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Executive
Summary

Consumer credit rather than anticipating the
future purchase of goods and services plays
an important role in stabilizing the household
purchasing power, especially during income
downturns. After the international financial
crisis and the Portuguese economic recession,
the amount of new consumer credit operations
began to recover in 2013. The type of credit
that grew the most since then was credit
intended for car purchase. Being this a durable
good, it should be noted in this context that the
Portuguese families resort to credit especially
to purchase goods that enhance their future
and lasting well-being, i.e. investment.

Following the subprime crisis in 2007, and
under the influence of national and European
authorities, the regulatory framework and
financial surveillance has increased over
the last decade, being the consumer credit
industry now in Portugal highly regulated
and subject to a demanding supervision
process. Nevertheless, according to European
Commission studies, in 2010 Portugal was part
of a small group of nine countries that already
had a “strong” restriction to the maximum
possible interest rate applied to consumer
credit contracts. In 2013 it was the country
with the highest score in terms of providing
adequate pre-contractual information when
granting consumer credit.

The impact of consumer credit in the economy
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comes in different ways. While anticipating
consumption,itincreasesthedemandforgoods
and services and, consequently, production
and employment of individuals. As more jobs
are created, the higher are fiscal revenues, by
increasing social contributions and indirect
taxes on the increased purchasing power. The
literature also shows that access to credit has a
positive effect on increasing entrepreneurship
and the ability of unemployed individuals to get
jobs in more productive enterprises and higher
wages, thus increasing the overall welfare of
society.

Interest rates in recent years have allowed
significantly to reduce the effort of families
with the cost of debt, which currently stands
at historically low levels. The interest rate in
Portugal on new consumer credit contracts
is less than two points basis higher than the
euro area average. Nevertheless, there is a
convergence of the cost of this type of credit
to the average of the euro partners since the
beginning of 2012.

Theimportance of specialized creditinstitutions
has been increasing since 2013. From 2015,
these institutions are responsible for providing
more than half of the total consumer credit
granted. A survey conducted in May 2019
revealed that 92% of the specialized credit
institutions’ customers (hereinafter "“ASFAC
credit”) are satisfied or very satisfied with the



choice oftheinstitution. Over 80% of consumers
who are considering to obtain consumer credit
in the future are satisfied with the clarity of the
information provided by the Specialized Credit
Institutions during the consultation process.

Only a fifth of the loans granted to households
is intended for consumption. Most of the debt
is in terms of mortgage loans. European data
from the Household Finance and Consumption
Survey (HFCS) and Census, suggests that
countries where the rental market is not
as relevant (as is the case of Portugal) have
associated an higher debt burden with housing
credit. Crossing these data with the European
Union Statistics on Income and Living
Conditions (EUSILC), it is still possible to see
that the proportion of Portuguese households
living with excess housing costs (6.7%) is lower
than the average of the UE28 (10.4%). These
results show that, despite the home ownership
negatively impacts on the level of debt of
the Portuguese families, that allows them to
have total costs with housing lower than their
European peers.

Moreover, it should be noted that housing loans
necessarily implies the existence of collateral
pledged as security, in many cases the house
itself. If one has difficulties in bearing the
costs of debt (e.g. resulting from an increase
in interest rates or due to unemployment), the
possibility of converting part of this collateral
in liquidity will help to mitigate the negative
impacts on current income or, ultimately, even
allow the solvency of the respective liabilities.

Overall, households default indicators have
been declining in recent years, both in housing
and consumer credit. However, it is noteworthy
that, despite the stock of overdue loans for
housing purpose has historically been lower
than in consumer credit, in the last two years
this trend was reversed. Thus, the analysis of
the default indicators should take into account
this measure, especially from the point of view
of systemic risk prevention.

The results of this study indicate that a
temporary and unexpected increase in the

associated ASFAC credit supply by 1% increases
Portuguese GDP by 0.05%, after 1 year, and
0.1% after two years. This means that the credit
supply of associated ASFAC has a significant
impact on the activity level of the Portuguese
economy in the short and medium term. If the
increase in credit supply of associated ASFAC
is permanent, rather than temporary, it was
found that the impact on GDP would be 0.5%
after two years, and 1.15% after 5 years.

By analyzing the impact of ASFAC credit in
GDP components, we find that the effect of
ASFAC credit in GDP gives mainly through
the consumption of durable goods and
investment. When ASFAC credit unexpectedly
increases by 1%, the consumption of durable
goods and investment increased by 0.5% and
0.4%, respectively, in two years. In parallel, we
also found that the impact of increased ASFAC
credit supply increases the total number of
jobs and decreases unemployment. In general,
we conclude that ASFAC credit supply is
significantly correlated with economic activity.
The effect on economic activity takes place
mainly by increasing consumption of durable
goods, investment and employment.

Then we proceeded to an analysis of the
variance decomposition of the GDP forecast
error. This variance decomposition of the GDP
forecast error is important and complementary
to the previous analysis in order to be able
to analyze the relative importance of ASFAC
credit shock in relation to all other shocks
hitting the economy. By making the variance
decomposition we conclude that the credit
shock explains approximately 15% changes in
GDP forecast error after two years. This means
that the shock is relevant to the dynamics
of GDP not only in isolation but also when
compared together with other shocks hitting
the economy.

Since the highest share of total ASFAC credit
main purpose is the purchase of vehicles,
the study has an analysis dedicated to the
economic impact of this type of credit. Overall,
it is confirmed that the ASFAC credit for the
purpose of purchasing vehicles have larger and
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more persistent effects on GDP than the total
ASFAC credit. A temporary and unexpected
increase by 1% in ASFAC credit for purchase of
vehiclesincreases GDP by 0.25% after two years
and 0.5% at 3 years. By analyzing the impact
of the same shock on the GDP components of
ASFAC credit for purchase of vehicles, we find
that the impact is statistically significant and
positive on investment and consumption of
durable goods.

Finally, after presented the average impact of
ASFAC credit for the entire period, we make a
historical breakdown of the GDP to analyze the
contribution of unexpected variations of ASFAC
credit in the GDP over time. In this analysis, we
conclude that the shocks in the total ASFAC
credit supply were relevant to the dynamics of
GDP in Portugal over the past two decades. In
particular, the negative shocks, i.e., contraction
of total loans ASFAC, contributed approximately
half to the fall in GDP between the second half
of 2011 and the first half of 2012. It should be
also highlighted the fact that the GDP recovery
post 2014 crisis is due largely to the recovery
of total ASFAC loans. Without the increase of
ASFAC credit, GDP would be about 0.5% lower
than in the first quarter of 2018.
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Consumer Credit Industry:

Legal Framework

Mortgage loans and consumer credit have
been subject to a high regulatory scrutiny
since the financial crisis of 2007. The fall of
the Dow Jones index, caused by high-risk
mortgage loans granted, dragged many banks
to insolvency and penalized the stock markets
around the world.

In this context, and under the influence
of national and European authorities, the
regulatoryframework and financial surveillance
has increased over the last decade, being the
consumer credit industry now in Portugal
highly regulated and subject to a demanding
supervision process.

Differences in legislation between Member
States of the European Union (EU) in the field
of consumer credit, generate distortions in
competition and limit the ability of consumers
to obtain credit in different EU countries. This
condition limits cross-border credit activities
and credit based demand for goods and
services, affecting its free movement and the
functioning of the single market.

In this context, on 22 December 1986, the
Council adopted the Directive 87/102/EEC
establishing arrangements for consumer credit
agreements'. This directive was transposed
into national law by the Decree-Law No. 359/91
of 21 September.

Soon in 1992 was approved in Portugal the
Legal Framework of Credit and Financial
Institutions (approved by Decree-Law No.
298/92 of December 312), laying down the
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conditions of access and activity exercise of
credit institutions and financial companies,
reflecting to a large extent, Community
Directives in this area. With this scheme
consumer financial companies (Sociedades
Financeiras Para Aquisi¢des a Crédito (SFAQ))
are formally recognized and regulated as
credit institutions, continuing to be regulated
and supervised by Banco de Portugal.

With the abolition of the limits of interest rates
and the increased competition in the banking
sector it was approved the Decree-Law No.
220/94, of 23 August, which established the
arrangements applicable to the information,
on interest rates and other costs of loans,
that some credit institutions shall provide to
customers.

But over two decades there has been an
evolution - social, political and economic -
in Europe: more informed and demanding
consumers, new actors and intermediaries,
new methods in supply and new marketing
channels - including the Internet. Thus, there
was widespread consensus for a new EU law
that would reflect those developments.

Therefore enters into force the Decree-Law
No. 95/2006 of 29 May, establishing the legal
regime applicable to distance contracts for
financial services concluded with consumers,
transposing into national law by the Directive
n. No. 2002/65/EC of the European Parliament
and of the Council of 23 September concerning
the distance marketing of financial services to
consumers.

1 Amended by Directive No 90/88 / EEC of the Council of February 22, and Directive 98/7 / EC of the

European Parliament and of the Council of 16 February.

2 An important change to this legal regime was introduced by Decree-Law No. 201/2002 of 26 Septem-
ber, which defines in writing the Credit Financial Institutions (IFIC). These credit institutions may perform the
same operations permitted to banks, with the exception of receiving deposits. In practice, they offer all kinds of
specialized financing solutions - credit, leasing, credit cards, etc.
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The development of fair commercial practices
is essential to ensure consumer confidence
in the market to ensure competition and to
promote the development of cross-border
business transactions. This is how the Decree-
Law No. 57/2008 of 23 March is to establish a
single general prohibition of unfair commercial
practices distorting consumers’ economic
behavior and applies to unfair commercial
practices, including unfair advertising, which
directly harms the economic interests of
consumers and indirectly the economic
interests of legitimate competitors, transposing
into national law Directive 2005/29 / EC of the
European Parliament and of the Council of 11
May.

However, the European Parliament and the
Council adopted the Directive No. 2008/48 /
EC of 23 April on consumer credit agreements,
in order to harmonize certain legislative,
regulatory and administrative aspects between
Member States. The provisions of this Directive
express the urgency of achieving a single
market in financial products and services, or by
providing a more uniform method of calculation
and the elements included in the APR or
strengthening consumer rights, including the
right to pre-contractual information. It is this
Directive that repealed the existing Community
legislation concerning credit agreements for
consumers, that the Decree-Law 133/2009, of
June 2, transposed into the Portuguese law.

According to a study commissioned by the
Directorate General for Health and Consumers
of the European Commission in 2013 to Ipsos
and London Economics®, Portugal is the country
with the highest score in terms of providing
adequate pre-contractual information when
granting consumer credit. In particular, Portugal
ranks second in credit card and personal loans
segments and above the EU's average in the
car loan segment. These results were obtained
through a ‘mistery shopping’ exercise, i.e.
fictitious purchases, to a maximum of thirty

credit providers, in order to a) assess the extent
to which consumer credit providers provide
appropriate pre-contractual information and
b) the credit borrowers are satisfied with the
information they receive.

In 2008 the Decree-Law 204/2008 of 14 October
established the Central Credit Register. This
information system, managed by Banco de

Portugal consists of information received
from the participating entities, including
credit institutions, on actual or potential

liabilities arising from credit operations and
a set of services related to the processing
and dissemination. Later, the Instruction No.
17/2018 of October 14 was set to regulate
the information communicated to Banco de
Portugal of actual or potential liabilities arising
from loans, in any form or mode, so that it can
centralize and disseminate the information.

To the extent that credit institutions advertise
through different means, in December 22,
2008 Banco de Portugal issued the Notice
No. 10/2008 which aims to establish general
principles for advertising of products and
financial services and the specific rules for each
product.

Throughout the duration of the credit
agreement, the credit institution shall
monitor continuously and systematically the
performance of contracts by its clients to detect
any risk of loss of evidence.

With the view of informing and advising
over-indebted in developing a payment
plan through conciliatory procedures and
mediation the ordinance No. 312/2009, of
March 30 implements the steps to be taken by
the entities providing these services.

Similarly, the Decree-Law No. 227/2012 of
25 October, came to establish the principles
and rules that credit institutions must follow
in monitoring credit default situations and

3 Study on the functioning of the consumer credit market in Europe, Ipsos and London Economics, July
2013. Available at: https://londoneconomics.co.uk/blog/publication/study-functioning-consumer-credit-markets-

-european-union-may-2014/.
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extrajudicial settlement resulting from credit
agreements concluded with private banking
customers.

The above mentioned law provides that the
credit institutions to create an Action Plan for
Default Risk (PARI), establishing procedures
and measures to prevent the failure of credit
agreements, and establishes a Extrajudicial
Procedure Default Situations Regularization (
PERSI), which aims to promote the negotiation
between the credit institution and bank
customer, extrajudicial solutions for non-
compliance. In addition, the foundations are
created for the development of an extra-
judicial network entities recognized for, free
of charge, inform, advise and assist bank
customers who are at risk of defaulting on the
obligations of credit agreements or that are
in arrears regarding compliance with these
obligations.

Despite the Decree-Law No. 133/2009 establish,
from the beginning, the system of maximum
rates on consumer credit agreements, the
amendments by the Decree-Law No. 42-A
/ 2013 of March 28* brought additional
assumptions for the calculation of the annual
percentage rate of effective charges®.

The system of maximum rates applies to credit
agreements for consumers classified under
the Decree-Law No. 133/2009 of 2 June, as
amended by Decree-Law No. 42-A /2013 March
28. These maximum rates are determined
based on the Annual Global Effective Charges
Rates (APR) average used in the market by
credit institutions in the previous quarter,
plus one quarter, and it might not exceed the
average APR of all consumer credit agreements
APR increased by 50%.

The maximum rate regime also provides that
the maximum APR for overdraft facilities with
repayment obligation within one month and
that the maximum nominal annual rate (TAN)
for credit overruns are equal to the maximum
APR set to contracts credit in the form of an
overdraft facility with a term of more than one
month refund.

Applying the criteria defined in the law, Banco
de Portugal publishes the quarterly maximum
rates for the different types of credit, to be
applied to the contracts signed in the following
quarter.

According to a study commissioned by the
General Directorate for the Internal Market
of the European Commission to the Leibniz
Center for the European Economic Research
in Mannheim (ZEW)5 In 2010 Portugal was
part of the small group of nine countries that
had a “strong” restriction to the maximum
possible interest rate applied to consumer
credit contracts. The remaining countries in this
group were Belgium, France, Germany, lItaly,
Netherlands, Poland, Slovakia and Slovenia.
In total, fourteen countries have had this year,
some form of restriction on interest rates on
consumer credit, five of which had a restriction
“weak” - Estonia, Greece, Ireland, Malta and
Spain.

The May 8, 2013 is published the Decree-Law
No. 58/2013, establishing new rules for the
classification and calculation of loans’ duration,
the payment of interests, the capitalization
of interests and the default of the debtor.
Under this law, in case of delay in the payment
of benefits, the institutions can charge
customers interest on arrears. It also allowed
the capitalization - that is, convert into capital
- accrued remuneration and unpaid interest,

4 Transposes Directive No. 2011/90 / EU of 14 November.

5 From July 1, 2013, the maximum rates correspond to annual rates of global effective charge (APR) ave-
rages applied by credit institutions in the previous quarter, the different types of contracts, plus a room. No fee
may still exceed 50% (APR) average of all credit agreements for consumers concluded in the previous quarter.

6 Interest Rate Restrictions and Their Economic Implications, Leibniz Center for European Economic
Research in Mannheim, 2010. Available at: https://www.zew.de/en/forschung/interest-rate-restrictions-and-their-
-economic-implications/?cHash=52164ef53cebc04e7b94dd149483e7b1.
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for periods equal or longer than one month.
The law prohibits, in general, the charging of
fees on the grounds of delay by the debtor but
may, however, be charged a single commission
regards the recovery of debt securities (with
a minimum of 12 euros and maximum 150
euros).

On September 23, 2015 comes into force the
Law No. 144/2015 of 8 September on the
alternative resolution of consumer disputes,
establishing the legal framework for out of
court settlements of consumer disputes. This
law is applicable to ADR procedures of national
and cross-border disputes promoted by an
alternative dispute resolution body (ADR),
when they are initiated by a consumer against
a supplier of goods or service and respect
the contractual obligations purchase and sale
contracts or the provision of services concluded
between a supplier of goods or provider of
services established and consumers residing in
Portugal and in the European Union.

By Decree-Law No. 74-A /2017 of 23 June, which
transposed partially to national law Directive
No. 2014/17 / EU of the European Parliament
and of the Council of 4 February 2014 on
credit agreements for consumers relating to
residential property, the legislator enshrined
the obligation for creditors to assess the
creditworthiness of consumers in the lending
and housing loans with mortgage guarantee
or equivalent. Thus, through Notice No. 4/2017
Banco de Portugal implements the procedures
and criteria to be followed by lenders in
evaluating the creditworthiness of consumers,
whether on credit agreements for consumers,
both in terms of lending to housing and credits
with mortgage guarantee or equivalent.

With the entry into force of the Complaints
Book scheme (Decree-Law No. 156/2005 of 15
September), was extended to most suppliers
of goods and service providers the obligation
to provide the Complaints Book. However, the

Nova SBE | ASFAC
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Decree-Law n. °74 / 2017 of 21 June, which has
introduced changes to the Complaints Book
regime, implementing the measure of the
Simplex Program + 2016 “Online Complaints
Book”.

Given the recent economic and financial
environment, regulationofcreditintermediaries
is particularly pressing. Indeed, it is essential
to promote the trust in credit institutions
preventing inadequate and less transparent
business practices. In this context, the Decree-
Law No. 81-C / 2017 of July 7 aims to regulate,
in a transversal way, the credit intermediaries
activity and the provision of consulting services
in relation to credit agreements. Among the
requirements, stands out in particular the
need to obtain authorization to pursue the
activity and entry in a register with Banco
de Portugal. It is also attributed to Banco de
Portugal supervision of credit intermediaries,
Life Insurance Institutions, Institution for
the Provision of Accounts and Statistics of
Electronic Accounts, as well as the provision of
consultancy services in the first place, of credit
and credit institutions, financial companies,
payment institutions and currency institutions.

While national macro-prudential authority,
Banco de Portugal defines and implement
macro-prudential policies. This responsibility
impliesthatBancode Portugal usesinstruments
to combat the risks to financial stability and
to increase the financial system’s resilience
should any of these risks materialize. Macro-
prudential measures for the new consumer
credit agreements, adopted in February 2018,
is one of the tools used by Banco de Portugal
to safeguard the stability of the Portuguese
financial system

With the goal of bringing the institutions to
adopt prudent criteria in the new financing,
Banco de Portugal has set limits on various
indicators considered in the granting of
credit. With regard to consumer credit



recommendation’ estipule:

The ratio between the total amount of the
monthly payments associated with all loans
held by the borrower and his monthly net
income tax and mandatory social security
contributions (debt service-to-income or
DSTI, the English acronym). The calculation of
the DSTI must take into account the impact of
an increase in interest rates set by Banco de
Portugal in credit services, and the expected
loss of income after retirement for borrowers
who have over 70 years of age at the time
scheduled for the end of the contract. The
new loan should be granted only if the DSTI
is equal to or less than 50%, the following
exceptions it is expected up to 20% of the
total amount of credit granted by each
institution each year can have a DSTI 60%;
up to 5% of the total value of loans does not
have to comply with the limits DSTI;

the term of consumer credit contracts should
not exceed 10 years;

allnew loans to consumers should provide for
regular payments of principal and interest,
a requirement intended to avoid situations
that provide for grace periods of capital and
interest. This requirement may not apply to
contracts with very specific characteristics,
such as bridging loan, sign credit associated
with property acquisition financing, credit
education and specific line of funding for
urban regeneration.

At November 13, 2018 came into force the
new Legal Framework for Payment Services
and Electronics Money (RJSPEM) (amending
the Decree-Law 317/2009), which transposes

into national law Directive (EU) 2015/2366
the European Parliament and of the Council
of 25 November. This new system brings
changes to how the payment service providers
offer their services to customers but also
to how individuals, companies and public
administration make payments in their day-
to-day. For example, customers can use new
payment services, such as payment initiation
services and information about account
services, security conditions improved by the
adoption of strong authentication mechanisms.

The following table presents a summary of the
legal framework for consumer credit activity.
Note that Banco de Portugal, increasingly
has sought to hear and calls both ASFAC and
the Portuguese Banking Association (APB), to
intervene in the legislative consumption credit
process as a way to promote dialogue between
the various entities of this sector.

7 The recommendation for new loans to consumers follows the principle of “comply or explain” (comply
or explain, in English-speaking), which means that credit institutions and financial companies must observe the
limits in macro-prudential measure. Institutions shall report to Banco de Portugal the relevant information regar-
ding this recommendation object credit agreements which allow Banco de Portugal verify that the recommenda-
tion is being properly fulfilled and shall, if it's not to be, present justification. Banco de Portugal evaluates at least
once a year the grounds submitted by the institutions and, where appropriate, decides whether the provisions
of the recommendation was or was not followed, and if not have been, if the institutions had justified or not

properly.
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Summary of the Legal Framework of
Credit Activity to Consumption
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September 21,
1991

Decree-Law No.

359/91

Transposing into national law Directive No. 87/102 / EEC
on Community rules on consumer credit agreements

December 31,

Decree-Law

Approves the Legal Framework of Credit Institutions

1992 298/92 and Financial Companies, reflecting Community Policies
The arrangements relating to information on
Au%g;ﬂZB, Decrzezeg;g\ﬁ/ No. interest rates and other costs of loans that credit

institutions should provide to customers.

May 29, 2006

Decree-Law No.

95/2006

Establishes the legal regime applicable to distance
contracts for financial services concluded with
consumers, transposing into national law Directive
2002/65 / EC of the European Parliament and of the
Council of 23 September

March 23, 2008

Decree-Law No.

57/2008

It establishes a single general prohibition of
unfair commercial practices distorting consumers'
economic behavior, for national law Directive
2005/29 / EC of the European Parliament and of the
Council of 11 May

October 14,
2008

Decree-Law
204/2008

Instituted the Central Credit Register, system
managed by Banco de Portugal

12 | Nova SBE | ASFAC
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Notice No.

Establishes the general principles applicable to the
December 22, 10/2008 advertising of financial products and services, and
2008 of Bank of o
specific rules for each product
Portugal
Ordinance No. Regulates the rules for the recognition of support
March 30, 2009 312/2009 systems to situations of over-indebtedness

Transposes into Portuguese law Directive No.

2008/48 / EC of 23 April the European Parliament
June, 2nd of Decree-Law and of the Council on credit agreements for

2009 133/2009 consumers, in order to harmonize certain

legislative, regulatory and administrative aspects
between Member States members

Circular Letter . o
Good practices to be observed by credit institutions
July 28, 2011 No. 4§é%01 1/ as part of its action in

Estabelece principios e regras a observar pelas
instituicBes de crédito na prevencdo e na
regularizacao das situacdes de incumprimento e
cria a rede extrajudicial de apoio a essas situagdes

consumer cre- | Decreto-Lei n°
dit market 227/2012

Establishes principles and rules to be observed by
October 25, Decree Law No. | creditinstitutions in the prevention and settlement

2012 227/2012 of non-compliance and creates extrajudicial
network support for these situations

Amends Decree-Law No. 133/2009, of June 2, with

Decree-Law No. a view to making additional assumptions for the
March 28, 2013 42-A /2013 calculation of the effective annual percentage rate
of charge

Nova SBE | ASFAC
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May 8, 2013

Decree-Law No.

58/2013

Establishes the rules for the classification and
counting of term loans, to pay interest to the
capitalization of interest and the lives of the debtor

June 17, 2013

Instruction No.

12/2013

Determines that the information to be provided
by credit institutions and financial companies to
consumers, must be made through the European
Standardized Information Sheet on in Credit
Matters to Consumers

June 17, 2013

Instruction No.

Determines the items of information to provide to
Banco de Portugal with regard to credit agreements

14/2013 f
or consumers
. Establishes the minimum requirements for
December 3, Notice No. information to be taken during the term of
2014 10/2014 .
consumer credit contracts and consumers
Implementing Directive 2013/11 / EU of the
September 23, Law No. European Parliament and of the Council of 21 May
2015 144/2015 2013 on the alternative resolution of consumer

disputes

June 23, 2017

Decree-Law No.

74-A /2017

Partially transposes Directive 2014/17 / EU on credit
agreements for consumers for residential real
estate

July 7, 2017

Decree-Law No.

81-C/ 2017

Legal rules establishing access requirements
and exercise of the credit intermediary activity
and the provision of consulting services, partially
transposing Directive 2014/17 / EU

14 | Nova SBE | ASFAC

ASFAC Initiative in Consumer Credit



Establishes procedures and criteria to be applied

Septezr(l)11b7er 22, N2'5|2(:§1l\710. in assessing the credit.worthi_ness of consumers by
credit providers
New macro-
prudential
measure to Introduces limits to some of the criteria used in
January 30, new mortgage customer solvency assessment, including the
2018 loans and granting of new mortgage loans, loans secured by a
consumption mortgage or equivalent and consumer credit
of Banco de
Portugal
Regulates the communication to Banco de Portugal
August 27, Instruction No. of actual or potential liabilities arising from loans,
2018 17/2018 in any form or mode, so that this centralize and

disseminate this information

November 12,
2018

Decree-Law No.
91/2018

Adopting the new Legal Framework for Payment
Services and Money Electronics (RISPME) (amending
Decree-Law 317/2009), which transposes into
national law Directive (EU) 2015/2366 of the European
Parliament and of the Council of November 25th

25

20

15

10

FIGURE 1

Number of current legislation impacting the consumer
credit activity in Portugal
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Specialized Credit:

Definition and Types of Credit

The specialized financing consists of loans to
individuals and businesses to buy goods and
services, including computers, furniture and
equipment for home, car, education or health.
It is exercised by specialized credit institutions
- most of them ASFAC associated - whose
activity is regulated by Banco de Portugal.
These institutions include banks, branches of
foreign banks operating in Portugal, financial
credit institutions, finance companies and
credit branches of foreign credit institutions.

Included in consumer credit scheme are
the contracts that:

« The total amount of credit is between 200
and 75,000 euros;;

= Are under the overrun mode even if the
total amount of credit granted is less than
200 euros;

= Arenotsecured by mortgage or otherrights
to immovable object, whose purpose is the
completion of construction works and a
total of more than 75,000 euros

Not applied the consumer credit scheme
for the contracts:

= Secured by mortgage thing or another
right on immovable object;

= Whose purposeis to finance the acquisition
or retention of property rights in land or in
existing or projected building;

Granted by lenders;

= Lease that does not provide for the right or
obligation to purchase the leased assets;

Nova SBE | ASFAC
ASFAC Initiative in Consumer Credit
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* Granted without interest and other

charges;

= Granted by the employer to their
employees, without interest or effective
annual percentage rate of charge (APR)
lower than market rates.

There are different types of loans to individuals,
professionals and businesses, with different
purposes and associated costs:

4.1) PERSONAL CREDIT:
Intended to finance the purchase of durable

consumer goods and services, including
personal computers, travel, minor works,
housing  stuffing, consolidated  credit,

education, health, taxes, etc. It can also be
hired without a specific purpose. It is a credit
agreement in which the amount, term and loan
repayment mode are defined at the outset.

4.2) CREDIT CAR:
The car loans intended for the purchase of car
or other vehicles, new or used. It is a credit
agreement in which the amount, term and loan
repayment mode are defined at the outset. It
may also involve leasing operations.

There are different types of credit car:

4.2.1) CREDIT CARD WITH RESERVATION: is
a loan to purchase a car in which to ensure
the repayment of the credit until the end of
the contract, you register a claim on the car
(retention of title) in the competent office;

4.2.2) CREDIT CARD WITHOUT RESERVATION
OF: it is a loan to purchase a car in which there
is no place to car ownership reservation. The
institution may require other collateral, as a
guarantee, for example;



4.2.3) LEASING: it is a type of financing through
which the credit institution (lessor) grants the
customer (lessee) the temporary use of a car, in
return for payment of a monthly income. At the
end of the contract, the customer may purchase
the car if one are interested, upon payment of
the amount specified in the contract (residual
value);

4.2.4) LONG TERM RENTAL (ALD): it is a mode
in which the credit institution temporarily cede
the use of a car to the customer, by paying
a monthly rent. At the time of hiring, the
customer commits to buy the car at the end of
the rental.

The leasing contract (or operational leasing of
vehicles - AOV) is neither considered a loan, nor
is hired by a credit institution. Corresponds to
hired cars by paying a monthly income and is
usually associated with a set of services (e.g.,
car maintenance service or tire replacement).

4.3) CREDIT REVOLVING:
it is a contract in which is established a
maximum credit limit (ceiling) that can be
used over time and reused as the outstanding
balance will be refunded. It is usually a contract
of indefinite duration.

The revolving credit includes, for example:

4.3.1) CREDIT CARD: it is a contract of indefinite
duration, in which is established a maximum
credit limit and whose use (purchases or
withdrawals - “cash advance”) is carried out by
card. The repayment of the amount used is in
accordance with the modality agreed with the
institution;

4.3.2) OVERDRAFT FACILITY: it is a credit
agreement that provides the customer with
funds which exceed the balance of its deposit
account, up to a maximum credit limit set
in the contract. There are different types of
overdraft facility credit agreements, depending
or not they involve the clearance ordered the
associated deposit account and depending
on the term of repayment of the used credit
amount is equal to or less than one month or
more than one month;

4.3.3) CREDIT LINE: is a contract of indefinite
duration, in which it is established a maximum
credit limit and in which, as a rule, the credit is
available in the customer's account;

4.3.4) BANK ACCOUNT: It is a fixed-term
contract, no fixed timetable for repayment, in
which it is established a maximum credit limit.

4.4) DEBT CONVERSION AGREEMENT:
is a credit agreement concluded between the
credit institution and the bank customer in a
previous credit agreement default situation
in order to renegotiate the contract terms,
the effect of deferring payment of the debt or
changing the repayment mode debt.

The consumer credit agreement may arise
related to other contracts. The credit agreement
may be related to a sales contract or a contract
for services when used exclusively to finance
the payment of the good or service in question.
Both contracts form an economic unit.

4.5) CREDIT STOCK OR CREDIT TO
SUPPLIERS:
It is a contract aimed at the financing of goods
whose acquisition is carried out for the purpose
of resale.

Nova SBE | ASFAC
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Advantages of
Specialized Credit
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The granting of consumer credit to households
and specialized investment to companies is
underpinned by a careful analysis of financial
conditions of the proposed borrowing, which
ensures that credit is contracted responsibly,
protecting the interests of all parties involved.

Consumer credit is granted by specialized
credit institutions that the law recognizes as
IFIC (Specialized Credit Financial Institutions)
or banks. According to the Banco de
Portugal®, in 2017, most of the amount of
consumer credit (54.6%) was granted directly
in the credit institution, despite the increasing
importance of hiring in the point of sale,
through intermediaries, which are distribution
companies, car dealerships, supermarkets,
traditional commerce and service providers.
This means that the consumer has the
possibility to access credit directly in the store,
which is a key advantage of the industry's

supply.

The specific know-how, digital media and the
close relationship that is established with the
outlets allow IFIC make an effective assessment
of the risk while granting credit. Note that the
credit granting decision is made solely by IFIC,
without the intervention of intermediaries.

8 Monitoring Report of Bank Retail Markets (2017), Banco de Portugal, published in July 2018.
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Rationality of the Consumer Credit
Contribution for the Economy

The impact of consumer credit for the economy
comes not only from the direct effect generated
by the purchase of goods and services financed
by this industry, as well as the multiplier effect
(indirect) of these purchases.

Purchases financed by credit generate revenue
for companies, including producers and
distributors of durable goods and services.
Consumer credit also allows greater turnover of
national vehicle fleet, contributing to increase
the dynamics of this business sector.

Job creation in the areas of distribution and
production of consumer goods is dependent
on the level of sales. In this regard, consumer
credit, as it anticipates future expenses, helps
to increase the demand for these products.
As more jobs are created, the less is the State
spendingonsocial benefitsand higher revenues
from direct and indirect taxes, by increasing
the disposable income of the various economic
agents. Thus, in the Portuguese economy,
the specialized credit benefits families and
businesses, contributing not only to the GDP
items of consumption and investment as well
as the balance of public accounts.

This credit transmission mechanism in the
economy is supported by the literature.
Herkenhoff and co-workers (2016)° used a
statistical method that allows assessing cause-
effect relationships by comparing two groups
of individuals, with access to credit restrictions
and the other does not, and everything else
comparable. In their research they concluded
that access to credit increases the chances of
individuals to create their own business, earn
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more, get more credit and thus become an
employer. Apart from these, the unemployed
workers with greater access to credit (e.g.
via family who obtain credit from the formal
system) have greater ability to find employment
in companies offering higher wages and other
benefits.

More recently, the same authors' explore
a general equilibrium model showing that
unemployed individuals with greater access to
credit remain in unemployed longer. However,
when return the labor market they can get
jobs in more productive companies and higher
salaries. These results show that access to
credit influences behavior in demand and job
creation. By having access to credit, individuals
may take longer to find a job and get it in a
more productive enterprise where salaries
are higher. By increasing the demand for
more skilled jobs, investment in such sectors
increases. Thus, access to credit increases the
production, productivity and well-being.

9 “The Impact of Consumer Credit Access on Employment, Earnings and Entrepreneurship,” Kyle
Herkenhoff, Gordon Phillips, Ethan Cohen-Cole, November 2016.
10 “How Credit Constraints Impact Job Finding Rates, Sorting & Aggregate Output,” Kyle Herkenhoff,

Gordon Phillips, Ethan Cohen-Cole, January 2019.
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Evolution of
Consumer Credit

The consumer credit market has maintained
a recovery trend since 2013. In 2015 and
2016, growth was particularly high - 23% and
18%, respectively. According to data reported
monthly to Conduct Supervision of Banco de
Portugal, the amount of new loans granted
during the year 2018 amounted to 7.4 billion
euros, and is more than the pre-crisis level
since 2017 (Figure 2). The data from the past
year corresponds, however, to a slowdown in
credit growth compared to recent years.

The type of credit that grew the most in 2013
- the year that marks the reversal of credit
downward trend in the post-crisis period - was
the personal credit, and was also the most
representative that year (Figure 2). Most of this
credit is granted without a specific purpose.
Only 2% of the value of these new contracts
is intended for educational purposes, health,
renewable energy and leasing equipmente'.

The car credit was the segment where the
credit amount more increased since 2013,
followed by personal loans and revolving
credit (Figure 2). Note that, in the short term,
buying a new car can in many situations be
delayed due to the provision of alternative
means of transport. However, on a long-term
perspective, especially in suburban areas, the
private car dependency is almost inevitable,
especially when this is the fastest and most
economical way to meet regular needs of
Portuguese families.
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Note that, although the System of National
Accounts treats the cars and all other durable
goods as part of private consumption, it can
be argued that the families use the acquisition
of such goods to increase their future well-
being, or intended investment. Conceptually,
this means that the treatment is given to the
consumption of durable goods should not
differ from that which is given to the acquisition
of housing. In fact, in academic research
scope it is common to treat the consumption
of durable goods as an investment, since the
analysis based on conventional statistical
systems may underestimate the impact of
the consumption of such goods on economic
growth and productivity.

In the case of revolving credit, this was
presented as the kind of credit more resilient
during the crisis period. From there, its relative
importance compared to other types of credit
was reduced. These developments suggest the
use of this type of credit as an important means
of consumption stabilization in the recession
period. Given the flexibility in its application
and low cost when used in small amounts,
the revolving credit was established as a good
option for smaller expenses but are urgent
needs. On the other hand, in the period of
economic growth and recovery of purchasing
power it seems to prevail the use of the credit
for the investment in durable goods, such as
the automobile.

11 Banco de Portugal - Banking Customer Portal - Evolution of new credits.
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FIGURE 1
New loans to consumers | Thousands of euros (left axis), Weight of each type of
credit and the total y-o-y rate | 2010-2018
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Source: Banco de Portugal | Banking Customer Website | Evolution of new consumer credits;, Nova SBE own calculations

From 2013, the Portuguese confidence index
started to improve and business confidence
followed this trend (Figure 3).

In fact, the evaluation measures of the
economic environment (by companies) and
evolution of consumer confidence had a very
coincidental evolution, which demonstrates
correlation between perceptions of companies
and households. The economic environment
indicator in decline since 2010, has registered
an inflection at the end of 2012, not confirmed
in the first quarter of 2013. However, from
the second half of 2013 recorded a strong
progression, still divided into two phases:
one marked by the first quarter of 2015 and a
more moderate by the end of 2017. From the
second half of 2017 families registered a trend
of decline in their level of confidence as the
companies have registered some stabilization
of their expectations.

According to Highlights published by the
Statistics Portugal, the reduction of the
consumer confidence indicator in the end of
2017 results from the negative contribution
aspects such as the prospects for the evolution
of unemployment, the economic situation, the
financial situation of the household and even
the savings. For companies, the stabilization
of the economic environment indicator
reflects alternate and divergent movements
in the sectors of manufacturing, services,
construction and public works and trade so
that it is not possible to establish a standard in
this period.

Theimprovementtrendsince 2013 in consumer
confidencewasreflectedinhousehold spending
and increased private consumption. Car sales,
for example, grew by 5% this year after two
consecutive years to fall (Figure 4). According
to the European Federation of Specialized
Credit Institutions (Eurofinas), Portugal was the
European country with the steepest decrease
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in consumer credit and car purchase credit in
2011, falling 15.2% from the previous year.

Figure 4 is further illustrative of the volatility
of consumer durables, more sensitive to the
economic cycle. Apart from consumption,
economic agents seek to maintain a stable
level of life. That is why the purchase of durable

consumer goods is greater when disposable
income increases, and tends to be postponed
when it decreases. It is for this reason that
consumer spending for durable goods and
services is strongly pro-cyclical.

The number of new contracts follows the
evolution of loans, albeit at a slower pace. In

FIGURE 3
Consumer confidence indicator (left axis) and economic climate indicator (right
axis)|% mm3m | 2010-2018
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FIGURE 4
GDP and private household consumption | Real y-o-y- rate | 2010-2017
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2018 it increased 2.4% over the previous year,
growth less than in 2017 (5.1% more) and also
less than in 2016 (extra 6.5%) (Figure 5).

They were awarded an average of 556.8 million
euros of credit to consumers per month in
2017, compared with 497.4 million euros in
2016 and 423.1 million euros in 2015. In the
last year for which are available complete data

- 2018 - were granted an average of over EUR
150 million per month than in 2010, which
preceded the contraction of the consumer
credit market (Figure 6).

As stated above, in 2011 and 2012 there was
a sharp contraction of the consumer credit
market with a significant drop in the number
of contracts and the amount of credit granted,

FIGURE 5
Consumer credit | Number of contracts by type of credit | Y-o-y rate |
2013-2018
50%
40%

30%

20%

10%
7.5% 7.8%
Ii ll I| II o% II e Il 2.4%
0% -0,2% o

0% ’ -11,8%
-20%
-30%
-40%
2011 2012 2013 2014 2015 2016 2017 2018
m Personal mAutomobile Revolving ¢ Total Consumer Credit

Source: Banco de Portugal | Banking Customer Website | Evolution of new consumer credits; Nova SBE own calculations

FIGURE 6
Consumer credit | Average monthly credit amount granted | Million euros |
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accompanied by a decrease in the average
amount contracted. This trend was particularly
marked in 2012, year in which was a decrease
of about 12% in number of contracts and about
24% in the amount of credit granted. Similarly,
the contracted average amount also fell 14%.

The lower cost of credit has been transverse to
the three credit segments, while continuing to
stand out the decrease in the average revolving

credit APR (Figure 7).

In  Portugal, most operations are still
characterized by operations with reattachment
rate of less than one year. In the case of
consumer credit and other purposes, there
is a tendency of reduction in average interest
rates of hiring of new loans, although less
pronounced than on housing loans, and their
levels are much higher. In consumer credit,

FIGURE 7
Consumer credit | Weighted average maximum APR, by type of
contract | 2013-2018
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Source: Banco de Portugal | Banking Customer Website | Interest rates on consumer credit; Nova SBE own calculations

the average APR reduced 22% compared to
the one used in 2013. In loans, the drop was
40% (Figure 8). It is recalled that Banco de
Portugal publishes quarterly estimates and
the maximum rates applicable to each type of
consumer credit. These rates are the maximum
charges that can be hired in each type of credit
agreement.

Compared to the euro area, the interest rate in
Portugal on new consumer credit loans was on
average 2 percentage points higher than the
average of the Eurozone, taking into account

Nova SBE | ASFAC
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the period for which there is information - 2000
to 2018. However, there is a convergence of
the cost of this type of credit between Portugal
and the euro area average since the beginning
of 2012. At the end of 2018, the interest rate
on consumer credit in Portugal was only 1.4
percentage points higher than average euro
zone. (Figure 9).

In the consumer credit market operate credit
institutions with universal activity, which
includes the regular reception of deposits and
institutions specialized in this type of financing.



Although some institutions with specialized increasing since 2013. From 2015, these
activity are allowed to receive deposits, they do institutions are responsible for providing more
not perform this activity regularly. than half of this credit (Figure 10).

The importance of institutions with specialized During the month of May 2019, the market
activity in lending to consumers has been research company Nielsen conducted a survey

FIGURE 8
APR by type of loan | Percentage | 2013-2018
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Note: The APR credit consumption was calculated based on a weighted average of the various types of consumer credit

FIGURE 9
Interest rate on new loans for consumption | Percentage |
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on 1000 individuals residing in Portugal,
in order to determine the perception and
satisfaction of the Portuguese in relation to
Specialized Credit Institutions. According to this
study, 37% of Portuguese possess at least one
consumer credit. Most of these - 81% - resorted
to a specialized credit institution to its credit
(versus 19% who chose a bank with universal
activity). What motivated this preference was
especially counseling the place of purchase
and the faster the process. Satisfaction with the
credit company chosen for the last contracting
credit is notorious - 92% of customers of the
Specialized Credit Institutions are satisfied, or
very satisfied, with the choice of the institution.
Moreover, one third of customers with credit
in the bank demonstrates intention to consult
a specialized credit institution when one needs
more credits. With regard to consumers who
are considering obtaining consumer credit
in the future, over 80% are satisfied with the
clarity of the information provided by the
Specialized Credit Institutions during the
consultation process.

This group of individuals associate with the

specialized credit institutions greater flexibility
and simplicity in lending.

This is a result of the increased importance of
institutions with specialized activity in revolving
credit and reflects the increasing importance of
the car loan segment in total consumer credit
since in this segment, most of the amount is
given by institutions with specialized activity
(Figures 11 and 12).

FIGURE 10
Consumer credit | Amount of new consumer credit agreements, by type of institution | Millions euros (left
axis), weight and growth rate (right axis) | 2010-2017

8.000

6.000

4.000

2.000

2010 2011 2012 2013

Specialized Credit Institutions

=0 Universal Credit Institutions

15%

10%

5%

0%

-5%

-10%

-15%

2014 2015 2016 2017

—e—Growth rate of the especialized credit institutions share
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FIGURE 11
Credit revolving | average monthly amount of credit granted by type of institution | | Million euros
(left axis), weight and growth rate (right axis) | 2010-2017
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Source: Banco de Portugal | Follow-up report of the retail banking markets | 2017, Nova SBE own calculations

FIGURE 12
Financing a Car | Average monthly amount of credit granted by type of institution | Million euros
(left axis), weight and growth rate (right axis) | 2010-2017
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Characterization of the Portuguese Loan Portfolio &
Analysis of the Evolution of the Defaulting Debtors!?

NN NN NN

A fifth of total loans to households is intended volatility in consumer credit. The car loans and
for consumption. The annual growth rates credit card products are the fastest growing
have been negative since 2011, with a tendency since 2010 among households (Figures 13-16).
to accelerate from 2015 due to increased

FIGURE 13
Loans to households | Weight position at end of period | 2018

e Housing

m Consumption and other Purposes

Source: Banco de Portugal | Monetary and financial statistics | Loans from the financial sector; Nova SBE own calculations

12 The data in this section is sourced monetary and financial statistics of Banco de Portugal and is
distinguished from those presented in the “Credit growth to consumption,” whose collection and treatment is
the responsibility of the Behavioral Supervision Department of Banco de Portugal. The characterizing elements
of the information reported by financial institutions to Conduct Supervision Department of Banco de Portugal
are governed by Instruction No. 14/2013. For a better understanding of the purposes described in this section
refer to the appendix of this study.
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FIGURE 14
Credit to households y-o-y rate evolution | By purpose | 2011-2017
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FIGURE 15
Credit to households y-o-y rate evolution | Consumption and other purposes | 2011-2017
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Source: Banco de Portugal | Monetary and financial statistics | Loans from the financial sector; Nova SBE own calculations
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FIGURE 16
Loans to households | Consumption and other purposes | Weight position at end of period 2018
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30

Defaulting indicators of household sector
registered distinct changes since the last
economic crisis in Portugal. While the
percentage of debtors with overdue loans in
the consumer segment and other purposes,
reached its peak in 2012, the ratio of overdue
loans in this segment deteriorated by 2014.
This means that, from 2012 and 2014, reducing
the number of default debtors was insufficient
to compensate for the debt accumulated by
individuals that have remained in this situation
(Figure 17 and 18).

In the housing segment, less volatile to
crisis due to the longer maturities of credit
agreements, the deterioration of default
indicators continued for a longer period -
until 2014 for the percentage of debtors with
overdue loans and until 2015 for the overdue
loans ratio (Figure 17 and 18).

In recent years, the decrease in default levels
was more pronounced in the credit segment
to consumption. In 2017, the number of
defaulters in consumer credit reached 10.8% of
total borrowers. This ratio reached its highest
value in 2012 - 16.9%."®

13 The loans are in default when there are payment defaults of the respective depreciation allowances

in respect of the dates on which it was envisaged that these payments should occur. A credit can be classified
as due, of capital and / or interest and other expenses, when: in relation to the capital, after a maximum of 30
days after its due date, without having checked the respective settlement, subject to the institutions can classify
it in default as soon as they consider exhausted the possibilities of an immediate settlement; on interest and
other expenses, from the date on which the payment should have been made. The overdue loans are reported
to the CRC by classes, according to the length of time that has elapsed since the start of this situation. Currently
there are 14 possible class reporting, ranging from ‘Up to 1 month’ to ‘more than 60 months. (Source: Bank of
Portugal, Books from Bank of Portugal, Central Credit Register, April 2015).
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FIGURE 17
Percentage of households with overdue loans | 2010-2018

20%

15%

10%

Consumption and other purposes

Housing

2017 m2018

2013 = 2014 2015 2016

m2012

#2010 m2011
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FIGURE 18
Households overdue loans ratio | 2010-2018
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FIGURE 19
Households overdue loans | Million euros and ratio of credit granted | 2009-2018
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Source: Banco de Portugal | Monetary and financial statistics | Loans from the financial sector; Nova SBE own calculations

FIGURE 20
Percentage of households with overdue loans | Consumption and other purposes | 2010-2018
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Note that, despite the stock of overdue loans
in housing purpose has historically been lower
than the consumer purpose, in the last two
years this trend was reversed (Figure 19). Thus,
the analysis of the default indicators should
take account of this measure, especially from
the point of view of systemic risk prevention "4,

The product with the highest default rate in
the consumer credit segment is to finance the
business activity and current account overdraft
- about a fifth of sole traders debtors failed
to pay their debts in 2018. The product that
improved the most in default indicators was
the car credit (Figures 20 and 21).

14 Systemic risk can be defined as one that affects the economy as a whole, caused for example by a
collapse in the financial system, big changes in interest or exchange rates.
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FIGURE 21
Households overdue loans ratio | Consumption and other purposes | 2010-2018
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The improvement in default indicators on Moreover, for risk mitigation reasons, one
consumer credit in recent periods is despite can not get consumer credit from a financial
the increase in the total number of debtors in institution or a bank if it does not have a job
this segment (Figures 22 and 23). In particular, and a steady income statement.

Figure 23 suggests that the number of debtors

and the unemployment evolve differently.

FIGURE 22
Number of households debtors | Thousands euros | 2010-2018
4000 -
A ——
3000
2000

2010 2011 2012 2013 2014 2015 2016 2017 2018

Housing == Consumption and other purposes

Source: Banco de Portugal | Monetary and financial statistics | Loans from the financial sector; Nova SBE own calculations

Nova SBE | ASFAC | 33
July 2019



34

FIGURE 23
Number of borrowers and defaults on consumer loans to households | Thousands euros (left axis) and
percentage (right axis)| 2010-2018
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FIGURE 24
Coverage ratio of non-performing loans - consumption | Percentage | 2015T4-2018T3
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This development is in line with the drop in
non-performing-loans coverage ratio (NPL)
by impairments of Portuguese financial
institutions. (Figure 24).'°

The PERSI regime, created in late 2012 to
support families in the wake of the financial
crisis, were not able to meet the borrowing,

15

have played a role in reducing default levels.
According to data from the Market Conduct
Supervision of Banco de Portugal, in 2017, less
11% were started from PERSI processes than
the previous year.

Credit agreements in question communicated
a default ratio of 14.4%, lower than in 2016

A market exit can also be explained by the sale of loan portfolios to the world or to other non-financial

institutions that do not report to the CRC, as well as some transfers of credits to securitization.
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(22.1%). Credit cards accounted for the majority
of credit agreements for consumers who have
been integrated into PERSI in 2017 (55.8%),
similar to what was found in previous years.

In the consume credit segment, 45.5% of
all completed PERSI processes resulted in
regularization of non-compliance, a slightly
lower percentage than in the previous year
(46.2%).

Another phenomenon that can not be ignored
has to do with the growing realization of bad
debt sale transactions by financial institutions
to reduce their NPL. If these credits are
sold abroad or to non-financial entity, it will
no longer be reported to the CRC, with the
consequent apparent impact on reducing
default levels of families. However, in the
context of securitization, there is a possibility
of these credits back again to the balance of
entities with reporting obligations to the CRC.

On the one hand, these operations allow
the cleaning of balance sheets of financial
institutions and the reduction of bad debt, the
truth is that the fact that customers are out of
effective compliance reporting and supervision
may result in these clients, despite default,
being funded in the future.
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Comparative Analysis between Portugal and the European
countries on the Ratio of Household Debt with the
Mortgage and the Rental Market

According to OECD data, debt of Portuguese
families represented by 2017 136% of
disposable income. Although having declined
15 basis points since 2014, it is the fifth highest
in the Eurozone. Banco de Portugal data shows
that more than 80% of this debt is related to
housing loans. The last survey on the financial
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situation of households reveals that three out
of four households in Portugal are property of
their habitual residence, above the Eurozone
average (68%). About 30% of households
had loans that used the main residence as
collateral.

FIGURE 25
The relationship between the proportion of households with home ownership and the proportion of
households with housing loans debts
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Figure 26 shows the Dutch families are those
with greater leverage ratio - 243% of disposable
income - contrary families of Slovenia
registered the lowest rate - 57%. This indicator,
however, should not be used alone to assess
the financial resilience of families. The level
of interest rates, the payment scheme of the
interest (fixed or variable) and tax incentives
applied to interest on loans should be taken
into account. For example, in the Netherlands

Nova SBE | ASFAC
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families can deduct for tax purposes interest
paid on loans, which may help explain the high
levels of debt recorded in this country.

The high level of indebtedness of Portuguese
families above the Eurozone average, has been
highlighted as a vulnerability of the Portuguese
economy in a context of expected rise in
interest rates. The limited supply in the rental
market may help to explain the attractiveness



of Portuguese families for home ownership. The share of housing costs is an indicator
Only 20% out of total dwellings in Portugal are for evaluating the importance of the costs
devoted to any form of lease. Figure 27 shows associated with access and use of housing
that countries with higher mortgage loan relative to disposable income of households.
associated weight have a lower rental market. This indicator is based on the costs associated

Share of outstanding balance of HMR mortgages on

% rented dwellings

FIGURE 26
Relationship between total household debt and the debt burden with mortgage loans
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FIGURE 27
The relationship between the debt burden with mortgage loans of households and the percentage of
residential accommodation available to rent
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with housing i.e. the ratio between the annual
costs associated with housing and disposable
household income, less social transfers on
housing. The costs of housing include those
related to water, electricity, gas or other fuels,
condominium insurance, sanitation, minor
repairs, as well as rent and interest on loans
for the main dwelling. Are excluded from this
indicator the bank benefits associated with
the amount outstanding of private housing
owners.

In 2017 the weight of housing expenditure
represented 17% of disposable income lower
than the average of the Euro zone (25%). Since

this indicator includes expenses such as rents
but excludes banking services associated with
housing loans, this result is consistent with a
reduced rental market in Portugal, compared
to other countries.

The statistical Pordata portal provides a
useful compilation of various countries on
the rate of overburden housing expenditure,
by type of occupation of the housing (see
annex). Overburden of housing expenses
means the percentage of tenants or owners
whose spending on housing, such as bank
payment, rent, water bills, electricity, among
others, represent 40% or more of household

FIGURE 28
Share of housing costs in disposable income
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disposable income. In other words, this value recorded 9.2%. The rate of the overhead

indicator includes the total costs of the house,
whether income or banking services. The
source of the data is Eurostat and national
authorities of the countries. According to
the latest available data (2017), the rate of
overhead expenditure on housing in Portugal
reached 6.7% of the population, below the
average of the UE28 (10.4%). This indicator
has been decreasing since 2004, and that the
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costs of housing is particularly high among
the Portuguese tenants (28.2%), in contrast
to housing owners (3.9%). All countries with
debt ratios (total and housing) below Portugal -
Austria, Italy, Belgium, Slovakia, Greece, Spain,
Germany and Slovenia - have an overhead rate
of spending in housing higher than Portugal.
The only exception is France, where the rate
is 4.7%. For a better understanding of this



indicator, Figure 29 shows the deviation from
the average UE28 this indicator.

This means thatdespite the Portuguese families
present a high level of debt associated with
the mortgage, the proportion of households
living with excessive housing expenses is
lower compared to other European countries.
Moreover, it is recalled that the statistical
system of national accounts is the acquisition
of housing by families as an investment, as
opposedtothe overhead housing maintenance,
which are recorded as consumption.
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Comparative Analysis between Portugal and

the European countries on the Value of Total
Household Debt as a % of Disposable Income and
the respective debt-service-to-income ratio (DSTI)
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Thefinancial situation of householdsis critical to
the financial stability and sustainable economic
growth. Financial difficulties affect the credit
repayment capacity, which will impact the asset
quality, profitability and capital of financial
institutions. Moreover, the financial situation
of households has implications on consumer
decisions and residential investment, with an
impact on economic activity.

According to data calculated by Banco de
Portugal, the total household debt'®, as a
percentage of disposable income was 94% at
the end of 2017, compared with 115% in late
2012, the peak of the economic recession in
Portugal'” (Figura 30).

Figure 31 shows the impact of ‘massive tax
increase™ on the performance of individuals
in 2013.

FIGURE 30
Total debt of individuals as a percentage of disposable income | Percentage | 2010-2017
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16 It includes households and institutions in non-profit institutions serving households (NPISHs).
17 In 2012, the Portuguese GDP fell 3.4% in real terms.
18 Expression used by the Finance Minister in 2012, Vitor Gaspar.
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The reduction of the debt ratio reflects a
decrease in the stock of debt higher than
the average reduction in the yield available
at this time (Figures 32 and 33). For debt
reduction substantially contributes housing
purpose, which is also representing greater
weight. But in the last two years, the growth
of household debt associated with consumer
credit accelerated. In 2017 it increased by 3%
(Figure 34).

In the case of household disposable income,
after the maximum value reached in 2010 - 129

billion euros - it fell 7% by 2014 and has been
recovering since then. In 2017, the disposable
income of individuals exceeded the first pre-
crisis levels - 132 billion EUR (Figure 34).

In a context of increased private consumption,
there has been, since the year 2017, an
interruption of the amortization path of debt
by individuals (Figure 34).

The recovery of the stock of consumer credit
trend observed since late 2012, contrasts with
that seen before the financial crisis, when the

FIGURE 31
Debt of the individuals as a percentage of income | Percentage | 2010-2017
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Source: Nova SBE own calculations. The debt figures were extracted from Banco de Portugal and include, in addition to families, individual entrepreneurs
and non-profit institutions serving households. The crude yield was calculated based on the net disposable income and in NPISHs National Accounts (INE)
plus the current income tax paid and heritage.

FIGURE 32

Total debt of private individuals | Position at end of period | Million euros | 2010-2017
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FIGURE 33
Net and gross income of individuals | Million euros | 2010-2017
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Source: Nova SBE own calculations. The debt figures were extracted from Banco de Portugal and include, in addition to families, individual entrepreneurs
and non-profit institutions serving households. Net income was calculated based on the net disposable income and in NPISHs National Accounts (INE) plus
the current income tax paid and heritage.

FIGURE 34
Indebtedness of private sector | By purpose | Position at end of period | Million euros | 2010-2017
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dynamics of the total debt of the sector was
mainly determined by the evolution of loans.
Accordingto data from Banco de Portugal, loans
for housing have shown negative annual rates
of change, yet smaller and smaller, precluding
any recovery since 2013. This record reflects
a flow of repayments even higher than the
new operations. It is to highlight the growing
amount of anticipated loan repayments to
housing and related mostly full refunds, which
will be associated with new borrowings’.

Also entering the consumer credit segment
private individuals which previously had only
housing loans had a positive contribution to
the growth of credit for this purpose. On the
contrary, the majority of individuals who have
participated in this credit market segment
have continued to pay off, in net terms, the
respective loans, according to the study of
Banco de Portugal with microeconomic data
quoted above.

In fact, the responses to the Surveys of Bank
Lending Market, some banks have signaled an
increase in demand for credit by individuals
and companies (justified, among others,
improved economic conditions and the current
level of interest rates). In the segment of
individuals, competitive pressure and the most
favorable prospects of the development of
residential real estate prices and the economic
environment are generally identified as factors
that contribute to an easing in credit granting
criteria.

This development takes place in a context
of improving conditions in the labor market,
increase consumer confidence, to historically
high levels, and continued growth in private
consumption, which contributes to an
increased demand for consumer credit.
Also the reduction of interest rates and the
intensification of the activity of specialized

credit institutions in this market segment have
driven the acceleration observed.

The growth of credit to the consumer may, in
part, also reflect the increased competition in
the creditmarketsegmentwith particular where
interest rates are higher. Note that consumer
credit has been granted mainly by banks and
financial companies specialized in this type of
credits and belonging to international groups.

However, developments in housing loans
remain contained. The mortgage loan balances
exhibit a slight decrease (Figure 34), although
the new operations continue to grow strongly?.

The fact that loans have a very high relative
importance in the total debt of households and
the extended contractual maturity of these
lessens the pace of reduction in the sector's
debt. Thus, there is a slowdown in the trend of
reducing levels of debt individuals.

Despite the progress made by the consumer
credit since 2012, the share of housing loans in
total household debt remains very high (about
80% in 2017).

In the Report on Financial Stability published
by Banco de Portugal in October 2018, it is
stated that the debt ratio of households in
Portugal, remains above the euro area average
(measured in terms of either the available
industry performance, or GDP). The data
published by Eurostat possible to compare
the Portuguese situation with a representative
sample of European partners. Note that
this information refers only to the sector of
households, therefore excluding the Non-
Profit Institutions Serving Households (NPISHs)
(Figure 35).

Portugal is on par in terms of debt as a
proportion of disposable income in countries
like Spain and Finland and slightly above the

19 “New loans and repayments on housing loans: an analysis microeconomic data”, Economic Bulletin, May
2018, and Monitoring Reports of Bank Retail Markets, Bank of Portugal.

20 2018 Recent data from Banco de Portugal showed that new credit operations to housing already exceed
the 800 million euros per month. The highest values were recorded in 2007, when the monthly amount of new
operations came to exceed EUR 1 800 million. In the economic crisis, the level of these new loans dropped below

200 million euros.
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euro area average. The countries with the
highest rates of this indicator are located in
northern Europe, while countries with less
debt relative are in the east.

Families of Denmark are those with higher
level of debt compared with other countries.
This result reflects, in part, the high savings
with pension systems and extensive social
safety net in this country. That is, in aggregate,

the high stock of gross debt is also offset by
the existence of significant assets. In individual
terms, assets and liabilities may be distributed
by different people, which may indicate the
existence of vulnerabilities among some
individuals in this economy.

In the case of the Netherlands, despite the
debt level of individuals is very high, this
sector has a savings rate above the euro area

FIGURE 35
Total debt of households as a percentage of disposable income | 2006-2017
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average, around 13% of disposable income,
which is linked to the weight of social insurance
schemes of establishment provisions have
in this country. According to the European
System of National Accounts, in this case,
rights of families should be recorded as they
are accumulated. An increase of the rights due
to an excess of contributions over benefits is
shown as paid by the social insurance scheme
to households. The justification for this is that
since this increase in duties directly affects the
net worth of households, should be included in

the household sector savings?'.

However, the weight of the component of loans
for consumption and other purposes is lower
in Portugal compared to the situation in some
countries of the euro area also with high debt
ratios, such as Ireland and the Netherlands.
Other countries, such as Spain and France,
have a similar situation to that of Portugal
in terms of debt and relative importance of
consumer credititit?? . In some countries still
have significant amounts of loans granted

21 See Council Regulation (EU) No 549/2013 of the European Parliament and of the Council of 21 May
2013 concerning the European System of Accounts in the European Union, the 817.29 §17.39.
22 See Banco de Portugal | Financial Stability Report | June 2018 | P. 74-75
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by institutions other than monetary financial
institutions.

According to Banco de Portugal, the housing
wealth is the most important component of
non-financial wealth. The growth in house
prices, as well as the gradual reduction of
household debt, has led to a net household
wealth (measured by the sum of housing
wealth with financial wealth, subtracted from
the debt value) come increased since 2013.%

The fact that housing loans have a very high
relative importance in the total household

debt in Portugal and the contractual maturity
of these loans is high in rule, justifies the
slow pace of reduction in the sector's debt.
However, it should be noted that the existence
of housing loans necessarily implies the
existence of collateral given as security. If one
have difficulty in bearing the costs of debt (eg
resulting from an increase in interest rates or
an unemployment situation), the possibility of
converting part of this collateral in liquidity will
help mitigate the negative impacts of current
income or, as a last resort, even allow the
solvency of the respective liabilities.

23 For more details see methodological note “annual heritage of individual estimates: 1980-2018"
published in the Economic Bulletin of Banco de Portugal May 2019
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Debt-to-service to
Income Ratio (DSTI)

The debt service ratio (DSTI) corresponds
to the quotient between the sum of the
reimbursement and interest payments and
total income in a given period. The income of
individuals is calculated based on the sum of
the gross disposable income of the sector with
interest paid.

The limits to the DSTI consider in its numerator
an increase in the interest rate, which varies
depending on the original term of the
agreements and interest rate regime - variable
or mixed. Given the historically low levels of
interest rates, this indicator allows to assess
whether borrowers are able to withstand the
effects on debt service resulting from the
expected rise in interest rates.

Currently Banco de Portugal recommends a
maximum DSTI of 50% net of income taxes
and social contributions. However, the same
value for this indicator may have different
underlying realities about the credit risk. In
particular, families with higher incomes, with
accumulated savings or a lower level of other
regular expenses, may have a high DSTI without
compromising the debt repayment capacity.
Thus, this analysis can be supplemented with
qualitative information, more directly related
to the financial difficulties of families and the
means they resort to address these difficulties.

The level of private debt has been touted as
a vulnerability in the Portuguese economy,
particularly in an environment of low inflation.
The fact that most of the outstanding balance
of Portuguese families is hired at rates indexed
to the money market makes the income
sensitivity of households to changes in short-
term interest rates can not be neglected.
However, the interest rates registered in
recent years have allowed significantly reduce
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the effort to service the debt which currently
stands at historically low levels.

In an analysis published in December 2017
by Banco de Portugal in the Financial Stability
Report, it is stated that the percentage of
indebted households increases with the level
of income, which may also translate greater
access to credit by economic agents with higher
income. However, despite the small proportion
of indebted households in the stratum of lower
income, debt service represents, on average,
more than half of their income - DSTI more
than 30%.

The dynamics of the recovery of credit to
individuals, which has been observed since the
end of the year 2017, there is still a high debt
framework in the European context. Thus, the
ability to service debt by individuals remains
particularly sensitive to adverse shocks on
income and changes in market interest rates.

In this regard, it is noted that there is a growing
relative importance of new mortgage lending
operations contracted at fixed rate or with
an initial fixation period of interest rate equal
to or greater than one year (although much
less than the contractual maturity of loans),
which will tend to mitigate the vulnerability
of indebted Portuguese families face the
increases in interest rates in the short term.

Under a scenario of increase in market interest
rates, the ability of individuals to service debt
would be negatively affected. However, the
expectations regarding the evolution of money
market interest rates continue to point to a
gradual and limited increase in the medium
term, which should take place in a context
of economic recovery in the euro area and
Portugal. Thus, the ability to service debt by



economic agents should benefit from the
expected increase in household disposable
income and corporate profits.

These developments combined with factors
such as the recent developments in the housing
market, the favorable prospects of economic
conditions and improvement of household
disposable income, may be contributing to a
lower degree of tightening of credit conditions
and the assessment of borrowers institutions ,
including the assessment of their debt service
capacity in a less benign scenario (for example,
interest rates rise and / or shocks on household
disposable income).

The trend of reduction in the debt service

observed in Portugal was more pronounced
than that recorded in other euro area countries
such as Spain, France and Italy (Figure 36). This
may be associated with the fact that most of
the mortgage loans in Portugal are hired at a
variable rate, which made the country benefit
from lower interest rates in recent years. Again,
data from the Bank of International Settlements
(BIS), a single database allowing a comparative
analysis of temporal DSTI with other countries,
includes also non-profit institutions serving
households in addition to families. However,
limited information is available for a number of
countries, limiting the analysis.

FIGURE 36
Debt-to-service ratio of households | Percentage | 2010-2018
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One study from Banco de Portugal concludes
that credit transactions with less restrictive
credit conditions (i.e. with high values of DSTI)
tend to be associated with a higher failure
rate?*. Banco de Portugal DSTI recommends
a maximum of 50% of net income taxes
and social contributions. However, given
the broader set of indicators used by credit
institutions in the evaluation of concrete risk
situations, the Recommendation provides that
institutions may exceed in some cases, the limit
to the DSTI. Thus, these exceptions have been
introduced in order to prevent any disruptive
effect on lending activity.

In May 2019 Banco de Portugal published
the first macro-prudential measure progress
report which is in force since July 1, 2018, as
part of new credit agreements to consumers.
In general, the report concluded that: i) there
is a convergence to the compliance with the

limits defined in the Recommendation, and an
improvement in the risk profile of borrowers; ii)
theexceptionssetforthinthe Recommendation
for the DSTI ratio are being met; iii) credit that
do not observe the requirement for regular
payments of principal and interest were mostly
justified by the institutions as interim credit
and iv) do not identify significant changes in
the pattern of granting credit not covered
by Recommendation or the distribution of
new credit operations to housing by age of
the borrower. That said, the limits for the
LTV ratio, DSTI ratio and maturity, as well as
exceptions to these limits and the requirement
of regular payments of principal and interest
on new operations will not be changed until
the new assessment on the implementation of
the Recommendation. The Recommendation
provides Banco de Portugal with the
incumbency to monitor the implementation of
the criteria at least once a year.

24 Theme highlighted “Exposure of the banking sector to housing loans: analysis of LTV and LTI / DSTI
and implications for financial stability”, Banco de Portugal, Financial Stability Report, June 2017, and Banco de
Portugal, “Macroprudential Measure under credit granted to consumers “, February 2018.
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The impact of specialized credit on
Portuguese GDP and its components
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This chapter made a quantitative analysis of
the impact of specialized credit on GDP and its
components. Since it is not possible to identify
the specialized credit sector in the national
accounts, the impact of specialized credit on
GDP cannot be measured in a more direct
way. That is, from national accounts statistics.
To overcome this limitation, an econometric
analysis was performed which allows to
evaluate the effects of unexpected variations
in credit on the economy. For this purpose,
we make use of multivariate time series that
allows an accurate description of the observed
series, and at the same time, identifies the
dynamic effect of an unexpected increase in
ASFAC credit on GDP and its components.

12.1) DATA:

For this analysis we used quarterly data from
the first quarter of 2002 to the second quarter
2018 of: GDP, GDP deflator, EONIA, spread
(average APR minus EONIA) stock of total
ASFAC credit, private consumption, public
consumption, durable goods consumption,
investment, exports, imports, unemployment
and total employment.

12.2) ESTIMATION AND RESULTS:

The base model includes five variables: GDP,
GDP deflator, EONIA, spread (average APR
least EONIA) and the stock of total ASFAC
credit. These variables are included to obtain,
first, the basic variables of a basic economic
model with economic activity (GDP), short-
term interest rate (EONIA), price level of the
economy (the GDP deflator), and second, the
variable of interest plus the spread, which
helps in the correct identification of shocks in

the total ASFAC credit supply. The spread helps
in identifying credit supply shocks. An increase
in credit supply contributes, ceteris paribus,
to a decrease in the spread. To analyze other
variables of interest, each has been individually
added to the base model.

Structural shocks of total ASFAC credit are
identified in a recursive manner, where it is
assumed that this is impacted by all other
variables simultaneously and does not affect
any other variable simultaneously (only in the
following quarters).

The main result of this section is shown in
Figure 38, together with the shock and its
persistence over time. First, we found that a 1%
unexpected increase in ASFAC credit increases
GDP at 0.05%, after 1 year, and 0.1% after
two years. Second, the credit enhancement is
persistent and lasts an average of four years. If
we consider a permanent credit shock, rather
than temporary, the effect on GDP is 0.5% after
two years, and 1.15% after 5 years. Finally, it
is noted that the effect on GDP is significant in
two years to a confidence level of 95%.

When we look at the effect of an increase in
ASFAC credit in the remaining three variables
of the base model (Figure 39), we conclude
that the impact of increased credit supply, as
expected, decreases the spread (APR-EONIA),
which indicates a good identification of the
credit supply shock. On the other hand, ASFAC
credit increasing has no effect on the general
price level of the economy in the short and
medium term. Finally, the increase in ASFAC
credit also has, as expected, no effect on the
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FIGURE 38
Impact of the unexpected increase of ASFAC credit in GDP
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monetary policy of the European Central Bank,
here measured by the EONIA.

Figure 40 shows the impact of total ASFAC
credit in GDP components. The impact of
an increase in credit supply has no effect on
private consumption. The effect is observed

Nova SBE | ASFAC
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in the consumption of durable goods, which
was expected, since the ASFAC credit consists
largely of credit for transportation and home
equipment. In quantitative terms, we find
that 1% increase in ASFAC credit increases the
consumption of durable goods by 0.5% after
two years. It is also interesting to note that 1%
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FIGURE 40

Impact of the unexpected increase in ASFAC credit on Spread, IPC and EONIA
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FIGURE 39
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increase in ASFAC credit also has effects on
investment. Possibly, this may be correlated
with residential investment. Finally, the
increase in ASFAC credit has a weak effect on
exports and imports: 1% increase in credit has
ASFAC effect on exports in the medium term,
approximately 0.1% after three years and a
half, and imports increase by approximately
0.2% after two years and a half.

We also found that the impact of an increase in

ASFAC credit supply increases the total number
of jobs and the unemployment rate decreases
(Figure 41). This effect on the labor market is
likely to be the result of the improvement in
aggregate demand. In general, we conclude
that ASFAC credit supply is significantly
correlated with economic activity. The effect
on economic activity takes place mainly by
increasing consumption of durable goods,
investment and employment. There is also a
weak effect of similar magnitude on exports

FIGURE 41
ASFAC credit impact on employment and unemployment
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and imports, and the effect on the trade
balance is essentially zero.

Then we proceeded to an analysis of variance
decomposition of the GDP forecast error. This
variance decomposition of the GDP forecast
error is important and complementary to the
previous analysis to be able to understand
the relative importance of ASFAC credit shock
in relation to all other shocks. By performing
the variance decomposition we conclude that
the credit shock explains approximately 15%
changes in GDP forecast error after two years
(Figure 42).This means thatthe shockis relevant
to the dynamics of GDP even when compared
to other shocks that hit the economy.

Finally, it is shown in Figure 43 quarterly series

of the observed base model variables together
with the predicted ones. We conclude that the
estimated model is quite close to the observed
series.

FIGURE 42
Decomposition of the GDP forecast error variance

0.20 0.25 0.30
| I |

Fracdo da Variancia Explicada
0.15
|

0.05
|

il

12 3 4 56 7 89

0.00
|

11 13 15 17 19

Steps

Source: Nova SBE own calculations

Nova SBE | ASFAC
July 2019

53



FIGURE 43
Observed variables versus estimated variables
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12.3) HISTORICAL DECOMPOSITION
OF GDP AND TOTAL ASFAC CREDIT:

In this section we proceed to a historical
breakdown of GDP and total ASFAC credit.
This analysis can be done after the model
is estimated and shocks are simulated.
The central analysis focuses on analyzing
how deviations from the GDP trend can be
explained by shocks over time. The results of
the historical decomposition of GDP are shown
in Figure 44, where we can conclude that the
total ASFAC credit supply shocks were relevant
to the dynamics of GDP in Portugal over the last
two decades. As we can see, the periods when
GDP grew below trend would have had a more
pronounced fall if not for the ASFAC credit
increase. In particular, the period in which the
Portuguese economy has begun its recovery
from the second half of 2014 increased ASFAC
credit is strongly associated with increased
GDP.

As a matter of robustness, we repeat the same
exercise, this time also including the total

credit to non-financial institutions. The results
we found are similar in the sense that they still
underline the important role of ASFAC credit for
GDP recovery since the beginning of 2014. Note
that it has been the only type of credit that has
grown and accompanied the recovery of GDP.
The total credit to non-financial institutions has
been in permanent decline since 2012, as well
as corporate loans and loans to households. For
example, we find in both years an association
of about 0.5 pp between ASFAC credit and GDP
growth above trend in the first quarter of 2018
(2.5%). We repeat the same exercise, this time
also including the total credit to non-financial
institutions.

Figure 45 illustrates the historical breakdown
of total ASFAC credit. The ASFAC credit was
mainly affected by the GDP shocks, shocks of
own ASFAC credit supply and the short-term
interest rate controlled by the ECB. The ECB's
monetary policy unexpected drops in the
short-term interest rates helped total ASFAC
credit not fall as much during the years of the
financial crisis between 2010 and 2012.
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FIGURE 44
Historical decomposition of GDP
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FIGURE 45
Historical decomposition of total ASFAC credit
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12.4) RESULTS ON THE IMPACT ON
THE ECONOMY OF THE ASFAC CREDIT
FOR VEHICLE PURCHASE PURPOSE:

Finally, in this section we present an analysis
of the results of the impact of ASFAC credit
with vehicle purchase purpose instead of total
loans. The motivation for this analysis comes
from the fact that, first, credit for vehicles has
a high weight in relation to total ASFAC credit,
and, secondly, that the vehicles are durable
goods that can be classified as investment. If
the purchase is made by companies, the return
to the investment may stem from an increase
in revenue over time, and if it is made by
workers, the return may come from increased

productivity due to lower transportation costs
(which may include the cost opportunity of the
total time involved in commuting).

Overall, it is confirmed that the ASFAC credit for
the purpose of purchasing vehicles have larger
and more persistent effects on GDP than the
total ASFAC credit. Atemporary and unexpected
increase by 1% in ASFAC credit for purchase
of vehicles increases GDP by 0.25% after two
years and 0.5% at 3 years. By analyzing the
impact on the same shock on GDP components
of ASFAC credit for purchase of vehicles, we
find that the impact is statistically significant
and positive on investment and consumption
of durable goods.

%

FIGURE 46
Impact on the GDP of an unexpected increase of ASFAC credit to purchase vehicles
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FIGURE 47
Impact on the GDP components of ASFAC credit for vehicle purchase purpose
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ANNEX) DESCRIPTION OF CREDIT GRANTED TO

PRIVATE PURPOSES

Mortgage loans
Credit for the purchase, construction and housing rehabilitation.

Credit for consumption and other purposes (cough) (other than housing)
Credit for the purchase of goods and services other than housing

Consumer credit

Loans to individuals for operations that do not get caught with their business and professions. It
is intended that consumer credit is related exclusively to credits used for buying goods and / or
services which are consumed by households individually. It includes, for example, credits for the
purchase of vehicles and appliances.

For other purposes (other than housing or consumption)

Loans to individuals for the purposes other than those mentioned above. It includes, for example,
credits for education funding and credits granted to individuals for the exercise of their activity as
individual entrepreneurs.

Credit for the purchase of securities
Credit for the purchase of securities, for example, in the context of privatization.

Credit for financing business activity and current account overdraft
Loans from the financial sector to households, with consumption purpose and other purposes, for
financial products financing the business activity or equivalent and current account loans.
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