer releases contributed, on average, to mitigate lower lending to households, specifically for

small businesses and the purchase of own residences. Using a different methodology Dursun-de Neef et al. (2022) confirm that

the release of the CCyB led to an increase in the average bank´s lending as a percentage of its total assets.

❑ In the June 2021 Financial Stability Report of Banco de Portugal, a Special Feature analyses the impact of voluntary buffers on

lending and average RW, using a sample of twenty Portuguese banks on a consolidated basis, for the period from the first

quarter of 2019 to the fourth quarter of 2020. The results point out that banks with greater voluntary buffers increased the

growth rate of credit to the non-financial private sector, especially the NFC sector. Additionally, Government-backed lending

narrowed the differences between banks with different levels of voluntary buffers, making lending capacity to NFCs more

homogeneous.

❑ Couallier et al. (2022) investigate euro area banks´ will ingness to make use of their capital buffers, focusing on the credit

granted to NFCs and using ANACREDIT. They conclude that banks with little headroom above regulatory buffers reduced their

lending relative to other banks. This result was also obtained for the US (Berrospide et al., 2022)

T H E P A N D E M I C C R I S I S H A S M O T I V A T E D T H E U P S U R G E O F A N U M B E R O F
S T U D I E S R E G A R D I N G B U F F E R S ' U S A B I L I T Y

T O  U S E  O R  N O T  T O  U S E ?  |  M O T I V A T I O N
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❑ The first finding of this paper is that banks with greater headroom above regulatory buffers lend more than banks with lower

headroom during a crisis environment, i.e., if banks use, at least to some extent, their buffers.

❑ This effect is mostly driven by the extensive margin, banks with a higher management buffer are more likely to either grant

credit to new firms or maintain the existing credit relationships.

❑ At the intensive margin, the effect of having a greater management buffer is weaker. This is explained by these banks being

more likely to grant credit under the public guarantee scheme.

❑ Additionally, we find that market stigma hampers the use of buffers and that banks with a larger management buffer are less

risk-averse during the crisis.

❑ Lastly, we also analyze the impact of capital headroom in other firms and loans’ characteristics.

❑ To the best of our knowledge, this is the first paper that studies the heterogeneity of banks´ use of buffers.

T H I S P A P E R I S T H E F I R S T T O I N V E S T I G A T E S E V E R A L F A C T O R S T H A T
C O U L D I M P A C T B U F F E R S ´ U S A B I L I T Y

T O  U S E  O R  N O T  T O  U S E ?  |  M O T I V A T I O N
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❑ The study is divided in two parts:

❑ Bank-firm level analysis: how banks adjust their balance sheets after the pandemic outbreak, by analyzing the differences in

the management buffer before the Covid-19 shock, and its interaction with public guarantees, market pressure, and other

firm’s characteristics.

❑ Firm level analysis: how firms more exposed to banks with lower management buffer before the shock manage to raise

funds from banks with greater management buffer to replace the lost lending.

❑ The quarterly data is collapsed into pre- (2019q2-2019q4) and post-pandemic shock (2020q2-

2020q4) averages as suggested by Bertrand et al. (2004) to correct for the serial correlation in the

error term.

T H E E C O N O M E T R I C I D E N T I F I C A T I O N F O L L O W S B E R T R A N D E T A L . ( 2 0 0 4 )
A N D K H W A J A A N D M I A N ( 2 0 0 8 )

T O  U S E  O R  N O T  T O  U S E ?  |  M E T H O D O L O G Y  A N D  D A T A
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❑ Bank-firm level analysis

Baseline regression
∆(𝒄𝒓𝒆𝒅𝒊𝒕)𝒃𝒇= 𝜶𝒇 + 𝜷𝑴𝑩𝒃 + 𝜸𝑿𝒃 + 𝝐𝒃𝒇

∆(𝒄𝒓𝒆𝒅𝒊𝒕)𝒃𝒇 is change in the credit granted by bank b to firm f , between the pre- and post-shock period.

𝑴𝑩 𝒃 is the management buffer prior to the pandemic shock.

𝑿 𝒃 are bank control variables.

𝜶𝒇 are firm fixed effects: firm fixed effects use multiple bank-firm relationships to control for firm credit demand (Khwaja and

Mian, 2008). Single-bank lending relationships are absorbed by firm fixed effects. Nonetheless, single bank-lending

relationships are included afterwards as a robustness test.

Regressions with interactions
∆(𝒄𝒓𝒆𝒅𝒊𝒕)𝒃𝒇= 𝜶𝒇 + 𝜷𝑴𝑩𝒃 + 𝜹𝑰 + 𝜽𝑴𝑩𝒃 ∗ 𝑰 + 𝜸𝑿𝒃 + 𝝐𝒃𝒇

𝑰 refers to either the use of public guarantees, market stigma, or firms’ financial indicators.

T O  U S E  O R  N O T  T O  U S E ?  |  M E T H O D O L O G Y  A N D  D A T A

𝑭𝒊𝒓𝒎𝒇

𝐁𝐚𝐧𝐤 𝑩

𝐁𝐚𝐧𝐤 𝑨 ∆ Credit

∆ Credit
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❑ Firm-level analysis

Baseline regression
∆(𝑭)𝒇= 𝜶𝒊𝒍𝒔 + 𝜷𝑴𝑩𝒇 + 𝜸𝑿𝒇 + 𝝐𝒇

∆(𝑭)𝒇 refers to the change over the pandemic shock in firm’s credit and other firm’s financial structure characteristics as

sales, wage, employment, fixed assets, cash and financial assets.

𝑴𝑩𝒇 is the management buffer prior to the pandemic shock, weighted by its loan volume to firm f prior to the shock over

total bank loans taken by this firm.

𝑿𝒇 are bank control variables, weighted by its loan volume to firm f prior to the shock over total bank loans taken by this firm

𝜶𝒊𝒍𝒔 are industry-location-size fixed effects.

T O  U S E  O R  N O T  T O  U S E ?  |  M E T H O D O L O G Y  A N D  D A T A

𝑭𝒊𝒓𝒎 𝑨 𝑺𝒆𝒕 𝑨 𝒐𝒇 𝒏 𝑩𝒂𝒏𝒌𝒔
𝒘𝒉𝒆𝒓𝒆 𝒏 ∈ {𝟏,… ,𝑵}

𝑭𝒊𝒓𝒎 𝑩 𝑺𝒆𝒕 𝑩 𝒐𝒇 𝒏 𝑩𝒂𝒏𝒌𝒔
𝒘𝒉𝒆𝒓𝒆 𝒏 ∈ {𝟏,… ,𝑵}

Exposed
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T O  U S E  O R  N O T  T O  U S E ?  |  M E T H O D O L O G Y  A N D  D A T A

Data level Source Pre-pandemic shock Post-pandemic shock

Loan level CRC 2019q2-2019q4 2020q2-2020q4

Bank level
Banco de 
Portugal

2019q2-2019q4 -

Firm level IES 2019q4 2020q4

T H E Q U A R T E R L Y D A T A I S C O L L A P S E D I N T O P R E - ( 2 0 1 9 Q 2 - 2 0 1 9 Q 4 ) A N D
P O S T - P A N D E M I C S H O C K ( 2 0 2 0 Q 2 - 2 0 2 0 Q 4 ) A V E R A G E S , F O L L O W I N G
B E R T R A N D E T A L . ( 2 0 0 4 ) .

❑ The empirical analysis uses data at the loan, bank and firm level.
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T O  U S E  O R  N O T  T O  U S E ?  |  M E T H O D O L O G Y  A N D  D A T A

∆(𝒄𝒓𝒆𝒅𝒊𝒕 𝒂𝒎𝒐𝒖𝒏𝒕) Change in credit over the pandemic shock

∆(𝒄𝒓𝒆𝒅𝒊𝒕 𝒄𝒐𝒏𝒅𝒊𝒕𝒊𝒐𝒏𝒔) Change in other credit condit ions as interest rate, matur ity and col lateral

𝑷𝒖𝒃𝒍𝒊𝒄 𝑮𝒖𝒂𝒓𝒂𝒏𝒕𝒆𝒆𝒔 % Share of bank-f irm credit under the publ ic guarantees scheme

𝑴𝒂𝒏𝒂𝒈𝒆𝒎𝒆𝒏𝒕 𝑩𝒖𝒇𝒇𝒆𝒓 Difference between the capita l ratio and the overal l capita l requirement ratio

𝑴𝒂𝒓𝒌𝒆𝒕 𝒅𝒊𝒔𝒄𝒊𝒑𝒍𝒊𝒏𝒆 Weight of the wholesale funding in total l iabi l i t ies

𝑨𝒗𝒆𝒓𝒂𝒈𝒆 𝑹𝑾 Total r isk-weighted assets to its total assets

𝑶𝑪𝑹 Overal l capita l requirement ratio

𝑺𝒊𝒛𝒆 Logar ithm of bank total assets

𝑷𝒓𝒐𝒗𝒊𝒔𝒊𝒐𝒏𝒔 Provis ions over total assets

𝑳𝒐𝒘 𝑷𝒓𝒐𝒇𝒊𝒕𝒂𝒃𝒊𝒍𝒊𝒕𝒚 Dummy=1 if f irm’s interest coverage ratio is higher than 0.5 or i f EBITDA is negative

𝑯𝒊𝒈𝒉 𝑳𝒆𝒗𝒆𝒓𝒂𝒈𝒆 Dummy=1 if f i rm’s leverage ratio is higher than 1

𝑴𝒐𝒔𝒕 𝑨𝒇𝒇𝒆𝒄𝒕𝒆𝒅 𝑺𝒆𝒄𝒕𝒐𝒓𝒔
Dummy=1 if f i rm’s activ i ty sector sales decrease over the pandemic shock is higher than the

d th deci le

∆(𝑭)
Change in other f i rm’s f inancia l structure character ist ics as sales , wage, employment, f ixed assets ,

cash and financia l assets

Data level Source

Loan level
Central 
Credit

Register

Bank level
FINREP/
COREP

Firm level

Simplified
Business 

Information
(IES)
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3.1.1 Baseline regressions

3 . 1  B A N K - F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• The management buffer has a positive impact on the change of bank

lending to NFCs.

• Considering the result in column 2, a one standard deviation increase

in the management buffer (2.8 p.p.) leads to an increase in lending to

NFCs of around 4.2 p.p..

• At the extensive margin, the management buffer decreases the probability of a bank not lending to a firm that it was lending to before the pandemic

(column 3) and increases the probability of a bank lending to a firm that it previously was not lending to (column 4).

• Conversely, at the intensive margin, the effect of having a greater management buffer has a lower magnitude and is statistically significant only at the

10% level (column 5).

• However, given that the credit developments in Portugal cannot be dissociated from the role of the public guarantees scheme in response to the

COVID-19 pandemic, we proceed with an analysis of the interaction between capital buffers and public guarantees.
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3.1.2 Interacting the management buffer with public guarantees

3 . 1  B A N K - F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• The effect of the management buffer on lending has

the expected sign and is significantly different from

zero in all columns.

• For the overall effect (columns 1 and 2), we do not

observe a difference in the effect of the

management buffer between loans with or without

public guarantees. This is because, while the

interaction reinforces the effect at the extensive

margin, it mitigates at the intensive margin.

• The effect of the public guarantee scheme is as expected in all margins. Having a public guarantee associated with the loan decreases the probability of

not lending (column 3), increases the probability of a bank creating a new credit relationship (column 4), and increases the growth rate of lending from

banks from which firms were already borrowing (column 5).

• The results in Column 5 indicate that among loans under the public guarantee scheme banks with a lower management buffer lent more than banks

with a greater management buffer.
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3.1.3 Understanding the interaction with public guarantees

3 . 1  B A N K - F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• Together our results suggest that, on the one hand, banks with a lower management buffer might have resorted to public guarantees to

keep credit relationships and their market share at the cost of the lower expected profitability associated with public-guaranteed loans

considering the low risk associated with this type of loans (Mateus and Neugebauer, 2022).

• On the other hand, banks with a higher capital headroom could afford to maintain their level of risk-taking and rely less on public-

guaranteed loans.

• Mateus and Neugebauer (2022) also show that banks were more likely to extend credit under public guarantees for firms they were already

lending to, which helps explain why the interaction between public guarantees and capital buffer is only significant for the intensive

margin.

• To better understand the sign of the interaction term for the intensive

margin, we split the sample into loans with and without guarantees.

• The table shows that banks with lower management buffers were more

likely to lend under the public guarantees scheme.
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3.1.4 Interacting the management buffer with market discipline

3 . 1  B A N K - F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• It is important to account for the public guarantees to

estimate the effect of the market discipline because this

effect appears to be only relevant on the intensive margin.

• The effect of the management buffer is stronger for banks

under greater market pressure.

• Furthermore, higher levels of market discipline narrow the

difference in the effects between bank-firm relationships not

under public guarantees and those covered by this support

program.
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3.1.4 Interacting the management buffer with market discipline

3 . 1  B A N K - F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• The positive slope of both lines shows

that the incentive of banks with lower

management buffers to lend is weaker

the higher the market discipline is.

• Furthermore, higher levels of market

discipline narrow the difference in the

average marginal effects between bank-

firm relationships not under public

guarantees and those covered by this

support program (at the average level).
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3.1.5 Interacting the management buffer with firm’s financial indicators

3 . 1  B A N K - F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• The results indicate a weaker credit supply at the onset of the

pandemic for firms that were low profitable (column 2) or

highly leveraged before the Covid-19 shock (column 4).

• The results indicate that banks with a higher buffer supported

more firms that were vulnerable before the Covid-19 shock.

• Columns 5 and 6 show that the effect of capital buffers is

stronger only for the most adversely affected sectors (those

with sales growth decrease on the 10th decile).

Notes: Low profitable firm: dummy equal to 1 if firm’s interest coverage ratio is higher than 0.5 or if EBITDA is negative in 2019q4.  Leverage ratio > 1: dummy equal to 1 if the firm’s leverage ratio is higher than 1 in 2019q4.
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3.1.6 Impact on other loan characteristics

3 . 1  B A N K - F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• Columns 1 and 2 indicate that banks with greater capital headroom charge lower interest rates.

• Column 2 also shows that loans under public guarantee have lower interest rates and the management buffer reinforces this effect.

• Column 4 shows that banks with greater capital headroom or lending under a public guarantee scheme lend loans with longer maturity.

• Conversely, columns 5 and 6 show that banks with greater capital headroom or lending under a public guarantee scheme ask for less

collateral. However, the higher the management buffer the weaker the effect of the public guarantees on the collateral.
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3 . 2  F I R M  L E V E L  A N A L Y S I S

T O  U S E  O R  N O T  T O  U S E ?  |  R E S U L T S

• The management buffer still maintains a positive and statistically significant coefficient, suggesting that firms cannot completely offset the

impact of lower credit supply from banks with lower capital headroom by lending from banks with greater capital buffers.

• Firms most exposed to banks with greater capital headroom had a higher growth rate of their wage bill and employment during the

pandemic period.

• These firms also appear to have a higher growth rate of financial assets at the expense of a lower growth rate of fixed assets.
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4 .  F I N A L  C O N S I D E R AT I O N S

T O  U S E  O R  N O T  T O  U S E ?  |  F I N A L  C O N S I D E R A T I O N S

• Among credit relationships not covered by the public guarantees scheme, banks with higher capital headroom lend more to NFCs over the

pandemic shock. This effect is driven by the extensive margin, banks with higher management buffer are more likely to either grant credit to new

firms or maintain them.

• At the intensive margin, the effect of having a greater management buffer is weaker. This is explained by these banks being more likely to grant

credit under the public guarantee scheme.

• These baseline findings are robust to:

▪ the inclusion of (i) single-relationship borrowers, (ii) uncommitted loans, or (iii) the share of credit under moratoria as a control variable;

▪ the replacement of the main variable of interest Management Buffer by (iv) the Voluntary Buffer, (v) both components (Voluntary Buffer and

Pillar 2 Guidance), or (vi) a dummy variable that equals 1 for banks with a management buffer below the 25th percentile, to conceal the

possibility that the relation between the management buffer and lending is non-linear.

• Market pressure mitigates the incentive of banks with lower capital headroom to use public guarantees to increase lending.

• The results indicate a weaker credit supply at the onset of the pandemic for riskier firms. However, capital headroom mitigated this effect.

• Finally, in the firm-level analysis, we do not find that credit substitution offsets the impact of the management buffer at the firm level.



THANK YOU
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