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Motivation

The recent international financial crisis has motivated
the debate about the role of quantities in the economy,
with particular emphasis on money and credit.

Thomas Sargent (2011):
For most of the last 25 years, the quantity
theory of money has been sleeping, but during
the last year, unprecedented growth in leading
central banks’ balance sheets has prompted
some of us to worry because the quantity
theory has slept before, only to reawaken
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Motivation

The question of monitoring credit aggregates as a
means of predicting/explaining future output downturns
and financial crises has become increasingly relevant
for policymakers.

For most central banks, credit and money aggregates
are important variables (availability, reliability), and
potentially good candidates as information variables for
monetary/macroeconomic policy.

Do credit/money aggregates contain any useful
information for understanding the evolution of key
macroeconomic variables (output, inflation,
employment, etc.)?
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This Paper / Contribution

This paper investigates empirically whether credit
aggregates contain any useful information for
understanding the evolution of output.

1 Is there a stable credit-output relationship?

2 Is there evidence of an empirical causality useful for
forecasting?

3 Is it possible to quantify the effect of credit on output?

Empirical results might be used in a DSGE model that
focuses on credit market conditions.
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Methodology

Extends Lahura and Vega (2010) in several
dimensions.

Main features:

1 Empirical model is a vector error correction (VEC)
model.

2 Identification of the structural shocks based on common
stochastic trends.

3 Inclusion of terms of trade variable (Castillo and Salas,
2008).

4 Quarterly data for Peru, period 1993-2011.
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Results

Three main results:

1 There is a stable long-run relationship between real
credit growth and output (and terms of trade).

2 Real credit growth (in both currencies) is useful in
forecasting output in the long-run, whereas credit
impulse (the change in credit growth) in domestic
currency helps forecasting output growth in the short
run.

3 A structural permanent shock in real credit has positive
effects on output.

Therefore, information contained in credit aggregates
could be useful for policymakers.
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Data Analysis/Graphs
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Cointegration analysis/VEC Model
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Cointegration analysis/Exogeneity
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Cointegration analysis/Stability
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Cointegration analysis/Structural VEC model
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Cointegration analysis/Structural IRFs
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Conclusions

Three main results:

1 There is a stable long-run relationship between real
credit growth and output (and terms of trade).

2 Real credit growth (in both currencies) is useful in
forecasting output in the long-run, whereas credit
impulse (the change in credit growth) in domestic
currency helps forecasting output growth in the short
run.

3 A structural permanent shock in real credit has positive
effects on output.

Therefore, information contained in credit aggregates
could be useful for policymakers.
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Possible extensions

Inclusion of real public expenditure in the cointegrating
vector.

Construction of a simple theoretical model based on
the empirical results.
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