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Introduction

As countries around the world seek to make their financial systems more inclusive, it is vital to
understand the unique role of competition policy in achieving this aim. The encouragement of
competition is central to any comprehensive financial inclusion effort, because a sufficiently free and fair
interplay of market forces is a spur to the innovation and customer outreach necessary for the
expansion of access and usage.

However, competition also presents risks — from fraudulent business practices to the risk of a race to the
bottom. The balancing of the benefits and risks of competition is a stern test of any country’s financial
inclusion efforts.

This report is part of a series of three reports on Brazil, Ghana, and India, which review the experience of
countries that have sought to strike this balance. In doing so, we are focusing on competition as a lens
through which to assess the overall effectiveness of each country’s approach to financial inclusion.

These reports are informed by a core insight: While certain basic regulatory enablers are necessary to
the development of an inclusive financial system, they are not enough by themselves. An effective and
holistic approach to financial inclusion is one that complements these regulatory enablers with a supple
framework for ensuring open and responsible competition.

In order to get the basis of that framework right, certain foundational elements are needed. These
include a stable and capable regulatory regime, with clear and effective rules for consumer protection,
cybersecurity, and other requirements of digital finance. Another important foundational element is the
presence of accessible and reliable basic public infrastructure for retail payments, customer
identification, and consumer credit.

From this foundation, the basic regulatory enablers of digital financial services (DFS) may be established.
CGAP identified the most important of these building blocks in 2018. Most fundamentally, nonbank
providers need to have the authority to issue e-money accounts, and a wide range of financial service
providers need to have the ability to provide access to services for customers in traditionally
underserved areas, by engaging third-party agents. In addition, simplified and streamlined know-your-
customer (KYC) rules are necessary for enabling a broader range of customers to open and maintain
low-risk accounts.

Again, however, such basic enablers are just a start; to ensure a more inclusive financial system, barriers
to competition must be removed, and the market power of incumbents diluted to the point that
innovative rivals can gain a meaningful foothold and compete on fair terms.

This can be done through a variety of means, including rules allowing for new business models and a
broader diversity of market participants — as well as policies that permit the outsourcing of services, the
interoperability of payment systems, and the access of all players to digital public infrastructure (DPI).

Beyond these foundational competition policies, an optimally inclusive system would require
competition accelerants that remove barriers to the expansion of access and usage. For example, highly
accessible instant payment systems can enable banks and nonbanks to offer novel services. Open
finance models can permit the secure sharing of customer data among various financial service
providers. Central bank digital currencies (CBDCs) can open paths for entirely new business models and
market infrastructure.
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We are grounding these reports on the hypothesis that countries need a comprehensive policy and
regulatory agenda to build a dynamic, competitive financial sector in which a range of financial services
providers can thrive. Such an approach would address the aforementioned fundamental competition
enablers and competition accelerants, as illustrated in the figure below.

Figure 1. Competition Enablers’ Theory of Change

Foundations underpinning the
development of DFS markets
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credit information. « Wholesale CBDC, enabling new business models to

emerge.

We believe that such a holistic approach — rather than the promotion of isolated financial inclusion
policies — offers greater potential for increased financial access and usage. In these reports, we present
the stories of countries that have considered competition as a lens in policymaking, even if they might
not necessarily have followed such a holistic path. We believe they offer important learnings for other
markets.

National Context

With its population of approximately 216.8 million people,* Brazil is the seventh most populous
country.? Consequently, any progress this country can make toward greater financial inclusion will affect
the world’s progress toward achieving fundamental social and economic goals. Specifically, Brazil
exemplifies how a regulatory policy focused on competitive considerations can help significantly expand
access for households and micro and small enterprises across geographic regions and income categories.

Brazil has faced many periods of instability and repressive rule. Today, it is a multiparty, multiethnic
democracy with a constitution that guarantees fundamental rights to all peoples and cultures. However,
Brazil contends with the legacies of discrimination and exclusion. Over half of all Brazilians (66.5%) self
identify as non-white.? But whites earn 61% more than non-whites, 47% of whom rely on informal, often
underpaid jobs.*

1|BGE (2024)

2 UN DESA (2024)
3|BGE (2023)
41BGE (2023a)
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Alongside this continued racial disparity, there is a geographical imbalance in economic and social
outcomes across this vast land. There are five commonly recognized geographic regions in Brazil —
North, Northeast, Center-West, Southeast and South. The Southeast is the wealthiest and most
populous, with a relatively high proportion of inhabitants claiming European descent. By contrast, the
Northeast is the poorest region and has the largest proportion of non-whites, as well as the country’s
highest illiteracy rate.>

To illustrate the chasm between Brazil’s wealthier and poorer regions, and between whites and non-
whites, one may compare the average per-capita household monthly income: in the Southeast it is $448,
compared to $230 in the Northeast. In the Northeast, 35.5% of households rely on Bolsa Familia (as of
2023), a cash transfer program. These ethnic and geographic disparities help explain why Brazil
continues to rank among the 10 most unequal countries in the world, with a Gini index of 0.518.°

While around 92.5% of Brazilian households have access to the internet, the proportion varies quite
significantly depending on location and income. Internet access levels decline to 84% in the Northeast;
81% in rural areas nationwide;’ and 67% among the country’s two lowest income tiers (the D and E
income segments). Moreover, 25% of households in the D and E income segments share their
connection with neighbors. 8 Within the wealthiest income tier (the A segment), 100% of households
have internet access. 96.7% of all households have a mobile phone connection, but this proportion
drops to 67.4% in rural areas. Approximately 87.6% of the adult population (81.9% in the Northeast)
have a mobile subscription, and 96.7% of them use a smart phone.® The current mobile network covers
93.4% of all households and 100% of Brazil’'s municipalities. The prevailing network technology is 4G, but
5G already covers 72.29% of all households in urban areas. *°

These inequalities have deep implications for the promotion of financial inclusion.

Regulatory Authorities

The National Monetary Council (CMN) is the policymaking body for markets covered by the Central Bank
of Brazil (CBB) — credit, banking, payments, foreign exchange, and some investment products —and
capital markets which are regulated by the Securities and Exchange Commission (CVM). The National
Council for Private Insurance (CNSP) is the policymaking body for insurance and private pensions, which
are regulated by the Superintendence of Insurance and Private Pensions (SUSEP).

The Administrative Council for Economic Defense (CADE) has jurisdiction over critical aspects of
competition in the financial sector, in close coordination with CBB, CVM and SUSEP. CADE has a range of
investigative and remedial powers to curb anti-competitive behavior, while the sectoral regulators are
able to use broad supervisory and regulatory powers on a more proactive basis.

Coordination among CADE and the sector regulators in matters related to market structure and
competition has notably improved in recent years. CADE and CBB have been coordinating closely over
the last decade, and their collaboration has had a meaningful impact. For instance, under the terms of a

5 IBGE (2024)

6 |dem

7ldem

8 Cetic (2024)

9 |BGE (2024)

10 Anatel (2024)
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2018 memorandum of understanding, CADE and CBB coordinate on an ongoing basis, to share
information and to discuss decisions on matters of market concentration (e.g., acquisitions). Also, CADE
and CBB worked on a joint action in 2020 to prevent WhatsApp and card companies from launching a
payment service that would directly compete with Pix, an instant payment system that was about to be
launched by CBB. Pix is an important component of Brazil’s DPI policy — and one that this report will
examine further in a later section.

Main Market Participants

Brazil has 174 banks.!! The largest, in assets,'? are the government-owned Banco do Brasil; two privately
owned Brazilian banks, Itad Unibanco and Bradesco; and the foreign-owned private bank Santander. In
addition, Caixa Econ6mica Federal (Caixa) is a government-owned savings bank and the main payer of
government-to-person (G2P) transfers. It has over 151 million clients (149.1 million of whom are
individuals),** many of them in the lower-income and lower-middle-income tiers.

These five banks together control a high proportion of overall banking assets, accounts, and loan
operations, though their grip is loosening. Together, they held 61.6% of total assets in June 2024, down
from 66.3% in December 2015. These banks also held 66.7% of the total outstanding loan portfolio in
June 2024, compared with 68.9% in December 2015.

The banks’ share of the total number of credit operations declined even more sharply, from 75.2% in
December 2015 to 40% in June 2024. This was mostly due to the entry of fintechs into credit markets
from 2016 onwards, as discussed later in this report.’* Nubank, the largest of these fintechs, holds 23.4%
of all loans in the financial system, second only to Itad Unibanco.?

Banks and banking groups also dominate retail payments, insurance, and — to a lesser extent — capital
markets. In addition, they traditionally operated in such vital areas as card processing, card merchant
acquiring, and ATM networks.

Brazil’s major banks operate through a mix of branches and agents, but most of their transactions are
conducted digitally. Mobile phones is the principal channel (accounting for 88.6% of all transactions in
the second quarter of 2024), followed by internet banking (8.45%), as illustrated in the figure below.

11 Banco Central do Brasil (2024)

12 Among all licensed banks, there are 158 multiple banks, which are the banks with a commercial portfolio combined with
other portfolios, such as investment. For the sake of simplicity, hereafter this report will use the term “bank” to refer to
multiple banks providing services to retail consumers, and also Caixa Econ6mica Federal (Caixa). Caixa is licensed under a
special law and is not classified by CBB as a multiple bank.

13 Caixa Econémica Federal (2024)

14 Banco Central do Brasil (2024a)

15 |dem
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Figure 2. Number of Financial and Non-Financial Transactions by Channel (Millions)
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Source: https://www.bcb.gov.br/estatisticas/spbadendos, accessed in November 2024

While banks still hold the bulk of deposits and credit operations, Brazil has a large nonbank sector. The
various nonbank entities regulated by CBB include credit cooperatives; financing companies (SCFls);
investment brokers; direct credit companies (SCDs); credit firms serving microentrepreneurs (SCMEs);
and payment institutions (PlIs), which include payment service providers (PSPs), e-money issuers (EMls)
and payment initiation service providers (PISPs).

CBB has also allowed what is locally known as the “LEGO” approach, when a nonbank combines two or
more licensing categories under one brand. Digital “banks” like Nubank, the largest of them all, are
examples of the LEGO approach. Nubank combines an EMI, a SCFI, and an investment broker license in
the same group, resulting in a mix of retail services that resembles a limited bank, though it and similar
entities are still barred from offering several banking services that only licensed banks can offer.

This has given rise to a linguistic workaround: Companies like Nubank are not allowed to use the word
“banco” (bank, in Portuguese) in their name and branding, but the CBB has allowed them to use the
English word “bank”, which is thought to be potentially attractive to younger customers.

The Financial Inclusion Journey

Despite its lingering social and economic inequalities, Brazil has come a long way in advancing financial
inclusion. Over the last 12 years, Brazil has seen an extraordinary increase in access to accounts and
usage of digital payments, and a narrowing of the income gap in the adoption and usage of such tools.

According to the Findex data, the proportion of Brazilian adults with access to accounts increased from
56% in 2011 to 84% in 2021. The proportion of adults who saved at a financial institution increased over
the same period from 10.3% to 22.8%, while the share of those who made or received a digital payment
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increased from 59% to 77%. Progress has also been impressive among those in the lowest 40% of
personal income, as shown in the graphic below.'®

Figure 3. Account Ownership by Gender and Income (Findex)

Female Male 40% Poorest 60% Richest
87%
81% 82% 29% 85%
72% 73% 75%
57% 57%
2014 2017 2021 2014 2017 2021 2014 2017 2021 2014 2017 2021

Source: Banco Central do Brasil (2023)

More recent data released by CBBY shows a further increase in access to — and usage of — accounts
since 2021. In December 2023, 87.7% of the adult population owned an active account in the financial
system, an increase of 103.2% compared to June 2018.18 Of these, 64.4% were both borrowers and
active users of digital payments.

Overall, Brazil’s level of account ownership is aligned with high-middle-income countries, higher than
peers in Latin America, but still lower than those for wealthy nations in the Organisation for Economic
Cooperation and Development (OECD).

16 FGV (2024) uses CBB data to show that 92% low-income adults have an account.

17 Banco Central do Brasil (2023a). Differently from Findex, which is a global demand-side survey, the CBB publishes supply-side
data, based on regulatory reporting requirements imposed on regulated financial service providers.

18 An active account is defined by the CBB as an account in which one payment or credit operation has been conducted in the
last three months.
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Figure 4. Adults Reporting Having an Account (Findex)

Brazil Latin America OECD High Middle Income
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Source: Banco Central do Brasil (2023)

Among corporate clients, and particularly among microenterprises, there was a growth of 244.5% in
account ownership between June 2018 and December 2023. The number of micro and small enterprise
clients grew by 3,000% among fintechs over this period, compared with 80% for the largest five banks.*

Between 2017 and 2023, there was also an increase in the number of adults with access to credit, from
44% to 51%.% Around 50% of all credit operations registered in the CBB’s registry by December 2021
were undertaken by those who made up to $300 per month (classified as low-income by CBB) but these
account for only 11.6% of the outstanding value, while the richest segment, which undertook only 1% of
the number of credit operations, accounted for 47.3% of the value.®

Another study shows that, as of December 2023, 57% of low-income adults (those registered in Cadastro
Unico) had an outstanding loan in the financial system, mostly with traditional lenders such as banks.
Within the low-income group, the use of credit is growing faster among female Bolsa Familia
beneficiaries.?? Access to credit in the low-income segments is concentrated in credit cards and payroll
loans,?® both of which present problems of their own, notably high interest rates; low-income segments
are especially reliant on credit cards, which have average interest rates of over 300% per year.?*

But many Brazilians face difficulties in even gaining access to a credit card in the first place, and race
plays a role here. The gap in access to credit cards between whites and nonwhites was 13% in 2008-
2009, and 17% in 2017-2018, as illustrated by the figure below.?®

19 Banco Central do Brasil (2023a)

20 Banco Central do Brasil (2021) and Banco Central do Brasil (2023a)

21 Banco Central do Brasil (2021)

22 FGV (2024)

23 Banco Central do Brasil (2021)

24 Banco Central do Brasil (2021c)

25 |BGE’s Household Budget Surveys 2008-09 and 2017-18, analyzed by Zetta (2022)
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Figure 5. Race-Based Gap in Access to Credit Cards

Proportion of Each Racial Group (Self-Declared) Reporting they Possess a Credit Card

m2008-09 m2017-18
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Source: Zetta (2022)

By several other indications, though, the income gap is receding somewhat. The proportion of Brazilian
adults with a debit or credit card increased from 46.4% in 2014 to 70% in 2021, and this has narrowed
the gulf in credit access: The rate of card ownership in 2021 was 73% among the richest 60% of the
population, and 65.9% among the poorest 40% of the population,?® and while 79.4% of the richest made
or received a digital payment, 72.3% of the least wealthy did so as well (up from 50.8% in 2014).

Policy and Regulatory Approaches

Ghana’s commitment to digital financial services was further underscored by the National Financial
Inclusion and Development Strategy 2018-2023. The NFIDS, as it’s known, set the target of ensuring that
85% of adults had a digital financial account by the end of 2023, through policies and investments
designed to spur digital services and enhance financial infrastructure. A national coordination structure,
headed by the Ministry of Finance, has been created to monitor implementation.

All the progress described above has been achieved despite the absence of a national financial inclusion
strategy, or specific inclusion mandates for regulatory authorities. But even without such directives,
Brazil assembled a string of policies and regulations that have over time contributed meaningfully to the
expansion of DPI and financial inclusion. This section reviews some of the primary measures, in roughly
chronological order.

National Microfinance Policy

CBB had historically favored a light-touch approach to financial sector regulation with respect to market
development and competition. Over the years, however, it has undertaken a holistic set of regulatory
reforms that have encouraged new entry into financial markets and boosted financial inclusion. The shift

26 There were 9.5 billion active payment cards in 2021, and by then they accounted for almost 50% of all digital payment
transactions in Brazil (Banco Central do Brasil, 2023)
27 According to Finscope (2021), this target has already been achieved, largely due to mobile money.
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toward a more active CBB role in financial inclusion gained momentum with the 1999 issuance of the
National Policy for Productive Microcredit.?®

Influenced by the global microcredit movement headed by Muhamad Yunus, the government of
Fernando Henrique Cardoso (1995-2003) used the new policy to create a licensing category for lending-
only entities, known as SCMEs. The microfinance policy also called for the allocation of government
funds for “productive microfinance” via lending operations managed by the national development bank
(BNDES), earmarking 2% of banks’ demand deposits for microcredit programs.

The microfinance policy is still in place and has been adapted over the years. However, its impact on
financial inclusion has been relatively small. The number of SCMEs has been decreasing, from 50 in
2007, to 40 in 2015, to 23 by October 2024.%° They have limited importance in meeting the demand for
small-business financing, which is increasingly being addressed through fintech lenders, crowdfunding
and credit cooperatives.

Regulation of Credit Cooperatives

Parallel to the microfinance push, CBB took on regulatory and supervisory responsibilities toward credit
cooperatives, issuing new regulation and steering the consolidation of the sector.3° Previous limitations
on the operations of credit cooperatives have been gradually eliminated, allowing them to compete
directly with banks and other nonbanks.3!

Like the microfinance policy, but unlike most other financial sector initiatives, the cooperative reforms
that began in the early 2000s have had clear pro-inclusion objectives. However, rather than imposing
requirements focused on specific segments of the society, such as limiting the operations of credit
cooperatives to the unbanked, CBB has taken a holistic approach to develop the sector through such
measures as sector consolidation; the pooling of resources and technical capacity through centralized
structures; creation of a dedicated deposit guarantee fund; and the gradual imposition of strict
prudential regulation.

Through such measures, the sector has become more professionalized and is now broadly trusted by the
general public. As a result, credit cooperatives’ market reach has expanded and continues to grow. In
April 2024, credit cooperatives accounted for 8.1% of total deposits (up from 4.7% in 2019) and 7.3% of
credit operations (up from 4.3%).3? In particular, the sector has become an important source of financing
to micro and small enterprises.

Agent Regulation

Banks and nonbanks in Brazil have been using agents — based at such off-site locations as shops and post
offices — since the 1970s. Initially, the use of agents was limited, and was mostly employed as a means of

28 Resolution CMN 2627/1999 (currently Resolution CMN 4721/2019)

29 Central Bank of Brazil (2024)

30 Resolution CMN 2778/2000. The CBB closed over 200 credit cooperatives and pushed for the formation of two cooperative
banks and “central cooperatives” (cooperatives owned by cooperatives), which act as “auxiliary supervisors,” helping CBB
supervise the sector and providing shared infrastructure to their member cooperatives (called “single cooperatives”). All credit
cooperatives are member-owned.

31 For the current regulatory framework, see https://www.bcb.gov.br/estabilidadefinanceira/cooperativacredito.

32 Banco Central do Brasil (2021 and 2024b)
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facilitating transactions in a high inflation context, in which customers needed quick access to cash and
investments.

After the end of high inflation in 1992, the role of agents shifted. Caixa began using them to disburse
G2P programs, and large banks later turned to them as a cost-efficient way to expand their geographic
footprint or to cut overall costs.

CBB has gradually adapted its agent regulations to match evolving use cases and market dynamics. In
1999, it allowed agents to handle the opening of accounts, loan disbursements, bill payments,
withdrawals, and deposits.3® In 2000, it removed the prohibition on placing agents at locations with bank
branches.?* In 2003, it liberalized its policies further, allowing any regulated entity to use any type of
agent, anywhere.®

As a result of these and other measures, the number of agents grew fast in the early 2000s, and today
are much more numerous than bank branches. Agents have been pivotal to the increase in the number
of bank accounts over the last two decades, and have replaced bank branches outright in some
locations. Currently, there are over 570,000 agent outlets, against 17,930 branches.3®

All municipalities in Brazil have at least one physical financial-service outlet, most commonly of a bank.
Over 1.6 million people had access only to agents in 2021, which shows that agents continue to be
fundamental to ensuring access to services in remote areas, which usually have lower average
household incomes.

G2P Catalyzes a New Era of Financial Inclusion

While the policy and regulatory measures listed above marked signs of progress toward greater financial
inclusion, the initial catalyst of Brazil’s progress in this area was a set of G2P initiatives, income
redistribution programs that started in the late 1990s and early 2000’s, but gained their true momentum
with the 2003 merger of all federal G2P programs into the Bolsa Familia program.

This was initially a conditional cash transfer program with monthly installments, via a debit card, to the
female head of the household.?” The recipients were locally identified by decentralized staff of the
Ministry of Social Development and Fight Against Hunger (MDS), and inserted into a database called
Cadastro Unico. All families classified as poor are in this database, in addition to Bolsa Familia recipients.
Since 2003, Bolsa Familia funds have been paid out by Caixa, based on a contract with MDS.

During the government of Jair Bolsonaro (2019-2022) the program was first temporarily replaced by
Emergency Aid during the COVID-19 pandemic, and later restructured, enlarged, and renamed as Auxilio
Brasil. It regained its original Bolsa Familia name in January 2023. Bolsa Familia was expanded from the
initial 3 million recipients in 2004 to over 20.7 million by September 2024, benefiting a total of 54.3
million people (including family members).3 The average individual benefit as a share of GDP in 2023

33 Resolution CMN 2640/1999

34 Resolution CMIN 2707/2000

35 Resolution CMN 3110/2003

36 Banco Central do Brasil (2024a and 2024c)

37 Recipient families had to prove that they did periodic health checks, vaccinated the children, and ensured their school
attendance.

38 MIDS (2023) and Secom (2024)
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represented a 250% increase since 2019.%° The expansion of the program is illustrated in the figure
below.

Figure 6. Expansion of the Bolsa Familia Program (BFP) Over Time

Number of Families Total BFP Benefit
Benefitting from BFP (Millions) Relative to Brazilian GDP (Percentage)
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Source: FGV 2024

Bolsa Familia was pivotal to financial inclusion for several reasons. Monthly payments were digitized
through debit cards, and centralized at Caixa. This represented most recipients’ first experience with
using a bank card, even if only to make withdrawals. Today, all recipients have a debit card that can be
used for purchases, and nearly all have a transactional account.*

The financial inclusion ramifications of Bolsa Familia went further still. It was precisely in order to
advance it that CBB altered the agent regulation to allow disbursements and lift the prohibition of using
agents in locations with bank branches. In response, Caixa deployed its own agents at bank branches,
lottery outlets, and other sites (e.g., mobile branches on boats in the Amazon region) in order to serve
remote areas, proving that agents are a viable low-cost distribution channel. This helped persuade other
major banks to begin using agents in large numbers, further expanding accessibility.

Simplified Accounts and Risk-Based KYC Rules

In another financial inclusion effort, the CBB issued a 2004 regulation creating “simplified accounts” that
offer a number of free transactions and simplified know-your-customer (KYC) standards, but retain some
limits on balances and transactions.*! This policy has not been highly successful, judging from the low
adoption rates for the simplified accounts. There were only 8 million active simplified checking accounts
and 3 million active simplified savings accounts in 2014.*> The reasons for this slow uptake include the
complexity and cost, from the provider’s perspective, of implementing accounts with so many
limitations, and possibly some aversion among potential customers at the prospect of being labeled as
“low-income.”

Unlike such countries as Ghana, Mexico, and Pakistan, Brazil does not have a KYC framework with pre-
established tiers of accounts and respective transaction limits. Instead, it has allowed financial service

39 FGV (2024)

40 MDS (2023a)

41 Resolution 3211/2004.

42 https://www.bcb.gov.br/detalhenoticia/15130/nota
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providers to set internal rules according to their own risk management practices. This flexible regulatory
approach to KYC benefits all account types, including fully transactional deposit accounts.

Like the agent regulations, flexible KYC frameworks have been gradually adapted to new market
conditions. CBB further improved the regulation in 2019*3 to allow 100% digital customer onboarding
and eliminate the provisions that specified which documents need to be collected to identify a
customer. These changes added further flexibility for providers to leverage alternative data, and to
improve user experience during onboarding.

2013 Payments Law

Brazil’s current policy and regulatory approach emphasizes the role of payments and credit markets.*
This focus began in the early 2000s, when CBB started pushing for competition in retail payments and
began sponsoring a draft payments law that would give it powers to regulate and supervise retail
payment schemes and their sponsors, as well as payment service providers.

In 2005, it published a paper titled the Diagnostic of Retail Payments,* defining an agenda for industry-
based action. This generated some interest, but not much real change. In 2006, CBB published a joint
paper with CADE and other authorities with a competition mandate to highlight the problems of the
card industry, followed by a Directive requiring the industry to take action.*

This effort eventually began to pay off. In 2009, the duopoly of Visanet (Visa) and Redecard (Mastercard)
over the card merchant acquiring business was finally broken by a CADE decision. After this measure,
several new competitors entered the market, which increased from two acquirers to 28 by the end of
2023.% The increased competition led to a reduction in the merchant discount rates (MDR) for debit
card transactions;* to the end of the monthly charges imposed on merchants to hold POS devices; to a
growth in the number of small merchants accepting card payments; and to a reduction of 44% in the
concentration of the card emission business, as banks saw their market share reduce from 79.4% in
2019 to 57.3% in 2023.%

All of this marked the beginning of a long and ongoing process to break up the horizontal and vertical
integration of banking and payments. But the real breakthrough came when the draft law, which had
dragged along in the National Congress for years, finally passed in 2013.%° The enactment of the
Payments Law — and subsidiary CBB regulation®! — has been essential to the opening of competition in
stored-value accounts, payments, and credit.

43 Resolution CMN 4753/2019

44 The CBB measures mentioned in this section and this report are only a portion of a broader regulatory reform agenda, which
includes rationalization and deregulation efforts; simplification of licensing procedures; and numerous reforms of foreign
exchange rules.

45 Banco Central do Brasil (2005)

46 Banco Central do Brasil (2006)

47 Banco Central do Brasil (2023a).

48 Castro, Schmitz and Azevedo (2023)

49 Banco Central do Brasil (2023a)

50 The draft was issued as a presidential executive order (Provisory Measure), which was later converted into Law 12865/2013.
51 Resolution CMN 4282/2013, from which numerous other CBB regulatory instruments derive.
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This legislation placed retail payments firmly within CBB’s regulatory remit, and created an important
new licensing category —the payment institution, or Pl — along with such sub-categories as payment
initiation service providers (PISPs) and e-money issuers (EMls).

The creation of these categories helped advance the modularization of financial services that was
already underway in Brazil. It marked the first time a nonbank other than a cooperative could offer
stored value accounts. The new ability to combine an EMI license with a lender license has enabled
nonbanks to take that competition to a new level. Additionally, the broad definition of the Pl category
has empowered CBB to create additional sub-categories to fill other market needs, such as payment
initiation services, merchant acquisition, and registration and clearing of card receivables.

In a notable demonstration of strategic flexibility, the 2013 Payments Law has initially allowed
numerous Pls to continue operating without having to obtain a license, unless thresholds of transaction
volume or client accounts were reached. Until those thresholds were crossed, Pls could simply report
periodically to CBB. This approach has avoided pushing many Pls out of the market, and overwhelming
CBB with hundreds of applications. It has also enabled Pls to prepare to become compliant with full
regulation according to their growth projections. Nowadays, all PIs must obtain a license to enter the
market.

In certain ways, the Payments Law has ushered in a more interventionist, top-down regulatory approach
to competition which has impacted financial inclusion.

Capital Markets Regulation

Crowdfunding and multi-broker investment platforms have transformed how Brazilians invest — and how
new ventures and small enterprises get funding. CVM, the securities regulator, has adapted its approach
as new capital-generation models have hit the market.

CVM'’s approach is flexible and largely based on exemptions, which makes implementation easier. For
instance, to improve small enterprises’ access to the capital markets, CVM exempted them from certain
rules for the public offerings of securities, such as the obligation to list the offering on stock exchanges.
It has also reduced the entry requirements for retail investors, in order to further broaden public
participation.

In parallel, CVM has enabled the entry of new players focused on increasing funding options for micro
and small enterprises. It issued its equity crowdfunding regulation in 2017,°% and the market swiftly
experienced phenomenal growth. The total volume of funds raised via crowdfunding grew 123%
between 2020 and 2021, and there were 82 crowdfunding platforms by the third quarter of 2024. The
funding attracted by small enterprises via crowdfunding in the third quarter of 2024 was more than six
times the amount for 2016, the year preceding the regulation. The number of investors in crowdfunding
grew from 1,099 in 2016 to 13,803 in 2023.%3

CVM made further regulatory improvements since 2017, to expand eligibility criteria for small ventures;
increase the maximum threshold for individual investors; increase the maximum amount that each

52 CVM Resolution 588, replaced by CVM Resolution 88/2022 (altered by CVM Resolution 158/2022)
53 CVM (2021, 2022 and 2024)
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company can raise; and create secondary markets via P2P transactions offered within crowdfunding
platforms.

New Licensing Categories

As described earlier, CBB has been actively pushing for greater institutional diversity. It has created a
range of new licensing categories for providers of accounts, payments, infrastructure, and supporting
services. This has created opportunities for new business models that depart from and challenge the
previously dominant vertical and horizontal integration of banking, payments and other functions.

In addition to these new licensing categories, which were based on the 2013 Payments Law, CBB also
acted to expand competition in credit markets. In 2018 it created two additional licensing categories:
direct credit companies (SCDs) and peer-to-peer lenders (SEPs).>* By October 2024, there were 118
licensed SCDs, and 12 peer-to-peer platforms.>

In addition to these new lender categories, which operate exclusively online, another specialized lender
category was created by law in 2019, within the government’s policies to support small businesses.>®
This was the simple credit company (ESC), which is not regulated or supervised by CBB. ESCs can only
lend to small businesses, and cannot collect any deposits. By September 2024, there were 921 ESCs in
operation, 30% in Sdo Paulo.”” There is no official data about their operations, so it is not yet clear
whether these entities are tapping the demand for small-business finance, and whether they compete
or collaborate with CBB-regulated entities.

Pix: A New Instant Payments System

After many years of pushing for an industry-based solution for interoperable instant payments, CBB
decided to design, build, and operate an instant payment system of its own. The new system, called
Pix,”® was launched in October 2020 and became fully operational the following month. The main
purposes of Pix were to increase efficiency in retail payments and to significantly reduce costs for users
and providers alike, and enable both banks and nonbanks to design cheap, fast payment services —and
to thereby compete on more equal terms.

It did all of this by reducing nonbanks’ dependence on bank-dominated centralized payment systems:
Pix has its own settlement system, SPI, separate from CBB’s real-time gross settlement system (STR),
which had been launched in 2002. Nonbanks could now participate directly in SPI, settling their
transactions into their own reserve accounts with CBB.*® In addition, CBB created a new type of PI,
known as a special settlement agent. This entity has the exclusive role of settling Pix transactions in SPI
for indirect participants, further unbundling the payments value chain and reducing banks” market
power.

54 Resolution CMN 4656/2018

55 Banco Central do Brasil (2024)

56 Complementary Law 167/2019

57 Gov.br (2024)

58 https://www.bcb.gov.br/estabilidadefinanceira/pix

59 |n practice, most nonbanks have not become direct participants, due to the additional technical requirements (and larger
investments) imposed by CBB for direct participants. The largest Pls are direct participants and provide settlement services to
smaller nonbanks, which becomes an additional source of revenue.
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Pix was not specifically intended to increase account ownership, and there is no data indicating that it
has done so. What it has done, undoubtedly, is transform how Brazilians pay and transfer money,
increasing the level of usage of accounts.

Within just the first five months of its operation, Pix transactions had already exceeded the combined
number of checks, electronic bank transfers (TEDs), credit orders (DOCs), and boletos (bar-coded
payment slips). By the first quarter of 2021, Pix transactions had exceeded the volume of credit and
debit card transactions.®’ By October 2024, a total of 514 million accounts held by 154.8 million
individuals were registered in Pix.®* The following graphic shows how fast Pix has taken over from other
payment instruments from the end of 2020 to March 2023.

Figure 7. Pix Replaces Other Payment Instruments (Monthly Transactions, in Billions)
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Source: https.//www.bch.gov.br/estabilidadefinanceira/estatisticaspix (May 2023)

The most common Pix transaction is still person-to-person (P2P), accounting for 48.1% (2.4 billion) of
transactions in October 2024, but person-to-business (P2B) has been consistently increasing, from only
12% in May 2021 to 39.7% (2 billion transactions) in October 2024.

Overall, the total number of Pix transactions per month has been increasing considerably over the years,
reaching 5.5 billion transactions in September 2024.%% This is equivalent to 34 monthly transactions per
adult, one of the highest levels of usage of an instant payment system globally.®® In terms of age, 29.2%

60 Zetta (2021)

61 Banco Central do Brasil (2024d)

62 Banco Central do Brasil (2024d)

63 Considering an adult population of 162.9 million, as per the 2022 Census (IBGE 2023)
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of Pix transactions (initiated by individuals) are conducted by 30-39 year-olds, and 27.3% by 20-29 year-
olds. The rest is spread out across other age groups.%

Figure 8. Total Volume of Pix Transactions in the Month
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The reasons for the massive adoption of Pix are varied. For starters, CBB invested in marketing the
program. The fact that CBB made participation in Pix mandatory for banks with over 500,000 client
accounts certainly helped. In addition, Pix represented an affordable option for several classes of
participants: It’s free for consumers and sole proprietorships, and costs far less for businesses than
other instruments, such as debit cards. Some interviewees also noted that Pix may have benefited from
being launched in the middle of the COVID-19 pandemic, when many immediately adopted it as a means
of avoiding in-person payments. Moreover, a consumer survey conducted in 2021 showed that
consumers have also come to highly value Pix’s convenience and agility.®

Pix has been adopted in varied levels by lower-income Brazilians (see figure below). Around 90% of
Bolsa Familia recipients had at least one Pix key — the alias a customer uses to route fund transfers to an
account. Among women recipients, 83.9% had a Pix key, while 91.9% men did. Among all low-income
people registered in Cadastro Unico, pensioners had the lowest access to Pix keys, below 50%.%¢

64 Banco Central do Brasil (2024d)
65 Zetta (2021)
6 FGV (2024)
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Figure 9. Share of Low-Income Adults (Registered in Cadastro Unico) with at Least One Pix Key
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CBB has launched new features for Pix—such as Pix Saque, which allows for withdrawal at a commercial
establishment, and the cashback program Pix Troco. More new features are on the way, including a
boleto substitute called Pix Cobranga and a direct debit application, Pix Automatico. Other planned
improvements include additional origination forms, such as NFC, RFID, Bluetooth, and facial recognition
—as well as enhanced abilities such as QR-code generation, smart contracts, and foreign country
transactions. Such innovations are intended to keep up the momentum that Pix has already built, and to
increase adoption among individuals and enterprises.

Competition Policy and Competitive
Dynamics

CBB does not have a clear legal mandate for regulating competition. However, this hardly means CBB
lacks the ability to influence competitive dynamics. Competition has been formally added as an
organizational competence in CBB’s bylaws,®” and its 2023 annual report®® asserts CBB’s objective to
“promote competition in the financial and payment systems.” There seems to be acceptance of CBB’s
role in competition, by regulated entities.

Since 2016, CBB has disseminated two successive policy and regulatory agendas known as “BC+” and
“BC#,”%° which are recognized by the industry’® as competition-driven policy frameworks. BC# includes
competitiveness as one of six priorities, along with inclusion, transparency, education, excellence and

67 Banco Central do Brasil (2023c)

68 Banco Central do Brasil (2023d)

69 https://www.bcb.gov.br/acessoinformacao/bchashtag
70 See, for instance, Zetta (2022)
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sustainability. CBB has also created a Department of Competition and Market Structure (Decem),
focused on competition and market structure issues.

In short, CBB has sought to do advance competition with what legal authority it has. In the credit
markets, it has been acting to reduce concentration since the end of high inflation in 1992. CBB has
worked to foster competition for accounts, credit, and payments services by adapting KYC and agent
regulations; creating new licensing categories; building market infrastructure; breaking down bank
dominance, regulating loan and salary portability; mandating centralized collateral and receivables
registers; sponsoring the positive credit bureau law; creating an open finance regime, and supporting
the growth of the cooperative sector, among others.

Still, banks enjoy numerous competitive advantages, including their size, brand recognition, diversified
revenue sources, easier access to funding, and presence across regulated markets. Additionally, large
banks organize themselves (through their industry association, Febraban) to protect their interests,
which occasionally leads to barriers for competitors. For instance, nonbanks argue that large banks
impose obstacles to the portability of salary payments and loan portability (both of which were
regulated by CBB in 2006).

CBB data show that the Herfindahl-Hirschman Index (HHIn) — a metric that rises with higher levels of
market concentration — has actually declined in the last few years across CBB-regulated markets.” The
HHIn for total deposits declined from 0.102 in 2021 to 0.095 in 2023; the HHIn for credits fell from 0.102
to 0.099 over the same period.

As these figures show, concentration is waning somewhat even as it remains high in some key sectors.
Nubank now has almost as many clients as the largest private bank. It and other nonbanks are
transforming the competitive landscape, emerging as providers of choice for lower-income customers
and other traditionally underserved categories.

The unbundling of the card business is still a work in progress. Following the 2013 Payments Law, CBB
has adopted many other measures to continue decoupling payments from banking and redistributing
network effects.”? These include the further standardization of payment instruments such as QR codes;
the creation of a new licensing category for merchant acquirers (called “credenciadoras”); creation of
the new licensing category for PISPs within the open finance framework; and capping of debit-card
interchange fees.

Changes in the competitive dynamics have been slower in the insurance sector, but the Brazilian capital
markets were profoundly stirred by the entry of XP in 2001. This investment platform started as a minor
broker trying to convince regular Brazilians, via an online course, to invest in the capital markets. XP is
now the largest online investment platform in Brazil. Its business model, based on the principle of non-
exclusivity between brokers and investment fund managers, has driven several regulatory adaptations
by CVM, mentioned previously.

71 A score of 0.18 or higher is indicative of relatively high market concentration.
72 Ferreira (2022)
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Emergent Issues

Brazil is contending with the forces of rapid technological, economic, and cultural change. These
transformations have profound implications across society, including for efforts to enhance financial
inclusion. Below are some of the issues that will impact Brazil’s financial inclusion journey in the years
ahead.

Innovation Facilitators

Brazilian financial regulators have adopted the concept of innovation facilitators. One of these is the
Financial and Technology Innovation Lab, or Lift, which CBB created in 2018 to help it engage with
innovators, academics, and society at large, to foster fintech innovation and competition. Lift provides
guidance to innovators about the regulatory framework, and organizes challenges to crowdsource
solutions to specific problems. After pausing activities during 2023, Lift is again active and focused on
identifying viable use cases for Brazil’'s CBDC, Drex, which is discussed later in this section.

Another important innovation facilitator is the regulatory sandbox. In June 2019, the Ministry of
Economy, CBB, SUSEP and CVM issued a joint communiqué about their intention to create regulatory
sandboxes within their respective mandates. All three did so the following year.

SUSEP’s regulatory sandbox accepts applications from early-stage projects and is already in its third
edition, which started in early 2024. It is currently focused on sustainability and tech-driven innovation.
CBB’s sandbox has run its first cycle of pilots (one of the pilots was extended until the end of 2024), with
seven projects that covered issues such as lending with movable collateral; multi-currency cross-border
transactions; Pix-based lending; and the expansion of cash-out outlets. Based on these pilots, CBB is
considering specific regulatory adjustments.” CVM’s sandbox is running its first pilots, focused on small
companies and the use of distributed ledger technologies. These pilots will extend until 2026.

Interviewees noted that it may be too early to measure the impact of the three regulatory sandboxes in
fostering competition and financial inclusion, but the overall perception of these initiatives appears to
be positive.

Open Finance

Open finance is a growing regulatory priority in many jurisdictions, including Brazil. CBB issued its open
finance regulation in May 2020.7* This regulation defines the principles, objectives, and rules governing
the standardized sharing of data for banking, payments, investments, and insurance (when distributed
by banks), with the main objective of increasing competition while simultaneously protecting
consumers’ personal data.

Only CBB-regulated entities can directly participate in the open finance scheme. Initially, only the larger
banks and nonbanks were mandated to do so; smaller entities could participate voluntarily. Starting

73 Banco Central do Brasil (2023e)

74 Joint Resolution 1/2020. Initially, the data sharing scheme was called “open banking.” CBB later renamed it to “open
finance”, to better reflect the wide scope of data that would be shared among participants. See
https://www.bcb.gov.br/estabilidadefinanceira/openfinance
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January 2025, all entities with more than 5 million clients must participate in the scheme, and all entities
participating in Pix are mandated to allow payment initiation through the open finance scheme.

CBB monitors the implementation of open finance through data reported by both the industry’s open
finance governing body, and by each participant. There is now an online dashboard — open to anyone —
which shows the performance of application programming interfaces (APIs) and other relevant metrics.

Through these policies, Brazil now has one of the most successful open finance schemes in the world. By
October 2024, it had over 800 registered participants and 70 million active client consents for data
sharing. There were 7.3 billion API calls per week, of which 2.4 billion involved KYC and transactional
data, and 2.7 million were payment initiation requests. The success rate of API calls has been
consistently above 98%.”°

While it is too early to measure the impact of open finance on competition and financial inclusion,
emerging evidence points to early positive results. For instance, one fintech reported helping clients
save nearly $2 million in overdraft costs by offering them emergency loans with lower rates, while
another reported generating nearly $200 million in new loans. A bank reported helping borrowers save
over $200 million by acquiring their loans from other lenders.”®

The insurance regulator, SUSEP, is currently implementing an open insurance program with rules similar
to CBB’s open finance framework. The open insurance scheme is already operational with services like
switching providers, and registering claims will become operational soon.”” Open insurance will
eventually connect to CBB’s open finance, and the governing bodies for open finance and open
insurance are required to ensure interoperability.”® The relevant regulation does not set a timeline for
establishing such interoperability.

CVM issued its open investments regulation’ in August 2024, first setting standards to allow investors
to swiftly change providers, a process that will start in July 2025. A full open investment regime will
follow, eventually connecting with CBB’s open finance and Susep’s open insurance schemes.

Digital Assets and Central Bank Digital Currency

Brazil enacted its Digital Assets Law in December 2022.%° The law requires digital asset service providers
to obtain a license to operate. In November 2024, CBB issued its virtual asset regulations for public
consultation. These regulations create three types of virtual asset service providers (VASPs):
intermediaries; custodians; and brokers. CBB will issue additional regulations to set standards for the
operation of VASPs in Brazil’s foreign exchange markets.

Additionally, CBB is developing a wholesale CBDC, called Drex (formerly Real Digital). CBB had first
published its vision for Drex in 2021.%82 This CBDC is not intended to solve any specific retail payment
problem —that role is played by the Pix initiative. Instead, CBB plans to leverage the distributed ledger

75 Openfinancebrasil.org.br

76 Banco Central do Brasil (2024e)

77 Resolution CNSP 415/2021

78 Joint Resolution 4/2022 (issued jointly by CBB and SUSEP)
79 CVM Resolution 210/2024

80 Law 14478/2022

81 Banco Central do Brasil (2024e)

82 Banco Central do Brasil (2021c), Voto 31/2023-BCB
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technology (DLT) supporting Drex as a market infrastructure. The overarching goal is to continue the
journey toward greater efficiency, competition, and financial inclusion.®

In February 2023, CBB called upon banks and nonbanks to pilot use cases for Drex, followed by an
October 2024 call for a second testing phase incorporating additional use cases. Up to 10 pilots will run
under CBB’s auspices, to test use cases for digital assets using DLT.

One primary aim for Drex is to ensure interoperability between digital and traditional assets. CBB
created a working group with CVM to assess the viability of incorporating tokenized assets into trading.
This includes providing a decentralized infrastructure to facilitate transactions with digital and tokenized
assets, which are mostly not compatible with the current systems that process and settle transactions in
central bank currency.

Another priority will be the facilitation of smart contracts built on the Drex platform. Smart contracts
would, for instance, reduce operational and compliance costs by automating processes and embedding
compliant product features in the contract terms, in addition to increasing efficiency in transactions. The
same thinking applies to reporting obligations, which could be automated via machine-readable rules.

Customer Mobility

It is a common practice for large banks in Brazil to “buy” payrolls from employers, which gives them
access to a potentially captive pool of customers to whom they offer low-risk, highly profitable payroll
loans — with installments deducted directly from salary payments. This also allows the banks to derive
further revenue from transaction fees.

Despite the problems that this practice poses — from the standpoints of both consumer protection and
competitive fairness — it remains legal. Salaried workers and pensioners often become captive
customers of the bank paying their salary. They are deprived of the right to choose where their salary is
paid, and end up having multiple, duplicative accounts.® In addition, payroll contracts may be one of the
reasons for banks’ reluctance to expand lending to underserved segments, and could be a force behind
risky indebtedness (see below).

CBB has attempted to mitigate these effects by making it mandatory for banks to enable a free monthly
bulk transfer of the salary from the salary account to another bank or nonbank of the consumer’s
choice. Although this salary account regulation has been in place since 2006, customers have not been
making use of it. To explain this, industry observers point to procedural obstacles imposed by banks that
discourage portability.®

A similar problem affects loan portability, which has also been regulated by CBB since 2006,2¢ but has
been similarly underutilized by borrowers. To address challenges faced by borrowers, CBB intervened in
2013 by standardizing the calculation of the present value of the loan; setting a maximum period of time
for the original lender to provide this and other information to the receiving lender; and imposing the
use of a centralized loan clearinghouse to accelerate the switching. All of this has simplified loan

83 Banco Central do Brasil (2023d)

84 Salary accounts are automatically opened in their names but are not closed by the end of the contract between employer and
payer bank.

85 For instance, refusal of portability requests due to errors in the information provided by the customer when the information
must be provided using forms that often lead customers to errors (e.g., forms requesting the tax number of the employer).

86 Resolution CMN 3401/2006, substituted by Resolution 5057/2022
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portability and led to an increase in the requests to switch lenders, but lenders continue to impose
practical challenges for borrowers, as well as costs for the receiving lender.®’

Clearly, customer mobility remains a challenge for both salary payments and loans, and the two
problems are not unrelated. A survey® found that only 16% of banked customers had tried to use the
portability functions for either salaries or loans. About 50% of those who tried portability report having
had a negative experience. An astounding 60% of surveyed consumers did not know about loan
portability, while 56% knew about salary portability. Lack of knowledge is even more pervasive (64%)
among lower-income respondents.

Nonbanks of various kinds have been pushing for greater participation in salary payments, via
negotiations with employers to allow salaries to be paid into payment accounts. About 45% of the salary
portability requests have a PSP as their destination entity, indicating this tool could help increase
competition.

Widespread Indebtedness

Brazil faces the issue of lack of access to affordable credit on one hand, and excessive access to
(unsuitable) credit, on the other. In March 2023, 106.2 million people had an outstanding credit
operation in the financial system, 20 million of whom had become new borrowers between March 2021
and March 2023.%°

Lenders focus on credit cards and payroll loans to salaried workers, pensioners, and increasingly G2P
beneficiaries. Lack of client diversification leads to unhealthy competition; questionable marketing and
sales practices; and lack of product suitability. The result is poor consumer outcomes such as excessive
costs (through, for example, late payment fees and penalties), and financial hardship.

A study by a fintech lender using credit bureau data for 2023 showed that 50% of the annual income of
Brazilian families was compromised with debts, 92% of which were high-interest credit operations, with
annual rates ranging from 84% to 400%. The data demonstrates that loans with high rates have higher
delinquency levels, indicating that many widely available credit products may be unsuitable for a large
proportion of potential borrowers.®® A CBB study showed that 47% of payroll loans and 28% of auto
loans outstanding by December 2020 had rates above 25% per year, when the market averages were
19.7% and 19.3%, respectively.” This indicates that many borrowers are either unaware of or unable to
take advantage of provisions requiring loan portability to a lender offering lower rates.

CBB monitors “risky indebtedness” within the financial sector, using data reported by FSPs and other
data sources. A borrower in risky indebtedness is defined as fitting two or more of the following four risk
factors:

1. Delinquency over 90 days

87 Banco Central do Brasil (2019) shows that 36,000 mortgage loans switched lenders in 2019, to benefit from lower interest
rates, but this number represented only 6.4% of the loans that could benefit from switching lenders. Banco Central do Brasil
(2023a) reports an 81.7% increase in the number of loan portability requests in 2023 (a total of 9.3 million requests) compared
to 2022. 96.3% of these requests relate to payroll loans.

88 Zetta 2023

89 Banco Central do Brasil (2023b)

9% Interview conducted in Brasilia in February 2023.

91 Banco Central do Brasil (2021)
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2. Simultaneous use of three types of unsecured loans (revolving credit, personal loan (except housing
and rural credit), overdraft)

3. Debt commitment of over 50% of income

4. Income below poverty line after debt service

According to CBB,* the growth in risky indebtedness was greater than the growth in account ownership
during the period of 2017-2023, with 15.1 million (14.2%) of all borrowers in March 2023 classified as
being in risky indebtedness (up from 12.3% in December 2017). Most of the 11.9 million borrowers now
mired in risky indebtedness are contending with at least two of the four risk factors outlined above, and
around 300,000 face all of them.

As illustrated in the figure below, 25.1% of all borrowers have more than 50% of their income burdened
by debt (up from 22.8% in 2017), and 15.2% are delinquent:

Figure 10. Factors Explaining Risky Indebtedness, as % of Total Borrowers in the Financial System
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Source: Banco Central do Brasil (2023b)

A slightly higher proportion of women are at risky levels of indebtedness (15.5%) than men (12.9%),
though men have higher rates of delinquency and take on more types of credit than do women. The
main explanation is the lower level of female incomes, which results in higher levels of income
committed to paying off debt. Geographically, risky levels of indebtedness are most common in the
poorest regions (Northeast and North), as illustrated by the figure below. CBB completed the analysis of
the supply-side data with a survey with some of the customers. Not surprisingly, borrowers in risky
indebtedness expressed greater financial distress compared to other borrowers.

92 Banco Central do Brasil (2023b)
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Figure 11. Risky Indebtedness as Percentage of Total Borrowers
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The findings of the CBB study above were corroborated in 2024 by FGV, which also found that Bolsa
Familia beneficiaries are seeing faster growth in indebtedness (with higher levels of income
commitment to serving debt among the lowest-income women beneficiaries), and higher levels of
delinquency.

Moreover, a link — not necessarily causal — has been observed between the adoption of Pix and access to
credit. Rates of access to credit among adults who had not used electronic bank transfers (TED), but who
started using Pix exclusively (“Pix inclusion”) increased from 37.7% in November 2020 to 51% in
December 2021. Among these adults who did not use electronic transfers before Pix, the main sources
of credit were credit cards and consumer loans. Among those who started using both Pix and TED after
the launch of Pix (“Inclusion Pix/TED"), access to credit increased over the same period from 50.8% to
69.3%.%

93 |n this study (Banco Central do Brasil 2021a), the number of adults is not the country’s total adult population. It is the total
number of adults with an active tax number (CPF).
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Figure 12. Relationship Between Inclusion via Pix and Access to Credit

%
8 Launching of Pix

90
Partial Substitution
77 . = Total Substitution
Inclusion Pix/TED
64 — No Adoption of Pix
) | | | / RO
38
No Use of Pix/TED

25 e ————————— e e e e e e e e e e e

Nov Jan Mar Mai Jul Set Nov Jan Mar Mai Jul Set Nov
2019 2020 2021

Source: Banco Central do Brasil (2021a)

At the time that the current government launched a debt-relief program called Desenrola, in early 2023,
an estimated 69 million Brazilians were late in paying their obligations, according to data from the
private credit bureaus. The new program included a guarantee fund for renegotiated debts, and was
focused on lower-income populations. By December 2023,%* however, the program had reached only
10.7 million people.

Conclusion

Brazil provides a large-scale exemplar of how pro-competitive policies can help make financial systems
more inclusive — even in the face of high levels of inequality and longstanding geographic, ethnic, and
social disparities.

Specifically, Brazil has increased digital financial access and usage through the establishment of new
licensing categories, the improvement of rules governing the use of agents by financial service providers,
the development of a successful instant payments system, the imposition of an open finance scheme,
and other policies. As we’ve seen, these steps have benefited many who had previously been financially
excluded.

This process of inclusion is of course by no means complete; the country still faces some significant
challenges, such as a continued lack of access to sustainable credit among lower-income Brazilians, and
the closely related problem of widespread indebtedness.

However, it is clear that Brazil has made enormous progress across a range of financial inclusion
measures, and that this progress has followed the introduction of financial sector policies that have

94 Ministério da Fazenda (2023)
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spurred competition. Other jurisdictions seeking to expand access to payments, transaction accounts,
insurance, loans, and other vital financial services might do well to learn from Brazil’s experience.
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Major Policies Mapped to Financial Inclusion

Indicators

The figure below maps Brazil’s main policy and regulatory measures since 1999 to primary financial

inclusion and market-development indicators.
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