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The present study has the objective of ma-
pping challenges for financial inclusion in
Brazil in the last four years. This period brou-
ght important financial transformations to
the base of the pyramid in Brazil, which until
recently still suffered to access and use ade-
quate financial instruments. The 140 million
people of C,D and E classes (the low-income
classes, who have a per capita family income
of up to R$ 2,000 - or U$ 383,00 - per mon-
th), concentrated most of the unbanked and
under-banked - that is, those who, despite
having bank accounts, do not use them.

Since 2013, Plano CDE has conducted se-
veral studies on the access of financial ins-
truments by the lower-income population in
Brazil. This report brings a new perspective
about the transformations that have occur-
red since 2020, learning from recent findin-
gs, especially the 2018 Impact Thesis on
Financial Inclusion, prepared in partnership
with Artemisia, on the potential for Fintechs
to generate social impact. Some of our main
work contributed to the debate on financial
inclusion with the following findings:



Study

What
wedid

Main
findings

Bolsa Familia Financial
Diaries 2013

Ethnographicimmersion of 120
beneficiary families, over
6 monthsin2013

Despite lowincome and low
education, the CDE public has
sophisticated managerial

and financial skills.

Poorly adequate formaland
informal financial products
generate anegative impact for
lower-income families.
Thereislittle knowledge about
products and understanding
about rules and mechanics,
which keeps the public away
from formal options.
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Segmentationin Financial
Inclusionin Brazil 2016

National survey of 1,500 people
fromthe CDE classes
and ethnographicimmersion

Financial behavior at the base
ofthe pyramidis very
heterogeneous,and
differences are not explained
by demographic orincome
factors. Thereare 3
main profiles:
Conservatives:avoid
consumption andindebtedness.
Planned: Organize finances
tobuild assets. Have greater
financial knowledge
Disorganized: Donothave a
clear understanding of
bankingrules and procedures.
They are guided by
consumptiontomeet needs
and desires of social ascension.

Most CDE classes have abank
account, but never useit. Itis
difficult for them to save
money and use digital
payments.

Impact Thesis on Financial
Inclusion 2018

Study on opportunities
and challenges for Fintechs
togenerate socialimpact

As the base of the pyramid
accesses financial instruments,
the challenge becomesto
generate usage: most donot use
them, or only carry out cash
transactions.

Acquisition cost of lower-income
customersis challenging for
threereasons:

Low credit history, since CDE
population does not make
digital transactions

No guarantees: without asset
construction, creditbecomes
more expensive. Access to
credit comes downto credit
cards, pre-approved limits
andreal estate credit.

Acquisition cost and low tickets:
Thereisachallengetoreach
non-digitalized customers
at scale. Acquisition cost
makes low-value average
offersunfeasible.



The last four years have brought many
changes from the scenario described in
previous reports of Plano CDE. Recent

studies' indicated, in 2019, 23% of Brazi-
lian adults without access to the financial
system. Moreover, research conducted by
Plano CDE has already pointed out that al-
most 90% of the banked base of the pyra-
mid used the account only to withdraw all

income, at most once a month". This situa-
tion of financial exclusion has led the Cen-
tral Bank of Brazil, starting in 2015, to define
financial citizenship as one of its priorities.
Since then, efforts have been made to foster
competition, reduce costs and ease access,
which have led to a drastic change of scena-
rio throughout the pandemic.

Over the past few years, there has been a
significant increase in the number of peo-
ple with access to bank accounts, reaching

14 million new users in 2020, with recurrent
digital use of these accounts. This expan-
sionis due to four main factors:

Digitization forced by social isolation and
reinforced by the closure of bank branches

and correspondents ;
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The opening of digital accounts for the
receipt of Emergency Aid (federal govern-
ment’s payment program in response to the
pandemic)

Growth in the offer of free accounts by
so-called “digital banks”

Thelaunch of Pix " as a free mean of pay-
ment, encouraging mobile transactions

If, on the one hand, the closure of bank bran-
ches in 2020 was an effect of the pande-

mic ", the other factors are related to public
policy decisions, whether in the regulation
of payment of social benefits, or in encou-
raging competition and entry of new players
into the national financial market and, chiefly,
in the development of a new payment tech-
nology by the Central Bank that, as we shall
see, has changed the way the population
carries out financial transactions.

However, we understand financialinclusion
not only as the access to financial instru-
ments, or even by only the use of these ins-
truments, but also the quality of this use, that
is, whether the products and services of-
fered generate well-being and citizenship
to users. In this sense, our study seeks to

Brazilian Central Bank, 2019. The Brazilian people and the habits of using means of payment.

Data from the Segmentation in Financial Inclusion study, carried out by the Plano CDE and the Cemif/FGV, with support from the

JPMorgan Chase Foundation.

Financial Citizenship Report. Central bank, 2021. 2020 is the last year with data released.

Non-financial institutions that have contracts with banks for the offer of financial services. These were regulated in the early 2000s.

A national digital payment system implemented by the Brazilian Central Bank in October 2020.

The number of agencies had beenin a fall since beforeand 2020, according to the Central Bank. But the pandemic forced all agencies

to remain closed.
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—K
The concept of financial citizenship, ac-
cording to the Central Bank, would be
"the exercise of rights and duties that
allows the citizen to manage well his fi-
nancial resources."

This means that the development of "fi-
nancial citizenship takes place through
a context of financial inclusion, finan-
cial education, consumer protection of
financial services and participation in
dialogue on the financial system.”

Nevertheless, as Prof. Lauro Gonzalez
of Cemif/FGV reminds us, banking is
not synonymous with financial inclu-
sion. Inclusion presupposes the use
and, more importantly, the use with qua-
lity of financial products and services.
Quality concerns how much services
are appropriate to the needs of the user
and are capable of generating financial
well-being.

understand if changes in access and use in fact
generated inclusion, especially in lower income
users, of classes C,Dand E.

Our question was how the increase in access
haveimpacted the use of financialinstruments
and indebtedness of classes C, D and E and mi-
croentrepreneurs of the base of the pyramid?
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Methodology

This study was conducted in three parts.
The first was a review of the literature and
data on access and usage, to understand
the scenario of access, indebtedness,
adoption of means of payment etc. by the
population over the last three years. We sur-
veyed 18 studies and reports:

Financial Citizenship Report 2018 and
2021. Central Bank of Brazil.

Banking Economy Report 2020. Central
Bank of Brazil.

The Brazilian people and the habits of
using means of payment. Central Bank of
Brazil, 2019.

What is Financial Citizenship. Central
Bank of Brazil, 2018.

The Global Findex Database Report
2017 and 2021. World Bank.

60 Decibels Microfinance Index. 60 De-
cibels, 2022.

Global Microscope 2019. The Economist
Intelligence Unit.

Electronic Means of Payment and pix.
FGVcemif and Toluna, 2020.

X-ray of the Brazilian Investor 2021 and
2022. Anbima.

National Survey of Indebtedness and
Consumer Delinquency. CNC, 2022.

The Role of Credit in a Moment of Re-
sumption. Serasa and Opinion Box, 2021.
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Card Machine Study. Sebrae, 2021.

Segmentation in Financial Inclusion in
Brazil. Plano CDE, JP Morgan and FGV, 2016.

Social Impact Thesis on Financial Servi-
ces. Plano CDE and Artemisia, 2018.

Financial Diaries of Bolsa Familia Attended.
Plano CDE, CGAP and World Bank, 2014.

With the literature review at hand, we in-
terviewed experts of academy, state and
among fintechs focused on inclusion, in or-
der to explore what were the new challen-
ges of financial inclusion in Brazil. We appre-
ciate the enriching comments of Diogo
Nogueira Cruz, Erika Soki, Raquel Melo de
Almeida and Lucas lten, of the Department
of Financial Citizenship Promotion of the
Central Bank, Sérgio Mikio Koyama, Gabriel
Garber and Raquel de Freitas Oliveira, of the
Department of Studies and Research of the
Central Bank, Caroline Augusta Paranayba
Evangelista, of the Ministry of Citizenship,
Prof. Lauro Gonzalez, from the CEMIF-FGV,
Thiago Godoy, from XP Inc, Carlos Barros
and Circe Ferrario from Jeitto, Fabio Takara,
from Firgun and Guilherme Almeida Prado,
from Lys and founder of Konkero.

Finally, we applied an online questionnai-
re in a national representative sample of
2,370 people, over 18 years old, from all so-
cial classes. The study was conducted in all
Brazilian states and in the Federal District,
covering 891 municipalities, between July
7th and August 9th. The margin of error was
2%, considering a 95% confidence level.
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This study was conducted to understand
the impacts of the increase in the number
of accounts in recent years in Brazil. Be-
tween 2017 and 2022, the proportion of
banked population at the base of the pyra-

mid jumped from 57% to 87%" . In order to
explore impacts in use and quality of use
of financial services, we conducted a sur-
vey with 2,370 cases, representative of the
Brazilian adult population.

Financial situation of families

Half of the CDE classes have income be-
low their spending. This generates low
savings capacity and reduced volume in
emergency reserves. Only 35% of CDE
classes have the equivalent of one month
of income saved for emergencies.

80% of people have a financial goal. But in-
debtedness impacts the objectives of each
segment of the population. The main goal
of the CDE classes is to pay off debts. In
AB classes, itis to plan a travel and save for
retirement.

Global Financial Index data, 2017 and 2021.
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Most of the people who have entered
the banking system in the last two years
(newly banked) are from the CDE classes
and use digital banks. These banks are at-
tractive to the base of the pyramid for the
following reasons:

Usability /ease of use

Free card access

Free accounts

On average, people have 3.1 bank accoun-
ts and 2.8 credit cards, mainly due to an
increase in the offer of free and easy-to-ac-
cess accounts - "digital banks” are remem-
bered as very easy to open an account.
Most people have accounts and cards in
traditional and digital banks simultaneously.

By August 2021, 40 million made a digital
payment for the first time trough PIX. This
increase in access to digital transactions
was higher in the base of the pyramid: in
the DE classes, 50% of PIX users had ne-
ver made digital transactions before it.
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Investments and savings

Savings accounts are the most common
investment and the most considered future,
inall social classes.

Crypto is the second most considered
type of investment (tied with funds, and
before pension, stocks and others). Main
interested in investing in crypto have the
following profile:

Low savings

Little knowledge about risk

Little knowledge about investment and
inflation

In addition to the willingness to invest in
crypto, there are other behaviors that bring
risk to users. A third of people have already
held sports betting. 16% of DE class bettors
have already been in debt to pay for bets.

Baillie Gifford + Plano CDE



Credit and indebtedness

Half the interviewed have applied for a
loanin the last year. The main "source" was
family and friends, followed by traditional
and digital banks.

CDE classes have difficulty to understand
lending rules and conditions. Banking coo-

and loan
sharks can communicate loan terms
and conditions more clearly than banks
(traditional or digital).

peratives, lending institutions

It should be noted that the preeminent rea-
reason for borrowing is the purchase of
food and payment of utilities, indicating an
effect of the fall inincome and a cause of in-
debtedness mapped in the study.

(financial)

Another key point is that there is a high
number of people with late bills. 40% of
the population says they are failing to ho-
nor their commitments. Most of them are
recently banked (became users in the last
two years).

62% say that is difficult to pay installmen-
ts. Most of these borrowed money to buy
food and have no savings.

The search for better quality food is a debt
generator for a population that is borrowing
money to buy food. But in addition, many
are reducing their spending on food: half
of the DE population (40% of C) reduced
food consumption to pay off debts.

“Financeiras” are acommon option in the Brazilian market. Thay are banks that usually only offer credit.

They are popularly known for high interest rates and high accessibility.

Baillie Gifford + Plano CDE
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Entrepreneurs

Half of the CDE population has some en-
trepreneurial activity. The vast majority
is self-employed, informal, without em-
ployees and work at home.

Entrepreneurs have difficulty to access
credit (30% asked for a loan in the last
year). When they access, there is a higher
prevalence of modalities designed to re-
gular accounts:

Personalloan

Credit card revolving credit

Overdraft

Baillie Gifford + Plano CDE
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Entrepreneurs say that loans have im-
proved their business - especially among
formalized and those with savings. Percep-
tion of improvement is worse among wo-
men entrepreneurs.

90% of entrepreneurs say they encoura-
ge the use of PIX by their customers, whi-
ch also explains part of the general popula-
tion's support to the PIX - which puts at risk
other more costly payment offerings.

11
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Since 2020, Brazil has seen a significant
increase in the banked population. This
growth occurred largely in the base of the
pyramid. Today, 99% of upper classes de-
clare to have at least one bank account,
against 87% of classes D and E. This diffe-
rence shows that access to the account
is no longer such a strong class marker in
Brazil. For comparison, in 2017 the number
of people with a bank account among the
poorest 40% (mostly DE classes) was 57%,
compared to 73% of the richest 60%.

(financial)

However, as we have seen before, large part
of the banked population didn't use their
accounts often (less than once a month).
This is still true for 27% of the most vulne-
rable profile — this number used to be 88%
in 2016. The other 30% of the CDE popu-
lation became a user of bank accounts
throughout the pandemic. It’s the profile
we call “newly banked”.

How long have you considered yourself a “heavy user”
(uses the account more than once amonth)

Findex Database. World Bank.
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Most of the newly banked are women
(62%), of the CDE classes (67%) and use
digital banks as the main bank (49%). The
under-banked people concentrate most
Caixa Econémica Federal's clients and are

(financial)

75% of the CDE classes - indicating that the
opening of accounts to receive aid has been
not automatically converted into use of the-
se accounts.

Comparing with previous users (2 years or more), the profile
of the recently banked (less than 2 years) has lowerincome, is

more female, and uses digital accounts more often

Don’tuse

1 2% the account

often

Uses the

2 2% account less

than 2years

Uses the

66% account for

more than
2years

Baillie Gifford + Plano CDE

75% have low income (CDE)

53% are entrepreneurs

30% are under 30 years old

50% are woman

49% are black

60% have low savings

36% use digital account as main account

67% have low income (CDE)

40% are under 30 years old

62% are women

49% use digital account as main account
40% are entrepreneurs

50% are black

58% have low savings

53% have low income (CDE)

22% is under 30 years old

53% are woman

33% use digital account as main account
56% are entrepreneurs

41% are black

51% have low savings

14



Digital banks, especially Nubank, are the
only ones with more CDE customers than
AB, indicating that financial access has
been favored by the technological and
public policy innovations of recent years.
Among traditional banks, the only one with
the most CDE customers is Caixa Econémi-

(financial)

ca. Digital banks are attractive to the base
of the pyramid especially for the following
reasons:

Usability / ease of use (63%)
Free access to credit cards (51%)
Free account (33%)

"Why did you open an account in a
digital bank?"

In which banks do you have an account

Has an account

S4% 53%

28%

14%

Caixa Economica
Federal

28%
° 25%

14%

Itaa

0%

Mercado Pago

Nubank

23%

Santander

® Mostused account

29% 29%

12%

Banco do Brasil

11%

Bradesco

16% 16%

8%

2% 4%

 —

C6 Bank Inter

What was the main reason you opened a digital account? Base (has digital account): 1478

Baillie Gifford + Plano CDE
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Most used account .

© Total

28%

26%

19%
16%

Nubank Caixa Economica
Federal
14%
1%
| ﬁ - 1i% -

Santander

Bradesco

More important, however, is that since there
is an offer of free and easy-to-use accoun-
ts (especially because of the ease to open

12% 9 12%
I I IIlZAJ ki

ltau Banco do Brasil

4% 5% 4%

Inter C6 Bank

the account), there is also anincrease in the
number of people with multiple accounts.
Today, on average, each bank customer
has three accounts. In CDE classes, this
number is 2.8. The base of the pyramid
tends to use more often a digital account as
their main account.

While digitization and the payment of gover-
nment aids promoted account ownership,
the launch of Pix boosted the use of accoun-
ts by the CDE population. Data from the
Central Bank shows that by August 2021,

Baillie Gifford + Plano CDE

® AB @ CDE

i 0% 15%

2% 2% 3%
o

61% of digital account users said it
was "very easy" to open an accou-
nt. The average of so-called "tradi-
tional" banks is 41%.

This difference is also observed
after opening the account: 65%
say it is very easy to understand
the statements, against 52% of
traditional banks; 59% find it easy
tounderstand the card bill, against
46% of the others.

On this, a study conducted by the
Central Bank with Plano CDE poin-
ted out that simplification of the
card bill has the potential to redu-
ce the use of the use of revolving
credit, by better explaining the
costs of installments.

#16
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40 million people had performed a Pix without concentrated in the lower income profile
ever having made another type of digital tran- - 49% of classes D and E had never perfor-
saction. This group of newly digitalized is med a digital transaction before the PIX.

% who use PIX and had never made another digital
banking transaction before it (DOC or TED)

49%
-
40%
-
28%
- 24%
-
14%
-

Total AB C1 C2 DE
Pix has become the major form of payment mean by classes C1 and C2, but is less
for 31% of the population, also with a rele- used than money in classes D and E and
vant income difference: it is the most used less used than credit card in AB.

Baillie Gifford + Plano CDE
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Most commonly used means of payment

PIX ® Cash Credit card Debit card

31%
25%
29%
33%

19%

N
19%
17%
. o
. 20

Total AB

A relevant group of people, however, conti-
nues to use traditional means of payment.
18% of the population goes to lottery hou-
ses ' at least once a month to make pay-
ments - that number reaches 24%in the DE
population. This profile can be impacted by
the fluctuation in the supply of face-to-face
service points.

18%

C1

19%

31%
32%

29%

_W 7%
0
16%
12%
9%

C2 DE

In Brazil today, there is a population
of 17 million people without access to
bank branches in their municipalities.
1.6 million has no access to any servi-
ce points.

Nonetheless, while the last 3 years
marked a reduction in the supply of
branches, there was, at the same time,
an increase in the supply of corres-
pondent banks and service stations.

((Financial Citizenship Report, Central
Bank, 2021)

In Brazil, lotteries are also used to pay usual bills and debts in cash, especially by the lower income population. It

is the most common bank “correspondent”.

Baillie Gifford + Plano CDE
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+The main hindrance for increasing saving
rates at the base of the pyramid s the lack of
income. In the last 12 months, 50% of the po-
pulation has had higher expenditures than
income. This number reaches 55% in class
C2 and 60% in classes D and E. With this,

(financial) inclusion in Brazil_2022

we are expected to see a limited number of
people with resilience to face emergencies.
Less than 40% of the CDE population has

enough savings to cover an unexpected

expense in the amount of their monthly in-

come.

Financial Resilience

~onCi1

~onC2

~onDE

Had spending higher thanincome (last 12 months)

60%
55%
50% 48%
37% I
Total AB C1 C2 DE

Baillie Gifford + Plano CDE #20




Limited income and low financial resilience
have led to indebtedness of the CDE popu-
lation, which appears when this group sets
its financial priorities for the future. The main
goal of the base of the pyramid is the pay-

(financial) inclusion in Brazil_2022

ment of debts - a goal that becomes more
important as income decreases. In classes
A and B, the most mentioned goals are leisu-
re (58%) and retirement (42%).

Most Common Goals .

© Classe AB

21%

_ 28%

18%

X
<
~N

e
W o
e

-
= Pay for - Starta
college business

°N\°
X
g 2Y
on
< N .
(=]
s I X EE
o) I ™M M 5y
e
- Pay for debts :Buyacar
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ClasseC1 @ ClasseC2 o Classe DE

32%

o

29%

v
P 2%

N
©
~

T 28w

- -
: Buyahouse :: Buy other
products

P a2

34%
.
D 2%
_ s

48%
40%
34%

= Planforretiring =Planatrip
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41 Types of investment

Among Brazilians who have managed to
save some value in the last year (above 60%,
even in classes C, D and E), savings ac-

(financial) inclusion in Brazil_2022

count remains the main investment allo-
cation, with 50% of allocations in class C1
and 40% in ED. At the base of the pyramid,
about 30% kept money at home.

Saving options (last 12 months)

L
N
o
SO
® Total L 33
)
Classe AB 5
® Classe C1
® Classe C2
Classe DE
:Savings account

Qe O

XL & %

533

Al N
L8 e
DR e
~—
4 4
:Gavemoneytoa =Saved

family member tokeep athome
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40%

20%

. %

14%
14%

b 1%
U 4%
ooy
T 2%
T 4%

- -
=:Savingbonds :Financial investments/
private pensions

35%

12%

B s%

6%

8%
L 28%
15%
B 2%
L 2%

DA

- R
:Informal :Didn't save
savings
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Nevertheless, an even more important fin-
ding concerns future investment plans.
80% of Brazilians plan to make some in-
vestment next year - 63% in classes D and
E. One in three Brazilians intend to save
money in the savings account in the next 12
months. Another 28% would like to invest in

(financial) inclusion in Brazil_2022

investment funds. A new high-risk invest-
ment, cryptocurrencies, are in the plans
of 27% of Brazilians, as one of the three
main investment objectives for the future,
above treasury bonds, pensions and even
stocks.

In which applications do youintend

toinvest next year? .

© Total AB @C1 @cC2 DE
X °
=) o
B2 X &
R°% 3 @
(] >~ ™ Qo o
S 28 L% 5 5 8
(=]
& NS h 2w s ~E g
A ° ™ V] (e}
X N X )
o)) o)) )
I | I I I IOO
> =
I 1_
4 -/ -/ 4
:Savings account =Crypt :Stocks zInvestment
ocurrencies funds
/ Bitcoin X
N~
™
s S Q 2 o
I 0 L N N
« ST o L
X N NE 3
o o o o Qo o ] \°
N N~ © S X — Y o< - o
= =8 5 g% 5 B o
@ - AT X = 2% =
\O ~— - — —
& - - ~ X 2
I I I : ,0\
-/ -/ 4 -/
=Private :Foreign :Public bonds :Private bonds :None
pensions currencies Direct Treasury/ (LCI,LCA,
(dolar, euro, etc) debentures,
CDB, etc)
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And who wants to invest in cryptocurren-
cies? The profile of this public does not indi-
cate that they are qualified investors:

2 57% have no savings to deal with an unfore-
seeneventequivalenttoamonth of theirincome

2 38% have overdue bills, and 37% had to
reduce the purchase of food to pay debtsin
the last year

:: 47% could not answer correctly about how
inflation interferes with investment returns

2 48% could not answer correctly what a
safeinvestmentis

i1 85% seeks information on investments
through digital influencers

(financial) inclusion in Brazil_2022

Inanother topic related to risk management,
there is one more factor with potentially ne-
gative impact for the base of the pyramid:
sports betting. Regulated in 2018, sports
betting houses sponsor much of the cham-

pionships and football clubsin the country ',
a sign of the potential of this market.

Our study identified that one in three people
have already held sports betting, mainly in
classes A and B. However, 6% of bettors get
indebted because of betting - a figure that
reaches 16% inclassesDand E.

‘ In 2020, the Central Bank mapped more
* than 3,600 personal finance videos on
Youtube, totaling 265 million views.

While the demand for themes related to
risky investments accounts for 17% of to-
tal views on the platform, this theme ac-
counts for 24% of available content.

Tips for conscious consumption and fi-
nancial calculations, on the other hand,
have less video supply and more demand

for users.

(Financial Citizenship Report, Central Bank, 2021)

12As a report from O Globo shows: < https://oglobo.globo.com/esportes/bet/noticia/2022/07/apostas-esportivas-

-sao-legais-no-brasil-entenda-como-funciona-a-operacao-no-pais.ghtml>, accessed 02/09/2022

Baillie Gifford + Plano CDE
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Have done sports betting .

45%

33% > AB o
Total o (] 30%

C2 24%

=]
m

\

Gotindebted to pay bettings .

AB 16%
6%» 4% (::32%
Total

6%»
(03]

3k
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51_Accessto credit cards

As with the opening of bank accounts, access
to credit cards has increased greatly in re-
cent years. Today, 73% of CDE classes have
a credit card, and 41% have at least two cards.

It is interesting to note the relevance of digital

(financial) inclusion in Brazil_2022

banks in this growth. Among those who have
only one card, half are digital bank customers.
Among the others, almost 70% have a mix of
digital and traditional bank accounts, showing
the impact of access of these new players in
the market.

"On average, each person has
2.8credit cards"

73% of the CDE group has a credit card .

of the CDE
have one
32% credit card

of the CDE
41% have two or
more cards

Baillie Gifford + Plano CDE

49% are entrepreneurs
35% have savings
49% have a cardin a digital bank

59% are entrepreneurs

43% have savings

68% have a cardin traditional and
digital banks
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5.2 Other credit modalities which are triggered by only 20% of classes

A and B. The lower the income, the greater
Half the people had to borrow in the last the probability of credit applications for loan
year. At the base of the pyramid, the first op- sharks, even though the contact with digital
tion of financial help are family or friends - and traditional banks prevail.

% who have sought aloan with (last 12 months) .
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The two dominant reasons forloan seeking
by the base of the pyramid were buying
food and paying utilities, followed by the
payment of debts, a sign of indebtedness
and reduction of income that families are fa-
cing. Considering the fact that there are ba-

(financial) inclusion in Brazil_2022

sic needs to be addressed, accessing new
loans can force consumers to accept more
restrictive terms and conditions of loans.
Only 31% of borrowers consider that the loan
terms were very easy to understand, but with
great differences by type of lender.

For what purposes did you need aloan?
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Cooperatives and lending institutions are
perceived as options with clearer rules.
Third, in front of the banks, are the loan
sharks. Qualitative research conducted by
Plano CDE shows that this informal loan, al-
though having a potentially abusive interest
and potentially violent forms of collection,
meets specific demands of an economically
vulnerable public:

(financial) inclusion in Brazil_2022

:: Lack of bureaucracy, such as requests for
documents that the borrower sometimes
does not have access to

We have mentioned that digital banks are
valued by their ease of use, especially for
opening accounts. Thus, we can also un-
derstand the value of simplifying processes
for access to credit, and the comparative

advantage of informal options. Therefore,
the challenge is the generation of simple of-
fers, easy to understand and with capillarity,
to ensure that access is given in a truly inclu-

22 Quick release of money

: Quick and simple explanation of the loan
conditions - in the borrower’s daily terms (no
mention of interest rates, charges, etc)

x

In your book Scarcity: Why Having Too Little Means
So Much, sociologists Sendhil Mullainathan and El-
dar Shafir demonstrate how scarcity leads to greater
difficulty in making decisions: there is no slack, all de-
cisions are urgent, which puts pressure on the most
vulnerable to bad decisions and to depend on simple
solutions.

sive way.

"We fail to build slack because we focus on what must
be done now and do not think enough about all the
things that can arise in the future. The present is im-
minently clear whereas future contingencies are less
pressing and harder to imagine. When the intangible
future comes face to face with the palpable present,
slack feels like a luxury."

This lack of "slack”, or time to make thoughtful deci-
sions, pushes vulnerable populations to worse-quality
financial decisions, always in a high-pressure context.

Source: "Scarcity: Why Having Too Little Means So Much" Sendhil
Mullainathan, Eldar Shafir
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Consideredrules “very easy to understand” .

Total

Cooperativa

Credit institution

Loan shark

Digital Bank

Traditional bank

Family / friends

5.3 Indebtedness

In line with income drops, we identified 42%
of the population with overdue installments,
whether from loans or utilities. Indebtedness
and late payments are not distributed unifor-

Baillie Gifford + Plano CDE

31%

|l

31%

51%

48%

44%

38%

30%

mly. Unemployed people are 50% more likely
to have overdue installments, and those wi-
thout an emergency reserve are 94% more
likely to be in this situation. While these two
factors are expected, it draws attention that
the recently banked - those who became
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users of the financial system during the
pandemic - are 74% more likely to be in this

situation’”. This may be related to a few fac-
tors, including:

= Difficulty tounderstand rules

:: Banking followed by credit offer not suitable
for the new customer

Two out of three indebted people find it dif-
ficult or very difficult to pay the installmen-
ts, and this is directly related to financial resi-
lience and loan use. Those who do not have
emergency reserves (resilience) are 80%

more' likely to consider the installments dif-
ficult to pay. Here, we consider having finan-
cial resilience as having savings equivalent to
one month’s rent. For someone who earns
a minimum wage, that corresponds to the
average value of debt delinquency in Brazil
(R$ 1,216.65 or U$ 233,00)°. Thus, financial
resilience can explain the ability to evenavoid
debt. Also, those who borrow to buy food or

pay everyday bills are 82%'® more likely to
have difficulty in paying installments.

(financial) inclusion in Brazil_2022

In addition to these difficulties in payment ca-
pacity, debt leads to a reduction, debt leads
to a reduction in quality of life. 40% of the
population had to reduce the purchase of
food to pay debts (50%in classes D and E),
and almost 20% (28% in D and E) had to sell
goods.

“These results are the fruit of a regression logistics binomial (Cl 1.20 - 2.53, Note: 749), and robust to a 95% confiden-
ce interval. Controls were used to income, age, unemployment, gender, education, financial knowledge, account usage
time, number of cards, presence of financial target and use of loan to invest in the business.

14Regression result logistics binomial (Cl014-0.30, Note: 749)

“Data from the Map of Debt Delinquency and Renegotiation in Brazil, June 2022 (Source: Serasa)

16Logistic regression result binomial (1.31CI-2.53, Note: 749)

Baillie Gifford + Plano CDE
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Have you or anyone in your family had todo
any of the following to pay off debts? .

© Total AB ®C1 © C2 DE

X
o
S 2 g€
@) o 9
< <t
X
@)
%)
s ~
o g & O\o \O (=] O\o ?Q
S 2 g ® 8 & g3
: Reduce food - Moveto different :: Stop studying
purchase house
X
«©
° Lo
2 R X
©
T 2 ¥ 2
(0))
™
X
e &
X o &
> & g <]
- Sell goods (car, - Raise workload
forniture, household (moonlight jobs,
appliances,etc) overtime work)
Baillie Gifford + Plano CDE #33



(06)

+financial
inclusion and
microentre-
preneurs
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+Entrepreneurship is part of the income of
class C, D and E families. In general, families
organize themselves around multiple sour-
ces of income, largely variable. Those inco-
mes come from jobs as self-employed and
small business-owners, complemented,
sometimes, by some other sources of fixed

(financial) inclusion in Brazil_2022

income, not necessarily formal. Our study
identified 51% of microentrepreneurs in
classes C, D and E, including those who
perform moonlight jobs, to complement
income. These “businesses” are mostly in-
formal and work in the place of residence.

Caracteristicas do negocio .

_Has employees

40%

_Is formal

Baillie Gifford + Plano CDE

40%

_Has abusiness
bank account

_Works fromhome

#35




Like the rest of the population, these small
entrepreneurs feel the effects of a new sce-

nario of access to financial products and ser-
vices. However, as we have seen, access has
not necessarily brought all the expected pro-
mises of financial well-being. The vast ma-

(financial) inclusion in Brazil_2022

Options directed to entrepreneurs are ci-
ted in fewer responses than options direc-
ted to regular individuals. Only 19% of the
loans were taken on behalf of the business,
even though around 40% of businesses are

formalized. Data from the Central Bank'’

jority (83%), for example, did not have access
to credit at the opening of their business, and
the use of indirect sources (friends and fa-
mily) is as common as bank loans.

shows that, in 2020, Individual Microentre-

preneurs (MEIs)'® that took out loans in re-
gular accounts paid 78% higher interest on
revolving credit than loans taken with busi-

ness accounts.
In the last 12 months, only 34% of entrepre-

neurs have applied for loans for their busi- That said, even with credit quality challen-

nesses. The main modalities were: ges, entrepreneurs tend to agree more of-
ten that the loan has improved their quality

of life than non-entrepreneurs.

i. Personal loan (71%)

ii. Credit card revolving credit (46%)

ili. Overdraft (35%)

*

As 0f 2010, the Central Bank has published several resolutions
encouraging competitiveness in the payments sector.

This generated a multiplication of card "machine" options for
merchants, who could receive payments of any flag.

Not surprisingly, Brazil's second unicorn start-up was PagSe-
guro, a spin-off of the Folha group that helped democratize ac-
cess to credit card terminals by microentrepreneurs.

The first unicorn in Brazil was the transport app 99. We should
point out that one of its differentials was the offer of payments
of bills - also authorized by Central Bank regulations benefiting
the entry of non-financial companies into the payment market.

7Einancial Citizenship Report 2021.

18 |Individual Microentrepreneur (MEI) is a simplified formalization status for small businesses. In 2022, there are 13
million “MElIs” in Brazil, roughly 70% of all formal companies.
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The loans | have taken improved

my quality of life

Strongly agree

* Agree

© Disagree

® Strongly disagree

Non enterprenuers

The loans also helped businesses to grow,
according to respondent’s perceptions.
Two out of three agree with this statement.
Financial resilience and formalization in-
crease the probability of agreeing by 60%
and 44%, respectively. Conversely, women
entrepreneurs have a 29% lower chance
of considering that the loan was good for
business - indicating greater difficulty in
accessing better quality products for their

business needs .

14%

39%

28%

19%

Entrepreneurs

6.1_Means of payment

Similarly to the general population, the im-
plementation of Pix has brought significant
changes for small businesses. Today, 89%
accept Pix as a mean of payment, the same
proportion of cash acceptance, and consi-
derably above debit cards (51%) and credit
cards (50%). Around 40% says that Pix is
the main mean of payment, especially in
class C. But for D and E classes, money is
still the main form of payment (44%). The
use of payment terminals grows as income
increases.

19Findings of aregression logistics binomial (Note: 992), and robust to a 95% confidence interval. Controls were used
toincome, age, unemployment, gender, education, financial knowledge, time of account use, number of cards, presence
of financial goal and use of loan to invest in the business. The model considered all entrepreneurs, not just those of the

CDEclass.

Baillie Gifford + Plano CDE
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Most commonly used means of payment .
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A common complaint of small entrepreneurs
regarding the receipt by credit or debit card
are the rent and sale fees, in addition to the

fees for advance of receivables®®. Even with
the increase in competition in the sector in

the last 10 years?', which has made access
cheaper, there are average charges of 2%
per sale in debt and 2% to 5% per sale in cre-

dit among the main brands??, not to mention

the costs of acquisition of the terminal itself.
45% of entrepreneurs consider high costs a
reason why they could stop using payment

terminals.?® Itis not surprising, therefore, that
89% of entrepreneurs usually encoura-
ge their customers to pay in Pix to reduce
their fees and speed up the receipt of the
amounts. 82% say they are receiving less
paymentsin card since Pix was launched.

20ysers of payment terminals may pay a fee to receive processed payments in advance.

21 Financial Citizenship Report 2021. Central Bank of Brazil.

22 What's the best card machine? Look at the ranking! (idinheiro.com.br)

23 Search Card Machine. Sebrae, 2021.
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The economic situation of classes C, D
and E is worrisome. Half have income be-
low their monthly expenses and less than
40% built a reserve equivalent to a month
of their income. This contributes to the in-
crease in credit delinquency, monitored by
Serasa, which reaches 66 million people,
in September 2022. In the first year of the
pandemic, more than 3 million jobs were
lost, strongly affecting the base of the pyra-
mid, which generally accesses more preca-
rious opportunities, with greater turn-over
and less formalization.

However, during a severe economic crisis,
the pandemic period was also marked by a
high banking inclusion of a large part of the
population. The account ownership rea-
ched more than 80% of classes C,D and E,
due to three factors:

Easy to openfree accountsin “digital banks”
Accessto free credit cards
Payment of social benefits

Easy and free to use transactions with PIX

The so-called “digital banks’, especially
Nubank, proved to be promoters of banking
inclusion at the base of the pyramid. To-
day, Nubank is the most described as “main
bank”, in a population that has, on average, 3
accounts. The only other bank that is used
by the CDE classes more often than by the
upper income group is Caixa Econémica. In
2016, only 7% of the base of the pyramid used
their bank accounts more thanonce amonth.

Baillie Gifford + Plano CDE
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Today, 88% of clients use their account of-
ten. Only 12% use the account only once
a month or less, and another 22% have
become users of their accounts in the last
2 years. PIX explain much of this behavio-
ral change. Today, in class C (the Brazilian
“middle class”), PIX is the main mean of
payment. Even in classes D and E, it is the
second main mean, tied with cash. It also
competes with the use of credit card in
classes AandB.

Access to accounts has also opened the
doors for card access. Today, users have
an average of 2.8 credit cards. Large part
of them merges the use of a “digital” and a
traditional option, even at the base of the
pyramid. That is, the emergence of digital
banks as free alternatives, combined with
regulations and public policies, brought a
new level of access to the lower income po-
pulation, which until 2019 concentrated all
Brazilian un- and underbanked.

Digital banks solve pains of the lower-in-
come user providing better usability (com-
bined with greater understanding of rules,
conditions, statements etc.), lower transac-
tion cost (not only by PIX, but also by redu-
cing the need for travel to an agency) and
access to credit cards.

With greater access and use, the base of the
pyramid has the possibility to create a tran-
saction history that, ultimately, allows credit
acquisition of better quality. In addition to
credit card access, 50% of classes C, D and
E applied for a loan in the 12 months prior to
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the survey. Again, there are indications of
the relevance of digital banks here, which are
present at the same level as traditional banks
in number of applications, and give to the
base of the pyramid another formal alternati-
ve, potentially reducing the appeal of informal
loans and of less measurable risk.

However, due to the economic crisis and
other factors related to recent banking, there
are indications that credit is not necessarily
positive. The main reason for borrowing
was the payment of utilities and purchase
of food, followed by the payment of other de-
bts. Around 40% had to reduce the purcha-
se of food to pay debts. That situation is even
more serious among the recently banked,
most of them at the base of the pyramid and
users of so-called “digital banks”.

Despite the improved access, there are
still points of attention among the newly
banked, who have more overdue debts,
and probably are accessing other products
and services for the first time, without ne-
cessarily understanding conditions and cos-
ts — something that is demonstrated by the
loan shark’s relevance as a “very easy” to
understand source of loan, above the banks.

In relation to microentrepreneurs, the
market has been accessing them for cre-
dit supply but is not necessarily offering
appropriate products and services. These
entrepreneurs still heavily rely on their own
resources and personal loans. Despite
this, most entrepreneurs seem to have used
loans for productive purposes. A majority
understand that loans have helped busi-

Baillie Gifford + Plano CDE
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nesses grow - especially among those for-
malized and with greater savings. Another
relevant impact of the changes in access
for entrepreneursis the centrality of PIXas a
mean of payment, already used at the same
level of cash and considerably ahead of cre-
dit and debit card options. However, there is
room to convert this increase of transaction
history with credit offerings better targeted
at the small entrepreneur.

Finally, the low financial knowledge of the
population raises concern about the high
consideration for investmentin cryptocur-
rencies and sports betting. Potential cryp-
to investors demonstrate little knowledge
on risk and inflation issues and high vul-
nerability in relation to the use of loans. On
sports betting, we see a possibility of ge-
nerating indebtedness, especially in lower
income groups, which deserves more at-
tention of regulators.
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