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a  b  s  t  r  a  c  t

This  paper  presents  empirical  evidence  from  the  Brazilian  experi-
ence  for  the  analysis  on  securitization  transactions  and  credit  risk.
Based  on  panel  data  framework  that  takes  into  account  60  financial
institutions  from  October  2002  to  September  2012,  we  observe  if
there  is  some  effect  of  the  securitization  transactions  on  credit  risk
and  also  whether  credit  risk  stimulates  securitization.  Our  findings
indicate  that  securitization  transactions  imply  an  increase  in  the
credit  risk  whereas  credit  risk  is not  relevant  to  explain  securitiza-
tion in  Brazil.

©  2015  Elsevier  Inc.  All rights  reserved.

1. Introduction

With the objective of increasing liquidity in the financial systems, financial innovations prolifer-
ated. Among financial innovations there was a rapid development of credit risk transfer markets. In
particular, structured finance allows different classes of assets being regrouped and their risk dis-
persed among different agents. As identified by Affinito and Tagliaferri (2010), it is possible to identify
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Fig. 1. Total FIDC issurance amount (in millions of US$).
Source: Securities and Exchange Commission of Brazil (CVM).

four main determinants in deciding to securitize bank loans: the need for new sources of funding, the
transfer of credit riskiness, the search for new profit opportunities, and the role of capital.

The idea that the development of credit derivatives contributed to the stability of the banking
system was well accepted before the subprime crisis (Duffie, 2008). After the subprime crisis the
perception that credit derivatives are beneficial for the financial system is doubtful.1 Some authors
such as Uhde and Michalak (2010) found evidence that credit risk transfer operations weaken the
stability of the financial system. This result can be connected with the possibility that transfer of
credit risk can reduce the monitoring of borrowers by the financial institutions (Keys, Mukherjee,
Seru, & Vig, 2010). In contrast, according to Dionne and Harchaoui (2003), in the case of securitization
of assets, financial institutions transfer only good quality credit in order to obtain high credit ratings.

In short, there is no clear evidence regarding the effect of securitization transactions on the risk in
the financial system. This literature is incipient for emerging economies and, in particular, for Latin
American countries. A possible justification for this fact can be a lack of a developed financial system
in these countries. However, since 1999, Brazilian economy is marked by a macroeconomic stability
which contributes to the development of financial markets (see World Economic Forum, 2011). A good
example is that the Central Bank of Brazil, through resolution n. 2907 of 2001, created Credit Rights
Investment Funds and opened a new capital market alternative. As a result, the issuance volume of FDIC
is not negligible (see Fig. 1) and the domestic market represented 45% of the volume of securitization
of Latin America in 2012 (Moody’s, 2012). Therefore, analysis on securitization of receivables in Brazil
allows one to extract some empirical evidence.

This paper makes a contribution to the empirical literature on securitization transactions and credit
risk through empirical evidence from the Brazilian experience. Using Ordinary Least Squares (OLS) and
dynamic panel data framework (Difference Generalized Method of Moments – D-GMM and System
Generalized Method of Moments – S-GMM)  that draws on 60 financial institutions from December
2002 to October 2012, our analysis is divided into two parts. First part of the empirical analysis assesses
the effect of the securitization transactions on credit risk. Second part evaluates the determinants of
securitization. Special attention is given to checking whether credit risk stimulates securitization

1 For an analysis regarding if there was a global banking crisis due to financial crisis that started in 2007, see Shehzad and De
Haan (2013).
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