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Abstract

This study examines the reallocation of credit to less risky clients by banks across Brazilian
municipalities in response to the COVID-19 pandemic, employing a difference-in-differences
(DiD) approach. We leverage the heterogeneous timing and intensity of COVID-19’s impact
on Brazilian cities to establish causality. Additionally, we investigate bank characteristics asso-
ciated with a more pronounced credit reallocation, including bank size, control structure, and
capital indices. Our findings reveal a bank credit portfolio reallocation toward clients in inland
cities, where the impact of the Pandemic was less significant when compared with Brazilian
state capitals. Branches of inland cities with highly concentrated local credit markets where
large banks dominate, and total outstanding credit is relatively underdeveloped had a more
pronounced credit shift. Our results evidence that the bank financing channel did not cushion
the effects of COVID-19 in the real economy, potentially becoming a pro-cyclical component.

Keywords: COVID-19, portfolio reallocation, credit growth, banking, econometrics, financial
stability.

⋆Thiago C. Silva (Grant no. 302703/2022-5) and Benjamin M. Tabak (Grant no. 305485/2022-9) gratefully
acknowledge financial support from the National Council for Scientific and Technological Development (CNPq)
foundation. Benjamin M. Tabak gratefully acknowledges financial support from Coordination for the Improvement
of Higher Education Personnel Foundation (CAPES) and Fundação de Apoio a Pesquisa do Distrito Federal
(FAP-DF). The views expressed in this paper are of the authors and do not necessarily reflect those of the
Central Bank of Brazil.

Email addresses: thiago.silva@bcb.gov.br (Thiago Christiano Silva), carlos.e.almeida@bcb.gov.br
(Carlos Eduardo de Almeida), benjaminm.tabak@gmail.com (Benjamin Miranda Tabak)

June 30, 2024


