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Literature Review

Uncertainty: good or bad?

Investment and consumption decrease, less workers hired, recession
(Giavazi & McMahon,2012; Gulen & Ion, 2016; Morikawa,2018; Born et al.,2018)

Boosts research and development (Atanassov, Julio and Leng, 2015)

How do banks respond to uncertainty?

Reduction of lending, negative effect on banks’ liquidity creation, negative effect
on profits (ROA)
(Gissler, Oldfather, and Ruffino, 2016; Berger et al., 2018; Şanlısoy et al., 2017)

Political connection matters!

Connected firms anticipate better future policy changes (Ni Xiaoran, 2018)

Banks have larger loan amount and smaller amounts of provision
(Cheng et al., 2017)
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Data

We construct two indices: economic policy uncertainty index and the political
connection index
Micro level data obtained from SUDEBAN (Venezuela’s Superintendence of
Banks) from January 2006 to April 2018.
Macro data from the IMF International Financial Statistics database.
The variables we choose for our specifications are based on the works done by
Vera et al. (2019) and Bordo et al.(2016).

Credits, Loss provisions, ROA

Deposits, default rate, liquidity ratio, ROE,
asset quality ratio, CAR

Bank type

Market share

GDP, inflation rate, deposit and lending
interest rate
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Economic Policy Uncertainty Index - Venezuela (EPUV)

We follow the work previously developed by Baker, Bloom, and David, on the Economic
Policy Uncertainty Index (EPU Index) and by Ahir, Bloom, and Furceri, on the World
Uncertainty Index (an extension of the EPU).
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Political Connection Index

We develop our political connection index based on the work done by Haoping Xu and
Jian Zhou (2008).

Criteria

1 Explicitly connected banks: the ones that use state capital.

2 Implicitly connected banks: the that ones use private capital but have at least one
board member that has a relative in government or if is considered as a
‘bolibourgeoisie’.
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Descriptive Statistics
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Methodology

Credits

Creditsbt = θb + α1EPUVt + α2EPUVt ∗ PoliticalConnectionb + νFinbt−1
+ρBanktypebt + φMarketSharebt−1 + δMacrot + ubt

Creditsbt = θb + γt + α1EPUVt ∗ PoliticalConnectionb + νFinbt−1
+ρBanktypebt + φMarketSharebt−1 + ubt
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Methodology

Provisions

Provisionsbt = θb + γt + α1EPUVt ∗ PoliticalConnectionb + νFinbt−1
+ρBanktypebt + φMarketSharebt−1 + ubt

Performance

ROAbt = θb + γt + α1EPUVt ∗ PoliticalConnectionb + νFinbt
+ρBanktypebt + φMarketSharebt−1 + ubt
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Results: Credits
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Results: Provisions
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Results: Performance
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Conclusions

Our study provides new insights for the scarce literature on this field, especially on
the measure of the variables of interest.

It also highlights relevant information for Venezuelan economy.
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