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		Abstract

		We study the severe credit crunch of finance companies (SOFOLES) in Mexico using firm-level data between 2001 and 2011. Our results provide supporting evidence for a liquidity shock in the form of restricted access to commercial bank loans, loans from other organizations and public debt markets â€” the main funding sources for their loans â€” as key determinants of the lending contraction during the recent financial crisis in Mexico (2008-2009). The cutback in funding explains 12 percent of the credit contraction of SOFOLES during the financial crisis. We also find a key role for other supply factors such as increased non-performing loans and the loss in credit market share to commercial banks. The liquidity shock outweighs the role of financial deregulation implemented in 2006. We only find weak evidence that deregulation played a role in explaining the credit crunch. Demand factors, in particular, the large reduction in economic activity during the financial crisis played also an important role. Finally, our results suggest that the credit contraction of SOFOLES was preceded by exponential credit growth rates, loosening lending standards, and inadequate servicing procedures, all of which contributed to a severe portfolio deterioration and the subsequent decline in loan growth. 
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