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Competition and stability
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Competitive environment of the MFIs

The Peruvian financial system
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Competitive environment of the MFIs

The MFIs

How to define the relevant market?

Product: micro loans, small loans y consumption loans.
Criteria to identify competitors: Maximum threshold for average loan
(µcp +σcp) and minimum threshold for lending interest rate (µi - σi).
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Competition in the MFS

Level playing field in the financial market:

Allowing MFIs to open branches nationwide, beyond their original
regional domains (2002).

Authorizing MFIs to perform a wider range of operations (2008).

Promotion of information transparency in the financial market:

Ensuring full disclosure of information about financial services and
effective costs, promoting transparency and fairness in the contrac-
tual process (2002).

Since 2004, the SBS’s credit bureau has revealed information about
performing borrowers in addition to the former practice of sharing
information about the non-performing ones.

Huayta, Garcia and Sotomayor Competition and stability MFIs November 2017 8 / 28



Competition in the MFS

It has observed a dynamism in the microfinance market, through:

Downscaling

Incursion of some commercial banks in the microfinance market,
motivated by the attractive profitability showed by MFIs.

Upgrading, mergers and acquisitions

Growing strategies to achieve better market positioning.
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Competition in the MFS

Some indicators may be interpreted as signals of the increas-
ingly competitive environment for MFIs:

Reduction of lending interest rates charged by MFIs.
The increasing number of financial intermediaries in every
Peruvian region.
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Competition in the MFS

The decline in the main financial indicators is signal of lower
stability.
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Literature review

The relationship between competition and stability has been
studied through the following methodologies:

Competition-fragility: Higher competition is associated with higher risks and
hence more fragility.
Competition-stability: Banks are riskier in more concentrated markets.
Mart́ınez-Miera y Repullo (2010): Both scenarios are possible, considering
the dual impact of changes in the interest rate (risk-shifting effect and margin

effect).
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Literature review

The following indicators are proxy for competition and stabil-
ity:

Stability

Z-score:
Z = ROA+C/A

σROA

Competition

Boone indicator:

lns = α+ βlnCMg

Panzar and Rosse H-statistic:

lnP = β0 + β1lnw1 + β2lnw2 + β3lnw3 + β4lnw4

H = Σ
wj,it

Pit

∂Pit
∂wj,it

= Σ ∂lnPit
∂lnwj,it

= β1 + β2 + β3 + β4
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Literature review

Marginal cost should be estimated to determine the Boone
indicator. Hence, we use a translog cost function:

lnCit =

β0 +
4∑

k=1

βklnwk,it + β5lnyit + 1
2

4∑
k=1

4∑
j=1

δkjlnwk,itlnwj,it + 1
2δ55ln

2yit +

4∑
k=1

δk5lnwk,itlnyit + θ1lnTrend+ θ2ln
2Trend+Non−MFI + εit

Symmetry and linearity constraints:

δkj = δjk;
4∑

k=1

βk = 1;
4∑

k=1

δkj = 0;
4∑

k=1

δk5 = 0

MCit = Cit
yit (β5+δ55lnyit+δ15lnw1,it+δ25lnw2,it+δ35lnw3,it+δ45lnw4,it)
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Literature review

Estimating the relationship between competition and stability:

Stability = F (Competition,Competition2, control variables)

Zit = β0 + β1Competitiont + β2Competition
2
t + β3GDPt+

β4Inflation ratet + β5MFI asset sizeit + β6Specialization it+

β7Credit risk it + β8Liquidity risk it + β9Efficiencyit + εit
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Results

Competition: The market structure that best fits the microfinance
system is monopolistic competition.

H = β1 + β2 + β3 + β4 = 0.764
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Results

Evolution of Competition: Both the H-statistic and the Boone indi-
cator suggest an increasing competition in the MFS during 2003-2010;
followed by less competitive pressures up to 2014. Then, competition
has showed a declining trend since 2015.
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Results

The estimated competition indicators reflects reality, that is why com-
petition indicators are negatively associated with the average lending
interest rate.

Huayta, Garcia and Sotomayor Competition and stability MFIs November 2017 20 / 28



Results

There is a non-linear relationship between competition and sta-
bility. Additionally, it is highlighted the importance of economies of
scale, credit risk, liquidity risk and efficiency.
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Results

Inverted U-shaped relationship between competition and sta-
bility.

Huayta, Garcia and Sotomayor Competition and stability MFIs November 2017 22 / 28



Agenda

1 Competition and stability
2 Competitive environment of the MFIs

The Peruvian financial system
Relevant market

3 Competition in the MFS
Regulatory changes
Dynamism of MFS
Signals of the increasingly competitive environment
Signals of lower stability

4 Literature review
Stability and competition
Stability and competition indicators

5 Results
Competition structure
Evolution of competition
Competition and stability

6 Concluding remarks
Huayta, Garcia and Sotomayor Competition and stability MFIs November 2017 23 / 28



Concluding remarks

The market structure that best fits the Peruvian MFS is monopo-
listic competition.

The competition that MFIs face rises during 2003-2010; showing less
competitive pressures up to 2014. Then, competition has showed
an increasing trend since 2015.

There is an inverted U-shaped relationship between competition and
stability for MFIs during 2002-2016.

On the regulatory-side: policies should maintain a balance between
fostering competition (to improve financial inclusion and efficiency)
and preserving stability.
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Concluding remarks

On the MFIs-side: (i) develop or improve an active customer re-
lationship management; improve their screening processes that ef-
fectively take into account their customers’ willingness to pay; and
expand their scope into unserved markets; (ii) enhance credit risk,
liquidity risk and efficiency management, because they are key in-
struments to achieve financial stability.

SBS, financial institutions and other agents: financial literacy cam-
paigns emphasizing in responsible management of personal finance,
to help reduce delinquent borrowers and, consequently, to improve
the MFIs stability.
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Concluding remarks
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