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5. Final considerations

The econometric estimations presented in this paper provide
strong evidence of a cyclical behavior of loan quality. The estima-
tions substantiate the existence of a robust inverse relationship
between GDP growth and NPLs, with the effects operating with
up to three quarter lags. The results also indicate differences in
the persistence of NPLs across credit types, and in their sensitiv-
ity to economic activity. Loan quality in Brazil appears to be more
sensitive to GDP growth for small consumer loans, credit to agricul-
ture, sugar and alcohol, livestock, and textile. In addition, credit for
vehicle acquisition and electric and electronic equipment displayed
high level of NPLs under distressed macroeconomic scenarios.
Banks with relatively higher exposures to these sectors are likely to
experience larger credit losses under a macroeconomic downturn.

While intuitive, the modeling of differences in the sensitivity of
loan quality to macroeconomic conditions at the level of individual
banks is novel to the macro stress testing literature. Existing models
based on bank-level data do not allow for a differential response
of credit quality to macroeconomic conditions across credit types,
possibly due to lack of data availability. On the other hand, existing
macro stress test models that exploit variations in the sensitivity of
loan quality to macroeconomic conditions across credit types are
based on aggregated data, and are therefore less suited to assess
the adequacy of bank capital at the level of individual institutions.
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