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What did the Chilean Central Bank do?

o Lowered policy rate to ELB of 0.5%
o Bank credit lines

o Credit guarantees for firms with 2019-sales below size-cutoff

o Expansion of existing program

o size-cutoff was increased from 350,000 UF to 1 mill UF — RD design
(=~ $12 mill. — $35 mill.)

o new interest rate ceiling of policy rate 4+ 3 pp
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Eligibility increased domestic debt share by 9.4 pp

Figure 4: Domestic debt share vs Sales - Estimated polynomial May to July of 2020
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Some comments

o Very clean RD - looks convincing!

o Still, could be nice to replicate figure pre-covid
o 1 mill. UF cut-off is new and discontinuity should be novel

o Looks like an excellent first stage — impact of domestic debt share?

o
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Domestic credit became relatively cheaper for the eligible

if7b,d7m =afp+ ATrend,,, + ) FXf7b7d,m + . + € bdm

premium

o Estimate separately pre- and during — FX-loans no longer cheaper post-March 2020
o why not include a post-March 2020 dummy instead?
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Domestic credit became relatively cheaper for the eligible

if7b,d7m =arp+ ATrend,,, + ) FXf7b7d,m + . + € bdm

premium

o Estimate separately pre- and during — FX-loans no longer cheaper post-March 2020
o why not include a post-March 2020 dummy instead?

If bdm = afp+ ATrend, + 0 FXfpdm+ (0 Er mFXt bd,m + -
~ ~—

non-eligible additional premium eligible

o Post-March 2020: domestic loans cheaper for eligible firms
o triple interaction: price of FX loans post-march 2020 for the eligible?
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Model

o Firms must borrow for production

©

Foreign financing is cheaper, but requires international collateral (varies across firms)

o all firms borrow as much as they can in the foreign market
o the rest they borrow domestically — some are constrained, some are not

(]

Shock 1 “COVID-19": International financing becomes more expensive

o Shock 2 “Credit guarantees”: share of output which can be used as domestic collateral
increases

©

Model extension: central bank liquidity
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COVID-shock

o International financing more
expensive — reduces
international financing for all

o The unconstrained increase
domestic lending

o domestic interest rate 1

o (Constrained decrease domestic
lending (due to 1Y)

Ella Getz Wold (Bl Norwegian Business School)

Figure 7: Effect of a global shock: an increase in R*
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Firm credit guarantees

Figure 8: Effect of an increase in 64
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Model

o Shocks 1 and 2 do not produce the empirical results of:

o cheaper domestic lending
o higher domestic debt share

o Solution: make credit supply non-fixed by introducing CB credit provision
o motivated by actual CB policy

o Combination of credit guarantees and higher credit supply can achieve both
cheaper domestic lending and a higher domestic debt share
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Some comments

o Model motivation
o can explain findings - good
o can it be used to say something more?

o Mapping between cross-sectional empirical results and model

o data: relative increase in domestic debt share for eligible firms
o data: CB credit lines (and COVID) applied to all
o model: which group is being modeled?

o Should interest decline be matched?

o model: supply and demand pin down interest rate
o data: price set by CB at policy rate + 3 pp
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Summing up

o Very interesting paper with

o nice micro data
o clean policy variation

o Potential extensions

o empirical implications of increased domestic debt share as second stage
o use model to contemplate counterfactuals
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