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Using Colombian credit vintage data, we decompose non-performing loans into two main
components: one capturing the evolution of borrowers’ payment capacity and another
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have evolved differently over time and that they interact with the real and credit cycles
distinctively. In particular, we find that a favorable economic environment and loose
financial conditions improve the payment capacity of borrowers to meet their obligations,
but coincide with increased risk-taking by financial institutions. Finally, we advocate for the
adoption of this decomposition as a policy tool, easily applicable by financial and economic
authorities with access to a continuous flow of credit vintage data. This methodology
facilitates the identification of credit risk origins, thereby informing economic policies aimed
at mitigating systemic financial risks.
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