
Credit constraints in Colombia: evidence from the use of credit cards among low-
and middle-income individuals - Portal de Investigaciones Económicas

Credit constraints in Colombia: evidence from the use of credit cards among low- and middle-
income individuals

Credit constraints in Colombia: evidence
from the use of credit cards among low-
and middle-income individuals
International Journal of Emerging Markets
DOI: 
https://doi.org/10.1108/IJOEM-08-2021-1241
Publicado: 
Viernes, 16 Diciembre 2022
Authors:
Luis E. Arango,
Ingri k. Quevedo
Clasificación JEL: 
D12, E21
Palabras clave: 
Consumer Credit, value of purchases, liquidity constraints, retail credit card
Descargar documento

Abstract
Purpose
Design/methodology/approach
Findings
Research limitations/implications
Practical implications
Social implications
Originality/value

Lo más reciente
Mitigando la información asimétrica en los mercados de crédito: Evidencia del mercado de
microcrédito
Miguel Sarmiento, John Sebastian Tobar-Cruz, Andrés Esteban Casas-Fajardo, Eduardo
Yanquen-Briñez
Evolución económica y social de Santander, 2000 - 2024
Jaime Alfredo Bonet-Moron, Jaime Andrés Collazos-Rodríguez, Karen Astrid Rubio-Ramírez,
Adolfo Ramírez-Moreno, Andrés Felipe Parra-Solano
Tasa de interés de política monetaria de Colombia: Sus expectativas y el traspaso a las tasas
de CDTs y de créditos
Julián Alonso Cárdenas-Cárdenas, Deicy Johana Cristiano-Botia, Eliana Rocío González-
Molano, Carlos Alfonso Huertas-Campos
Otras Publicaciones

https://doi.org/10.1108/IJOEM-08-2021-1241
http://investiga.banrep.gov.co/profile/365
https://www.emerald.com/insight/content/doi/10.1108/IJOEM-08-2021-1241/full/html
http://investiga.banrep.gov.co/es/borradores/be-1328
http://investiga.banrep.gov.co/es/borradores/be-1328
http://investiga.banrep.gov.co/es/documentos/dtser-336
http://investiga.banrep.gov.co/es/borradores/be-1327
http://investiga.banrep.gov.co/es/borradores/be-1327
http://investiga.banrep.gov.co/publicaciones/lista


Credit constraints in Colombia: evidence from the use of credit cards among low-
and middle-income individuals - Portal de Investigaciones Económicas

Credit constraints in Colombia: evidence from the use of credit cards among low- and middle-
income individuals

Abstract

Purpose

The authors estimate the determinants of the value of purchases of semi-durable goods using
permanent and transitory income, and the demographic characteristics of customers. The
purpose is to identify whether individuals face remaining liquidity constraints, and how this
friction affects their purchases.

Design/methodology/approach

This study uses anonymized data of 516,525 credit card holders, with more than 7,501,065
records of purchases between 2010 and 2015. The authors decompose the income of
individuals into permanent and transitory components to test the prevalence of the life
cycle–permanent income hypothesis (LC–PIH). Determinants of the value of purchases for
constrained and unconstrained consumers are estimated, considering the period in which
individual characteristics are valid, the decisions not to make purchases in some months, and
the potential endogeneity of the interest rate and the transitory component of income.

Findings

The authors present evidence of liquidity constraints for individuals who have used a high
percentage of the credit limit on their cards. For these restricted customers, the value of
purchases is inelastic to the interest rate, whereas the response is sizable for customers who
are less restricted. The restricted customers increase the value of purchases when faced with
increases in their credit limit. The elasticity of the value of purchases of semi-durable goods
to permanent income is less than that for transitory income; regardless of the constraints,
this still supports the LC–PIH.

Research limitations/implications

This credit card is targeted at low- and middle-income individuals in Bogotá. Although the
results might be considered as indicative of the behavior of those with similar characteristics
in Colombia, the authors regard this work as the study of a particular case. A limitation of this
work is that the authors do not have alternative sources of credit at an individual level.

Practical implications

The broad credit channel of monetary policy does not apply to the restricted customers. This
should be considered not only by the monetary authority, to understand the true extent of
this policy, but also by the financial institutions that use this business model. The monetary
authority should be cautious not to overreact when intervening in the money market to try to
prompt an adequate consumer response.

Social implications

Financial institutions have the policy of modifying the credit limits of their customers' credit
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cards which affects the well-being of restricted customers. Given that the card is aimed at
low and middle income individuals, the credit limits of customers who use a high percentage
of their credit limit might be increased.

Originality/value

This is the first paper to study liquidity restrictions with a retail credit card in Colombia and
Latin America using information on customers' characteristics. The results are highly relevant
for the implementation of monetary policy.


