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“A philosopher never gets quite used to the world. To him or her, the world continues to seem a bit
unreasonable—bewildering, even enigmatic. Philosophers and small children thus have an important
faculty in common. You might say that throughout his life a philosopher remains as thin-skinned as a

child.

So now you must choose, Sophie. Are you a child who has not yet become world-weary? Or are you a
philosopher who will vow never to become so?”’

(Jostein Gaarder)
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Abstract

Over the past several decades, powerful international organizations, especially the World
Bank and the United Nations, have provided analytical and programmatic support for anti-
poverty, pro-development approaches based on financial tools. The political advocacy for
financial inclusion (FI) is based on the idea that expanding the access of poor and/or
socially-excluded people to the formal banking system would give them the means for
building wealth and income. Many contributions to the academic literature on FI pointed
out these programs’ limitations and inconsistencies. This thesis contributes to the critical
re-evaluation of FI by undertaking a thorough, mixed-methods examination of the case of
Brazil.

Drawing on the literature on financialization, we conceptualize the FI of lower-income
households as unfolding in institutional environments moulded by structural power
asymmetries. A lender-borrower relation, when it arises out of other asymmetric relations
becomes asymmetric itself, and thus can deepen the borrower’s state of precariousness
rather than eliminating it.

This thesis thus has the principal goal of investigating the power asymmetries in the
lender-borrower relation in Brazil, from different angles. Using a combination of
historical, qualitative and quantitative methods, this study shows first how the provision
of financial products to an enlarged base of the population is a central variable to modern
accumulation regimes, which therefore explains the protection given by the state apparatus
to the interests of financiers to the detriment of the interests of borrowers - and therefore
the nature of that supply. Second, it explains the process of mass absorption of financial
products offered under disadvantageous conditions by vulnerable workers. We argue that
in times of increased economic prosperity, a series of consumption and financial norms
form the basis for the social legitimation of credit use. And when those cultural institutions
underlying credit demand in times of greater prosperity are associated with the strong
instability faced by low income populations in the labour market - translated into weak
employment bonds, low wage levels and low state protection - the result is the formation
of debt cycles.
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CHAPTER 1 : INTRODUCTION

1.1 Background of the study

The fight against financial exclusion has had tremendous support from the
World Bank and other international financial institutions, as well as from numerous
national governments, over the past several decades. Anderloni et al (2008) define the

term in the following way:

"Financial exclusion refers to a process whereby people encounter difficulties
accessing and/or using financial services and products in the mainstream market that
are appropriate to their needs and enable them to lead a normal social life in the society
in which they belong." (Anderloni et al. 2008, p. 9).

The global push to reduce or end financial exclusion policies can be traced back
to 1995, when the World Bank created a specialized institution to coordinate the effort
- the Consultative Group to Assist the Poor (CGAP). The United Nations also provided
support for this initiative, adopting inclusive finance as a key financial-development
objective, as well as promoting microcredit as a policy tool for furthering it. The Bill
& Melinda Gates Foundation funded the Alliance for Financial Inclusion (AFI) in 2008
as a vehicle for advancing financial inclusion (FI) policies in developing and emerging
economies.

Even the 2008 financial crisis, which arose in part because of excessive lending
to lower income households, did not reverse this policy consensus: the G-20 leaders
who gathered at the 2009 Pittsburgh Summit in the wake of that crisis reaffirmed their
commitment to promoting FI, agreeing on the “Principles for Innovative FI”
(Soederberg 2013). In 2011 these “Principles” were complemented by the Maya
Declaration — the first global and measurable set of commitments supported by around
80 countries. The AFI now has member institutions in 89 countries; and according to
the World Bank (2014), two-thirds of all global financial regulatory agencies around

the world are formally engaged with promoting FI.
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Brazil has been one of the countries most affected by this global initiative. It began
implementing microcredit programs in the second half of the 1990’s, during the
presidential mandate of Fernando Henrique Cardoso. And the Lula government that
followed it in 2003 made a clear commitment to expand both microcredit and access to
financial services. In 2010 the Central Bank of Brazil (CBB) became a member of the AFI
by signing the Maya Declaration. In the same year and the following year, the CBB
published two extensive reports whose basic objective was to conduct a diagnosis of the
situation in the country, based on the analysis of supply indicators. In the same period, the
National Strategy for Financial Education (ENEF) was instituted by a federal decree?,
transforming the promotion of financial education into a permanent state policy whose
main aim was to develop financial capabilities in high schools. The initiative is
coordinated and executed by the National Committee of Financial Education (CONEF),
which is composed of four financial authorities, four ministries and four representatives
of civil society?. In 2014, the CBB put in place the Financial Inclusion Statistics project,

with a primary objective of improving data availability on the issue (Central Bank, 2015).

The sustained pressure that powerful international organizations have placed on
developing economies to adopt FI policies, in an era punctuated by several financial
crises, creates an urgent need for studies that critically assess these policies’
characteristics, nature, and effects. This thesis undertakes such a study. We argue that
this critical approach necessarily involves the identification of structural determinants
of the type of financial inclusion promoted. From this analysis, one is able to assess the
efficacy of FI initiatives as anti-poverty policies for specific contexts. In the present
thesis, the case of Brazil is explored — more specifically we focus on the case of the
southeast region, which has a level of financial inclusion higher than in the rest of the

country.

Federal decree number 7397/2010.

2Besides the CBB, the Brazilian Securities and Exchange Commission (CVM), the Superintendence of
Private Insurance (SUSEP) and the National Superintendence of Supplementary Pension (PREVIC)
compose CONEF; The ministries involved are the Education, Justice, Pensions and Economics ministries;
and the representatives of civil society are renewed each three years (Central Bank, 2012).
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1.2 Theoretical underpinnings

In this thesis, we use the term “market approach to FI” to denote studies that
support the political discourse about FI promoted by influential international institutions.
The inconsistencies and contradictions associated with the market approach get clearer
when contrasted to other literatures, especially those grounded in spatial and
financialization analyses (Dymski and Veitch, 1996; Leyshon et al, 2004; Montgomerie,
2007; Krippner, 2005). These critical studies’ contraposition to the market approach
begins with assumptions adopted therein regarding the causes of poverty. While for FI
theorists, poverty is caused by exclusion from various markets, spatial and financialization
scholars assume that poverty is ultimately caused by structural power asymmetries that

are locked up in the market, and more generally in the institutional environment.

Different understandings of the causes of poverty are directly related to policy
prescriptions. For the market approach, as poverty is a result of being left out of market
dynamics, FI is then treated as a vehicle for reintegration into markets, and therefore a
way out of poverty. For the spatial approach, FI policies are not capable of eliminating
poverty at its roots, but are capable of eliminating the reinforcement mechanism through
which the exclusion from the mainstream financial sector deepens states of destitution.
Financialization scholars are more sceptical of the capacity of FI to eradicate that
reinforcement mechanism. As the structural lender-borrower relationship that emerges out
of other asymmetric relations becomes asymmetric itself, FI initiatives may even deepen
states of precariousness rather than eliminate them. The main mechanism highlighted in
this literature is the unsustainable rise in indebtedness, which mainly happens through
increasing debt levels of low income households which seems to accompany such Fl
policies. (Montgomerie, 2007; Cynamon and Fazzari, 2008; Karacimen, 2014; Federici,
2014). The theoretical position that recognizes the potential that FI policies have to worsen

the issues they were supposed to correct is the one that guides this thesis.

The different strands of the financialization literature allow us to see the structural
asymmetries of the lender-borrower relation from different angles. The first angle shows

the power of the lender by uncovering the structural determinants of the supply of financial
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products to low income populations. Based on an application of the social structures of
accumulation (SSA) approach to the analysis of financialization, it is argued that the
supply of financial products to an enlarged base of the population is a central variable to
modern accumulation regimes (McDonough, 2011; Kotz, 2010). This centrality explains
the protection given by the state apparatus to the interests of financiers to the detriment of

the interests of borrowers which in turn influences how financial products are supplied.

The second angle focuses on the weakness of the borrower by uncovering the
structural determinants of demand for those financial products. It is argued that the
vulnerable worker, who is increasingly unprotected by a weakened welfare state and
whose life is fundamentally characterized by a state of permanent labour market
uncertainty, does not have many options to guarantee his access to basic goods and
services. In this case, indebtedness becomes a direct consequence of the quest for survival
- or of a standard of living prevailing in times prior to the upsurge of capitalism's striking
inequalities (Palomera, 2004; Langley, 2008; Warren and Tyagi, 2003).

Other sources of agents’ vulnerability are the changing perceptions and attitudes
towards the use of financial products in modern societies (Karacimen, 2012). This process
of change is explained by the fact that the emergent demand for those products is
underpinned by a set of cultural institutions that establish high levels of desired
consumption, and that legitimize the use of various credit instruments to finance that
consumption®. These cultural institutions commonly refer to consumption and financial

norms, defined as socially shared standards of behaviour (Cynamon and Fazzari, 2008).

The literature that addresses FI in the specific case of Brazil is small. The vast
majority of existing studies follow three main paths: the first group follows the market
approach, and investigates topics such as the degree of penetration of financial products
in the poorer strata, the individual characteristics that determine exclusion, along with
institutional and socio-cultural barriers to the further dissemination of those products
(Lana, 2013; Kumar, 2005; Feltrim et al, 2009). The second group follows the spatial

approach, addressing issues of unequal inter-regional distribution of credit and its effects

3 We follow the SSA theory in considering cultural institutions as structural entities that provide
ideological support to the rest of the structure. (Kotz et al, 1994).
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on local development (Crocco et al, 2013; Reichstul and Lima, 2006; Alexandre et al,
2008).

There is still a third group, composed of studies which are more critical of the FI
paradigm, as they denounce the unbridled growth of credit that has occurred since the
2000’s (Mora, 2015; Dieese, 2014; Junior and Guimardes, 2015; Shicca et al, 2012;
Martins and Ferraz, 2011). They align more closely to our purposes, as they are concerned
about tracing the type of inclusion that has taken place. However, they focus little on the
structural conditioning of that growth. In other words, they do not show the interaction
between multiple structural features that culminates in the phenomenon of increased
indebtedness. In addition, the investigation of those features must surpass a more
traditional "economicist” view that considers the existence of rational maximizing
individuals who consume according to long term expectations on income inflows
differentials. Instead, it should, as we do, explore how cultural institutions are central to
explaining behaviour. This way, this thesis follows a fourth path, which is detailed in the

next section.

1.3 Research questions and contributions

Inspired by the financialization literature, rather than starting from the assumption
that more FI is inherently positive, we argue that the deepening of FI is not necessarily an
ally in the fight against poverty. Moreover, depending on the context, it can make the
condition of the poor — especially the ones commonly referred to as the precariat® - even
more unstable. This context is marked by structural asymmetries in the lender borrower
relation in a given society. In line with the literature discussed above, the structural factors
that condition these asymmetries can be identified by focusing on the supply and demand

for credit. The greater the power asymmetries of the lender-borrower relationship, the

4 The precariat is the modern term used to designate the relative surplus population — workers that, due to
their low qualification and flexible labour markets, are subject to low remuneration, low welfare protection
and disposable contracts, which makes them especially vulnerable to economic cycles (Braga, 2016). For
more details, see chapter 3.
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less effective FI policies are in combating poverty. We investigate the case of Brazil,
following two research steps.

The first step seeks a precise understanding of the type of FI that took place, setting
out its policies, relevant actors, assessing the degree of Fl obtained and its main
characteristics. This allows for the analysis to focus on the main financial products, which

reached a significant portion of low income populations.

The second step explores the structural determinants of power asymmetries in the
lender-borrower relation - and by “structural determinants” we refer to the ones that
operate at the collective level, in opposition to the agency level - that shaped the existing

type of financial inclusion by posing the following research questions:

RQ1. What are the structural factors underlying the supply of financial products

to low income populations?

RQ2. What are the structural factors underlying the demand of financial

products by low income populations?

RQ3. What are the implications of the factors identified in RQ2 in the financial

lives of low income populations?
Along with the following set of hypotheses:

H1 (RQ1). The relative importance of the provision of financial products to the
poor in the organization of the capitalist system affects the characteristics of that
supply. This way, the bigger the centrality of those products in the accumulation
process, the bigger the protection given by the state apparatus to the interests of lenders,
which tends to directly influence the nature of this supply in a way that adversely affects

borrowers.

H2 (RQ2). There are consumption and financial norms which legitimize the use
of credit to fulfil social consumption needs, stimulating its absorption. Social
consumption is understood here as all types of consumption that are not strictly

necessary to guarantee survival.

H3 (RQ2). Instabilities in agents’ insertion in the labour market and in their



19

access to welfare generates demand for credit to fulfil basic needs. In other words, there
are labour market instabilities that seriously compromise the level and regularity of the
income inflow along with weak welfare institutions that do not provide an appropriate

cushion against those uncertainties.

H4 (RQ3). The structural factors identified by RQ2 interact, creating cycles of
indebtedness among low income households.

This thesis makes the following interrelated contributions. At the theoretical level,
we propose a new mapping of the different literatures that deal with the theme of FI. This
mapping establishes the spatial and financialization literatures as counterpoints to the
market approach. As mentioned earlier, the basic criterion chosen for this demarcation
was the understandings adopted regarding the causes of poverty. This demarcation
generates three important analytical distinctions. First, it clearly establishes how the
spatial literature, which is the field in which the concept of FI originally emerged, differs
from the market approach. As previously stated, while for the former poverty is a result
of being left out of market dynamics, for the latter it is a product of institutionally
preserved structural power asymmetries. Most studies do not make that distinction, given
the similarities of their policy recommendations, as both prescribe Fl. But while the
market approach prescribes FI as a way of eliminating poverty, the spatial approach
prescribes it as a way of eradicating the reinforcement mechanism through which the

exclusion from mainstream financial services deepens states of destitution.

Second, it clarifies how financialization studies also offer a critical perspective to
the market approach. The financialization literature emerged after the two schools
previously studied, and quite independently from them. Many studies do not make any
reference to the concept of financial exclusion. Nevertheless, as this thesis shows, this
new body of literature can make an important and more critical contribution to the analysis
of FI policies. Third, it shows how financialization scholars differ from the spatial
tradition in terms of scope of analysis, and consequently policy prescriptions. As this
literature starts from the analysis of the changing role of finance in modern capitalist
societies as a whole (instead of having a narrower focus on the relationship between

finance and low income populations, as in the spatial school), its different strands allow
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us to see from different perspectives the structural asymmetries in the emergent lender-
borrower relationship. Consequently, FI is considered to be potentially harmful,

depending on the context considered.

And by deriving research questions from the financialization school, we put
together a theoretical framework receptive to historical, multilevel and interdisciplinary
studies that can be applied to FI assessments in many other realities. Historical because it
allows for the historical investigation of structural determinants; multilevel because it
allows for the constant interplay between observable phenomena and structural causation;
and interdisciplinary as it allows for the engagement with other disciplines when it comes

to the understanding of consumption and financial behaviour.

Regarding the core chapters, our fourth contribution is to tell the history of
consumer credit in Brazil. To our knowledge, we are the first to conduct such an
undertaking. Given the centrality of consumer credit not only for the determination of
macroeconomic dynamics but also for the organization of daily life, its history has already
been accurately told in the cases of developed economies. The analysis goes from the first
half of the twentieth century to Lula’s mandate in the early 2000’s. Placing the provision
of consumer credit historically enables us to better understand its contemporary form; and
moreover, to understand the role that consumer credit has in the current accumulation

regime and how that role affects supply.

Fifth, the next question focuses on the structural determinants of absorption of an
increased credit supply. We argue that a series of consumption and financial norms
(structural cultural institutions) form the basis for the legitimation of credit use to finance
social consumption®. These norms in turn are supported by a series of intersubjectivities.
Our contributions in this regard are the following: we elucidate the operating mechanisms
of intersubjectivities amongst the Brazilian poor which were previously pointed out by the
literature; we identify the emergence of new intersubjectivities; and we trace the structural
relations that the intersubjectivities mapped enclose. By doing the latter, we were able to

attest that a mixture of active and passive processes of legitimation® took place during the

5 Understood here as all types of consumption that are not strictly necessary to guarantee survival.
& For distinction between active and passive legitimation, see chapter 2.
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period analysed. Generally, we point to the existence of social processes that condition
decision making — joining forces with the economic tradition that questions mainstream

approaches to banking and credit based on individual intertemporal rationality.

Sixth, we also identified a second type of credit demand which emerges from the
urge to finance very basic needs. It emerges from the lack of “cushions of protection”
coming from labour market structures and welfare systems. In addition, the fact that this
credit demand is left largely unattended by the formal financial system render these agents
vulnerable to informal arrangements to guarantee survival. Another important
contribution of this thesis is the detailing of the operation of moneylenders and caixinhas
within a favela. Even though there are some studies that analyze local currencies (Menezes
and Crocco, 2007; Freire, 2011), the operation of informal local lending systems in poor

communities is still largely unknown.

Finally, the thesis shows that, in a context of cyclical financial inclusion at high
costs, when the cultural institutions underlying credit demand in times of greater economic
prosperity are associated with the strong instability faced by low-income populations in
the labour market, along with deficient formal safety nets, the result is the formation of
indebtedness cycles. We contribute to the Minskyan literature by arguing that a Minskyan
inspired analytical framework can be an important tool in the investigation of the finances
of low income agents. This is because it enables a unique portrayal of how multiple
structural phenomena interact (financial, cultural and labour institutions) in order to
condition a process of cyclical transformation of financial states for those agents. We also
contribute to the Brazilian literature that addresses the theme of FI and financial behaviour
of low income populations. By applying the above theoretical propositions to the Brazilian
context this thesis helps to explain how the country came to have more than 60 million
defaulters, which corresponds to 40% of the adult population — an understudied

phenomenon of vital importance.
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1.4 Methodology and main results

The methodology adopted in this thesis is based on critical realism, an approach to
scientific enquiry which sees, as its ultimate purpose, the identification of generative
mechanisms underlying empirical regularities, along with the use of mixed methods for

that identification.

The first research step, which sets the stage for the main analysis, is based on a
compilation of descriptive statistics drawn from various sources. We were able to identify
the relative importance of consumer credit during the process of FI, which reached a
significant portion of Brazil’s low income population. The central place of consumer
credit in the management of the household budget merited its role as the focal point of the

thesis.

The second step, which unveils the structural asymmetries in the lender-borrower
relation, makes use of a mix of historical, qualitative and quantitative methods to reach its
conclusions. The investigation of our first research question, based on a historical analysis,
draws on a range of neglected sources available at the archives of the National Library of

Rio de Janeiro, including academic, business and government reports.

By putting the modern credit boom in historical perspective, some of its features
are better understood, such as the strategy of forming partnerships with retailer
institutions, a practice that emerged in the 1950’s. Furthermore, it clarifies the role of
consumer credit in the “big picture”. It is argued that during the developmentalist era,
between the 1950°s and the 1980°s, consumer credit played a supportive role in the
accumulation process - it opened up the market for the infant industry, in a context of
saturation of the richer segments of demand and strong income concentration, therefore

supporting industrial accumulation.

After the 1980’s, however, the locus of accumulation shifted from the productive
to the financial sector. In addition, changes in the macroeconomic environment
incentivized banks to increase the credit-to-securities ratio. Under the influence of FI

policies, the credit expansion process included previously marginalized clients. For the
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government, this set of changes boosted aggregate demand via consumption without
addressing structural income redistribution policies, at a time when investments had lost
their dynamism. In this new scenario, with consumer credit as one of the main instruments
of modern accumulation, it started to reach a larger base of the population, but also became
much more costly for the borrower if compared to the developmentalist era.

The investigation of our second research question made use of in-depth interviews
with residents of Complexo da Penha’ to shed light on the structural factors underlying
consumer credit demand. As the analysis surpassed the sphere of ‘what people do’ to ‘why
they do it’, the use of a qualitative approach was appropriate for different reasons: because
the perceptions of participants are key to that type of investigation; because perceptions
can’t be fairly summarized on a single rating scale at one point in time without
informational losses (Patton, 2002); because the rigidity of pre-defined response
categories of quantitative investigations hinder the identification of the various structural
conditioners of existent subjectivities — in contrast to the open-ended character of
qualitative enquiries.

The interviews suggested the existence of a double-charactered consumer credit
demand. On the one hand, several consumption and financial norms legitimize the use of
credit to finance social consumption. On the other, labour market and welfare instabilities
generate demand for credit to fulfil basic needs. However, the latter type of demand is left
largely unattended by the formal financial system, which evidences the failure of financial
inclusion policies to work as safety nets.

For our third research question, which investigated the implications of the cultural
and labour market/welfare forces in the shaping of everyday lives in a context of cyclical
financial inclusion at high costs, a Minskyan-inspired model of indebtedness was
developed. The model was posteriorly confronted with quantitative data, and this
empirical test was based on descriptive statistics and logistic regressions. It was argued
that those structural factors interact producing indebtedness cycles, characterized by a
“Minskyan movement” of progression towards unstable positions and by a “non-

Minskyan” trace of external abrupt income shocks.

7 A slums located at the north of Rio de Janeiro. One interviewee was a resident of Complexo do Alem&o —
a slum that neighbours Complexo da Penha.
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In sum, our main conclusion is that in contexts where fundamental structural
relations are highly asymmetric, as is the case of Brazil, policies of financial inclusion that
are implemented in spite of these asymmetries end up deepening them, as they turn chronic
indebtedness into a social epidemic. This is because the emergent lender-borrower relation

becomes fundamentally asymmetric itself.

1.5 Organization of the thesis

After this introduction, chapter 2 presents the mapping of the various theoretical
approaches to FI. From the critical perspective, the theoretical framework that serves as a
basis for the elaboration of the thesis is set out, along with the research questions and

hypothesis derived from it.

Chapter 3 contains the methodological choices used to investigate the research
questions posed. First, the philosophical underpinnings of the study are presented — we
show how it is grounded in the ontological and epistemological principles of critical
realism, and how the philosophical tradition supports a methodological variety that
combines historical, multilevel, interdisciplinary and mixed methods. Secondly, we focus
on the “technicalities” of the research design, addressing the following points: unit of
analysis and target population; the rationales behind the use of mixed methods and the
strategy used for combining them; regarding the quantitative enquiry, data sources are
listed; regarding the qualitative enquiry, details of the case study performed in Rio de
Janeiro are elucidated. Those include characteristics of the sample and sampling

strategies, interviews and data analysis.

Chapter 4 sets the stage for the core chapters (5, 6 and 7) by investigating what the
adoption of FI as an explicit public policy goal really meant for lower income groups. The
chapter lists the main objectives pursued by the government and outlines its practical
results. In pointing out which financial products were widespread, the chapter has the
function of narrowing the research questions, directing the study mainly to the analysis of

consumer credit.
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Chapter 5 addresses our first research question, focusing on the structural
determinants of consumer credit supply using an in-depth historical research. It tells the
story of consumer credit in Brazil, covering four main periods. It starts with the emergence
of this type of credit in the retail sector, in the first half of the twentieth century; then
moves on to the developmentalist era, from the 1950°s to the 1980’s, which registered an
important trend of growth. The period between the 1980°s to the mid-1990’s can be
considered a transition period between different SSAs, which witnessed a sharp
contraction of consumer credit. The last period considered is the neoliberal SSA, from the
mid 1990’s to the first decade of the 2000’s.

Chapters 6 and 7 address our second and third research questions, respectively.
The former aims at uncovering the structural determinants of consumer credit demand by
low income populations. The latter uses a Minskyan-inspired framework to show how the
factors revealed in chapter 6 interact on the demand-side, in the case of developing
countries, guaranteeing that the increased credit supply is absorbed. The immediate

consequence for consumers is the formation of debt cycles.

Chapter 8 concludes, drawing on the overall thesis to assess the usefulness of FI
initiatives according to the context, to comment on policy implications and to suggest

future topics of investigation derived from questions that remain unanswered.
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CHAPTER 2 : TOWARDS A CRITICAL THEORETICAL FRAMEWORK FOR
EVALUATING FINANCIAL INCLUSION INITIATIVES

2.1 Introduction

The main objective pursued by this chapter is to map the main schools of thought
that deal with the theme of financial inclusion. We suggest a new mapping, based on the
basic demarcation of the assumptions adopted regarding the causes of poverty. On the one
side, the market approach adopts a residual assumption - which considers that the cause
of poverty is the exclusion of individuals from various markets. On the other side we place
the spatial and the financialization approaches, that adopt a relational assumption, which
understands that poverty is ultimately caused by being inside markets characterized by

unequal structural relations, such as class, gender and race.

Different understandings of the mechanisms that cause poverty are directly related
to policy prescriptions. To the market approach, as poverty is a result of being left out of
market dynamics, FI is treated as a way to enter the market economy, and therefore a way
out of poverty. For the spatial approach, FlI policies are not capable of eliminating poverty
at its roots, but are capable of eliminating the reinforcement mechanism through which

the exclusion from the mainstream financial sector deepens states of destitution.

Financialization scholars are more sceptical of the capacity of FI to eradicate that
reinforcement mechanism. As the structural lender-borrower relationship that is created
after FI policies are implemented emerges out of structural asymmetric relations, it will
be asymmetric as well. Given that this literature starts from the analysis of the changing
role of finance in modern capitalist societies (instead of having a narrower focus on the
relationship between finance and low income populations, as in the spatial school), its
different strands allow us to see the power asymmetries in the emergent lender-borrower

relationship and its structural determinants from different perspectives. This literature
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paves the way to the identification of three types of power asymmetries: Lindblomian’s,
Hirschmanian’s and Gramscian’s. The former arises on the supply side, when the state
protects the interests of lenders — which are at the center of the accumulation regime — to
the detriment of the interests of consumers. A Hirschmanian’s type of power arises on the
demand side, when the lender-borrower relation emerges out of the borrower’s need to
fulfil basic needs, due to deficient labour market and welfare institutions. And once inside
the relation, the borrower finds significants barriers to exit and to voice. Finally, a
Gramscian’s manifestation of power arises when prevailing cultural institutions legitimize
the use of financial services for various purposes — not just for the fulfilment of basic

necessities.

The mapping proposed here offers three main contributions. First, it elucidates
how the spatial position is critical of the market approach, whereas most studies do not
distinguish between them. Second, it clarifies how financialization studies also offer a
critical perspective to the market approach. This literature emerged after the market and
spatial schools, and quite independently from them. Many studies do not make any
reference to the concept of financial exclusion. Nevertheless, this review shows that this
body of literature is crucial to understand recent processes of financial inclusion. Third, it
shows how financialization scholars differ from the spatial tradition in terms of scope of
analysis, and consequently policy prescriptions. We conclude that because of its broader
scope, the financialization literature provides the most effective theoretical framework to
critically assess FI initiatives around the world. This critical framework must necessarily
investigate the structural determinants of the asymmetries in the emergent lender-
borrower relationship. The greater the asymmetries, the less effective FI policies are in

combating poverty.

The chapter is organized as follows. After this introduction, section 2.2
contextualizes historically the emergence of the advocacy of FI in international
organizations such as the World Bank and the IMF — which is the context of emergence
of the neoliberal model of social policy. It also reviews the literature supporting those
policies, which we call the market approach to FI. Section 2.3 provides different critical

points and focus on the fact that the market approach implicitly adopts a residual view of
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poverty. The next two sections show how the spatial and the financialization literatures
approach the issue of FI while rejecting the residualist assumption and discuss the
differences between those two approaches. The last section, in a tone of conclusion, sets
out the research questions that should be posed in order to critically evaluate modern

processes of FI.

2.2 The market approach to financial inclusion

2.2.1 The emergence of the neoliberal model of social policy

During the neoliberal revolution of the 1980’s, the World Bank and the IMF
fiercely advocated that the market-based economic reforms based on the Washington
Consensus prescribed for countries in crisis would be the best strategy to restore global
prosperity. As markets were considered to be the mechanism to secure efficiency, the
role of the state was restricted to creating the conditions for markets to work. Therefore,
the imperatives of a responsible macroeconomic management involved inflation and
public budget control, in addition to the construction of a market friendly environment.
This environment was characterized by a state which let go of its (strict) regulatory,
productive and social provision functions, not leaving much space for social policies.
The latter were mostly regarded as a waste of resources - once the “cake” started to
grow again, the improvement of living conditions of the poorest would be the natural
consequence (Chang, 2004; Edwards, 1995; Mody and Pattillo, 2006).

But the promised prosperity never came through. In the Global South in
particular, the slowdown in economic growth that lasted almost ten years was coupled
with a huge boost in unemployment and inequality (Moreno-Brid et al, 2005). The
acute deterioration in living conditions strengthened the argument that some sort of

social protection was needed, as Chang (2004) points out:

“they now acknowledge that developing countries may need a ‘social safety net’ to
catch those who fall through the cracks in the process of economic ‘reform’ based on
their programmes.” (Chang, 2004, p.246)

Therefore, a neoliberal model of social policy emerged during the 1990°s and
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spread across the globe. Its justification came in two levels —a normative and a positive
level®. The normative level refers to economic analysis as an art, which produce
statements related to what the economy “ought to be” based on values and world views
of the observer. The positive level refers to economics as a science, and as such, capable
of purging ethical positions in order to produce purely objective assessments of what
the economy really “is” (Friedman, 1953).

At a normative level, the belief in market efficiency remained intact. Therefore,
the market continued to be responsible for distributing economic advantages, as it only
produced justifiable inequalities, such as the ones based on individual merit and effort.
In other words, the idea was that better-off individuals were more talented and hard
working, and the path to success was opened to anyone willing to pursue it. However,
it was gradually admitted that some individuals were marginal to market dynamics,
justifying the existence of social support aimed at helping those individuals to get
integrated in the market economy (Theodoro and Delgado, 2003). The view of poverty
as a result of being left out market dynamics is called by development scholars as a
“residual” view of poverty (Bernstein et al, 1992; Green and Hulme, 2005; Harriss,
2006; Hickey and du Toit, 2007). Accordingly, targeted and temporary policies were
advocated to include low income individuals in the market. The idea was that state
support should only exist as long as a situation of deprivation persisted. And ideally,
that support would not be provided directly by the state, which was supposed to mainly

act as a facilitator for market solutions to reach the ones in need.

At a positive level, a core argument of a neoliberal model of social policy was
that, irrespective of one’s values, there were different sources of fiscal pressures that
did not allow the state to develop universalistic policies (Mkandawire, 2001). In the
context of developed economies, Gilbert (2002) points to the growing expenses
associated to socio-demographic changes, such as: increased life expectancy and
reduction in the average retirement age, which greatly increased social spending on

pensions, social assistance and health; and an increased number of extramarital births

8 even if not explicitly divided that way, the underlying rationales for the support of the model usually
came in both levels.
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and divorces pressing expenditures for child care and financial assistance. Within a
context of scarce resources, the state had to direct those resources to the ones who
needed them the most.

In sum, based on normative and positive arguments, the neoliberal model of
social policy prescribed targeted and temporary social policies, aimed at including low
income populations in the market. Those policies would be ideally provided by market
mechanisms after the provision of incentives by the state. Next, we explain why
microcredit policies were a forerunner for FI, and how they were the perfect fit for that

model of social policy.

2.2.2. Policy prescriptions in the context of the neoliberal model of social policy

The first type of policy promoted in the context of the neoliberal model of social
policy was microcredit, which started from the “discovery” of the Grameen Bank. The
institution was stablished and began operating in the late 1970’s, and its goal was to
give poor Bangladeshi’s access to micro business loans. Instead of tangible collateral,
these loans were backed by group solidarity schemes (Aitken, 2013). This way, a
temporary, targeted and market-based instrument (business loans) was being used to
include low income populations in the financial market, which in turn would release
their entrepreneurial spirit, further integrating them to the goods and services market
and to the labour market. By becoming micro-entrepreneurs, they would be equipped
with the resources to permanently escape from poverty. The Grameen Bank experience

represented a paradigm to be pursued across the world (Khandker et al, 1995).

Throughout the 1990’s, the concept of microcredit as production-oriented credit
was gradually widening, and eventually the term microfinance emerged (Bateman and
Chang, 2009). To Dichter (2007), it became increasingly clear that most of the credit
granted did not have a productive orientation but was intended for consumption
purposes. But it did not matter, as the new idea was that one must make sure that the
poor had access to a wide range of financial products. This wider inclusion in financial
markets would promote inclusion in the housing market, for example (IFC, 2014).

Access to bank accounts, for instance, would work in conjunction with microcredit to
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facilitate labour market insertion. And once out of poverty, other credit products would
serve as instruments to smooth income fluctuations of a more conjunctural nature —
avoiding the loss of the different types of market insertion conquered. Once the concept
of microcredit was repackaged into the much broader mantra of microfinance, that is
the availability of financial products for the poor, financial exclusion became the

enemy to be combated.

In sum, FI policies started to be advocated from the 1990’s by powerful
international organizations and were by-product of the emergence of the neoliberal
model of social policy. The next subsection explores the basic research questions
pursued by the literature engaged with the promotion of those policies, and the

strategies used to investigate them. We call this literature the “market approach to FI”.

2.2.3 The market approach to financial inclusion

As it was believed that promoting inclusion in the mainstream financial sector
paved the way to inclusion in various markets, and in so doing being an effective anti-
poverty strategy, for FI to take off two questions had to be answered: who is marginal

to the financial system, and what is the most effective way to bring them into it?

Firstly, regarding the issue of identification of marginal individuals, the efforts
of the FI literature were initially concentrated on spotting regions underserved by the
banking sector, with an inadequate infrastructure of branches or any other physical form
of banking provision (Beck et al, 2007). Although considered to be an important
dimension to be evaluated, this approach came under criticism for not covering
inequalities of provision within a region, in such a way that who got access or not
remained undefined (Fischer, 2011; Kumar, 2005). In the well-known typology of
Kempson and Whyley’s (1999), the so-called “geographical exclusion” was mapped as
one of several possible types of exclusion, which could be: “access exclusion”, which
was a product of risk assessments performed by the financial institution; “exclusion
condition”, which emerged when the individual does not fulfil the prerequisites for the
acquisition of a product/service; “price exclusion” for instance derived from the

incompatibility between the cost of financial products and services and the client’s
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income level; and “marketing exclusion”, that was a result of advertisements directed
to specific segments; lastly, “self-exclusion” happened when the client refused to have
any banking relationship, due to a lack of confidence in the system or a belief that

his/her financial demands would not be met.

As market segmentation practices are not generally disclosed by financial
institutions interested in protecting their business strategies, and “self-exclusion” is a
non-negligible issue, a consensus concerning the need to look at the demand for
financial products to complement the supply-side analysis emerged (Mitton, 2008;
Chakrabarty, 2012; Kumar, 2005). Besides investigating different types of exclusion
prevailing in a specific context, background information of participants started to be
collected, in order to investigate the socio-economic determinants of access (Demirguc-
Kunt and Klapper, 2012). This way, class, gender and race for example are treated as
individual traits that increase the probability of a person to be found in a state of
financial exclusion (Marron, 2013).

Studies investigating the determinants of financial exclusion quickly multiplied,
all of them arriving at very similar conclusions. Caskey et al (2006) found that in
Mexico City, the unbanked were likely to be less educated, unemployed and have low
household income. For Soumaré et al (2016), working on Central and West Africa,
access to formal finance was mainly driven by gender, education, age, income,
residence area, employment status, marital status, household size and degree of trust in
financial institutions. Demirguc-Kunt et al (2013), based on data of 98 countries,
highlight the relevance of gender in explaining ownership of accounts and usage of
saving and credit products, even when controlling for a range of characteristics. In
Brazil, Kumar (2005) found that income, wealth, education and gender were significant
in explaining urban access to the financial system, but also that there were important
regional variations in access. Some papers jointly analyse demand and supply-side
factors, such as Chithra and Selvan (2013) and Wang and Guan (2017). The former
found that in India, income, literacy and population were found to have significant
association with the level of financial inclusion, along with variables of deposit and

credit penetration. The latter argue that for China, while individual income, education
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and use of communications equipment were important factors driving financial
inclusion, financial depth and banking health status were the main determinants of

access.

Secondly, the question of what is the best way to bring the poor inside the
financial system is the question of the practical ways in which the state can build that
bridge through indirect interventions, which can happen in two fronts. Gabor and
Brooks (2017), conclude based on their review of the literature that, on the bank’s front,
subsidies, private-public partnerships and market-making regulations incentivizing
mainstream institutions to create products specifically designed to fit the needs of low
income clients were the way forward. On the individual’s front, the strategy was to
create “financial subjects” — individuals with the technical and psychological capacity
to navigate through the brand new world that unfolded in front of them. This was to be
done via financial education programs, that would equip individuals with the necessary
knowledge for them to map the options available, to comprehend financial contracts
and to lower the barriers that exist behind self-exclusion (Perry 2008; Braunstein and
Welch, 2002; Hilgert et al 2003). This way, they would be better equipped to improve

their financial decisions®.

Once financial institutions have the necessary incentive to include and the poor
have the necessary know-how to be included, other difficulties are addressed by the
literature, such as how to calculate credit scores for those without credit records (FICO,
2015). But this is considered to be a minor problem, as a series of experiments have
been performed on how to use alternative data to score individuals outside formal credit
registries. According to Aitken (2017), examples of alternative data are public records,
social networking patterns, academic achievement records, mobile phone usage, non-

financial payment histories, and, increasingly, psychometric testresults.

°The prescription of anti-poverty policies focused on “improving the poor”, instead of addressing issues
such as income redistribution and power structures, is also compatible with a new tradition in development
studies inaugurated by Banerjee and Duflo (2011). Their main innovation is to make a transition from “big
questions” to “real problems” (Banerjee and Duflo, 2011, p. 3). It is argued that on the one hand, the
discussion surrounding the ultimate causes of poverty were intellectually insoluble; on the other, there was
a great scope for poverty alleviation without recourse to changes in the macro-structure. The improvement
in the living conditions of the poorest would come through interventions in their decision-making process.
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In sum, this section described the emergence of the neoliberal model of social
policy, and how the promotion of FI policies was a perfect fit for that model. We also
discussed the main questions addressed by the literature backing it. Next, different

points of criticism are presented.

2.3 Criticism of the market approach

In a systematic literature review, the UK’s Department for International
Development concluded that the pro-microfinance evidence was built on “foundations
of sand” (Duvendack et al, 2011). In this section, we map different arguments in line
with this statement, highlighting various inconsistencies in the microfinance

framework, which operate at various levels.

Firstly, microfinance can actually be a hindrance to the pursuit of economic
growth at a national level. Although we believe that growth is not a pre-condition for
social improvement, the latter is more easily achieved in the presence of the former.
When it comes to boosting the supply of microfinance products conditioned to
productive purposes specifically, Bateman and Chang (2009) argue that the
proliferation of informal microenterprises is stimulated, which was precisely what
happened in Bangladesh. The other alternative would be to allocate these resources in
the construction of a national project with large corporations, naturally more efficient
and technology-intensive - the adoption of the South and East Asian model, which has

been more successful than the Bangladeshi case.

Secondly, the microfinance discourse treats all people as potential
entrepreneurs (Stewart et al, 2010). In order to be a successful entrepreneur though,
besides training, which is usually not properly provided to beneficiaries of
microfinance programs, one needs to possess a set of skills and abilities which, at the
very least, are acquired with time. And this is true for all entrepreneurs throughout the
economy - structural hurdles in developing countries aside. According to Gage (2012),

75% of venture-backed start-ups fail in the US, based on a research of more than 2000
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companies that raised at least $1 million from 2004 to 2010. Logically, even though
the degree of management complexity between big and micro firms cannot be
compared, the task of maintaining a regular and sustainable flow of profits in a micro
firm is not trivial. On the one hand, the learning process is key to the entrepreneurial
endeavour. On the other, microentrepreneurs cannot afford the costs of failure that
usually comes along with that process.

Thirdly, the neoliberal positive claim that targeted policies are the only option
given the insufficiency of state resources can be challenged by the argument that the
social policy budget is not merely an exogenous constraint. Instead, it is also
determined by the macroeconomic management implemented in an economy
(Mkandawire, 2001). Ultimately, it can be argued that there is no such thing as value-
free economic analysis (Holcombe, 1998). The idea of the economist as a technician
serves the main purpose of facilitating the social acceptance of unpopular policies — as
they are suggested by allegedly neutral agents who are not at a service of any interest

groups.

These three points of criticism challenge the microfinance framework from
three perspectives: from its capacity to generate growth, its capacity to fight poverty
and its financial feasibility. The fourth point takes a step back and challenges the
underlying assumptions regarding the causes of poverty. Even though this point has
not yet been directly associated to FI studies, we believe that it is fundamental to
understand the nature of the market approach, and therefore to demarcate its opposition

to other schools of thought that address FI.

Development scholars advocate that an alternative to the residualist assumption
is a relational view (Bernstein et al, 1992; Green and Hulme, 2005; Harriss, 2006;
Hickey and du Toit, 2007). The latter sees poverty as being the result of a pervasive
inclusion in various markets — instead of being the result of an exclusion from them.
The problem is not that people are marginal, but instead, that they are inside various
markets, along with many other institutions, occupying disadvantageous positions in
structural social relations, such as class, gender, race and others. These institutions

preserve and perpetuate these sets of unequal relations. Disadvantageous relations
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create a situation in which different groups of people have access to different
opportunities to develop their abilities. It is not a race in which all competitors start
from the same starting point and in which the winner is defined by a combination of
innate talent and hours of training. Instead, it is a race in which competitors start from
different starting points.

Under the relational assumption, to address the roots of poverty is to address
structural power asymmetries. And the most suited to that would be universalistic
policies, as they are believed to level the playing field for competition to take place. In
other words, these policies enable all citizens to compete on an equal footing in the
market. The overreliance on targeted policies is a deficient strategy, as they potentially
create stigmatization; and being policies that only benefit the poor, they tend to be poor
policies in terms of implementation, resourcing, and so on. This is in contrast to
universalist policies which also benefit privileged and politically active segments of
society (Kerstenetzky, 2006; Lavinas, 2013).

Most importantly, policies that do not address structural issues are deemed to
be too superficial — they are equivalent to throwing lifeguards rather than preventing a
boat from sinking. Moreover, regarding the specific FI case, in addition to potentially
being innefective, it carries a high risk of accentuating poverty. As Prahalad (2005)
points out, there is an enormous profitability potential in doing business with the
"bottom of the pyramid". Bateman and Chang (2009) identified the existence of a new

wave of microfinance institutions (MFIs) with the following characteristics:

“This is reflected in the growing commercial presence of major western banking
groups in developing countries (e.g., CitiGroup and Barclays in Mexico), and the rising
number of indigenous commercial banks ‘downscaling’ into microfinance in their own
country (e.g., ICICI Bank in India). These large financial institutions are proving to be
extremely adept at harvesting local savings in even the very poorest of communities. ..
Unlike credit unions or financial cooperatives, where community ownership and
control largely ensure that the institution remains true to its founding principles of
community development and intergenerational solidarity, today’s MFIs are
increasingly keen to become businesses themselves” (Bateman and Chang, 2009, p.15)

Having explored and critiqued the market approach, two different literatures
that approach the issue of FI while assuming a relational view of poverty are the spatial

and the financialization literatures. The next two sections explore them in detail.
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2.4 The spatial view of financial inclusion

Mostly developed in the field of geography, the spatial view supports the idea
that poverty is a result of structural asymmetric relations. But based on the investigation
of the structural dynamics between the financial system and low income populations,
it is also argued that a state of financial exclusion reinforces that asymmetric insertion,
and therefore poverty, due to a spatially-mediated mechanism. This way, promoting Fl

would not eliminate poverty, but it would eliminate that reinforcement mechanism.

According to Leyshon (2009), the first academic references to redlining
practices date back to David Harvey in the 1970’s (Harvey and Chatterjee, 1974). The
phenomenon literally refers to:

“drawing a red line around areas on a map within which borrowers and properties were
to be denied funding, because they were deemed either to have too high a risk of default
or that the quality of the area was such that the properties that were borrowed against
might decrease in value.” (Leyshon, 2009, p.153).

The basic idea was that, if access to credit was largely determined by income
and wealth, the geography of income and wealth would determine the geography of
access. A renewed interest in such issues came in the early 1990’s with the work of
Dymski and Veitch (1996), two economists interested in the spatial distribution of
finance. From this seminal work, a vibrant literature emerged. Using Los Angeles as a
case study, the authors investigated the structural causes of the deficient access to
mainstream financial institutions in poor communities in the post-World War 11 period,
and its consequences for the population affected. They stressed that the geography of
income and wealth was linked to a racial geography. In addition, they argued that a
severely regulated institutional environment was largely responsible for the fact that a
geography of income/wealth/race determined a geography of access. The relation
between those two spheres was circular — in other words, rich areas tended to get richer,

while poor areas tended to get poorer due to redlining.

According to Dymski and Veitch (1996), the process of financial deregulation
that happened in the 1980°s did not decrease exclusion. On the contrary. The deepening
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of financial disintermediation meant that an increasing proportion of firms sought funds
directly in the capital market. As a result, banks lost customers and were forced to look
for new business strategies. A way out was found in international lending. In the
process, there was a large-scale downsizing of the number of branches to face cost
pressures, as under the New Deal big clients implicitly subsidized the small ones. The
rationalization of the branch network was aided by at-distance credit scoring
technologies and new distribution channels, such as telephone and internet banking
(Coppock, 2013). A renewed exclusionary process took place, this time being
determined by market dynamics instead of state regulation. This way, the phenomenon
of regional exclusion from mainstream financial institutions kept on deepening

regional inequalities.

This process was thoroughly documented and analysed by a number of studies
in other geographical contexts (Leyshon and Thrift, 1993, 1994, 1995; Pollard, 1996).
In this literature, the concept of “financial exclusion” was coined and generalized,
referring to a process by which economic agents were denied access to the financial
system. The evidence was a wave of bank branches closures sweeping industrialized
economies. The UK had 36% of the branches closing its doors between 1989 and 2003,
while in Australia the estimate is around 20%, considering the 1981-1998 period
(Leyshon et al, 2008). Moreover, the closures were not uniform in space. Rural areas
were severely affected. In Canada, for example, 75% of rural communities were
classified as moderately or highly vulnerable to withdrawal from banking institutions.
And within the urban space itself, the inner-cities were much more affected by the

process when compared to affluent suburbs (Leyshon et al, 2004).

Leyshon et al (2004) explain the circular movement of poverty accentuation by
theorizing about the coexistence of two "ecologies™ within the urban space, namely the
affluent suburbs and poor inner cities. The super included suburbs were equipped with
a dense financial infrastructure. The main ways in which those areas benefited were
through increased banking competition; and privileged access to credit and its spillover
effects. Regarding the latter, while residents of inner cities were able to make deposits

in banks, they had their credit claims denied much more often. In practice, the
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consequence was a transfer of resources from poor to affluent regions. This way, the
suburbs flourished with incentives to business development; and the continuous flow
of resources sustained the market value of properties, by supporting demand and

heritage conservation — widening regional disparities.

Another set of studies focused on the strategies used to resist the credit shortage,
which Fuller and Jonas (2003) describe as the formation of “alternative financial
spaces”. These spaces most commonly refer to credit unions (Fuller, 1998; McArthur
et al, 1993), community development banks (Barnekov and Jabbar-Bey, 1993; Taub,
1988) and local exchange and trade systems (Lee, 1999; Williams, 1996, Thorne,
1996). Populations that did not have these options available ended up finding
themselves greatly exposed to the action of moneylenders and loan sharks, which left
an important role for the investigation of their modes of operation (Leyshon et al,
2006).

In terms of policy prescriptions, the use of direct state support to open up a
wider space for those alternative financial institutions is a recurrent suggestion (Pollard,
1996). But the use of indirect state intervention to incentivize mainstream financial
institutions as a whole to include low income groups is also highlighted. For example,
the literature suggests that the state could facilitate cooperation between mainstream
and alternative institutions or incentivize the creation of not-for-profit divisions within
mainstream financial providers (Leyshon et al, 2004). This latter point approximates
the policy prescriptions of geographers to the ones of the market approach, even though

these schools of thought start from very different starting points.

In sum, the construction of a more inclusive financial system is supported by
the spatial approach — not as a way of eliminating poverty at its roots, but as a way of
fighting the feedback mechanism that reinforce the power asymmetries in class and
race relations that cause poverty'®. Therefore, even when relational poverty is assumed,

a more inclusive financial system is one of the policy prescriptions. The

10Generally, gender relations are not emphasized in that body of research.
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financialization literature, in turn, adopts a much more critical vision and shows that
modern processes of FI did not eliminate that feedback mechanism. This literature is
explored next.

2.5 Financial inclusion and the financialization literature

According to Van der Zwan (2014), since the early 2000’s a growing body of
research has been investigating how the changing landscape of finance affects the logics
of capitalism and the functioning of democratic societies in general — using for that the
concept of “financialization”. A recurrent definition of the term was developed by Epstein
(2005), who states:

“for us, financialization means the increasing role of financial motives, financial
markets, financial actors and financial institutions in the operation of the domestic and
international economies.” (Epstein, 2005, p. 3)

The financialization literature emerged after the two schools previously studied —
and quite independently from them. Many studies do not make any reference to the
concept of financial exclusion. This is partly related to the fact that financialization studies
have a broader scope of analysis, one that goes beyond the dynamics between the financial
sector and the population at the bottom of the pyramid. Because the start point is the
changing role of finance in modern capitalism, it allows for a deeper understanding of
how the financial sector relates to low income segments. In their different strands, these
studies allow us to explore from different perspectives the power asymmetries of the
structural lender-borrower relationship that is created after FI policies are implemented.
This literature was mapped in different ways, but following Van der Zwan (2014) and
Gonzales (2015), we explore three strands: financialization and structures of
accumulation; the destitution approach to financialization of households; and the cultural

approach to the financialization of households — which are explored next.

2.5.1 Financialization and structures of accumulation

Many authors investigate financialization within a framework that sees
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economic phenomena as part of a broader regime of accumulation. Those are the
authors referenced in this subsection®!. In particular, a group of these scholars are
affiliated to the Social Structures of Accumulation (SSA) school, which starts from the
question of how the capitalist system, which is an inherently conflicting and unstable
economic order, is able to maintain long periods of stability and growth. McDonough
(2011) explains that SSA theorists are rooted in both Marxian and Keynesian
principles. For Marx, the productive structure is founded upon class struggle; for
Keynes, investments are inherently unstable, as they are determined by the formation
of expectations in a world characterized by fundamental uncertainty.

But these problems were treated by the emergence of a set of institutions that
mitigated class conflict and stabilized the long-term expectations of capitalists, thus
supporting the process of capital accumulation? Within that set of institutions, a
regime of accumulation operated — understood here as a system of production and
consumption that promoted both capital accumulation and economic stability.

Kotz et al. (1994) posit that these institutions were both domestic and
international. Amongst the most important domestic institutions were the nature of
industrial organization, the financial system, the degree of state’s involvement in the
economy and the character of the class struggle that takes place in the labour market.
Among the international ones were trade, investment, monetary-financial and political
environments. Furthermore, not just political and economic institutions were a part of
the mix. It was fundamental for a successful SSA to develop cultural institutions that
were supportive to the rest of the structure. This way, one SSA became a cohesive

whole.

But the growth period was constrained by the limits imposed by the current
SSA. After the investment rate was pushed to the limit, a phase of stagnation started.
The resumption of the pace of growth required reforms in the institutional context in
force, whose implementation was always accompanied by social frictions. The result

was the eventual dissolution of the current SSA and a renegotiation of forces that would

1Except for Lindblom (1977).
12 Following Gordon et al (1994), capital accumulation is understood here as the "microeconomic activity
of profit-making and reinvestment" (Gordon et al, 1994, pg. 15)
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build the new one. The new SSA provided the basis for building a new phase of
capitalism. Kotz (2010), for instance, argues that after the Second World War the
Fordist SSA was in force in developed countries, which lasted approximately from the
late 1940s to 1973. Latin America in turn was under what many authors called a
Peripheral Fordist regime (Lipietz, 1982; Amsden, 1990).

Kotz (2010) explains that the Fordist SSA presented the following
characteristics: the locus of accumulation was in the industrial sector. The production
structure was characterized by monopolistic competition among large corporations;
active state regulation in the real and financial sector of the economy; capital-labour
alliance, in which workers accepted management imperatives in exchange for rising
real wages, which in turn generated a strong increase in the purchasing power of
workers. This increase was backed by a state committed to pursuing full employment
policies and to granting generous welfare provisions; and existence of an institutional

apparatus that guaranteed stability of capital flows at the international level.

According to Gulalp (1988), Peripheral Fordism differed from the Fordist SSA
in two main ways. First, it did not have the capital-labour alliance typical of Fordism.
Second, it was characterized by a strong dependence on central economies, of a
technological and financial nature. When Fordist structures crumbled, Peripheral

Fordism quickly followed*3.

Fordism was replaced by a neoliberal SSA in the early 1980s. The productive
structure globalized, with the emergence of global value chains; the state largely
abandoned its regulatory function and privatized its productive functions; the
emergence of the global labour market, associated with deregulation of the domestic
labour market, destroyed the Fordist capital-labour alliance, which eroded workers’
purchasing power. This process was further intensified by a state committed to control
inflation at the expense of promoting full employment, and that substituted
universalistic welfare policies by targeted ones. At the international level, the
dismantling of Bretton Woods institutions and the floating of exchange rates stimulated
inflation control policies (Kotz, 2010; Kotz and McDonough, 2010)

13 Chapter 5 explains in detail the dismantling of the Peripheral Fordist SSA, for the case of Brazil.
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With the emergence of a global labour market, the domestic labour market
suffered with declining wages and increasing unemployment. Declining labour costs
associated with a massive productivity boost created a surplus that could not be
absorbed by consumption and investment (Tauss, 2012). Van der Zwan (1994) explains
that according to scholars that study financialization in the context of an accumulation
regime, from the 1970’s an increasing amount of resources started to be transferred to
the financial system. The scenario was one of a stagnating productive sector and
progressive deregulation of financial markets. Productivity gains were not being
reinvested in the production process but were being distributed to shareholders or used
to acquire financial products. Therefore, securities and derivatives markets, along with
hedge funds, started to flourish. Therefore, in the neoliberal SSA the locus of
accumulation was transported from the real to the financial sector. In Krippner’s words,
“a pattern of accumulation in which profits accrue primarily through financial channels
rather than through trade and commodity production” emerged (Krippner, 2005,
p.174).

As previously stated, the structural lender-borrower relationship that emerged
with the modern process of Fl is based upon an institutional apparatus that holds a set
of unequal relationships. The SSA framework adds that this institutional context,
precisely for stabilizing unequal relations, serves the purpose of supporting a certain
form of capitalist accumulation. This way, the supply of financial products to low
income populations work within this institutional context as instruments of support of

the current economic order. And what type of support would that be?

At the time of the Fordist SSA, credit provided to households in the context of
developed countries supported industrial accumulation in three main ways: it was a
source of stability, since the financial system was highly regulated and its ability to
take risks was heavily repressed - which dried up resources for dubious debtors; the
credit provided to low-risk customers boosted demand for industrial products, giving
an extra consistency to the already robust demand; and the facilitation of the purchase
that comes with consumer credit, along with housing credit, reinforced the capital-
labour alliance (Wolfson, 1994).
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In the neoliberal world however, the power of finance in society hugely
increased. Here we refer to the ability of a group of capitalists to influence other
capitalists and the state. The mechanism is explained by Lindblom (1977) in the
following way: in capitalist economies, businessmen are believed to hold the secrets of
social prosperity, as they are the ones responsible for making investment decisions.
Therefore, the state is endowed with the task of creating an appropriate business
environment in order to foment prosperity. According to the SSA in force, the amount
of state intervention required in the construction of an ‘“appropriate business
environment” varies. When the locus of accumulation moves from industry to finance,
the primary role of states becomes to serve the interests of financial markets. At that
time, the understanding of what an appropriate business environment was involved
minimum state intervention within a neoliberal macro management. If the requirements
are not fulfilled, the highly mobile financial capital threatens to fly somewhere else,

leaving the country high and dry.

In this context, credit to families in turn progressively changes from an
instrument of support of accumulation to one of the main instruments of accumulation
—a process explained in detail in chapter 5. The “loose” surplus in search of a locus of
appreciation eventually landed in the terrain of household lending after two main
processes took place. Firstly, the individualized type of risk assessment that substituted
a “pure” form of redlining opened the door to a growing market segmentation. With
customers categorized into different risk classes, different products were offered for
each segment at different prices. Secondly, the risk that fell on the financial institution,
that charged high interest rates to groups already more prone to default, started to be
transferred to the market through the advancement of another type of technology, whose
main exponent is securitization (Montgomerie, 2009). Thus, banks originated the risk
but could purge it from their balance sheets by transforming pools of “bad debt” in
tradable assets, and the consequent recapitalization recycled credit supply. Or at least
they thought they could, until it became evident the huge dangers associated with
normalized processes of risk-locus transformation. The result was an unprecedented
expansion of retail financial activities, boosting household access to a wide range of

products — including previously marginalized communities.
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In sum, this subsection investigated the asymmetries in the lender-borrower
relationship by putting the analytical lenses on the power of the strongest part. By doing
S0, we pointed to the structural factors conditioning the supply of financial products to
the poor. Based on a SSA framework, it was argued that the structural labour-borrower
relationship emerges from a set of unequal relations preserved by an institutional
apparatus that exists to maintain a SSA. This way, the supply of financial products to
poor individuals supports the current form of capitalism. In the current SSA, the locus
of accumulation is within the financial sector. Once this sector decides to direct a
significant part of its investments towards household lending, these credit products
become one of the main instruments of accumulation. Therefore, the lender exerts a
Lindblomian’s type of power, as the state protects accumulation at the expense of the

interests of the borrower.

2.5.2 The destitution approach to financialization of households

Another way of verifying the asymmetries in the lender-borrower relation is to
move the analytical lens to the weakness of the weak, this way mapping the structural
factors underlying demand for financial products to low income populations. The
literature that we call the “destitution approach to financialization of households”
highlights the existence of various sources of instabilities arising from labour market

and welfare institutions that push people into credit use to finance essential needs.

The authors belonging to this tradition draw attention to the increasing
vulnerability of the population to financial markets for the provision of basic
necessities, related to retirement (Waine, 2006; Langley, 2004), housing (Palomera,
2004; Langley, 2008), health (Mulligan, 2015; Seddon and Currie, 2016) and education
(Eaton et al, 2016) in a context of wage stagnation and meagre welfare provisions
(Sullivan et al, 2000; Warren and Tyagi, 2003). Sawyer (2014) highlights the support
of consumption via credit extensions, in which case the role of credit is to maintain a
standard of living that prevailed in a time when the economic order was more
sympathetic to the working class — which is structurally coerced to enter the lender-

borrower relationship. From then, the classic Hirschmanian’s manifestation of power
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arises. A relationship is created, from which is difficult to exit, given the low and
unstable character of the borrower’s income; and in which his capacity to voice, namely

their capacity to negotiate better terms, is extremely restricted.

In sum, from the moment the lender-borrower relationship emerges from highly
deficient labour market and welfare institutions, this relation emerges out of coercion
— the individual becomes a borrower because s/he does not have many other
alternatives to fulfil essential needs. And once inside this relationship, a Hirschman
type of power is exerted over the borrower.

2.5.3 The cultural approach to financialization of households
When it comes to explaining why the increased credit supply to households was
rapidly absorbed, an alternative view to the previously presented “defensive
consumption” hypothesis (Gonzalez, 2015) is the “consumerism hypothesis”. This
alternative sees the booming credit used by households not as much as a consequence
of material survival. Instead, it is seen more as a result of individuals pursuing status
in a society where prestige is attached to the ownership of material goods, and where
it is socially accepted to use financial instruments to pursue that prestige (Frank, 1999;
Klein, 1999; Schor, 1998). For Ritzer (1995), financial institutions abandoned their
historical mission of fostering savings to the exact opposite of this, that is creating an
environment conducive to imprudence and excesses. More generally, another group of
authors concerned with the so-called “financialization of the everyday life” study how
the expansion of finance produces a financialized culture that normalizes the use of
various financial instruments to manage life, in its multiple instances (Watson, 2007;
Harrington, 2008; Langley, 2007). According to Gonzalez (2015):

“Scholars indeed focus on how financial discourses shape households as financial
subjects by encouraging them to hold a balanced asset portfolio through the purchase
of securities, mortgages, credit cards and insurances.” (Gonzalez, 2015, p. 785)

Here we would like to go a little bit further, in order to build an interdisciplinary
framework that draws on the financialization of everyday life literature, along with SSA
(McDonough, 2008) and consumption theories (Veblen, 2005; Douglas and Isherwood,
1996; McKechnie and Tynan, 2006). This framework is specifically used in chapter 6.
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Arguably, the defensive consumption and the consumerism hypothesis are not
mutually exclusive. The credit being taken by households simply supports different
types of consumption. Here, a simple distinction between two types is used — basic and
social consumption. The former is associated with expenditures aimed at fulfilling
immediate survival needs (such as food, clothing, housing, health), and future survival
needs (such as education, retirement). The latter can be divided in three types: status,
integrative and conformative consumption.

Status consumption is the one that signals wealth-status, therefore being a
source of social recognition and prestige. This is what Veblen (2005) would call
conspicuous consumption, which according to the author displays consumers’ relative
ability to pay and is not restricted to the elite, being in fact spread out through all
classes. While subsistence and status consumption have been intensively discussed by
economists and sociologists, integrative consumption has been highlighted by
anthropologists (Douglas and Isherwood, 1996). It refers to the goods that mediate
socialization via social rituals. These rituals refer to weddings, birthday parties, baby
showers, Christmas celebrations, among many others.

Lastly, we also consider relevant to include, in addition to the categories
discussed in the literature revised, a conformative type of consumption — one that is
carried out with the objective of conforming to the current class consumption pattern.
For example, when plasma TVs were new in the market, the product was tied to a
symbolic dimension of status. But according to Data Popular, in Brazil 67% of slum
households in metropolitan areas already had the device (Belo, 2015). Thus, the
product is already incorporated into a standard consumption level - so that the
acquisition of a plasma tv nowadays embeds a logic of conformation to the practices
of a collectivity, in opposition to a logic of rivalry. Conformative consumption also has
the role of mediating various forms of socialization, by connecting the individual to his
social surroundings. Even though a tv is not strictly necessary to guarantee survival, it
plays a very important informative function. Another example would be a cell phone,

which is modern society plays a vital communication function.

While basic consumption is more directly determined by survival needs, social
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consumption is more heavily anchored on the cultural institutions in force*. Following
the SSA approach stated previously, these cultural institutions also have a structural
nature, as they are fundamental components of the SSA in force:

“The economic, political, ideological, and cultural institutions of any social structure
of accumulation are mutually compatible and generally supportive of each other as
well as supportive of the accumulation process.” (McDonough, 2011, p. 1240)

Cultural institutions emerge out of economic and political institutions — and the
social relations they enclose - to give them ideological support. As Gramsci (1992)
would explain, cultural institutions are shaped according to the interests of dominant
social groups. They operate at a subjective level, creating a “consented domination”
regarding the various unequal structural relations in force. According to McDonough
(2011), there are various types of cultural institutions, ranging from more “tangible”
entities, such as the higher education system, to more intangible ones, such as different
systems of belief.

Cynamon and Fazzari (2008) investigate how cultural institutions influence
consumption decisions by studying socially stablished norms. The authors reject the
assumption of rational individuals of the life-cycle model, whose consumption
decisions are based on the desire to smooth consumption throughout a lifetime, given
the intertemporal budget constraint. Instead, they argue that people consume according
to some set of norms, which are set by the individual's reference group. In other words,
there is a standard of consumption, considered to be normal, and this normality is
established via social relationships — as people compare themselves to the other,
considered similar. A more refined definition of norms is provided by Lapinski and
Rimal (2005) who define norms as “prevailing codes of conduct that either prescribe

or proscribe behaviour that members of a group can enact”.

Consumption norms establish the level of desired consumption. When
consumerism is the common base of existing consumption norms, that level of desired
consumption tends to detach from current income levels. This paves the way to the

emergence of financial norms which support the materialization of social consumption

14 Basic consumption is also based on cultural institutions, as patterns of essentiality are contextually-
dependent. But not to the same extent as social consumption.
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needs via credit use. This way, financial norms establish the socially acceptable ways

in which those desires can be financed.

Along these lines, if we unite McDonough’s (2011) and Cynamon and Fazzari’s
(2008) approaches to the study of cultural institutions within economic enquiries about
consumption behaviour, three points stand out: firstly, cultural institutions are
structural entities; secondly, they often manifest in the form of consumption and
financial norms; and thirdly, those norms are held by systems of belief, which here we

define as socially shared logics (or intersubjectivities).

Together, consumption and financial norms give legitimacy to policies that
stimulate the increase in the volume of credit supplied to households. Legitimation
however is not a straightforward concept, therefore requiring further explanation.
Stanley (2014) explains that much of the literature on legitimacy starts from a critique
of the Weberian concept of "belief-in-legitimacy"”. They reject that legitimation to an
emergent value is based on direct justification of its existence. Legitimation comes
indirectly when it is compatible with the existent set of cultural institutions, this being
the case of “passive legitimation”. When this compatibility does not exist, we have a

case of "legitimacy gap" (Seabrooke, 2007).

But cultural institutions have a dynamic character, and as such, are constantly
amenable to remodelling by powerful agents — the so-called active legitimation. Here
we are interested in cases when this remodelling is performed by the financial system.
In Watson (2007), for example, we find the thesis that the rise of the logic of operation
of modern financial systems was entirely dependent on the transformation of the social

perception of risk:

“The increased flow of savings into financial markets has resulted from a cultural shift
in which individuals are encouraged to embrace financial risk, because this means that
they are taking responsibility for their own future” (Watson, 2007, p 13)

Watson describes a move from an industrial society to a “risk society”. In this
risk society, ordinary citizens increasingly behave as traders (Harrington, 2008): by
2001, over half of American households were already included in the stock market
(Davis, 2008). And this change of perception manifests itself not only in the adoption

of new financial practices, but also in the transformation of the relationship with
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traditional investments, as is the case of real estate investment:

“The financialization of home forces more and more households to see acquiring a
house not just as a home, as a place to live, but as an investment, as something to put
equity into and take equity from” (Aalbers, 2008, p 152)

Aitken (2005), in turn, draws attention to the instruments used in this reshaping
of social norms, by studying the advertising material used by the various organizations
that worked on incorporating large chunks of the population into financial markets.

When legitimation processes are in place, in order to investigate their type one
must uncover the structural relations that the cultural institutions basing this
legitimation enclose. Spaces of non-legitimation may persist however, fomenting
processes of bottom-up transformations, since agency is not completely subjugated to
the structure. We believe that no matter how small it is, the agent preserves a degree of
autonomy. Processes of transformation start with a feeling of resistance, that may
develop into organized movements, which may or may not succeed in pursuing their

demands.

In sum, this subsection continued to analyse the lender-borrower asymmetries
by focusing on the vulnerabilities of the lender, this way analysing structural factors
conditioning demand for financial products. Based on an interdisciplinary framework
that draws on the financialization of the everyday life, SSA and consumption
literatures, it was argued that the emergence of the lender-borrower relationship is
underpinned by a set of cultural institutions. More specifically, those institutions refer
to consumption and financial norms anchored on inter-subjectivities that legitimize the
use of credit to materialize social consumption desires. These cultural institutions
enclose the interests of the dominant parts of various structural relations, therefore
subjecting the borrower to a Gramscian type of power. Some of these intersubjectivities
are prior to the emergence of the lender-borrower relation, providing the basis to the
“passive legitimation” of credit use. Spaces of non-legitimation are not static, but
vulnerable to interferences of the financial system (Seabrook, 2007; Watson, 2007).
When the financial system models pre-existing shared systems of beliefs to its favour,
we have a case of “active legitimation”. And finally, spaces of non-legitimation that

persist may become fields for the development of bottom-up reform movements.
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2.6 Towards a plan of action for financial inclusion evaluation studies

Most countries went through processes of Fl, given the pressure of powerful
international organizations, creating a need for studies that critically assess the degree and

nature of the financial involvement of the poor at a certain region.

Based on the literature reviewed, we conclude that a critical analysis must adopt a
relational view of poverty. In addition, we believe that the financialization approach
provides the richest framework for those critical investigations to unfold. Its broader scope
of analysis, if compared to the spatial approach, allows us to see from different
perspectives the power asymmetries in the lender-borrower relationship that emerges after

FI policies are implemented.

A critical assessment of FI initiatives, inspired by strands of the financialization
approach reviewed in the previous section, would necessarily involve two research steps,

which are followed in this thesis.

The first step is about having a precise understanding of the type of FI that took
place, setting out its policies, relevant actors, assessing the degree of financial integration
obtained and its main characteristics. The second step is to explore the asymmetries of
power in the lender-borrower relation, which can be done by focusing on two different
angles: on the power of the lender on the one hand, and on the weakness of the borrower
on the other. From these two angles, the following research questions and hypotheses are

derived:

RQ1. What are the structural factors underlying the supply of financial products

to low income populations?

H1. The relative importance of the provision of financial products to the poor
in the organization of the capitalist system affects the characteristics of that supply.
This way, the bigger the centrality of those products in the accumulation process, the
bigger the protection given by the state apparatus to the interests of lenders, which tends

to directly influence the nature of this supply in a way that adversely affects borrowers.
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RQ2. What are the structural factors underlying the demand of financial
products by low income populations?

H2. There are consumption and financial norms which legitimize the use of

credit to fulfil social consumption needs, stimulating its absorption.

H3. Instabilities in the agents’ insertion in the labour market and in their access
to welfare generates demand for credit to fulfil basic needs. In other words, there are
labour market instabilities that seriously compromise the level and regularity of the
income inflow along with weak welfare institutions that do not provide an appropriate

cushion against those uncertainties.

Subsequently, one is equipped with enough resources to produce an overall
assessment of the consequences of the increased financial involvement in people’s

lives, which lead us to RQ3:

RQ3. What are the implications of the factors identified in RQ2 in the financial

lives of low income populations?

H4. The structural factors identified by RQ2 interact, creating cycles of

indebtedness amongst low income households.

The next chapter explains the methodological strategies used to investigate the

research questions posed.



53

CHAPTER 3 : METHODOLOGY

3.1 Introduction

The previous chapters laid out the research questions that are being pursued by this
thesis and indicated their affiliations and antagonisms to the different strands of the
literature on financial inclusion. Here, we present the methodological strategies used to
investigate those questions along with its rationales. Our methodology is based on the
philosophy of Critical Realism. This approach to scientific enquiry advocates that the
ultimate purpose of science is the indentification of structural factors underlying empirical

regularities, along with the use of mixed methods for that task.

This way, the present chapter is structured as follows. Sections 3.2 and 3.3 are about
philosophical underpinnings, while sections 3.4 to 3.6 explore the technicalities of mixed
methods. Section 3.2 explains why our research proposal is grounded on the
epistemological and ontological assumptions of critical realism, and on its understanding
of causality. The following section shows how the mixed methods used to develop this
thesis are consistent with a critical realist approach. Section 3.4 depicts target population
and unit of analysis, while section 3.5 depicts the methods used in chapter 4. The following

sections explain the methods used in the core chapters (5, 6 and 7). Section 3.7 concludes.

3.2 The philosophy of Critical Realism

The starting point of critical realists is the debate of whether or not a reality exists
independent of human consciousness. For positivists, independent reality exists and is
directly observable. For social constructionists, human beings interpret and build their own

realities, which are conditioned by their socio-cultural environment. Critical realists (CR)
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argue that a real world exists independently of human capacity to grasp it. However, this

reality is not directly accessible through observation>. For Danermark et al (2001):

“The answer which critical realism provides us with is that there exists both an external

world independently of human consciousness and at the same time a dimension that

:Q%I)Udes our socially determined knowledge about reality” (Danermark et al, 2001, p.
Based on that understanding of reality, the CR social research focuses on two
ontological strata: the empirical and the real 16 (Sayer, 2000). The former contains
collectable data, or observable social facts, always "contaminated™ by the preconceptions
of the observer. The latter is a deeper dimension, which contains the mechanisms that
produce such events — in other words, an ontological interconnection exists. The purpose
of the scientific practice would then be to unravel this underlying dimension, since it is
inherently associated with observable facts. Epistemologically, the consequence is that all

knowledge is flawed and therefore subject to revisions.

Bhaskar (1998) explains in more detail how this philosophical school understands
causality. Located at the real layer are social structures, ultimately understood as
relationships. Human agency, for instance, observed at the empirical layer, is associated
with the underlying social structure by occupying positions in those relations. These
structural social relations possess emergent properties, defined as properties of the whole
that the parts do not have. They are called emergent properties because they emerge from
the relation between the parts — if these parts were organized differently, the properties
would not be the same. To exemplify this argument, the literature often resorts to examples
from the natural world. Water is a classic example - the properties of hydrogen and oxygen,
if taken in isolation, are very different from the properties of water. And different

molecular arrangements with the same elements form other substances that have properties

15 It is worth remembering that the idea of the existence of a reality that does not immediately present itself
to our senses and is only revealed after a long exercise of reflection has very old philosophical roots. It was
already present in the pre-socratic account of Parmenides and became popular with Plato’s cave myth
(Marcondes, 2007).

16 According to Bhaskar (1998), there are three ontological strata: the empirical, the actual and the real. The
empirical is composed by our experiences, while the actual is composed by events, that were experienced
by us or not. To Sayer (2000), social research in practice merges the empirical domain with the actual.
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which are different from those of water. These emergent properties trigger causal

mechanisms that act in the empirical world (Elder-Vass, 2012).

Every empirical event is necessarily caused by a set of multiple interacting causal
mechanisms. These mechanisms do not have a deterministic, but tendential nature -
wherever they exist, they exert a consistent influence on empirical reality. This means that
the fact that a certain set is in operation does not guarantee that the event in question will
happen. This is because this set is always subject to the action of countervailing forces that
might arise from contingent structural entities or even from agents. A contingent relation
is one that is not a pre-condition for an event to happen, but its interference is possible
(Easton, 2010). Agents for instance are also considered to have emergent properties. This
in practice means that a Weberian methodological individualism is rejected, as social
phenomena are too complex to be solely explained by individual behavior. At the same
time, it rejects Durkheim’s collectivism, where society is treated as a completely

autonomous entity to the individuals and endowed with full coercive powers over them.

The theory of human action proposed by Bhaskar, called transformational model

of social activity, is summarized by the author as follows:

“The model of the society/person connection I am proposing could be summarized as
follows: people do not create society. For it always pre-exists them and is a necessary
condition for their activity. Rather, society must be regarded as an ensemble of
structures, practices and conventions which individuals reproduce or transform, but
which would not exist unless they did so. Society does not exist independently of
human activity. But it is not the product of it.” (Bhaskar, 1998, p. 39)

To begin with, we have that society precedes individuals. We are all born in a pre-
established social context characterized by particular “structures, practices, and
conventions” that allow and constrain human action at the same time. This social context
is not determinist, as it only gives possibilities of action. The individual is left with two
options: the first is to act according to one of these possibilities, thus reproducing the social
context. After all, if it is true that structures, practices, and conventions allow and
constraint human action, it is also true that they also depend on human action to persist.
The second option for the agent is to act outside the set of possibilities determined by the

social setting. And by acting outside a predetermined set of possibilities agents are capable
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of transforming society. And the bottom-up influence that individuals exert on society

consists of this capacity.

As laid out in the previous chapters, our first research step is to obtain a picture of
the FI process that took place in Brazil, assessing policy design and the main characteristics
of the FI obtained. In other words, that means to map the financial behavior of low income
populations after the introduction of FI initiatives. Secondly and most importantly, to
investigate the structural asymmetries in the lender-borrower relationship that condition
that behavior in the Brazilian case. In a critical realist terminology, the first step obtains a
description of financial behavior (the type of involvement of the poor with the financial
system) located at the empirical level of reality. The second investigates the causality
mechanisms at work at the real layer. More specifically, it explores how the emergent
properties of the lender-borrower relation interact with the emergent properties of other
necessary structural relations'” in order to produce causal effects that underpin an

empirical reality in which the lender exerts power over the borrower.

3.3 The methodology of Critical Realism

In the natural sciences realm, the tool available to researchers to unravel causal
mechanisms is the conduction of experiments, classified by critical realists as artificial
closed systems®. A closed system exists when the mechanism underlying the phenomenon
being studied can be physically isolated. More precisely, Bhaskar (1998) defines two
prerequisites for the system to be closed: the object of analysis is not subject to variation,

and the relationship between the causal mechanisms and the environment is constant.

For the social sciences this tool is not available. Human beings, endowed with free

will, can always act differently in relation to previously adopted behaviours. In addition,

7 In this thesis, we mostly address class relations. Gender and race are marginally addressed in Chapter 7.
18 Once closed systems are not spontaneously found in nature.
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our actions affect the environment in which we operate in variegated ways. Hence, the two

requirements for the existence of a closed system are violated.

According to CR, as the performance of experiments is not available to social
scientists, and consequently neither are the modes of inference characteristic of
experiments (induction and deduction), the mode of inference available to social scientists
is the so-called retroduction. The latter is basically a move from the level of observation
and lived experiences to postulate about the mechanisms underlying the phenomenon of
interest (McEvoy and Richards, 2006). The process of retroduction involves a double
movement — one of abstraction, which is the theoretical isolation of mechanisms; and one
of synthesis, responsible for combining the mechanisms identified in order to explain
observable events (Brown, 2013). The process of retroduction is also iterative, as the
researcher starts with an empirical problem and general ideas about the mechanisms that
should be accounted for. As empirical evidence is collected, the researcher proceeds to
abstraction and synthesis, which are materialized in the form of loose hypothesis. As new
evidence emerges, the investigator ratifies or reviews the theory initially proposed, until
contradictory data ceases to emerge (Yeung, 1997). There is a constant back-and-forth
movement between data and mechanisms in order to evaluate the coherence of the

proposed theories.

Throughout the process of retroduction, multilevel, historical and inter-disciplinary
approaches are ideally required. Firstly, the realist ontological interconnection is
supportive to multilevel studies. Secondly, history assumes a fundamental role in
investigations about the social world. Causal mechanisms are conditioned by particular
historical contexts when producing observable events (Easton, 2010). Here we understand
a changing historical context as changing contingent relations that surround the core
through time. When looking at history, one is able to distinguish if the mechanisms have
been persistent or transitory. In the end, it is a matter of evaluating their stickiness at the
light of past trends in order to project accurate scenarios for the future (Lawson, 2006).
Thirdly, given the diverse nature of different mechanisms which are in constant interaction
with each other, a CR methodology encourages inter-disciplinarity. The complexities of

the social world are better apprehended when one is not confined to academic boundaries.
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When it comes to the nature of empirical data that feeds the process of retroduction
CR has been used by various authors as a foundation for the use of mixed methods
(Zachariadis et al, 2013; Modell, 2009; McEvoy and Richards, 2006). On the one hand,
even though regularities do not strictly occur in the social world, which is considered to
be an open system, an assumption commongly accepted is that they emerge eventually.
The so-called “demi-regularities” might be associated with particular structural
mechanisms which shape them. Quantitative methods play an important role in spotting
those empirically observable, temporary regularities in human behavior (Bache, 2003;
Downward and Mearman, 2002). On the other hand, qualitative methods help uncover
those mechanisms. Arguably, qualitative investigations are more likely to uncover new
evidence - processes or mechanisms only partially observable in quantitative data. In a
survey for example, the respondent is subject to the rigidity of a priori theoretical
assumptions, embedded in the pre-defined set of questions posed and available answers,
which restricts his capacity to contribute to the research with a new flow of information,

that in turn could have the power to perfect the initial assumptions.

Kaltenbrunner (2017) explains the complementary type of interaction between

qualitative and quantitative methods in a CR investigation as follows:

“This does not mean quantitative methods ‘validate’ qualitative results. Rather, in
line with CR ontology, they allow additional insights into the same structured and
layered reality (Downward and Mearman, 2007, 2002; Olsen and Morgan, 2005).
According to Downward and Mearman (2007), the aim is to construct a nexus of
mutually supportive claims of reality, without the presumption of being exhaustive,
in which the whole stands distinct from its parts.” (Kaltenbrunner, 2017, p. 6)

Next, we explain our choice of methods and how it fits into the CR framework.

3.4 Target population and unit of analysis

By defining our target population, we define more precisely the “low income
population” that the research questions refer to. Our target population is the urban precariat
of the Southeast region, which is the share of the precariat with greater access to credit in

Brazil. The asymmetries in the interregional credit distribution is an immediate
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consequence of the geographical concentration of development, very characteristic of the
Global South. It is also a vastly documented phenomenon, which is not part of our
analytical scope (Crocco et al, 2013; Sicsu and Crocco, 2003; Almeida and Junior, 2007;
Reichstul e Lima, 2006).

The term “precariat” increased its visibility with the work of Standing (2011). In a
nutshell, Standing understands it as a socio-economic group composed of people who lack
different forms of labour security. The nuances of this definition however have been
subject to a great deal of academic debate. Here we follow the version of Braga (2016),
which diverge from the one of Standing in three main points: definition, relation with the

proletariat and temporality (Mauricio, 2013).

Firstly, Braga uses the Marxist notion of relative surplus population as a reference
for his definition of precariat. The Marxist concept refers to a “floating” population,
composed of workers who are hired and fired frequently by companies. In other words,
they have very fluid, practically disposable employment ties; it also refers to a “latent”
population, mainly formed by rural workers waiting for an opportunity to settle in the city;
a “stagnant” population, composed of workers in underpaid and degrading positions; and
the “pauperized” population, formed by those incapable of work due to illness, disability
or age, in addition to those who are completely on the margins of the economic system,

such as beggars and individuals in extreme poverty contexts.

Braga excludes from his definition of precariat the pauperized population and the
portion of the floating population that has a certain level of professional qualification — to
better portrait the reality of developing economies. This last point represents an important
counterpoint to the concept of Standing, which does not equate the precarious with
working poor. For the British author, in contemporary capitalism there is a large number
of skilled workers who although earn higher wages when employed, are part of the
precariat. This is because they are subject to severe professional instability, which paves
the way for the loss of professional identity and for the weakening of community ties; and

the severe state lack of protection. In short, their existence is marked by uncertainty.



60

Secondly, Standing understands that the proletariat and the precariat are different
things. He associates the former with the “standard" Fordist worker of the golden age in
advanced economies - the worker with professional stability, fixed working hours,
protected by strong syndicalism and robust welfare institutions. These conditions were a
result of an insertion in a political context where the bargaining power of workers was
strengthened (Mauricio, 2013). This individual contrasts radically with the precarious
worker of the neoliberal era, which explains Standing's notion that the precariat is a new
class. Thus, the condition of the precariat is understood as something that emerges outside

the Fordist wage relation.

Braga, who comes from a more Marxist tradition, understands the precariat as part
of the proletariat - is the precarious proletarian. For him, the condition of precariousness
is intrinsic to the wage relation. In the context of developed countries, Braga recalls that
the "standard” worker of Standing did not correspond to the totality of the working class.
Generally speaking, the working conditions of female, black, young and immigrants at the
time were very different. Moreover, a peripheral Fordism emerged in the context of
developing economies, where productivity gains were not redistributed to workers and the

condition of precariousness has always existed.

Braga, in understanding the precariat as part of the proletariat, and in being mainly
interested in the application of the concept to the reality of the developing world - Brazil
in particular — starts his analysis from the 1950s. It is a very different temporality than that
of Standing, who, in understanding the emergence of the precariat as a post-Fordist

phenomenon, starts his analysis from the 1980s.

After having defined our target population, using for that the concept of precariat,
we move on to the unit of analysis. Both the individual and the household are units
commonly used in the study of financial behavior of a given population. There are
arguments that support the use of both units as on the one hand, the decisions of
consumption and of how to finance them are strongly influenced by household dynamics.
On the other hand, the contracts to be signed are ultimately individual. Chapter 6 maps

shared subjectivities that underlie consumption and financial norms, and subjectivities
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manifest themselves by definition at the individual level. And in chapter 7, we opted for
the construction of a model in which the analysis of the individual largely coincides with
that of the household, but leaves open the possibility of a complexification that
incorporates the analysis of intra-household dynamics. For this, we adopted as premise a
household that has only one economically active individual, who centralizes the

management of the budget.

Finally, to identify individuals belonging to the precariat we need to establish a
criterion of practical demarcation. Although we strongly agree with Bourdieu's idea that
the issue of class delimitation goes way beyond the financial scope, encompassing many
other important variables (Bourdieu, 1984), the strong limitation of the available data
forced us to use the income proxy as the criterion of demarcation. Whenever the
manipulation of data was possible, we adopted as criterion individuals with household per
capita income of up to 1 minimum wage per month (excluding the pauperized population),
following the one commonly used in publications of IBGE and the Ministry of Social
Development (MDS, 2005; IBGE, 2007)

3.5 Obtaining a description of financial behaviour

As stated previously, the first stage of this research assesses policy design and
results, which allows for the identification of the financial products that are widely used
in low income segments of the population, and its characteristics. In CR terms, this stage
aims at identifying demi-regularities of behavior manifested at the empirical layer of
reality, and for that descriptive statistics are used. This evaluation is found in Chapter 4,
which provides the basis for the main analysis that investigates the structural conditioning

of the prevailing financial behavior identified.

The main difficulty encountered at this stage was the unavailability of recent and
untabulated data. Regarding data collected from the demand side of financial services, the
only database produced by IBGE that includes in its scope the financial behavior of the

population is outdated and covers a very limited number of variables. The latest available



62

version of the Brazilian Research on Family Budgets (POF) is the 2009 survey. A new
POF that was originally scheduled to be released in 2016 was postponed due to a lack of
resources at the Institute, which was affected by the current Brazilian economic crisis. In
addition, the 2009 version did not even address the possession of a current account by
respondents, and questions about participation in credit markets did not investigate
informal sources. Thus, quantitative studies of a national scope on financial exclusion
resorted to primary research to overcome such an obstacle (Crocco et al, 2013), such as
those carried out by the World Bank (World Bank, 2014a) and FGV (Gonzalez et al,
2013). FGV did not release the microdata, whilst the microdata released by the World

Bank does not have important variables, such as the income of respondents®®.

Regarding data collected from suppliers of financial services, as recalled by
Crocco et al (2013), information about credit denials and differential costs of services per
customer are impossible to obtain through financial reports of financial institutions.
Starting in 2014 however, the Central Bank of Brazil launched an effort to improve data
on FI in the country, through a project that aimed at making different existing databases
compatible and at disseminating indicators divided by income strata, produced from this
unified base. These indicators began to be published in the 2015 Financial Inclusion
Report and included the volume and categories of credit available to clients of different
income levels (Central Bank, 2015). Two previous reports were produced in 2010 and
2011, in which the data divided according to income categories were very scarce (Central
Bank, 2010, 2011). The Central Bank does not release the correspondent microdata, so
the indicators used in chapter 4 were taken from the report. Therefore, chapter 4 shows a
compilation of indicators drawn from various sources (IBGE, FGV, WB and Central
Bank).

3.6 Unveiling the structural origins of observable phenomena

1% The database has a secondary variable, that identifies respondents which are among the 40% poorest.
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3.6.1 Methods used to investigate structural conditioners of financial inclusion in Brazil
Chapter 4 concludes that the financial behavior among low income populations is
strongly characterized by the consumption of high cost consumer credit and bank
accounts. Given the importance of credit use in the management of the household budget,
this thesis mainly focus on that financial product. The second and main part of this

research seeks to investigate the structural conditioners of consumer credit use.

In CR terms, the aim is to unveil the interacting emergent properties of core
structural relations that underlie that “empirical financial reality”, stemming from both the
supply and demand of consumer credit. In our particular case, we explore how the
emergent properties of the lender-borrower relation interact with the emergent properties
of other core relations, which are “locked up” in the institutional environment, in order to
produce various causal mechanisms. Those mechanisms condition an empirical reality in

which the lender exerts power over the borrower.

Each hypothesis posed in the introduction can be interpreted as a particular
mechanism under investigation — except hypothesis number 4, which investigates the
interaction of previously identified mechanisms and its effect on the conditioning of the
empirical reality. With hypotheses 1 to 3 we are “abstracting” mechanisms, or in other
words, we are isolating them theoretically, whilst in practice they are interrelated.
Hypothesis 4 in turn represents a “synthesizing” effort, which seeks to explain how the
mechanisms are interrelated. The synthesizing effort is also present at the conclusion
chapter, allowing for an assessment of the nature of those structural asymmetries in the

case of Brazil, and therefore the usefulness of FI as an anti-poverty policy in that context.

The first hypothesis relates to the investigation of a causal mechanism underlying
credit supply to the poor. Chapter 5 explores, using a historical approach, the (possible)
changing role of that product in the organization of the capitalists system — the more
central this role becomes, the bigger is the power of the lender, which strongly affects the
characteristics of supply. As previously stated, according to a CR methodology, a
historical analysis allows us to evaluate the persistence of a mechanism trough time. The
robustness of its historical roots is an important indicator of the relevance of that

mechanism in producing the observable empirical phenomena being studied.
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The existent literature on the subject is extremely fragmented. On the one hand,
many academic papers and government and business reports on consumer credit in Brazil
throughout the 20™ century have been undertaken; on the other, contemporary authors
have explored the credit boom of the 2000s, but without digging into the historical roots
of this topic. The principal reason for this neglect is that most of these earlier sources have
not been digitalized. Thus, our access to these publications required regular visits to the
National Library of Rio de Janeiro. The connection of those fragmentary secondary
sources, linking past practices with contemporary studies (including our own), was the

methodological base for the analysis developed in Chapter 5.

In chapter 6 we place the analytical lenses on the structural mechanisms shaping
demand for financial products. The mechanisms under investigation are the different ways
in which this demand is shaped by possible vulnerabilities that are originated within labour
market, welfare and cultural institutions. For that investigation, qualitative methods are
employed. Chapter 7 in turn makes use of quantitative methods to show how the
mechanisms abstracted in chapter 6 interact in order to produce indebtedness cycles at the

empirical level.

An extensive literature maps the different strategies that can be used to integrate
qualitative and quantitative methods (Creswell and Clark, 2007). The most basic strategies
present in all these studies are triangulation, complementarity and combination20, A
traditional triangulation design involves the cross validation of data through different
sources. For example, a study that compares and contrasts qualitative and quantitative data
to assess the same research question is making use of triangulation. A complementary
design for instance would use different methods to assess different research questions and
the result tends to be a report with two clearly differentiated parts. It is the lowest degree
of methodological interaction, because there is a great level of independence between the
methods. The strategy of combination also has a complementary nature, but there is a
bigger interdependence between the methods. Sanchez-Gémez and Garcia (2018) define

it as:

20 Although they might appear with different nomenclatures.
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“Combination additionally integrates one method into another, with the intention of
strengthening the conclusions generated by the method considered to be the main one.
It is not based, therefore, on the independence of methods so much as it is on their
complementing of one another” (Sanchez-GOmez and Garcia, 2018, p. 345).

As stated in section 3.3, the CR rationale accommodates the use of designs with a
complementary nature, that gather different insights into the same layered reality. Here

the combination strategy is used, as chapter 7 starts from the results of chapter 6.

Combination is sometimes called the embedded or nested design (Caracelli and
Greene, 1997), as in this case one type of data is embedded in a methodology framed by
other type of data. Naturally, this strategy can be of two types, that Creswell and Clark
(1997) calls embedded experimental designs and embedded phenomenology designs,
depending on which type of data plays the main and the supplemental role within the
overall design. We use an embedded phenomenology design, in which qualitative data

assumes the main role.

Chapter 6 abstracts the structural determinants of consumer credit demand using
in-depth interview analysis. The use of qualitative methodology was the chosen path for
the following reasons: because the perceptions of participants are key to studies that
surpass the sphere of ‘what people do’ to ‘why they do what they do’; because perceptions
can’t be fairly summarized on a single rating scale at one point in time without
informational losses (Patton, 2002); because the rigidity of pre-defined response
categories of quantitative investigations hinder the identification of the various structural
conditioners of existent subjectivities, in contrast to the open-ended character of
qualitative enquiries (which also explains the primary role attributed to the qualitative
investigation). More technical detail on the interviews performed is given on the next

section.

Chapter 7 in turn addresses the articulation of the mechanisms identified in Chapter
6 in producing debt cycles — which have a relatively straightforward quantifiable nature.

Descriptive statistics of various sources are used, such as the Central Bank, registries of
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defaulters and PNAD. Data from PNAD?21 is also the base for the calculus of logistics

regressions that assess the role of employment shocks in the cycle.

3.6.2 The qualitative enquiry

All interviewees, except for one, were residents of Complexo da Penha, a region
of slums located in the northern part of Rio de Janeiro. The other interviewee was a
resident of a nearby region — the Complexo do Alem&o. Residents of poor regions of the
city were chosen in order to facilitate the selection of participants who were in accordance
with the pre-established income criterion, since income is a variable of difficult

investigation.

The sample

In total, 25 people were interviewed, among which 14 women and 11 men. One of
the interviews had a distinct nature from the others - it was done with the president of a
local NGO. For him, we asked questions related to his perception of the behavior of
residents and about the functioning of the community in general, instead of questions

related to how he managed his personal finances.

The number of interviews to be performed was not rigorously predefined. In CR
tradition, theoretical presuppositions are always confronted with empirical evidence, and
the theory has the role of guiding sampling. Since the models produced are always flawed
due to the inherent unreliability of all knowledge, the moment to stop is dictated by the

point of resources’ exhaustion - time and material (Emmel, 2013; Maxwell, 2012).

Regarding sampling strategies, qualitative research in general uses purposeful
sampling, an approach which involves selecting units of analysis because they are richly
informative about the phenomenon under investigation. To this end, various strategies may
be adopted. Patton (2002) lists a few of them, which is an interesting guide to fieldwork,
and the author warns that a mix of different practices is highly recommended. We selected

two of these practices to be used in this research - maximum variation and snowballing.

21 PNAD, or National survey by sample of households, collects annual information on demographic and
socioeconomic characteristics of the population. The survey is produced by IBGE.
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The former seeks to represent various subgroups in the sample, and the selection may be
guided by various factors such as gender, age, educational level, among others. The latter
is a strategy for recruiting participants, in which existing research units recruit future

subjects from among their acquaintance.

With the maximum variation strategy, we seek to gather the experiences of
different individuals with the financial sector. Table 3.1 below summarizes the profile of
participants. In addition, snowballing is particularly compatible with studies in Brazilian
slums because it is a territoriality characterized by strong primary bonds of socialization
(Abramo, 2013). In order to get to these participants, we firstly contacted a religious leader
of a local church, who played the role of the gatekeeper — the person who makes the
connection between the researcher and potential respondents. The gatekeeper indicated the

first interviewees, who recommended other people and so on.

Table 3.1 Participants’ profiles.

Interview Participant* Gender Age Occupation Education Marital status
Secondary, )
1 Amanda F 32 Cleaner ) Single
incomplete
. Bia F 36 Housewife Secondary, complete  Married

Bernardo M 37 Security guard  Secondary, complete ~ Married

Telemarketing

3 Cris F 20 operator Secondary, complete Single
Carolina F 24 Student Secondary, complete Single
4 Danilo M 34 Unemployed Primary, incomplete Single
Esther F 67 Retiree Primary, complete Married
6 Fabio M 50 Freelancer Primary, complete Married
Geruza F 80 Retiree Primary, incomplete Widow
! Gisele F 56  Nursing assistant Secondary, complete  Divorced
Henrique M 52 Retiree Third, complete Single
S Hugo M 49 Freelancer Secondary, complete Single
Ingrid F 35 Seller Secondary, complete  Married
? lan M 34 Unemployed Primary, complete Married
10 Jodo M 35 Student Secondary, complete Single
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Janete F 61 Unemployed Primary, incomplete Single
Leandro M 55 Freelancer Primary, complete Single
11 Micro )
Leonardo M 41 Secondary, complete  Married
entrepreneur
1 Maria F 41 Freelancer Secondary, complete  Divorced
Mariana F 30 Housewife Primary, incomplete Single
Community ] )
13 Nestor M 63 Third, complete Married
leader
Child protection o )
Pedro M 35 Third, incomplete Single
counselor
14 Patricia F 40  Nursing assistant Third, complete Single
Paula F 55 Retiree Secondary, complete  Divorced
Paloma F 43  Business assistant Third, complete Married

* Pseudonyms were used here, to protect anonymity of participants.

The Interviews

The structure of the questionnaire was inspired by Pawson (1996), containing a
semi-structured and a structured part. According to the framework of CR, the former part
is necessary for giving greater flexibility to the conversation, thus allowing for causal
mechanisms initially overlooked by the researcher to emerge. But unlike grounded theory,
the realist researcher comes to the field carrying theoretical assumptions derived from past
studies. When the structured section, based on this prior knowledge, is put to participants,
they interact with that material, offering us their point of view towards it. In practice, this
part was designed in the form of statements, and respondents were asked to agree or

disagree with them and the reasons for it.

Individuals who were pre-selected with the help of the gatekeeper were firstly
contacted by phone or text message, and from then a meeting was arranged. On the
appointed day, before the beginning of the work, the researcher informed them with
greater detail about what the interview process was going to be like, and they received
information sheets. After verbal consent the interview was initiated - this strategy was

chosen because the participants were residents of risky areas, with an active presence of
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drug trafficking, and the formality that emanates from a written consent could lead to a

feeling of distrust regarding the real nature of the research.

13 interviews were carried out between July and August 2017, each one lasting on
average 40 minutes. 5 of them were one-to-one, and the others were performed in pairs.
This round of interviews was the basis for the generation of initial results. Then, one focus
group was performed in March 2018, which lasted approximately one hour. The aim of
the focus group was to ratify (or reject) that initial assessment, and therefore some
questions of the original questionnaire were prioritized, which narrowed down the

interview.

Similar to what happened with Highet (2003), the emergence of the paired
interview as the predominant method occurred naturally. Whenever participants could
choose between a paired or an individual interview, the former was the option preferred.
Participants who were interviewed individually did not have that option, due to the

specific circumstances of the day.

As the interviews unfolded, a differential of the paired interview stood out - a
factor that is frequently pointed out in the literature as an advantage of the method. During
that type of interaction, the idea is to create a dynamic environment in which participants
interact with each other, which has two effects: the flow of the conversation gets more
natural, given that the amount of gaps tend to be reduced (Evens and Houssart, 2007); and
if participants know each other well, that creates a safer environment, compared to a
situation when the interviewee is alone with the researcher (Amos et al, 2003). This way,
they tend to feel more comfortable to share more personal information — as the state of

their finances for instance.

Paired interviews also offer practical advantages, such as the rationalization of the
amount of data produced; and the ease of transcription compared to focus groups. For the
latter, it is common for several participants to speak at the same time, and if the interviews
are audio taped, it is common for the transcriptionist to have some difficulty in

distinguishing between the voices of participants.
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Naturally, as any method, paired interviews also have their weaknesses, among
which we highlight the leading participant issue, which is a problem shared with focus
groups. In these cases, one participant tends to dominate the flow of the conversation,
while the other remains relatively quieter and/or tends to always agree with the leading
interviewee, not engaging critically. But in the interview care was taken to counteract this
bias. Once the issue was perceived, the interviewer addressed the quieter participant more
actively, stimulating his/her engagement in the debate.

Organization and classification of interview results

The interviews were tape recorded and then transcribed. The written material
produced was manually coded. The categories created were evaluated according to their
internal homogeneity, which attests the similarity of the data under the same classification,
and according to their external heterogeneity, which assesses the differences between
categories. Both evaluations should be combined in order to ensure that there is no overlap

between the categories constructed (Patton, 2002).

3.7 Conclusion

In sum, this chapter explained why a CR perspective was used to frame the
research questions posed in this thesis and how the CR approach informs our choice of
methods. In particular, a methodological mix that makes use of historical and qualitative
approaches, distant acquaintances of many economists, can be subject to critiques of
various kinds. But CR challenges the supremacy of quantitative analyses by ratifying its
importance, but also exposing its limitations. The redefinition of the role of quantitative
methods in social sciences paves the way for methodological variety to be a standard,
instead of an outlier research practice. In the next chapter, we start our analysis about FI

policies in Brazil.



71

CHAPTER 4 : FINANCIAL INCLUSION POLICIES IN BRAZIL

4.1 Introduction

Chapter 2 argued that a critical assessment of Fl initiatives in a particular context
must necessarily investigate the structural determinants of the power asymmetries in the
emergent lender-borrower relationship. But the building on this assessment requires a
previous step: one of understanding the type of FI process that took place, regarding policy
objectives, regulations, policy actors and outcomes. This allows for the analysis to focus
on the main financial products — the ones that reached a significant portion of low income

populations. This research step is developed in the current chapter.

As discussed in chapters 1 and 2, policy measures aimed at enhancing the
economic welfare of socially excluded individuals by encouraging their participation in
the formal banking system had been undertaken outside of Brazil long before the
beginning of the Lula government in 2003. The political advocacy for FI under the
auspices of the most important international organizations flourished throughout the
1990’s, reaching a peak in the 2000’s. The focus on the promotion of microcredit,
understood as the supply of small amounts of credit to micro-entrepreneurs, gradually
widened. The promotion of microfinance became the new policy paradigm. The new goal
was to ensure that an enlarged base of the population had access to a wide range of

financial products.

The Brazilian case also follows that timeline. Microcredit policies started to be
implemented in the second half ofthe 1990’s, during the presidential mandate of Fernando
Henrique Cardoso, who stayed in power between 1995 and 2002. Paixao (2017) highlights
the role of BNDES which in 1996 launched the Popular Productive Credit Program and
the Institutional Development Program. Together, these programs aimed at creating what
the development bank called a “microfinance industry” in the country (Goldmark et al,

2000). Other measures highlighted by Paixdo (2017) had a regional reach, such as the



72

creation of the Banco do Povo Paulista?? in 1998 and the creation of a microfinance

division at the Banco do Nordeste in that same year.

During president Lula’s government, between 2003 and 2010, we clearly see a
commitment to expand microcredit in Brazil, and moreover, to expand access to various
financial products. In other words, we see the consolidation of the microfinance paradigm,
which made this an “era of financial inclusion” in the country, justifying the focus of this

chapter on this period.

Regarding credit specifically, there is a consensus in the literature that from 2003
an expansive credit cycle took place in Brazil®}(Coelho et al. 2012; Lavinas, 2015; Paula
and Leal, 2006; Shicca et al. 2012). In general lines, this new phase was essentially
characterized by three important features: the large increase in the volume of credit to the
private sector; the recomposition of these funds, which started to turn towards individuals,
in the form of housing credit and other categories of credit to individuals; and both public

and private institutions actively participated on the credit boom.

22 The “Bank of the Paulista People” is the microcredit program developed by the state government of So
Paulo.

ZBThis expansive credit cycle is an important feature of the consolidation of the neoliberal SSA in the
country — which is explained in details in Chapter 5.
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Figure 4.1 Total credit to the private sector. R$ (million). Deflated series (IGP-DI, aug
2014=100). January 1991 — August 2014.
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Figure 4.2 Total credit to the private sector, by categories. R$ (million). Deflated series
(IGP-DI, Aug 2014=100). June 1988 — August 2014.
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In the table above we can see that with the deceleration of GDP growth from 2011,
credit to individuals (excluding housing credit) also slowed down and started to grow at
decreasing rates - but it remained at a much higher level than in the previous decade.
Housing credit, however, showed no signs of a slowdown until August 2014. According
to the Central Bank (2015), it represented almost %5 of the credit provided by the National
Financial System in 2014, having registered a growth of 229% between 2010 and 2014.

There is evidence that low income clients participated in the credit expansion
process. Serasa Experian estimates show the huge increase in credit demand coming from
the lowest income category (92.9%), for the period in question. The second largest increase
(55%) comes from the second lowest income category. It is important to highlight that the

figures below are based on credit requests that were met by financial institutions:

Table 4.1 Variation of credit demand by individuals, by income categories (%). January

2007 — October 2014.

Income categories*  Variation
Upto R$ 500 92.9%
R$500to R$1.000  55.0%
R$ 1.000 to R$ 2.000  40.8%

R$ 2.000 to R$ 5.000 43.2%
R$ 5.000 to R$

10.000 41.2%
above R$ 10.000 45.8%
Total 50.0%

Source: Serasa Experian. *Based on individual, instead of household income.

This chapter deepens this analysis, providing an overview of the microfinance
policy objectives — how they were pursued and practical results. It maps what we consider
to be the main objectives of the policies implemented in this period, which were: to
mobilize the financial system to provide free bank accounts; housing credit; consumer
credit via credit categories that were not exclusive to low income clients; and low value

credit that could serve production or consumption purposes of low income clients.

This analysis demonstrates that the era of FI in Brazil largely involved increased
access to high cost consumer credit and bank accounts. In other words, there was a process

of inclusion of marginalized clients by mainstream financial institutions — but a type of
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inclusion that was very different from the one originally designed by policy makers.
Because of its central role in the management of the household budget, the rest of this
thesis mainly focuses on the analysis of consumer credit. The following chapters argue
that these “unwanted” policy results are a result of the promotion of FI in a context marked

by extreme power asymmetries in the lender-borrower relationship.

4.2 Objective 1 — promoting access to free bank accounts

Three pieces of legislation enacted during Lula’s government, directly and
indirectly, aimed at boosting access to free bank accounts in the country. First, before
direct measures were put in place, it was necessary to give geographical scope to the
system of provision. The Central Bank Resolution number 3110, dated of July 31 2003,
set the rules for branchless banking in the country, which is the delivery of financial
services outside the traditional environment of branches. In these cases, commercial
institutions, such as pharmacies, supermarkets and local shops, work as mini-branches, in
that they were authorized to work as intermediaries between financial institutions and final
clients. It was an important measure to tackle geographical exclusion in a country of
continental dimensions, because it significantly reduced the cost to banks of supplying

financial services in remote areas.

Second, Central Bank Resolution number 3211, dated June 30 2004, regulated the
so-called simplified current accounts, intended for individuals who did not possess any
other account. Amongst the characteristics that distinguish these accounts from the
traditional ones, we can mention: the opening requirements are simpler, requiring only the
identity card and social security number; there is a limitation in terms of the balance that
can be kept in the account?* (Barone and Sader, 2008); and it is prohibited to charge fees

to open and maintain the account.

Third, four years later Central Bank Resolution n. 3.518/2007 was promulgated.
In force since April 30 2008, this resolution determined that financial institutions had to

offer a package of free services called “essential services” to clients. Among the services

24 In 20186, it was R$3000.
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included there are: 4 monthly withdrawals, 2 bank statements, 10 check leaves, 2 transfers
between accounts of the same institution and unlimited online consultations. While
simplified accounts have an increased focus on low income clients, the essential services
package reaches all consumers who do not use their accounts much during the month, as
it does not require non-ownership of another account and does not impose balance

limitations.

Some studies indicate the practical results of the legislation in question (World
Bank, 2014b; World Bank, 2015; Lavinas, 2015, Gonzalez et. al, 2014). Using a stratified
sample of 1007 people in Brazil, the World Bank estimated in 2014 that 68% of the
population had a bank account, a figure which was considerably higher than the Latin
America and Caribbean average of 51.4%. As shown in Table 4.2, when we filter for the
poorest 40%, the rates drop to 58.5% and 41.2% for Brazil and Latin America/Carribbean,
respectively? (World Bank, 2014b).

Table 4.2 Adults with an account (%), age 15+. Brazil and Latin America & Caribbean.

Latin America

0 .

Account (%) Brazil and Caribbean
All adults 68,10% 51,40%
Adults, poorest 40% 58,50% 41,20%

Source: World Bank (2014b)

Still focusing on the poorest 40%, the Brazilian banking rate is not very far from

that of developed countries, as illustrated below:

% The margin of error is 3.5 percentage points and a 95% confidence level is considered.
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Figure 4.3 Adults with an account in the world (%). 2014.

Comments:
Indicator: Account at a financial institution, income, poorest 40% (% ages 15+) [ts]

Year: 2014
No Data . 0-129 129-269 26.9-55.9 559-839 83.9-100
@ 2015 The World Bank, All Rights Reserved.

Source: World Bank (2015)

Central Bank estimates show the percentage of account holders according to social
class, for the years of 2005, 2007 and 2010. In 2010, 29% of the members of classes D
and E had a bank account. Even tough the Central Bank figures are somewhat outdated,

they are important as they indicate a positive trend in the number of account holders over

time.
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Figure 4.4 Accounts by social classes (%). 2005, 2007 and 2010.
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measured in minimum wages: class A, above 10 m.w.; class B, from 5 to 10 m.w.; class C, from 3 to 5 m.w.;
class D, from 2 to 3 m.w.; class E up to 2 m.w.

The indicators presented so far show positive trends regarding access to bank
accounts in the country. However, they do not distinguish between the types of accounts
provided. A study produced by the Getulio Vargas Foundation (FGV) (Gonzalez et al,
2014) with 3.000 people across the country provides evidence of the very low penetration
of simplified accounts, both in the general indicator and in the one that separates the
extreme quintiles of income?. As can be seen in Figure 4.6, amongst the poorest

respondents only 6% had simplified accounts.

% the essential services package was not mentioned.
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Figure 4.5. Ownership of accounts, by type of account (%). 2013.
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Figure 4.6 Ownership of accounts, by type of account and income quintiles (%). 2013.
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The studies that try to assess the barriers to the dissemination of basic banking are
scarce. An investigation performed by the Institute of Consumer Defense (IDEC) between
May and June 2015 evaluated the provision of free accounts by 6 financial institutions.
The result was that only three offered the service. And Banco do Brasil, which in principle
offered the service, denied access to it to the researcher who requested it (IDEC, 2015).

This situation is aggravated by the fact that bank employees have a financial disincentive
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regarding the opening of basic accounts, which are not profitable and therefore do not
contribute to the achievement of the targets that set their remuneration. The lack of proper
advertisement is another supply barrier that was already mentioned. Although the Central
Bank determines the disclosure of bank fees in visible places in branches, the norm is little

or no advertising related to basic banking services.

In sum, on the one hand the figures analysed show a positive evolution of access
to bank accounts by low-income groups over time. But the studies that distinguish between
the types of accounts provided suggest the existence of important barriers to the
dissemination of free-of-charge accounts.

4.3 Objective 2 — promoting access to housing credit

Figure 4.1, showed at the introduction of this chapter, suggests that low income
clients participated on the credit expansion process. But the table has nothing to say about
the type of financial products that low income clients use. In this sense, the IMF

estimations below, based on POF’s microdata, can give us a hint:

Table 4.3 Lending penetration (financial and other forms of lending, %). 2003 and 2009.

2009
Percentile 5 10 25 50 75 90 95 Total
Mortgage* 09 09 13 19 36 61 74 33
Mortgage® 05 04 08 11 18 26 29 18
Creditcard holder® 48 6,3 10,6 17,5 28,8 44,2 64,4 26,8
Cheque especial holder 12 14 20 42 116 283 57,6 144
Loan (financial)* 27 46 82 13,1 18,0 23,3 27,1 15,6
Loan (some form of loan)® 49,4 526 60,7 68,1 759 79,8 78,9 69,8

2003
Mortgage* 07 09 16 30 48 78 99 44
Creditcard holder® 19 33 45 86 19,7 36,6 59,9 195
Cheque especial holder 07 07 09 25 96 303 619 14,0
Loan (financial)* 16 24 36 6,1 11,8 20,0 235 10,6

Loan (some form of loan)® 29,2 36,1 41,9 50,3 58,0 60,8 59,9 515

Souce: Garcia-Escribano et al (2012). 1. Home ownership and not yet fully paid; 2. Reporting housing
payments and acquisition “a prazo”; 3. Credit card holder but not necessarily with credit card expenses; 4.
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Reporting loan payments; 5.Reporting buying durables during 2006-09 with acquisition “a prazo”; 6.
Reporting buying durables during 2003-05 with acquisition “a prazo”.

Table 4.3 breaks down lending according to type and across different percentile of
the income distribution. If we look at the data above, the very low penetration of
mortgages, especially in the poorest 50%, is striking. For this group, the numbers remain
stable between 2003 and 2009. In the other percentiles a very slight increase is observed,

which is in accordance with graph 4.5.

It was known that the Brazilian financial system had always been unable to provide
minimally necessary amounts of long-term credit, which are vital to any development
effort (Camargo, 2009). Housing credit was especially problematic - just to give an idea,
in 2007 the volume of housing loans in Brazil corresponded to 1.8% of GDP, while in the
USA this proportion was 100.3% (Guimaraes, 2016). In a scenario where the amount of
housing credit supplied is generally insufficient, the task of granting housing credit to low
income segments of the population requires intense direct government action - which was
what happened. Launched in 2009, the social program Minha Casa, Minha Vida mobilized
public resources for the provision of credit lines at low interest rates to low-income
families that do not own a home and never used federal housing benefits. It also provides
subsidies that, depending on the income of the applicant, can amount to 90% (Ferraz,
2011). Caixa Econémica Federal®’ was chosen to be the management unit, but in 2011 the
Central Bank regulated the participation of private banks in the management of these

resources. However, they still remain heavily concentrated in CEF.

As we saw in Graph 4.2, an acceleration in mortgage lending from 2009 is apparent.
According to the table below, which shows the volume of housing credit according to
income, at the end of 2014, 27% of the total volume of housing credit offered in the market
was in the hands of clients whose monthly household income did not exceed 3 minimum

wages?.

27 One of the biggest Brazilian public banks.

23ocial classes in Brazil are commonly demarcated in terms of monthly income earned by the individual
or by all members of the household. And this monthly income is presented having the value of the current
minimum wage as a reference. In 2014, the minimum wage was R$725 per month (or around £190,
considering the exchange rate in force in June 2014)
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Table 4.4 Volume of housing credit by income strata (%). 2012, 2013 and 2014.

Dec/12 Dec/13 Dec/14

No income 0 0 0
Upto 3 mw 26 25 27
3-5 mw 16 15 14
5-10 mw 21 20 21
> 10 mw 37 40 38
Total 100 100 100

Source: Central Bank (2015). mw = minimum wage

By 2014 the ratio of housing credit to GDP had risen to 8.8%, a large part of this
expansion being attributed to Minha Casa, Minha Vida - a significant growth, however
falling well short of what would be necessary to eliminate the Brazilian housing deficit
(Ferraz, 2011).

4.4 Objective 3 — promoting access to consumer credit

Disaggregating the volume of credit granted to individuals (excluding housing
credit) into different products reveals sustained growth in three categories of credit -
consignado, credit card and non-consignado. Consignado is a type of credit that boomed
during Lula’s administration, in which due payments are directly discounted from the

payroll.
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Figure 4.7 Balance of credit portfolio with free resources - Individuals - by categories.
Deflated (IGP-DI, ago 2014=100). March 2007 — October 2014.
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Claimants of consignado are formal workers and pensioners of the National
Institute of Social Security (INSS) — which makes it very difficult for the poor to access,
given the high informality rate in the Brazilian labor market. Consignado credit for
pensioners was regulated in 2003, through federal Law number 10.820. Since the default
risk is practically zero, in this case the interest rates are substantially lower, which is one
of the main explanatory factors for the growing popularity of the category. Lower interest
rates have even led many clients to take consignado as a strategy to escape from more
expensive credit lines. In order to prevent excessive use of the product, the value of the
installments cannot exceed 30% of the monthly wage of the client. As shown in Table 4.5,

despite barriers, the biggest volume of consignado credit goes to clients who earn up to 3
minimum wages:

Table 4.5 Volume of consignado credit by income strata (%). 2012, 2013 and 2014.

Dec/12 Dec/13 Dec/14

No income 2 2 1
Upto 3 mw 35 35 36

3-5 mw 19 18 17
5-10 mw 22 23 23
> 10 mw 22 22 22

Total 100 100 100
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Source: Central Bank of Brazil (2015)

Regarding non-consignado credit, although clients whose household income does
not exceed 3 minimum wages do not hold the highest volume, the category appears in

second place, only losing to the richest. This is apparent in Table 4.6 below.

Table 4.6 Volume of non-consignado credit by income strata (%). 2012, 2013 and 2014.

Dec/12 Dec/13 Dec/14

No income 1 1 0
Upto 3 mw 22 23 24
3-5 mw 14 13 14
5-10 mw 22 21 21
> 10 mw 41 42 41
Total 100 100 100

Source: Central Bank of Brazil (2015)

If we briefly return to table 4.3, we see that amongst the poorest 50% households,
68.1% reported buying durable goods in instalments in 2009. Furthermore, the proportion
of these households which owned a credit card in 2009 was 17.5% - more than double of
the proportion registered in 2003. Over the years, credit cards became the main instrument
of consumer credit, as they partially replaced the traditional carnés de crediario?® (CNC,
2013). At the end of 2014, clients with a household income of up to 3 minimum wages led

in terms of the credit volume granted via credit cards. This can is shown in Table 4.7.

Table 4.7 Volume of credit card- based credit by type of credit and income strata (%).
Month of reference: December. 2012, 2013 and 2014.

Installment credit Revolving credit Traditional credit

12 13 14 12 13 14 12 13 14

No income 2 1 1 3 2 2 4 2 1
Upto 3 mw 40 39 45 39 38 43 28 29 33
3-5 mw 17 17 16 17 17 16 14 14 14
5-10 mw 20 20 19 20 20 20 20 20 19
> 10 mw 21 23 20 21 22 19 33 34 33

Total 100 100 100 100 100 100 100 100 100
Source: Central Bank of Brazil (2015)

29Credit line for the purchase of goods offered by retailers, who issue a carnet that must be periodically
(usually monthly) paid.
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Thus, low-income populations actively participated in the process of expansion of
consignado, non-consignado loans and credit cards — products that were not exclusive to
low income clients. However, the cost of this credit is worrying. In October 2014, the
average nominal interest rate on non-consignado credit operations reached 103.6% per
year. The average rate for total credit card transactions was 72.3%, while in the category
of instalment credit registered 106.9%, and for revolving credit the number goes up to an
incredible 319.7%. Payroll loans in the same month of reference hit a 25.5% average
annual interest rate - a low number in relation to other categories, but still high considering
that the default risk of the operation is very close to zero. Factoring in inflation, as in Figure

4.8, interest rates for selected types of credit are the following:

Figure 4.8. Real interest rates for selected types of credit to individuals (% p. y.), July
1994- October 2014.
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4.5 Objective 4 — promoting access to low value credit
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The Law 10.735, dated September 11, 2003 obliged financial institutions to direct
2% of demand deposits to microcredit operations. But the word microcredit in that law
was used with the meaning of low value credit (credit below a certain loan size), aimed at
low income clients, either for productive purposes or not (Barone and Sader, 2008). This
way, the legal understanding of the word “microcredit” was enlarged, in order to also
include small sums of credit intended for consumption purposes. The legal text imposed
a series of regulations on the interest rates that can be charged®, on entry fees and on

value and terms of transactions.

But in practice, commercial banks preferred not to invest these resources coming
from deposits in microcredit - leaving them at the Central Bank without remuneration.
According to Costa (2010), in October 2006 the banks had fulfilled only 58% of the
application requirements. In the same year, the government raised loan caps® in an

attempt to boost microcredit operations.

But the measure was far from enough to fight the resistance of the banking sector
(Carvalho, 2003). Pimentel and Kerstenetzky (2008) investigated why take-up was so
limited through interviews with important executives of the Brazilian microcredit sector.
The results pointed to: the high risk of operations, given that banks were unaware of the
profile and behavior of potential customers; the low supervision of institutions that could
act as intermediaries between banks and the public, such as NGOs and civil society
organizations (OSCIPs); and the fact that the low value of transactions yielding low
interest rates did not offset the cost of attracting customers, especially when considering
the very high interest rates charged in other categories of credit. And moreover, default
levels were high (Diniz, 2010). At the end of 2006, with an 18% default rate, Bradesco,
one of Brazil’s largest retail banks, completely interrupted microcredit operations (Costa,
2010).

%Interest is limited to 2% per month, in most cases, and 4% per month, in cases of productive microcredit
with technical monitoring.

31For loans not aimed at productive purposes, the value limit of each credit operation rose from R$ 600 to
R$ 1000. For productive operations, the limit doubled - from R$1.5 thousand to R$ 3 thousand. In cases of
productive microcredit with technical monitoring of the project, the limit went from R$ 5 thousand to R$
10,000, with an interest rate of up to 4% per month.
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On September 17 2003, the government enacted the Law n. 10.738, which created
the Banco Popular do Brasil, a subsidiary of Banco do Brasil, whose purpose was to
provide microcredit. Banco Popular did offer the low-cost loans that were not mobilized
by other commercial banks, and also offered other advantages to clients, such as CPMF
exemptions (Peixoto, 2008). However, Banco Popular faced high default rates - 22% -
and ended up having its operations absorbed by Banco do Brasil in 2008, which meant
the end of the institution that accumulated losses of R$ 144 million (Cruz, 2008). In the
case of Caixa Econdmica Federal, microcredit resources fed another existing credit line
— pawn loans, which registered low default rates, given the existence of collateral (Costa,
2010).

In December 2013, according to the Central Bank (2015), the value of the
microcredit portfolio was R$ 5.3 billion - which corresponded to a mere 0.2% of the total
value of credit operations and to 0.4% of credit operations of the national financial system.
More than 80% of this R$ 5.3 billion was granted by three public banks.

4.6 Conclusion

In this chapter, we saw that during Lula’s presidential term, the government
enacted a series of legal determinations aimed at promoting the integration of low income
populations into the financial market through different financial products. That legacy was

carried on by Dilma Rouseff.

If mobilizing the financial system for the provision of housing loans to the poor
was an impossible mission, the government believed that this mobilization would be
possible for less ambitious tasks, namely the provision of free bank accounts and
microcredit. We saw that despite the increase in “bancarization” over time, there is
evidence of significant supply constraints regarding the provision of free bank accounts -
despite the law that determines banks to provide the service. The lack of mention of the
matter by the Central Bank is also surprising. Not surprising, however, is the impressive
volume of fee revenues earned by banks. In the first half of 2015, the 5 largest banks in

the country earned R$ 55.2 billion in fee revenues (Dieese, 2015). Microcredit in turn is
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perhaps the biggest proof of the inefficiency of the legislation. Despite the targeting
imposed, financial institutions prefer to leave resources without remuneration at the
Central Bank. The result is a negligible volume of loans supplied, with the bulk of existent

contracts being provided by three public institutions.

But the failure of microcredit contrasts with the significant participation of low
income segments when it comes to other categories of consumer credit. In other words,
the consumer credit granted to the poor is supplied at extremely costly rates - this cost

being reduced only in cases where the risk of default is practically zero.

In sum, during the process of financial inclusion, the financial products that entered
the lives of a significant portion of the Brazilian poor were high-fee bank accounts and
high cost consumer credit. Because of its central role in the management of the household

budget, this thesis mainly focus on the analysis of consumer credit.

Our task from now on is to argue that those undesired policy outcomes are
explained by the fact that financial inclusion initiatives implemented within the neoliberal
model of social policy ignore the asymmetries of power that characterize the emergent
lender-borrower relation. In the next chapter, by putting the booming consumer credit
supply in historical perspective, we see how consumer credit in the 2000’s becomes one
of the main instruments of financial accumulation, which fuels the power of the lender.
The following chapters in turn explore the weakness of the borrower by exploring the
labour market and cultural institutions that make demand very vulnerable to the appeals

of the increased credit supply.
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CHAPTER 5 : THE HISTORY OF CONSUMER CREDIT IN BRAZIL — FROM
THE DEVELOPMENTALIST ERA TO LULA

“History matters. It matters not just because we can

learn from the past, but because the present and the future are

connected to the past by the continuity of a society’s institutions.

Today’s and tomorrow’s choices are shaped by the past.

And the past can only be made intelligible as a story of institutional evolution.”
(Douglas North)

5.1 Introduction

In previous chapters, we argued that a critical assessment of FI initiatives must
investigate the asymmetries in the emergent lender borrower relation and its structural
determinants, which can be done from different angles. One angle addresses the power of
the lender by uncovering the structural factors underlying the supply of financial products
to low income populations — a task performed in the current chapter.

Chapter 4 highlighted the importance of consumer credit in terms of FI policy
results, given its largescale penetration in low income segments of the population. This
finding is compatible with an emerging body of literature, comprised of contributions by
many authors, that has called attention to the unprecedented expansion of credit in Brazil
during the first decade of the 2000s (Mora, 2015; Dieese, 2014; Junior and Guimaraes,
2015; Shicca et al, 2012; Martins and Ferraz, 2011). This new phase was largely
characterized by an increase in the volume of credit to the private sector — and a
disproportionate share of that trend, in turn, was driven by increased credit flows to
individuals, especially for consumer credit. This literature accurately describes the
phenomenon of consumer credit expansion. It explores its characteristics in detail,
rigorously mapping the volume of credit supplied, the most popular credit categories, the
provider institutions, the base of clients, and the riskiness of operations. The causes of this
boom and its sustainability in macroeconomic terms are also widely discussed.

But these studies, taken as a whole, have two limitations. Firstly, they focus largely

on the quantitative leap in the volume of consumer credit without making any reference
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to the historical rooting of this type of financial product in the Brazilian society. The reader
is left with the false impression that consumer credit in the country is a new phenomenon,
product of modern macro and microeconomic dynamics. Secondly, this literature lacks a
systemic approach that understands consumer credit as part of a broader accumulation
regime. Amongst the schools of thought that consider economic phenomena as part of an
accumulation regime, the Social Structures of Accumulation (SSA) is one of the most
prominent. To look at consumer credit trough the lenses of the SSA school means to look
at this financial product as an important instrument for the consolidation and/or expansion
of specific forms of capitalism. And a historical analysis can be an important ally in the
identification of the role played by this credit in the capitalist organization, as it allows for
the contrasting of the different roles played through time. From this analysis, one can
assess whether or not this role structurally impacts credit supply.

This paper aims to address these limitations of the literature cited above. Firstly, it
shows that consumer credit in Brazil emerged at the beginning of the 20" century, and
that many traces of the modern credit boom are rooted in old practices. Secondly, it
demonstrates that by telling the history of consumer credit in a given context one is telling
the history of organizations — and reorganizations — of the economic system. Consumer
credit has been actively promoted to serve specific purposes at specific times (Hyman,
2008).

Specifically, the history of consumer credit up until the 1980s is the history of the
Credit, Financing and Investment Societies (SCFIs), popularly known as financeiras.
These institutions emerged relatively spontaneously to meet the needs of the retail sector
and became the central platform for the largescale creation of consumer credit in the
country after the introduction of a series of legal regulations. These regulations came about
when the important role of consumer credit in the consolidation of the developmentalist
SSA became clear - it created a consumer market for the infant industry in a context of
strong income concentration, supporting industrial accumulation. In the neoliberal SSA
however, the industry ceased to be an engine of growth and changes in the macroeconomic
environment incentivized banks to increase the credit-to-securities ratio, including in the
credit expansion process previously marginalized clients — this latter point being strongly

influenced by FI policies. This way, consumer credit ceased to play a supportive role. It
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became one of the main instruments of accumulation, which heavily impacted credit
supply.

In order to produce a narrative that incorporated earlier periods, in addition to the
general literature, we draw on a range of neglected sources available at the archives of the
National Library of Rio de Janeiro, including academic, business and government reports.
For the modern era, newspaper articles and Central Bank databases were also consulted.

This paper is structured as follows. After this introduction, Section 5.2 explores
the emergence of consumer credit in Brazil within the retail sector during the first half of
the twentieth century. The theme of consumer credit in the developmentalist SSA is
explored in section 5.3, which details its process of growth from the 1950’s to the 1980°s.
Section 5.4 covers the 1980’s to the mid-1990’s, which can be considered a transition
period between different SSAs, and which witnessed a sharp contraction of consumer
credit. Section 5.5 analyses the role of consumer credit within the neoliberal SSA (from
the mid 1990’s to the first decade of the 2000’s). The last section concludes.

5.2. The early days of consumer credit

According to Scalvi (2006), during the nineteenth and early twentieth centuries,
Turkish32 and Jewish merchants were popular figures who circulated all over Brazil with
their door to door sales of various products. They were the first ones in the country to sell
in instalments. The most famous Jewish merchant was Samuel Klein, whose occupation
as a peddler provided a precious know-how that was subsequently used for the
construction of Casas Bahia’s33 empire (Awad, 2003).

In Sdo Paulo, immediate payment was the general rule during the first half of the
twentieth century. The exception was the use of Livro do Fiado34, very common in small
shops. The first institutionalized experience of in-store instalment sales is usually
associated with Singer, a sewing machine shop that opened its doors in 1888, in Rio de

Janeiro. But this is considered to be an isolated case. It is believed that the generalization

32 The term "Turkish" was actually a generalization of the Arabic immigrant, coming from different parts of
the world.

33 One of the biggest and most popular retail stores in Brazil.

34 It was a book that contained the names of all customers who had committed to settle their purchases in
the future.
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of the practice started from 1926, when Nilo de Souza Carvalho introduced the instalment
scheme in his shirt store in S&o Paulo, Camisaria A Capital - a scheme that he had
imported from Argentina. In those early days, Carvalho held the patent on the word
crediario3s, but both the scheme and the word were quickly becoming popular.

Carvalho was also a pioneer in the process of popularization of the instalment sales
system. In 1941, he launched another successful business, a shop called Modas A
Exposicao Clipper. The businessman soon perceived the growth of a segment composed
by less well-off consumers. This segment was fuelled by the huge influx of Brazilians
coming from other states, especially from the Northeast, attracted by the allures of the
emerging process of industrialization. In 1944, he expanded his credidrio system,
previously reserved to the richest clients —a moment well captured by the add below. The
store’s advertising contained the following message: "You just have to be a decent man

to have credit at A Exposicéo™:

Figure 5.1 Instalment sales’ advertisement.

aproveite as
vantagens do

CREDIARIO
para comprar

roupa feita

Lawiboace:
LEXPOSICED tem
2 1ewpa que Ike serne

s $850

Source: Scalvi (2006), pg. 17.

In the post-World War II period, Sdo Paulo’s commerce flourished rapidly.

Supermarkets and big retailers offering a wide range of products started to pop up. Among

3 Credit line for the purchase of goods offered by retailers, who issue a carnet that must be periodically
(usually monthly) paid.
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these products, the first nationally produced units of home appliances were appearing.
Within this context, the practice of selling in instalments was spreading quickly.

But the experience of buying on credit was cumbersome. In order to request credit,
an extensive list of documents was required, along with a few commercial references,
which were consulted by informants. The informants were employees of stores or banks,
whose job was to search for facts and situations attesting (or not) the good reputation of
the prospective client. Along the streets and squares they passed, they shared information,
originating the famous Brazilian expression of “estar com 0 nome sujo na praga’3¢, used
in reference to someone who has a bad credit record. With the rapid pace of urban growth
that brought about an increasingly anonymized society, informants were replaced by the
creation of the Central Service of Credit Protection (SCPC), a unified record of defaulters,
based on information given by listed firms. By the time of its opening, SCPC had 36
associated companies and a list of 15.000 defaulters.

At that moment, the main barrier to the growth of consumer credit was financial.
In order to finance the crediarios, retailers depended on their own resources or on a
banking system with a strong short-term bias. The latter was a product of high inflation
and the Usury Law - which limited nominal interest rates to 12% per year. This way, banks
rarely did business with maturities greater than 90-120 days (Neuhaus and Magalhaes,
1976). On the assets’ side, there was a virtually non-existent supply of funds for longer
periods. On the liabilities’ side, the resources captured were basically term deposits
(Pellegrini, 1990). But retailers needed a way to finance medium-term working capital.
And the SCFIs emerged to fill that gap, the first record of which dates back to 1940 (and
a few of them were created in the following decade). However, an institutionality that
regulated and promoted SCFIs did not exist at the time.

In sum, the emergence of consumer credit in Brazil came about spontaneously in
the retail sector to meet the demands of a growing precarious urban population. Funding
constraints were the main impediment to the multiplication of such credit. The SCFIs
emerged as a promising solution - but it was only after a regulatory process was
implemented did they become propellants of consumer credit in the country. This process

is the subject of the next section.

% Which literally means to have a “dirty name in the square”.
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5.3. The rise of consumer credit in the developmentalist era

5.3.1 Putting SCFIs on the map

The regulation of the SCFIs came about in 1959, at a time when consumer credit
became an important variable in a national development project of Cepalin bases, which
obeyed the following fundamental premises: (i) industrialization is a precondition for
development - it would increase national income and consequently demand, allowing
capital to accumulate; (ii) due to the disadvantages faced by the infant industry in terms
of international competitiveness, industrial production must first turn to the domestic
market — which is especially feasible in countries with large domestic markets; and (iii)
this industry should be protected by import substitution policies. Since the 1940s, this
model had acquired an intentional impetus, in the sense of being a product of deliberate
government promotion.

This development project culminated in the formation of an SSA that a number of
authors called Peripheral Fordism37 (Lipietz, 1982; Amsden, 1990). According to Gulalp
(1988), it differs from the Fordist SSA38 in two main ways. First, it is characterized by a
strong dependence on central economies, of a technological and financial nature - a trait
that only became more evident in Brazil around the 1970s. Second, it does not count on
the capital-labour alliance typical of Fordism, since the working class does not enjoy a
sustained increase in wages and the protection of a robust social welfare system.

Consumer credit became a key variable in the consolidation of the Peripheral
Fordist SSA at that particular time because of a combination of factors. First, the consumer
durables industry, the one that advanced the most in the period, relied on a repressed
demand coming from the richest segments of the population (Pellegrini, 1990). But this
market was becoming saturated, as the investments of the Targets Plan3° matured and

installed a productive capacity well above demand (Almeida, 1980). Second, the context

37 Also known as Developmentalist SSA.

38 See Chapter 2 for definition.

39 The “Targets Plan” was an industrialization program put forward by President Juscelino Kubitschek,
which resulted in a significant decline of the primary sector, materializing the so longed structural reform.
His term recorded a respectable average rate of GDP growth of 7.9% per year, for the 1956-1963 period.
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was one of the presidential mandate of Juscelino Kubitschek (1956-1961), which
registered a strong inflationary leap4°. The higher the inflation, the shorter are the
maturities in the financial sector. Banks were encouraged to reduce the terms of financing
granted as the quicker erosion of the purchasing power of money erodes profitability,
ceteris paribus.

Therefore, on the one hand, there was a need to create a market for the nascent
industry, in a context of extremely unequal income distribution and lack of political will
for the implementation of structural income redistribution policies — an important
characteristic of a Peripheral Fordist order. This way, the prices of the goods produced
were very high relative to the income of the majority of the population. And on the other
hand, mechanisms to finance consumption were virtually non-existent. These settings
turned the promotion of instalment sales into a necessary condition for the expansion of
the market (Pellegrini, 1990).

The first legal regulation of the SCFIs standardized their general characteristics,
rules of operation and powers. Furthermore, it created bills of exchange (letras de
cambio), a form of funding that turned out to be a major cause of growth of these societies
in the years that followed.

The SCFIs had two main funding sources: investment funds and bills of exchange.
The former were similar to the modern investment fund. Investors put their resources in a
SCFI which set up a portfolio that originated a flow of resources that remunerated
investors and the Society. The latter worked as follows — a company issued bills whose
values and terms were equal to the financial commitments created from credit sales,
guaranteeing a financial backing for the operation. Then the SCFI accepted the bill, that
was subsequently sold at the Stock Exchange by a distributor. The remuneration of the
buyer of the bill was given by a discount, ie, it was sold for a price inferior to the
redemption price. Besides the discount, which was the remuneration of the buyer, the
company that was being financed had to pay for the fees charged by the SCFI, the
distributor and the Stock Exchange.

40 JK, as Juscelino Kubitschek was known, financed public investment with taxation and monetary
expansion. Inflation, when associated with the Usury Law, prevented the government to capture resources
via issuance of bonds, which ended up having negative profitability and therefore, losing all attractiveness.
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As the discount mechanism was not characterized as interest, the SCFls escaped
the Usury Law, offering greater remuneration to investors. As a consequence, the
popularity of the bills grew fast. Already in 1964, the funding of the SCFIs was made
almost exclusively through the bills.

In sum, the regulation of SCFIs emerged when consumer credit became a key
variable in the consolidation of a Peripheral Fordist SSA. The 1959 regulation was the
first step toward transforming SCFIs into propellants of consumer credit in the country —
as it created the bills of exchange, which improved the funding system of the SCFls. But
the bills only took off after a series of macroeconomic and financial reforms that happened
in the 64-66 period, which prepared the basis for the SCFIs to reach their peak from 1967.
The 64-66 period is the theme of the next subsection.

5.3.2 The SCFls and the structural reforms

The macroeconomic and financial reforms carried out between 1964 and 1966
affected the development of SCFIs through three main routes: inflation control, deepening
of income concentration and the financial market segmentation project.

Castelo Branco’s presidential mandate (1964-1966) had two orthodox economists
at the Finance Ministry, Roberto Campos and Octavio Bulhdes. Under the auspices of
Campos/Bulhdes, Brazil witnessed a strong commitment to combating inflation gradually
(Bastian, 2013). One of the main pillars in this commitment was to replace JK’s
inflationary financing of the industrialization process by something else. In its place, the
implementation of a fiscal policy that boosted revenues was a strategy pursued. And in
order to do this, it was fundamental to recover the attractiveness of public bonds.

As we saw previously, the funding of the state via public bonds was hampered by
the combination of high inflation and the Usury Law, resulting in negative real yields for
all applications with longer maturities. Another important factor was the existence of the
“Golden Clause”, which prohibited the issuance of inflation-indexed debt in the country.
Thus, in order to increase assets yields, given the gradualist strategy to fight inflation, the
solution found was to abolish the Gold Clause. Indexation was firstly introduced in public
bonds, the ORTNSs, and then it was progressively extended to other financial papers. A

second strategy to improve revenues was the increase of indirect taxation.
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Another pillar in the fight against inflation was wage policy. It was believed that
existing policy fuelled cost-push inflation by granting wage increases which were higher
than productivity gains. Consequently, a new adjustment rule was implemented which
resulted in significant losses for employees, in real terms. The new wage policy, coupled
with the increase in indirect taxation - which is inherently regressive, in the sense that it
penalizes the poorest groups - culminated in a strong worsening of income distribution.

Therefore, on the one hand, the gradualist approach to combatting inflation laid
the ground for the profitability increase of the letras de cambio in the following period.
To Syvrud (1972), real gains for investors only became positive from 1967, when annual
inflation was around 25%. The author explains that the nominal rates paid to investors of
bills of exchange rose steadily from 1960 to 1964 (amidst a financial environment marked
by interest caps) — albeit at a slower pace than inflation rates. It was only after the
structural reforms that nominal rates started to fall faster than inflation.

On the other hand, with the deepening of income concentration, the amount of
“idle” resources in search of appreciation also increased. The result was the increased
investment on bills of exchange - in other words, the increased funding of SCFIs. The
ratio between accepted bills and the amount of money in circulation went from 32% by
the end of 1967 to 102% by the end of August, in 1969.

At the same time that the funding of SCFIs was increasing, the investments of
these institutions were increasingly being channelled towards the financing of
consumption. The financial reform implemented during Castelo Branco’s government
was inspired by the Anglo-Saxon model, which was based on the segmentation of the
financial system. Macarini (2007) argues that commercial banks were confined to the role
of remaining in their traditional niche of activity - short-term credit, thus assuming a
relatively minor position in the government's project. Investment banks assumed a
strategic role in long-term financing. And the future designated to the SCFIs by
policymakers involved a progressive specialization on consumer financing 4. While
investment banks had the role of financing the industrialization effort, along with public

investment, SCFIs boosted demand.

41 For a detailed study of the financial reform, see Hermann (2011).
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Therefore, in 1966, the most complete regulation of the SCFIs since 1959 came
into force. Resolution number 45 (30/12/1966), besides defining the operational scope,
created the direct credit to consumer, known as CDC#2 (Almeida, 1980). As the name
suggests, the consumer could obtain credit directly from a SCFI. Operations mediated by
the retailer continued to exist, which could then be classified as indirect credit. In the latter
case, the retailer was responsible for analysing the risk of the operation, since it was the
issuer of the bill. The retailer was also the entity responsible for fulfilling the financial
obligation with the SCFI. But the advent of the CDC eliminated important sources of risk
for the retailer — the one of illiquidity because of a lack of resources to finance an increase
in instalment sales and the risk of consumer’s default. All of these risks fell on the SCFI
(Pellegrini, 1990).

The regulation also established that at least 40% of the SCFIs transactions had to
be destined to CDC, paving the way for an increasing specialization of these institutions,
which were previously free to also operate with business financing. In the following year,
when Delfim Netto became the finance minister, a new rule radicalized the quantitative
target to 100%, which was to be reached gradually. The official rationale was to make
SCFls finance consumption, exclusively.

The 1964-1966 reforms prepared the structural basis for SCFIs to become the
platform of dissemination of consumer credit in the country. In the next period, known as
Milagre Econémico, the SCFIs opened a virtually unexplored field of household
indebtedness, which in turn opened a new dynamic front of accumulation attached to mass

consumption.

5.3.3 The SCFIs and the Miracle

In 1968, the Brazilian economy started a phase marked by strong growth rates, in
the order of 11% per year on average, which extended until 1973 - the so-called
"Economic Miracle", which can be considered the peak of the Peripheral Fordist SSA in
the country (Hermann, 2011). This growth was primarily driven by the durable consumer
goods industry, and to a lesser extent by capital goods. Therefore, this was also the golden
period of the SCFls.

42 In Portuguese, Crédito Direto ao Consumidor, or Direct Credit to Cosumer.



99

By the end of 1969, around 90% of the SCFI’s operations in Sdo Paulo were related
to the financing of automobiles (Neuhaus and Magalhdes, 1976). This way, up to this
point, the credit granted by the SCFIs were still mainly about elite consumption. These
institutions were not yet completely fulfilling their assigned role in the government project
— they were allowing for a further exploration of previously saturated elite markets but
were not financing mass consumption of more ordinary domestically produced industrial
goods. The access of the masses to this credit started de facto when the SCFIs expanded
their field of operations to the financing of low value goods, especially home appliances
and electronics. And this was possible thanks to two pieces of regulation on the CDC: in
1971, the guarantee scheme was changed; and in 1973, the scheme of saque grupado was
introduced.

With regards to the guarantee scheme, in the case of indirect credit, in exchange
for the acceptance of the bill of exchange, the SCFI required from the retailer the
promissory notes originated from the sales, whose maturities were matched to the maturity
of the bill (Almeida, 1980). But for direct credit, this was not feasible. In that case, the
SCFI was considered the owner of the product being financed, until its payment was
completed. In case of default, the SCFI had the right to take the good and resell it to a
third party, in order to cover for losses.

But for this guarantee scheme to work, the good had to possess some
characteristics, including the existence of a secondary market for resale, a relatively high
unit price, which covers judicial and resale costs and also a reasonable lifetime (Almeida,
1980). The products that best fit into these requirements were automobiles, which explains
the absolute dominance of vehicle financing in the SCFIs operations whilst that guarantee
scheme was in force. Immediately after the elimination of the guarantee requirement43,
the Central Bank estimated that the share of automobiles financing in total consumer
financing was around 70%, compared to 90% in 1969. The reduction was considerable,
but the relative importance of this segment continued to be very high (Neuhaus and
Magalhées, 1976).

43 First, the requirement of a guarantee was dismissed for the case of goods whose value did not exceed 5
times the value of the minimum wage. In 1974, this ceiling was raised to 10 minimum wages. The
correspondent legal texts are: resolution number 198 (30/11/1971) and Resolution n. 273 (10/01/1974).
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Along with the elimination of the guarantee, another mechanism that opened the
door to the financing of products of low unit value was the emergence of saque grupado.
In the case of direct credit, the issuer of the bill of exchange was the individual borrower,
while the SCFI played the role of a guarantor. The problem was that the investors desired
bills with a high face value, so in the case of cheaper goods there was a mismatch between
the amount of the loans requested and the amount of the loans that were traditionally
granted. The truth was that the investor acquired the bill relying on the SCFI, which
assumed the default risk, and not on the issuer. So, given the new framework, SCFIs
started to emit the bills themselves, which was named saque grupado. The financeiras
were then allowed to group several small loans and issue a single bill, reducing costs and
solving the incompatibility problem - and in a way, operating more like a bank.

The consolidation of SCFIs in financing low value products also brought about
“sales promoters™+4. They were SCFIs representatives who started to operate inside retail
stores, granting loans and receiving payments. This was interesting for the SCFIs, because
they got closer to current and potential customers. And it was also interesting for retailers,
which now could put the management of credit concessions in specialized hands, allowing
them to focus on their sales (Sampaio, 1979).

After the elimination of the guarantee requirement and the introduction of saque
grupado, that together allowed for the CDC to finance low value goods, Almeida (1980)
claims that CDC’s operations registered an average real growth of approximately 55%
between 1970 and 1973. Saboia (1983) argues that the CDC was an important instrument
to channel the surplus of wealthy families and corporate profits to finance the sales of
durables for families belonging to a wide income spectrum, which got indebted to acquire
them. The channeling goes hand in hand with the process of price reduction of those
products, coming from the economies of scale arising from mass production. For Saboia
(1983) and Wells (1976) there was a massive diffusion of domestic appliances throughout
the whole population - some goods could already be found in most Brazilian households,
of virtually all income groups, such as stoves, radios and electric irons.

The funding of the SCFIs was not a problem at the time, for two main reasons.

The first reason is that, as mentioned previously, as inflation was being controlled, the

44 Resolution n. 246 (16/01/1973)
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bills of exchange were turning into one of the most profitable applications in the country.
On the borrower’s side, real interest rates charged were increasingly growing, as shown

in the tables below.

Table 5.1 Nominal average annual yield of selected financial securities. 1970 to 1973.

1970 1971 1972 1973

ORTN 24 271 196 171
housing 28.7 32.7 25.1 20
bonds
billsof 1305 | 303 | 281 | 241
exchange
stocks 104.2 225.1 -46 -12.7
IGP-DI 193 195 15.7 155

**Bills of exchange of 6 months maturity, taken in a year rate. After 71, maturity considered is 360 days.
Source: Central Bank Annual Report (1973).

Table 5.2 Nominal and real interest rates on SCFIs loans (% per year). 1960 to 1970.

Nominal .
. Real interest
interest rates
Year rates charged
charged to 1
to borrowers
borrowers
1960 42.0 9.9
1961 52.0 10.9
1962 60.0 5.5
1963 70.6 -2.8
1964 81.2 -4.9
1965 79.0 14.1
1966 715 24.2
1967 49.0 16.1
1968 46.2 17.7
1969 44.2 19.3
1970 44.2 19.9

Source: Syvrud (1972).
! Deflated by IGP.

The second reason why the funding of the SCFIs was increasing has to do with
their ownership structure. The control of the SCFIs underwent a major change in a small
time horizon, as shown by Table 5.3. In 1970, although independent SCFIs predominated

in terms of number of establishments, in terms of participation in total acceptances of bills
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of exchange (a kind of proxy for market share), they held about 25% of the market, against
the 31% held by institutions connected to commercial banks. The latter saw their
participation gradually reduced to 19% and 14% in the two years that followed, while the
ones controlled by commercial and investment banks had more than half of the market in
1972.

Table 5.3 Ownership structure of SCFIs.

1970 1971 1972
Participation Participation Participation
Ownership Number in total Number in total Number in total
of SCFls |acceptances | of SCFIs |acceptances | of SCFIs |acceptances
(%) (%) (%)
Commercial banks 55 31 39 19 41 14
Investment banks 4 3 - - 5 4
Commercial and 28 28 37 48 36 55
Investment banks
Commercialand |, 13 24 18 20 15
Industrial firms
Independent 104 25 68 15 53 12
TOTAL 212 100 168 100 155 100

Source: Neuhaus e Magalhdes (1976)

These is strong evidence that Brazil followed the global trend towards financial
conglomeration that is consolidated from the 1970s. But while in the rest of the world this
is largely the product of a liberalization and deregulation process (Camargo, 2009), in
Brazil conglomeration was strongly influenced by the state after a shift of banking policies
that took place in 1967. Under the leadership of Delfim Netto, the financial system moved
away from the segmentation project created in the previous administration, turning into
an oligopolistic system.

This change of orientation in banking policy was intrinsically linked to Delfim’s
treatment of inflation, based on costs control instead of demand repression. To Macarini
(2007), the government considered that for the necessary reduction in financial costs to

occur, the high inefficiency of the system had to be attacked. Incentivizing conglomeration
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was the strategy used, which resulted in a number of measures, such as the suspension of
the opening of branches and the imposition of minimum capital requirements.

Macarini (2007) further argues that the increased specialization of the SCFIs’,
which came with the creation of CDC under Delfim’s command, was an incentive to
conglomeration, since mass credit required a robust infrastructure of branches — which
independent SCFIs did not have. This created a significant pressure for them to merge
with larger institutions. In fact, as shown in table 3, the participation of independent SCFIs
in total acceptances registered a gradual reduction, going from 25% in 1970 to 12% in
1972. Therefore, already by 1970 almost all the major banks were active in the consumer
credit market through associated SCFlIs.

In sum, while the 1964-1966 period created the structural bases - in
macroeconomic terms and in terms of the architecture of the financial system -, during the
Miracle the last two pieces of regulation necessary to transform the SCFIs into diffusers
of consumer credit in Brazil were promulgated. In addition, the funding of these
institutions improved with the control of inflation and the change in their ownership
structure. This way, during the Miracle, SCFls peaked. Thus, consumer credit finally
played its role in supporting industrial accumulation - once it reached the masses, the
market for national durables was formed, even in a context of severe income
concentration. But from 1974 the complications began, which is explored in the next

section.

5.4. The crisis of the developmentalist SSA and the paralysis of consumer credit

5.4.1 The crisis of the Miracle and its effects on consumer credit

From 1968 to 1973, the robust Brazilian growth was accompanied by an increasing
external vulnerability (Hermann, 2011). According to SSA theorists, every SSA carries
the seeds of its own destruction. And the weakest spot of the Peripheral Fordist SSA in
Latin America proved to be the external dependency - regarding the importation of
complex industrial inputs, and the external debt that financed a huge part of the
industrialization effort. The dismantling of that SSA in Brazil began in 1974. And it
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brought about the beginning of the dismantling of SCFIs, and consequently of consumer
credit in the country.

The large increase in the production of durables increased dependence on imported
capital goods and inputs, particularly oil. Thus, the 1971-1972 biennium already registered
trade deficits. On the other hand, the Balance of Payments’ equilibrium was guaranteed
by a massive inflow of foreign capital, enabled by an abundant international liquidity and
by a domestic policy that deliberately promoted the entry of these resources. Around the
world, this was the time of the blossoming of the Eurodollar market, and a time when the
political alignment to US guidelines was a source of many blessings in the context of the
Cold War. In Brazil, the failure of the 1964’s reform in creating long-term private
financing mechanisms turned external funding into a key precondition for the industrial
outbreak.

The vulnerabilities of the Brazilian external accounts became evident with the first
oil shock in 1973, which had multiple effects. The most immediate one was the strong
impact on the trade balance, which moved from an equilibrium in 1973 to a $ 4.7 billion
deficit in the following year.

Developed countries reacted by raising interest rates, aimed at curbing the
inflationary process resulting from the sudden increase in oil prices. The way Brazil was
affected was twofold. Firstly, the pace of exports was reduced, due to a contraction of
economic activity in these countries. Secondly, the increase in profitability of foreign
government bonds slowed down the inflow of foreign capital, fully compromising the set
of conditions that gave sustainability to the balance of payments during the time of the
Miracle. The current account deficit was dramatic, and this time the country could not
count on a prosperous capital account. The result was what Castro and Souza (2004)
described as a "brutal external imbalance™.

To reverse this situation, a more mainstream solution would involve a deceleration
of economic activity, through restrictive monetary, credit and fiscal policies. But some
key factors made Geisel and his finance minister, Mario Henrique Simonsen, opt for an
alternative treatment — one that involved taking developmentalism forward, even amid the

Crisis.
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Castro and Souza (2004) argue that a pure deceleration would imply preserving an
unbalanced and vulnerable economic structure. Attacking the root of the problem would
necessarily involve the expansion of the domestic production of capital goods and inputs.
Using the terminology of SSA theorists, the idea was to abandon Peripheral Fordism, in
order to build a more autonomous model. Moreover, this was a period in which a large
volume of investments made at the time of the Miracle were maturing. A big source of
political pressure came from the business community, which opposed the imposition of
restrictive policies. On the political side, it is worth remembering that the previous
government was marked by the radicalization of the authoritarian regime, regarding the
repression of its opponents, and a recession would only reinforce the opposition of civil
society to the dictatorship.

Therefore, by the end of 1974, the 11 PND#*> was launched, lasting until 1979. It
was essentially a plan of structural reform, which intensified the growth model based on
foreign debt present since the 1960°s. The idea was that, once the large exposure to the
import of complex industrial goods was eliminated, greater financial independence would
follow. After the abrupt reduction in the inflows of external financing, this renewed
indebtedness was only possible due to the petrodollars market, composed basically by
OPEC’s capital in search for profitable investments around the world.

Within this context, two aspects are particularly important to explain the
government’s attitude towards the SCFIs. Firstly, the industry of durable consumer goods
ceased to be a protagonist in the industrial policy#¢. Secondly, the government believed
that the growth strategy had to be carefully controlled, as inflation had showed clear signs
of acceleration in 1974. The practical implication was the promulgation of a series of
measures aimed at restricting consumer credit operations between 1974 and 197747,

In1977, as a relief measure, the government raised the threshold that corresponded
to the value of goods that could be financed without the requirement of a guarantee. It also

eliminated the requirement of these operations to be linked to a commercial purchase,

45 National Development Plan.

46 Once surpassed the “light industrialization” phase, based on consumption goods, the next step was to face
the bottlenecks found in intermediate and capital goods industries — which would eliminate the country’s
dependency on imports of the latter.

47 Resolution 286, 03/05/1974, Decree-law n. 1338, 23/07/1974, Resolution 383, from 21/07/1976,
Resolution 450, from 16/11/1977.
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which in practice was the creation of “personal credit” 48. But the effects of the measures
adopted in the previous year were intensively felt by the durables industry, which
experienced zero production growth in 1977, this being the worst result of the decade
(Pellegrini, 1990).

In March 1979, President Figueiredo came to power (1979-1985), reallocating
Simonsen to the Ministry of Planning — which became the central command of the
economic policy of that government. That year was critical in the Brazilian history, due
to the dramatic external situation after the second oil shock. The effects of the second
shock were similar to the first one, but much more intense. The country saw a new jump
in the value of imports and a new round of interest rate increases in developed countries.
This latter multiplied the Brazilian debt, given that it had been taken at floating rates,
drained global liquidity and compromised Brazilian exports due to the recession that took
place in rich countries (Castro and Souza, 2004). And this time, the "orthodox exit", based
on the adoption of restrictive monetary, credit and fiscal policies was the chosen path.

In 1980, SCFI loans shrank by 30.6%, which Pellegrini (1990) attributed to credit
restraints implemented by the Resolution 605, dated 02/04/1980. The resolution restricted
the expansion of loans granted by all financial institutions to 45% of the level registered
in 1979, excluding transactions involving transfers by public institutions to priority sectors
and involving external resources. The government's objective was to stimulate foreign
capital inflows, discouraged even further after the maxi devaluation of the currency in
December 1979. But as the SCFIs did not receive external resources and received virtually
no public transfers, these institutions were the most affected by the measure. This was the
beginning of the dismantling of these institutions — which was completed in the following

period.

5.4.2 The 1980s and early 1990s: the “game over” for SCFIs

In order to understand the process of downfall of the developmentalist SSA, it is
important to understand that towards the end of the 1980’s, Brazil’s industry faced a triple
limitation: its sources of external financing dried up after the second oil shock; domestic

financing was made unfeasible by rampant inflation; and the same inflation dried up the

48 Resolution 450, de 16/11/1977.
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financing of demand for its products. The chart below shows the downturn in industrial
employment beginning in the mid-1980s:

Figure 5.2 Rate of variation of industrial employment, 1971-1997.
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Source: Bonelli (1999)

During that period, Brazil's biggest problem was undoubtedly inflation, which

took the following proportions over president Sarney’s mandate (1985-1990):

Table 5.4 Evolution of inflation, as measured by IGP-DI, from 1985 to 1989.

1985 | 242,7
1986 | 61,0
1987 | 4319
1988 | 1117,9
1989 | 2012,6

Source: Ipeadata

As part of the attempts to control the inflation spiral, starting from 1985 the most
brutal restrictions to consumer financing ever made in the country took place. In 1986, the
maximum number of instalments was limited to just 4 months for all durables#°. And to
prevent the intended credit rationing to be bypassed by commercial banks and Caixas

Econdmicas, their operations with individuals were also restricted to 4 months. In

49 Resolutions 1055, 30/10/1985; 1079, 21/01/1986; 1094, 20/02/1986
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addition, the ratio of these loans over total loans was also limited>9. In 1986, the variable
attacked by the government was total loans to individuals, granted by SCFIs, commercial
banks and Caixas, which had to be reduced by 20% when compared to the prevailing
balance in a predetermined date>!. As a result, the market share of SCFIs went from 73.5
in 1982 to 38.7 in 1988 (Pellegrini, 1990).

As Brazil approached the end of the decade the inflationary situation became more
dramatic, surpassing the impressive figure of 2.000% in one year (see table 4). Consumer
finance operations were practically unfeasible. The cost imposed to the borrower was very
high because pre-fixed interest rates imbedded very high inflationary expectations, and
the system as a whole experienced the shortening of financial transactions and a large
credit contraction.

The consequence for the population was a radical change in patterns and practices
of consumption. O'Dougherty (2002) described in detail the daily life of the Brazilian
middle class, which experienced a sharply deterioration of its consumption standards due
to rising prices, finding itself forced to eliminate a more superfluous type of consumption
that had become part of its reality in the previous decade. The author goes on explaining
how the simple task of going shopping had complexified. The constant changes of prices
forced consumers to spend more time searching and moving between several different
shops. In this sense, the poorest population suffered more intensively as they lacked means

to facilitate the search for the best prices, such as cars.

“The vicious cycle was already complicated and harmful to the middle and upper class.
For low-income classes it was devastating. During decades of inflation, the low-income
consumer virtually did not exist, except for the consumption of basic goods, that met their
minimum physiological needs." (Nardi, 2009, p. 20 — our translation)

Times were tough. But between 1981 and 1987 the profitability of Brazilian banks
was record, which was largely due to inflationary gains>2 (Carvalho, 2003; Paula, 1997).
In 1992, with inflation over 1000% per year, banks profited 56% more than in the previous

year, when inflation was about 475% (Camargo, 2009; O'Dougherty, 2002).

%0 The ration was limited to the one registered on 28/02/1986. The rule was instituted by the Resolution
1096, 20/02/1986

%1 Resolutions 1146 and 1147, 26/06/1986.

52 Carvalho (2003) explains that inflationary gains refer to what banks earn from a situation when, on the
one hand, they do not restore real losses of resources deposited there without remuneration, but on the other,
include this compensation in the rate charged for loans granted.
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In sum, the 1980s and early 1990s represent a time of transition as the Peripheral
Fordist SSA collapsed and the center of capitalist accumulation moved away from
industrial accumulation (Paulani, 2009). Accordingly, consumer credit, which served as
an instrument of support of industry-centered accumulation, virtually disappeared. The
institutions that supplied this credit, the SCFlIs, lost the prominence they once occupied in
the national financial system. In the 2000s, credit reappeared in the context of a neoliberal
SSA. This time, as the center of accumulation moved from the industrial to the financial
sector, consumer credit left its supportive role and became one of the main drivers of

accumulation itself — which is a process described in detail in the next section.

5.5. The modern era of consumer credit

5.5.1 The emergence of the neoliberal SSA in Brazil — a background

While the period that goes from the 1980s until the mid-1990s represent a
transition period, from the mid-1990s onwards the neoliberal SSA emerged and was
consolidated. In the Brazilian context, that emergent SSA was based on three main pillars:
the radical redefinition of the role of the state; the change of the locus of accumulation
from the industrial to the financial sector; and by an even greater deterioration in the
situation of the working class - which, as we saw, never experienced a robust capital-
labour alliance. The table below provides a short summary of the neoliberal pillars in

comparison to the developmentalist SSA:

Table 5.5 Comparison between the main pillars of the Peripheral Fordist SSA and the
Neoliberal SSA.

Periferal Fordist/Developmentalist SSA Neoliberal SSA
Locus of accumulation is in the industrial sector Locus of accumulation is in the financial sector
The State plays an important role in the economy Minimal State
Weak capital-labour alliance Further deterioration of the capital-labour alliance

Regarding the first pillar, the redefinition of the role of the state starts from the
principle that the market with its rational agents is considered the locus of efficiency.

Therefore, state’s action is restricted to creating the appropriate conditions for the market
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to exert its efficiency. From this perspective, two are the imperatives of a so-called
“responsible” public administration: the first is guaranteeing macroeconomic stability
focusing on inflation and public accounts. The instruments used to pursue stability are the
triad: (i) floating exchange rate, (ii) inflation target, which is controlled by adjusting the
interest rate and (iii) primary surplus target. The second is to construct a market-friendly
environment. This environment is primarily characterized by deregulation, privatization
and trade/financial openness (Carcanholo, 2002).

Regarding the second pillar, in Bruno et al (2011) we find a series of indicators
that suggest the existence of a process of migration of productive capital to the financial
sector, searching for higher yields (Lapavitsas and Powell, 2013). Amongst these
indicators there are the tendency of progressive decline of the macroeconomic gross profit
share destined to gross fixed capital formation and a tendency of increase in the
“financialization rate” — both of which starting from the mid-1970’s. Bruno et al (2011)
define the latter as the ratio between the total stock of financial assets and the total stock
of productive fixed capital.

The strong industrial disarticulation that started after the oil shocks and the debt
crisis was reinforced by this macro management. After a sustained process of trade
openness, the national industry had to face the competition from imported products in a
context of strong exchange rate appreciation. Not only the final consumer exchanged
domestic products for imports, but also local producers increased their import coefficient
when it came to intermediate goods. The exchange rate appreciation also implied a loss of
competitiveness of the Brazilian exporter. The process that followed from there was one

of violent productive restructuring.

The new productive structure that emerged in the mid-1990s, in the post-monetary
stabilizations3, broke with the alliance of state capital, private national capital, and foreign
private capital that sustained the earlier era of industrialization. In this new scenario, on

the one hand, national private capital and state capital shrank, and on the other, foreign

%3 Several stabilization plans were implemented in Brazil, aiming at controlling the violent inflationary
process that took place during the 1980°s and beginning of the 1990’s. In 1994, the Real Plan was successful
in controlling the monster — that have not shown signs of recovery so far.
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capital expanded - notably via privatizations of state owned companies (Miranda and
Martins, 2000).

Deddeca (2005) points out that until the 1980s, international companies operating
in Brazil had great autonomy in local production processes. But the new wave of foreign
companies coming to the country in the 1990s had much closer ties with their
headquarters, located in developed countries. The result was an increase in the imports of
labour-saving technologies, which had severe impacts on the level of employment —which
brings us to the third pillar.

The further deterioration of the condition of the Brazilian worker, if compared to
the developmentalist era, can be argued from three main points: the rarefaction of
industrial employment and social budget resources, along with the casualization of labour

laws.

Regarding the first point, a scenario emerged in which the biggest engine of formal
jobs growth in the country shrunk. The most immediate result was a sharp increase in
unemployment. The case of the metropolitan region of S&o Paulo, the largest urban-
industrial agglomeration in the country, is very illustrative of this situation — the
unemployment rate that in 1989 was 8.7% jumped to 16.6% in 1997 (Mattoso and
Pochmann, 1998).

The increase in unemployment was not greater due to the process of sectoral
reallocation of employment, which to a large extent moved from industry to services — but
not services related to a process of industrial de-verticalization>4, but to household
consumption. The result was a sharp decline in the quality of employment, which started
to be characterized by formalization rates that were even smaller than the ones registered
in the developmentalist period. The result of this process was a continuous decline in the
average income of workers from 1996 to 2002, when the immediate positive effects of

price stabilization on labour income had already passed (Pereira, 2013).

54 when industrial firms begin to outsource activities that were once developed by them.
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The fall in industrial employment was not only due to a productive restructuring
that gave prominence to labour-saving technologies, but also because of the contraction
of the industry's share of GDP. According to Marquetti (2002), the manufacturing industry
accounted for 31.3% of the value added of the economy in 1980, while in 1998 the figure
had dropped to only 19.1%. The phenomenon was also detected by Bonelli (1999) and
Feijo, Carvalho and Almeida (2005).

This decline in participation imposed the type of macroeconomic management
defended ideologically — a model that one could not escape from. And this model strongly
limited the resources available to the social budget. Sarti and Laplane (2002) explain that
although foreign direct investment increased the efficiency and competitiveness of
backward domestic sectors relative to international production, this was largely due to
imports of intermediate goods and technology - which reduced the share of the value
added of the industry in the economy. According to the authors, this increase in imports
was not offset by an equivalent increase in exports, since foreign companies generally

targeted the Brazilian domestic market.

As aresult, the trade balance of the country was negative from 1995 to 2000, while
the current account balance was negative from 1993 to 2002. Therefore, besides the fact
that the interest rate was considered the main instrument to control inflation53, it became
a central instrument to attract foreign capital to finance the balance of payments.

According to Oreiro et al (2003), nominal and real interest rates in Brazil are high
because they perform multiple functions. And every time that they rise, the public debt
burden is increased. And for the burden to be honoured large primary surpluses must be
generated, diverting resources that could be used to finance social spending. Gongalves
(2006) estimates that the average real interest rate rose from 3.8%, in the period of 1980
to 1994, to 12.3% from 1995 to 2004. According to Junior (2002), the federal debt>¢ that
amounted to R$ 61 billion in December 1994 jumped to more than R$ 624 billion in
December 2001. Over the years, the primary surplus grew progressively: from 3.3% of
GDP in 1999 it went to 4.6% in 2004.

% Via compression of aggregate demand and exchange rate appreciation
% Federal public debt in securities, excluding Central Bank portfolio.



113

But there is still a third factor that contributes to the further deterioration of the
living conditions of workers, which is the casualization of labour laws, sold under the
nomenclatures of “flexibility” (Krein, 2002). After all, the government is supposed to let
go of its regulatory functions, and the labour market becomes a crucial arena for the
application of that principle.

In sum, this subsection described the three pillars that structure the neoliberal SSA
in Brazil, and how they interact with each other. Once equipped with this background
information, we are able to understand how consumer credit fit into this capitalist

architecture.

5.5.2 The rise of the financial sector and the role of securities in the neoliberal SSA

So far, when we talked about the second pillar that structures the neoliberal SSA,
we talked about the downsizing of the industrial sector without detailing the rise of the
financial sector in the post- monetary stabilization period, when inflationary gains waned.
On the financial side, the context in 1995 is one of structural reforms. Besides the impact
on the system of the disappearance of inflationary revenues, there was a brief resumption
of credit supply in the immediate post-stabilization, which was confronted by measures of
credit restriction and by an interest rate spike in response to the Mexican crisis. This
contributed to the insolvency and liquidation of several banking and financial institutions
(Rocha, 2001; Cysne and Costa, 1997).

In order to rescue institutions threatened by bankruptcy, Proer57 emerged in 1995,
regulating and providing resources for mergers and acquisitions. In 1996, under Proes>8
we saw the privatization of most state banks — from the 34 that existed in 1994, 17
remained in 2000, and only 6 at the end of 2002 (Vasconcelos et al, 2004).

Rocha (2001) argues that a great deal of major operations were related to the
acquisition of retail banks by foreign institutions. Camargo (2009) argues that until the
Real Plan, foreign banks had difficulties in penetrating market niches dominated by large

national retail banks, a situation that was further aggravated by the hostile inflationary

57 Stimulus Programme for the Restructuring and Strengthening of the National Financial System.
%8 Incentive Programme for the Reduction of the State Public Sector in Banking.
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environment. But after stabilization and the entry by acquisition of established banks, the
share of financial institutions with foreign control in credit operations increased from
6.56% in 1993 to 25.16% in 2000.

In contrast to what happened in other emerging countries, domestic banks reacted.
To ratify their leadership, they started to lead the process of mergers and acquisitions
(Neto and Pauli, 2008). Therefore, there was a direct concentration stimulus from
government programs, and an indirect stimulus, arising from the intensification of foreign
competition that encouraged the growth of national leaders. A third source of
concentration stimulus came from the strengthening of prudential regulations, which
imposed greater obstacles to smaller financial institutions, regarding their alignment to an
increasing number of requirements>®. The result was the disappearance of 437 financial
institutions between 1995 and 2002. During the same period, the percentage of assets
concentrated in the twenty largest banks increased from 75.7% to 79.7% (Cintra, 2006).

In this context, a scarcity of credit prevailed. Not only did it remain at a very low
level throughout the decade, but it fell between 1990 and 1999 according to Jacob (2003).
The decrease in the credit to GDP ratio from 38.9% to 34.5% is surprising, given that in
1990 the country was plagued by rampant inflation.

The main reason why banks adopted a credit rationing behaviour is simply because
investments in the private sector are characterized by a trade-off between profitability and
associated risk. The alternative that banks have to the provision of credit is an asset that
possesses the very desirable combination of high yields, low risk and high liquidity —
federal government bonds. Many of them were LFTs®, whose profitability was linked to
Selicél, The period was characterized by a restructuring of the financial system and an
unstable macroeconomic environment. Selic increases were the main strategy used to
combat capital flights. In addition, as we previously highlighted, the standard practice was
to maintain basic interest rates at very high levels, given the fact that they performed

multiple functions related to macro stabilization.

9 Rocha (2001) mentions the introduction of minimum capital requirements in line with the Basel
agreements, which should initially correspond to 8% of risk-weighted assets. In addition, Resolution 2682,
of December 1999, determined that credits had to be categorized according to their risk level, and to each
category a certain provisioning level was required, to cover eventual losses.

80 A type of bond called Letras Financeiras do Tesouro.

81 The basic interest rate.
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Therefore, the scenario was one in which instability encouraged liquidity
preference. And the increased instability itself was accompanied by an increased
profitability of government bonds. The result was a convergence of incentives for an
increasing proportion of banking assets to be composed of such bonds, at the expense of
lending. Jacob (2003) estimates that the share of securities in total assets of financial
institutions was 34% in 2001, compared with 28% of loans, and more than two-thirds of
the latter were short-term operations.

In sum, finance-centred accumulation was now based on a new axis. Instead of
inflationary gains, which was the case of the period that roughly goes from the 1980s until
the early 1990s, the source of profitability started to lie in portfolio allocation decisions.
In different macro contexts, this portfolio is constituted by different proportions of loans
and securities. During the second half of the 1990s, the main instrument of financial
accumulation was securities. But during Lula's presidential term (2003-2010), the regime
experienced a shift, to one where private agents were drawn more deeply into financial

markets — which is explored next.

5.5.3 The credit boom of the 2000s

The extent to which Lula’s government can be classified as neoliberal is a heated
debate. On the one hand we have those who believe in plenary continuity, a "more of the
same" type of policy (Carcanholo, 2002; Prates and Paulani, 2007; Goncalves, 2014). At
the other extreme, we have those who argue that the neoliberalism that prevailed in the
first three years was replaced by a developmentalist vision from 2006 (Barbosa and Souza,
2010). We join a halfway current, which believes that even though the government was
pinned down in a neoliberal SSA there was a process of relaxation of the three pillars
permitted by the international scenario (Serrano and Summa,2015; Morais and Saad-
Filho, 2011). And that relaxation changed the macro environment, turning credit
expansion into a more attractive alternative to financial institutions. In the end, a big
deficiency of the neoliberal SSA was addressed — the anemic aggregate demand, a product
of the industrial disintegration associated with the further deterioration of the workers’

condition.
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Regarding the first pillar that supports a SSA order — the reduction of the role of
the state to a "responsible™ macro management, which in Brazil transformed the tripod
into a sacred principle - we see the loosening of the tripod rules. During the first Lula’s
government (2003-2006), we see a growth impulse coming from the external sector
(Teixeira and Pinto, 2012; Corréa, 2015). After seven years registering deficits, the trade
balance had a surplus in 2001, which can be explained by a mixture of factors: the lagged
effect of the currency devaluation of 1999; the new depreciation that occurred during the
presidential campaign of 2002; the growth of the world economy, which increased the
international demand for Brazilian commodities along with its prices. Not only did exports
increase, but also the gross fixed capital formation in the sectors producing raw materials.
Moreover, abundant international liquidity fed the Balance of Payments via the financial
account. The consequence of this process was an increase in revenues, that did not come
about through increased taxation, but through growth.

The relaxation of the macro management tripod came in two main ways: first,
through the maintenance of the inflation target regime, but with a progressive reduction
of Selic. Enabled by the diminished external constraint, the reduction began at the end of
Lula’s first presidential term but accelerated during the second term. Instead, the
government used non-monetary instruments to combat inflation, such as tax policy, which
was contrary to the orthodox prescription that focuses exclusively on interest rates to
control prices. Despite the loosening of monetary policy, high interest rate differentials in
relation to the rest of the world were preserved, fuelling foreign capital inflow, and
appreciating the exchange rate. This helped to dampen the inflationary pressures.

Secondly, primary surplus targets were also maintained but progressively reduced,
even though primary surpluses remained high throughout the whole period. This reduction
was made possible by the reduction of the net debt of the public sector and by changes in
the method of calculation of the surplus, which started to exclude some direct public
investments and others made via state owned companies.

The net debt of the public sector fell from 60% of GDP in 2002 to 40% in 2010.
Amongst the factors that contributed to the reduction of the domestic debt, besides
increased revenues derived from the external push, were the reduced profitability of

government bonds indexed to Selic and the shrinkage of the share of the domestic public
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debt that was indexed to the exchange rate. Furthermore, there was a change in the
composition of this debt, which came about with the decline in the proportion of securities
indexed to the exchange rate and to the Selic rate at the expense of advancements of the
ones indexed to inflation or that are fixed rate bonds (Tesouro, n.d.). Both of the latter
types of securities are the most desirable by the Treasury, and had their share in total
securities increasing from 14% by the end 2002 to 60% in 2006. This trend of
improvement continued and in June 2014, the percentage had already jumped to over 76%,
according to Tesouro (2014). The external debt for instance also benefitted from the
appreciation of the exchange rate, which coupled with successive accumulations of
reserves turned the public sector into a net external creditor.

The dynamics of improvement in tax revenues was fundamental for maintaining
both good indebtedness indicators and increases in public spending (Corréa, 2015; Serrano
and Summa, 2015). The latter boosted the dynamism of domestic demand. The increased
spending had strong impacts on two fronts: investment and consumption.

When we talk about investment, we touch the second pillar of the neoliberal SSA,
which involves the strong contraction in industrial activity. Lula’s government was
different from its predecessors for restoring public action in the acceleration of
investments, which according to Corréa and Santos (2013), happened via three main
routes: (i) direct state investment in infrastructure, especially after 2006 with the Plan for
Accelerated Growth (PAC); (ii) the financing of private investment via BNDES and (iii)
conducting consortia for large investment projects. As a result, between 2003 and 2010,
the growth rate of total investments was higher than the growth rate in consumption.

But despite the growth in the investment rate, industry was one of the main weak
spots of Lula's government. There was no explicit policy to change the Brazilian industrial
structure. The external impulse that occurred in the first government was extremely
beneficial for manufacturers linked to commodity exports, which Corréa (2015) defines
as “growth via the line of least resistance”. The growth impulse coming from exports, later
associated with domestic growth, had a positive initial effect on the industrial production.
But in the domestic market, this effect was hampered by the combination of currency
appreciation and GDP growth, which accelerated the replacement of the domestic

production by imports. In addition, there was a downward trend in manufactured exports
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not linked to commodities, regarding both high and low technology products, which was
closely linked to the aggressive international competitiveness of Chinese industry. The
result was that between 2005 and 2008 the growth rate of the industry’s value-added
remained below the GDP growth rate. And in terms of the trade balance, between 1992
and 2007, the trade surplus in commodities grew steadily, rising from US$ 11 billion in
1992 to US$ 46.8 billion in 2007, while the trade balance in manufactured goods went
from a surplus of US$ 4 billion to a deficit of US$ 9.8 billion for the same period (Oreiro
and Feijo, 2010). Thus, the industry was far from recovering its position of engine of
growth that it had in the developmentalist period.

When we talk about consumption, we touch the third pillar, which is the further
deterioration of the living conditions of workers in the neoliberal SSA. Lula’s government
brought about a measure that had a very important impact on the indicators of income
distribution, which was the policy of appreciation of the minimum wage. However, any
attempt at structural income redistribution would necessarily involve two actions:
strengthening the universal character of social policy and implementing a tax reform
aimed at eradicating the strong regressiveness that characterizes the Brazilian tax burden.
What we saw instead was an increasing weight of targeted social policies — the most
famous one being Bolsa Familia (Lavinas, 2015).

The financial sector saw the profitability of government bonds reduce through the
reduction of Selic and the purchasing power of workers increase, amidst an environment
of political stability and economic growth. In this way, the relaxation of the pillars of the
neoliberal SSA sowed the seeds for the transformation of consumer credit as financial
institutions found in households their pot of gold. Meanwhile, financial inclusion policies
promoted access to bank accounts and created facilitated credit categories. The result was
that a large chunk of that credit ended up in the pockets of low income groups, which
proved to be a fruitful front of expansion. In order to attract this category of clients,
according to Cintra (2006) two main strategies were adopted: the acquisition of the
remaining SCFIs by large conglomerates and the formation of partnerships with retailers
- following the historical pattern. Some of the most substantial operations are summarized

in the following table.
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Table 5.6 Selected acquisitions and partnerships related to the expansion of credit

portfolios of commercial banks.

Year CAIXA
2005 Acquired the consignado loan portfolio of the private banks BMG and BMB
BANCO DO BRASIL
2006 Settled the first partnership with a retailer, for consumer financing and sales of financial products. The
agreement was made with Lojas Maia (home appliances and furniture store)
2007 Another partnership settled, this time with Lojas Novo Mundo
The SCFI “BV Financeira” was founded in July 1996 by Banco Votorantim, which aimed at diversifying
2009 its activities. In 2009, Banco do Brasil bought part of of Banco Votorantim. The goal was to strengthen
the participation of Banco do Brasil in vehicles financing
BRADESCO
2001 Acquired Banco Continental, traditionally focused on CDC
Acquired Banco Mercantil de S&o Paulo S/A, a conglomerate that owned the SCFI Finasa. The latter is
2002 then renamed as Bradesco Financiamentos
Started to manage the financing portfolio (CDC) of Ford Credit
2003 Acquired Banco Zogbi, an institution that was created to finance the sales of Lojas Zogbi, but then became
a profitable player on the CDC segment
2004 Partnership with Casas Bahia, which guarantees exclusivity on sales financing
In a second phase of the partnership, Bradesco installed kiosks inside the stores, in order to
2005 sell financial products to Casas Bahia’s costumers, such as cards and insurance
Acquired Banco Morada, an institution specialized on personal credit and CDC, with acted in Rio de
Janeiro
2006 Took over the Brazilian operations of American Express
2007 Acquired BMC, one of the biggest private banks acting on consignado credit to retirees and pensioners
2009 Acquired Banco Ibi, linked to the Dutch retailer C&A
2015 In 2015, Bradesco had partnerships with 24 big retail chains for the issuing of credit cards
HSBC
2003 Bought all Brazilian shares of Lloyds Bank, which ceases to operate in the country. The most wanted asset
of Lloyds was the SCFI Losango
2004 Partnership with the retailer Panashop, which guarantees exclusivity on sales financing
SANTANDER
2010 Acquired the SCFI Aymoré Financiamentos, that was renamed as Santander Financiamentos
ITAU
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2003 Acquired the SCFI Findustria, which mainly acted on vehicles financing. The institution is renamed as
Banco Itaucred Financiamentos S/A

2004 Creates the SCFI Taii. In 2009, after Itai merged with Unibanco, the company was closed
Partnership with the retail chain P&o de Acucar, which created the Financeira Itad CBD

2005 Partnership with the retail chain Lojas Americanas, which created Financeira Americanas Itad

2013 Acquired Credicard, the most famous credit card company in the country
UNIBANCO

2000 Acquired the Financeira Fininvest

2001 Acquired 50% of PontoCred, a subsidiary of Globex responsible for financing the clients of the retailer
Ponto Frio

2001 Partnership with the retailer Magazine Luiza

2004 Partnership with Walmart, for the control of Hipercard, the credit card of the retailer
FOREIGN INSTITUTIONS

2006 The French Cetelem, from the groups BNP Paribas, settled a partnership with the retailer Casa&Video for
sales financing and for the issuance of a store card

2014 Leader on the Brazilian e-commerce, the B2W announced a partnership with Cetelem to offer credit cards
on the Americanas.com and Shoptime websites

Sources: Folha de S. Paulo (2000, 2002, 2003, 2006, 2009); G1 (2009, 2013); Estaddo (2002a, 2002b,
20044a, 2004b, 2005a, 2005b, 2006, 2008, 2009a); IG (2011); O Globo (2007); Hipercard (2017); Exame
(2010, 2014); Reuters (2005), Valor (2007, 2009).

The modern partnership with retailers constituted a process of financial innovation
(Alves and Menezes, 2007). It started with the so-called private label cards, which provide
a line of pre-approved credit to the customer shopping in the store that issued the card.
There are three business models behind the private label cards, and the most primitive, in
terms of its operational architecture, is the in-house model. In this model, the retailer is
responsible for all activities related to the granting of credit, which includes the capture of
customer requests, analysis and the processing of such requests. At best, there is an
outsourcing of auxiliary tasks such as the management of defaulters. The resources that
back the credit granting usually come from retained earnings of these commercial
companies or the issuance of debentures. The major weakness of this model is that the
internalisation of the above activities requires a major mobilization of the company's

management structure, which can be very expensive.
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At the other extreme there is the model of outsourcing, where the whole
administration of the card is put into the hands of a financial institution. The problematic
points then become the loss in retailer’s autonomy regarding credit decisions, and the fact
that this retailer does not participate in the financial gains arising from the credit card
transactions. And halfway between in-house and outsourcing there is the joint venture
model, where the retailer and financial institutions come together to create a third entity,
which is responsible for the management of the card. Financial profits are therefore
shared.

Furthermore, private label cards have also evolved and diversified. Three main
variants can be cited: firstly, the non-flagged private label of widespread use, that can be
used in all establishments affiliated to the administrator of the card, which as explained
previously can be the retailer or a financial institution; secondly, the flagged co-branded
card, which can be used in all stores that accept the flag, and can also be used for
withdrawals; thirdly, there is the flagged private label, in which case 100% of the credit
limit is available for use in the retailer that issued the card, and a fixed percentage of this
limit can be used in the stores that accept the flag and for withdrawals. The same retailer
can also offer different types of cards for different clients, in which case private labels are
usually offered to low income customers.

The result of this process was a huge increase in credit to individuals, as shown by
figure 5.3. Consumer credit then becomes one of the main instruments of accumulation.

In macroeconomic terms, the credit boom was one of the big factors responsible
for boosting aggregate demand via consumption without addressing structural income
redistribution, at a time when investments had lost their dynamism. While growth rates
during the peak of the developmentalist era reached an average of 7% per year (from 1974
to 1980), from 1995 to 2004 the average registered was of meagre 2,4% (Gongcalves, 2006;
Fonseca et al, 2013). From 2005 to 2010 Brazil grew at 4,3% per year, on average.

With consumer credit at the apicentre of accumulation, it became much more
costly for the borrower compared to the developmentalist era, which we can deduce by
comparing table 5.2 and figure 5.4. Between 1960 and 1970, the highest average annual
interest rate charged to the borrowers of SCFIs was 19.9%. In contrast, when we look at

the neoliberal period we see that in July 2014, the average real interest rates charged on
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overdraft and revolving credit reached 191% and 336% per year, respectively. Payroll
deductible loans (or consignado loans), which are currently the cheapest credit categories,
reached 34% for that same month of reference.

Figure 5.3 Total credit to the private sector, by categories. R$ (million). Deflated series
(IGP-DI, Aug 2014=100). June 1988 — August 2014.
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Figure 5.4 Real interest rates for selected types of credit to individuals (% p. y.), July
1994- October 2014.
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As a consequence, profitability rates peaked. During Lula’s government, banks
profitability rose by 550%, in comparison to Fernando Henrique’s mandate (Agéncia
Senado, 2011). And during the entire PT era, from 2003 to 2016, amongst the ten most
profitable stocks in the market, five were from banking institutions (Toledo, 2016). This
explosion in the cost — and in banks’ profitability - clearly shows the government's

orientation to protect the centre of accumulation.

5.6 Conclusion

Given the centrality of consumer credit not only for the determination of
macroeconomic dynamics but for the organization of daily life, its history has already
been accurately told in the cases of developed economies - notably in the US, where it

was born and where it reached its greatest development (Marron, 2009; Hyman, 2008;
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O’Connell, 2009; Calder, 2009; Gelpi and Julien-Labruyere, 2000; Logemann, 2011).
This paper is an attempt at telling the Brazilian history of consumer credit. This history
has a dual nature, as consumer credit interlinks movements placed at the business arena
and at the cultural arena. The former refers to the conditions of capital reproduction, while
the latter to processes of social legitimacy. In the present paper, we focus on the former
level of analysis, leaving the latter as a suggestion for future investigations.

By putting the modern credit boom in historical perspective, some of its features
are better understood, such as the strategy of forming partnerships with retailer
institutions, a practice that emerged in the 1950°s. Furthermore, it clarifies the role of
consumer credit in the “big picture”. During the developmentalist era, the bills of
exchange, that funded consumer credit, were a profitable financial investment — but they
did not drive accumulation. Consumer credit assumed an auxiliary role, in the sense of
helping to create demand for the domestic industry in a context of highly concentrated
income, therefore supporting industrial-based accumulation.

When the industry lost its position of engine of growth, the center of accumulation
moved from the industrial to the financial sector. In this new context, the main instrument
of modern financial accumulation was inflationary gains at first. Right after the currency
was stabilized, it became securities. During the 2000s, consumer credit reemerged. The
government made marginal adjustments to the neoliberal SSA in force, which altered the
macroeconomic environment, creating incentives for banks to increase the credit-to-
securities ratio, including in the expansion process previously marginalized clients.
Consumer credit then became one of the main instruments of modern accumulation. In
macroeconomic terms, the credit boom was one of the big factors responsible for
generating growth via consumption, without addressing structural income redistribution,
at a time when investments had lost its dynamism.

At this new scenario, consumer credit started to reach a larger base of the
population, but also became much more costly for the borrower if compared to the
developmentalist era — and the profitability of the banking sector peaked.

Throghout the analysis, we were able to see that the role of the state is vital in
explaining the differences in the characteristics of credit supply in the two periods

considered. In the first period, the policy apparatus regimenting SCFIs embedded a
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rationale of keeping credit available and affordable, in order to create markets for
industrial goods, therefore protecting industrial accumulation. While in the second period,
the desinterest of authorities in controlling the cost of credit evidences the protection of
the new accumulation’s epicentre. This time, this is equivalent to protecting the interests
of lenders, to the detriment of borrowers. This way, compared to the developmentalist era,

the power asymmetries between lenders and borrowers were widened.
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CHAPTER 6 : STRUCTURAL DETERMINANTS OF CONSUMER CREDIT
DEMAND - THE CASE OF COMPLEXO DA PENHA

“If we admit that human life can be ruled by reason, then all possibility of life is destroyed.”
(Tolstoy)

6.1. Introduction

The aim of the previous chapter was to investigate the structural determinants of
consumer credit supply for low income populations. For that, we put the phenomenon of
booming consumer credit in Brazil around the 2000’s in historical perspective. In a
nutshell, we were able to verify that its transformation, from a supportive to one of the
main instruments of accumulation, was accompanied by profound changes in the amount
and cost of credit supplied. The purpose of the current chapter is to unveil the structural
determinants of consumer credit demand, using for that the qualitative study performed in

Complexo da Penha.

The interviews suggested the existence of a double-charactered consumer credit
demand — one that emerges from the need to finance social consumption, and another type

which emerges from the need to finance basic consumption®z,

The first type of credit demand is heavily influenced by structural cultural
institutions. Those cultural determinants refer to consumption and financial norms, which
are based on intersubjectivities — here simply understood as socially shared logics. Those
norms are compatible with a progressive increase in indebtedness, as they set high levels

of desired consumption and naturalize the use of consumer credit to finance them.

Together, those norms give social legitimacy to FI policies that increase credit

supply. This process of legitimation can be of two types — active and passive. Passive

62 So far, we have used a consumption typology composed of two main categories: basic and social
consumption. The former is associated to the satisfaction of immediate and future survival needs, while the
second was further divided into status, integrative and conformative consumption. See chapter 2.
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legitimation happens when these policies are compatible with a set of pre-existing
intersubjectivities. Active legitimation happens when the influence of the financial system
is big enough to transform pre-existing intersubjectivities of resistance to increased

financial inclusion.

This way, our first contribution is to propose a richer understanding of the demand
for credit than is found in the economics literature. This demand is normally regarded in
mainstream and Post-Keynesian economics as an extension of individual preferences
and/or of individuals’ or businesses’ cash short-falls in the context of utility maximization
(Cui, 2017; Deleich, 2018). In particular, this study finds evidence for the existence of
intersubjectivities identified by the literature, points to the transformation of others and
identifies new ones. In addition, by tracing the structural relations enclosed by these
intersubjectivities we were able to conclude that both active and passive processes of

legitimation to FI policies took place in Brazil.

It is worth reminding the reader that our focus on the mapping of shared logics
with a structural origin, does imply that the countervailing “agency” forces are irrelevant.
In other words, the existence of prevailing cultural institutions does not imply an
impossibility to act contrarily to them. In line with the Critical Realist philosophy,
presented in chapter 3, we believe that a pre established social context does not determine
human behaviour. Our research strategy should be understood in the general context of a
structuralist thesis —and in particular, in the context of the research question of the chapter,

that investigates the structural factor underpinning consumer credit demand.

We also identified a second type of credit demand — this one much less approached
by the literature — which emerges from the need to finance basic consumption. This
demand can be further divided into two categories. One arises from the need to manage
fluctuations of a budget that is very close to the subsistence level, and is commonly met
by pre-approved credit sources. And the other is a credit demand that arises from even
more serious cases of interruptions or severe reductions in the inflow of income, which
brings this income to a level that is well below the minimum of subsistence. The latter

type of demand is left largely unattended by the formal financial system.
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The need to recourse to credit to finance very basic needs evidences the lack of
“cushions of protection” coming from labour market structures and welfare systems. And
the fact that this credit is frequently unavailable, in which case there is high vulnerability
to to being pushed into informal arrangements to guarantee survival, evidences the

deficiency of financial inclusion policies to provide safety nets to these clients.

Along these lines, by drawing attention to the wvulnerability to informal
arrangements to guarantee survival, another contribution of this study is the detailing of
the operation of moneylenders and caixinhas within a favela. Even though there are some
studies that analyze local currencies (Menezes and Crocco, 2007; Freire, 2011), the

operation of informal local lending systems in poor communities is still largely unknown.

This chapter is structured as follows. After this introduction, section 6.2 contains
a literature review of the Brazilian studies that investigate consumption and financial
behaviour amongst low income populations. Section 6.3 addresses credit demand that
finances social consumption, presenting the fieldwork findings regarding
intersubjectivities shaping consumption and financial norms. The following section
connects the intersubjectivities mapped to structural conditioning. Section 6.5 presents
fieldwork results regarding the investigation of credit demand that emerges from the need

to finance basic consumption. The last section concludes.

6.2 Intersubjectivities shaping consumption and financial norms amongst the Brazilian
low income population in the literature

Chapter 2 discussed the idea that a credit demand that emerges from the need to
finance social consumption is heavily influenced by cultural determinants. Those cultural
determinants were considered to be consumption and financial norms. While consumption
norms are socially-determined standards of consumption, which determine the level of
desired consumption, financial norms are socially-determined standards of how that
consumption level should be financed (Cynamon and Fazzari, 2008). We also suggested
that they derive from socially shared subjectivities. This way, this section maps the

intersubjectivities present in the Brazilian literature.
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The literature that deals with consumption behaviour amongst the Brazilian low-
income population is heavily concentrated in the field of business studies (Castilhos, 2007;
Mattoso and Rocha, 2005; Barros, 2007; Rocha and Silva, 2008; Barros and Rocha, 2007;
Assad and Arruda, 2006; Nogami and Pacagnan, 2011) and to a lesser extent, in the field
of sociology (Barbotin, 2014; Sarti, 2011)63. These authors investigate the symbologies
and meanings associated with various consumption practices, which is compatible to our
analysis of intersubjectivities — even though the terminologies used are different. Table

7.1 below summarizes the findings pointed out by this literature:

Table 6.1 Consumption intersubjectivities existent in the literature.

Consumption Typology Intersubjectivities

Status Intra-class differentiation
Intra-class differentiation
Display of intra-class equality
Leisure-consumption
Extra-class integration

Integrative

A commonly reported finding of this literature is a subjectivity supporting status
consumption - the so-called intra-class differentiation. (Assad and Arruda, 2006).
Castilhos (2007), explains that the "elite of the poor"” wants to be different from the "poor”,
which in turn do not like to be confused with the "very poor.” The first group is formed
by local traders, who live in better located and more comfortable houses. The second is
constituted by those who lived in simpler houses, but still have the ability to equip it with
some electronics and have abundant food, although composed of cheaper products. The

very poor form the lower layer, and their state of destitution is pronounced.

Barbotin (2014) explains that although participants generally do not admit the

engagement in intra-class differentiation via consumption, this is detected when the

8 It is interesting to highlight that the emergence of the business literature in particular was strongly
influenced by Prahalad (2010), who inaugurated an area of research which called attention to the enormous
profitability that could emerge from doing business with the "base of the pyramid". This was becoming
increasingly evident with the boom in emerging countries, which in the first decade of the 2000’s were
assuming an increasingly prominent role as drivers of global growth.
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interviewees are invited to talk about the practices of the others. At that moment, these

practices become highly visible in the community where they live.

Pinheiro-Machado and Scalco (2012) explain that the status consumption of the
Brazilian poor is inspired by the consumption of the elite. But given the abyss that
separates them from upper classes, it acquires very particular meanings and must be
studied in its own terms. The authors examined the consumption of branded clothing by
young residents in the periphery of Porto Alegre — which is an accurate example of intra-
class differentiation. Although the use of branded clothes is a symbol of status in society
in general, in the context of these young people the specific brand purchased also defined
participation in a certain “brand clan” — the “clan” using Nike products was rival to the

one using Adidas.

Moving on to integrative consumption, social rituals marked by practices of
consumption were also detected by the literature. These rituals refer to weddings, birthday
parties, baby showers, Christmas celebrations, among others. While Souza (2009)
associates these rituals with a desire for differentiation, that is, a desire to place oneself in
a position of superiority over the other person, initially taken as similar — which end up
basing integrative consumption on the logic of intra-class differentiation -, Barbotin
(2014) takes a different perspective. The author argues for the existence of a logic that we
coin display of intra-class equality. Participation in a ritual in this case signals that one's
dispossession is not severe enough to prevent his/her engagement in different locus of
socialization. Before taking a position of superiority, there is an intention to take a position

of equality in relation to the other.

The act of consuming in itself is also a social ritual. And the norms associated with
“ritual consumption” in the revised literature are leisure-consumption and extra-class
integration. Regarding the former, it is highlighted that the ritual of consumption that
becomes a leisure activity has the power to alleviate an arduous reality (Lipovetsky, 2007).
Therefore, even ordinary purchases, such as shopping for groceries, which is often
considered inconvenient for other social classes, are considered pleasurable for less
privileged individuals (Veloso et al, 2008; Parente et al, 2005; Mattos, 2007). Regarding
the latter, Barbotin (2014) highlights the role played by department stores, that became a
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space of integration of different social segments in the urban space - an integration
mediated by consumption. On the other hand, that positive feeling contrasted with the
frustration caused by budget constraints, which prohibited the purchase of many desired
items (Parente et al, 2005; Mattos, 2007).

Moving on to the literature that addresses intersubjectivities underlying financial
norms specifically related to the case of consumer credit, - business and sociology studies
previously mentioned also address this thematic. In addition, another source of
publications offers important insights on the subject: government reports in the first
decade of the 2000’s, which aimed at better understanding the targeted audience of FlI
policies that were being implemented for the first time in history. While Nichter et al
(2002) focus on microentrepreneurs, Brusky and Fortuna (2002) use as units of analysis

microentrepreneurs, employees and the unemployed.

Following Brusky and Fortuna (2002), we distinguish consumer credit in two
types: instalment credit, referring to consumer credit that is materialized in the form of
goods; and cash credit, referring to consumer credit that is materialized in the form of

cash. Table 7.2 below summarizes the financial subjectivities pointed out by the literature:

Table 6.2 Financial subjectivities existent in the literature

Financial Product Subjectivities
Lack of prospective thinking
Instalment credit Social rejection of saving
Naturalness
Cash credit Non-naturalness

Instrument to strengthen social ties

Social demarcation
Lack of financial education

Consumer credit
(instalment+cash)

Regarding instalment credit, the following subjectivities are highlighted by the
literature reviewed: the lack of prospective thinking; the social rejection of saving and the

naturalness of the instalment purchase.

Firstly, Brusky and Fortuna (2002) start by verifying that interviewees repeatedly
used the argument of the impossibility to save due to their low level of income. However,

by recounting their life trajectory, it became clear that there were many moments in their
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lives when participants were able to properly pay for instalment plans acquired. This
implies that in these moments they were able to manage their budgets in order to have a
surplus of funds by the end of the month, which means that before the instalment plan was

acquired there was a limited, but positive, potential to save.

According to the authors, this paradox evidences the existence of a lack of
prospective thinking, or in other words, a temporality of preferences that prioritizes
immediate satisfaction, which in this case is brought about by consumption and denied by
the act of saving. The lack of long-term planning in the management of the domestic
budget amongst the poor is also highlighted by Barbotin (2014) and Barros (2007). But
this is not a unanimous point in the literature. Mattoso (2005), for example, states that his

interviewees demonstrated that they plan their future in a concrete and rational way.

Secondly, Barbotin (2014) points to another perspective regarding savings: the
case of its social rejection. This situation arises when one forgoes from the present
consumption of items that are considered necessities for the sake of saving for medium or
long-term needs, which is identified as being a greedy attitude. The act of saving is

legitimate only when quality of life is not compromised.

Thirdly, Brusky and Fortuna (2002) argue that consumer credit is seen as a natural
variation of the prompt payment, and often it is not even associated with a financial
transaction, in opposition to a traditional loan. This perception of naturalness is reinforced
by the quickness of transactions - once a registration is created in a store, which usually
requires a short list of documents, future instalment plans do not need to be approved -
and by the flexibility of terms and of the size of instalments. The perception of naturalness
is also partially due to the good relationship maintained with retailers, as clients believe

themselves to be treated with dignity and respect by these institutions.

Regarding cash credit, non-naturalness is the main perception associated with it,
according to Brusky and Fortuna (2002). It is associated to bureaucratic transactions that
need to be justified, and therefore are associated to unusual circumstances, not associated
with daily life, that require an atypical financial mobilization by households. A strong
feeling that the poor are mistreated by banks and financial institutions in general was also

detected, which helps to reinforce the non-naturalness perception.
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Some perceptions can be associated with both types of consumer credit, such as
credit as an instrument to strengthen social ties and credit as social demarcation, both
explored by Mattoso and Rocha (2005). A very common practice amongst low income
Brazilians is the one of "lending one’s name". This is a situation when an individual,
unable to access the formal financial system, accesses credit using the name of somebody
else. Given the high risks involved in the operation®4, the reason why this is such a

common strategy is explained as follows by Mattoso and Rocha (2005):

“Lending the name may not be seen as an optional favour, but as an obligation to those
who belong to the universe of relationships. To refuse to lend the name is to deny the
bonds that exist between the particular individual and his network of relatives and friends,
admitting, in its final consequences, the rupture of these bonds. It is a gift in all its
extension, because it implies donating not only credit, but the identity and social insertion
itself. " (p. 13 — our translation)

A spirit of solidarity surely figures as an explanatory factor. However, there is
more to it. A need to strengthen the insertion of the individual in his/her micro social ethos
is also present. This ethos refers to the set of interactions between individuals and families,
and between families, which requires some sort of social maintenance for its perpetuation
over time. This perpetuation is seated on an informal institutionality involving actions,
norms and rules guided by bonds of trust and loyalty. According to Sarti (2011), the very
definition of family in this framework refers to a web of moral obligations. In this sense,
being part of the family implies being helped in difficult times and helping others in times
of prosperity. There is also a hierarchical dimension involved in the practice of lending
one’s name, since it involves a privileged part loaning a coveted asset (a “good name”) -

putting the one who loans in a superior position regarding the one who borrows.

In addition, even though it cannot be considered a subjectivity per se, the lack of
financial education is considered an important factor underlying financial norms in Brazil.
In an OECD survey that measured the level of financial education in 30 countries, Brazil
was ranked 27". The questions covered topics on interest, risk, inflation, management of
portfolio, amongst others, and were applied to 1.974 people in the country. The Brazilian

average score was 58%, whilst the international average was 78% (Atkinson et al, 2016).

8 The practice is extremely risky — according to SPC, almost 30% of the 54 million defaulters in the country
In 2015, corresponded to people who lent their credit cards, opened a crediério or took cash credit for other
people (Andrade, 2015).
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In sum, this section listed the intersubjectivities underpinning consumption and
financial norms in the literature. On the one hand, these consumption subjectivities are
compatible with the existence of consumption norms that set high levels of desired social
consumption, as they are associated with multiple social purposes. On the other, the
subjectivities underlying financial norms naturalize the use of instalment credit — and not
cash credit — to finance those desired levels of consumption. Next, we discuss the results

of the qualitative study that took place in Complexo da Penha.

6.3 Intersubjectivities underlying consumption and financial norms amongst the
Brazilian low income population — the case of Complexo da Penha

6.3.1. Intersubjectivities underlying consumption norms in Complexo da Penha
Data collected during fieldwork make two points of contribution: first, they
increase our understanding of the functioning of an existing subjectivity, and second they

identify a new one.

Firstly, regarding the functioning of intra class differentiation, a feeling of
recrimination was commonly manifested. It was clear that attempts at social
differentiation via consumption were penalized when the person practicing it was
perceived as an equal in terms of destitution. This individual was treated as a "social
fraud”, who through ostentatious consumption — unsuccessfully - tried to hide a reality
marked by material precariousness, and hence the recurrence of expressions related to
"wanting to be what one is not."” And logically, the greater the detachment between social

reality and appearances, the greater the social judgment:

"We have to shop thinking like that, right, about living within our means...so, in my family
there are people who don’t have the financial means but want to buy things so they can
show it off to people, you know? And don’t want to live their reality, don’t accept it. They
try to show that they are something they’re not." (Cris)

"They do it out of greed. They want to be something, want to spend something they can’t.
Want to have a status they don’t have, you know."(Fernando)

"I know many people who spend more than they should. That can’t do those things and
are forcing the situation to be something that they can’t be, because they don’t have the
means for it. They want to spend what they don’t have." (Lucio)
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But ostentatious consumption became legitimate when the other was perceived as
someone who actually had the financial means to do so. This became evident when we
asked participants if they admired people who owned expensive houses and cars. Most

people answered positively:

"l admire them! If you have those things it’s because you conquered them, everything
requires a sacrifice, you know. If he got it is because he fought for it. If | want it, | have
to fight to have it too, right?” (Cris).

"Oh, | agree yes, because they fought to conquer that. | really admire their struggle to
obtain property, a material good that is a car, a motorcycle or whatever." (Danilo)

"I think it’s a god thing if they can have it.... I admire it because the person is hard
working." (Esther)

"l admire because the person worked to conquer that. I admire it." (Fernando)

"l admire because | think it's cool. Because sometimes the person got there fighting for it,
nothing falls from the sky. Nothing happens by chance. He fought, worked and conquered
what he has. So, I think it's cool. When it’s a product of hard work is cool, that I admire."
(Lucio)

"There are people who have them, to the extent that they work hard, but like, I don’t care
much about these things. We have what we deserve.” (Ian)

"I don’t admire, I think that if they have it, they earned it. They fought for it, they deserve
it. If they got these things, is because they deserve them.” (Leonardo)

"If the person has that it’s because he did something to deserve it, right. So, | will never
envy that. | admire the character of the person in the first place." (Mariana)

Even those who did not define their feeling as one of admiration, as the last three
statements, instantly associated possessing expensive homes and cars to individual effort.
Therefore, when there was no feeling of admiration towards the owners of these things,
there was always the recognition of the individual merit related to the conquest. This
points to the ideology of meritocracy, the great legitimator of social hierarchization in

modern capitalist societies, which was very apparent during the interviews.

Secondly, we identified the existence of a norm of intra-class equalization, which
is associated with a conformative type of consumption. It is not necessarily associated
with a ritual - and therefore does not necessarily involve the social display of this
consumption. Social valuation in this case comes from the feeling of belonging to an
inferior social position, but one that has significantly increased its purchasing power over

time, as suggested by the following report:
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"Because back in my mom’s days, even for me, the poor were really poor. | remember
that my mother used to raise chickens ... my mother planted a lot of things. But we had
nothing. There was only one bed for us to sleep in, a chair like that, but there was no
couch. After a while she was able to buy a tv. But it was all different from the poor | see
today. The poor of today have everything in the house."(Janete)

For Janete, the “poor of today” surpassed a state of extreme destitution and now
they “have everything in the house”. If “having everything in the house” is considered to
be the normal state of her social reference group, this creates an impulse to conform. By
conforming, she starts to belong to a group of people which has been increasing its

economic capabilities over time.

Next, we move on to the investigation of the shared logics that ground financial

norms.

6.3.2 Intersubjectivities underlying financial norms in Complexo da Penha — the case of
instalment credit.

Regarding instalment credit, the results obtained with the case study of Complexo
da Penha support the existence of social rejection of savings and the naturalness of
instalment purchases. Our conclusion regarding the lack of prospective thinking is that

this intersujectivity needs to be relativized and critically interpreted.

The act of saving is perceived by interviewees in an ambiguous way. On the one
hand, the strategy of saving was universally considered superior to the strategy of
instalment payments. But on the other, saving can be associated with greed, revealing a
trace of its social rejection. This was clear in Carolina’s account. If on the one hand she

retained a certain admiration for savers, on the other she thinks of them as "stingy"":

"Sometimes I don’t know if I congratulate that person for being ... I think it’s stingy but
they’re saving to have things and calculating stuff, right. I wanted to be like that but I
don’t think it works." (Carolina)

It was also found that the perception of naturalness of instalment purchases
remains ever-present, which is strengthened by the perception that instalment plans can
be interest-free. Participants were asked if they got more motivated to opt for the use of
consumer credit when it was announced as "interest free". Most responded positively,

among which:
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"Let’s say a television, which is a superfluous good. You won’t buy one every day. If it is
interest-free I think it's ideal! (...) if it’s without interest, it could be parceled out because
I would able to pay without going broke."(Leonardo)

"The interest-free instalment - | think that's a good idea. Very good for consumers. Even
in relation to self-esteem, to have a conscience that, damn, I'm going to buy it here and it
won’t overburden me with exploitative interest."(Bernardo)

"Certainly, it stimulates the person to buy. That affects the metabolism of the person -

'interest-free'." (Fernando)
"Sometimes the 10 monthly instalments are really interest-free." (Hugo)
Respondents who answered negatively showed an intuition that there is built-in
interest despite of advertising, without presenting a more sophisticated knowledge of how

the mechanism works, as the selected participants below:

"- | think the fact is that they already put the value there and put ‘without interest’ for us
to think that it has no interest but it does. It’s a trick. But everyone falls for it.” (Carolina)

"Sometimes this ‘interest-free’ ... the store may have increased the price, as it happens on
Black Friday, they increase the product and come up with a false discount.” (Henrique)

"But it always has, they always put interest." (Leandro)

Moving on to the lack of prospective thinking, our conclusion was that this
intersubjectivity needs to be interpreted very carefully. Just the fact the people sometimes
resort to instalment plans at times when they could’ve chosen to accumulate a stock of
savings instead is not enough evidence to prove the existence of a prevailing lack of long-
term financial planning in their lives. This way, the interviews were inconclusive
regarding the existence of a lack of prospective thinking as a socially shared subjectivity

in Complexo of Penha, due to three main reasons.

First, when there is a low saving potential, long periods of time are necessary to
form the stock of savings necessary to purchase the desired good. It is worth remembering
that the themes of this section are norms underlying different forms of social consumption
— including the ones that are essential for guaranteeing the social insertion of that
individual. Especially in those latter cases, a financial strantegy that guarantees the
immediate acquisition of a good, provided that interest is affordable, is more rational. In
the interviews, access to instalment credit and credit cards was recurrently considered

fundamental to guarantee access to more expensive items:

"There are people who cannot afford ... because it is very difficult, in a R$ 1.000 radio,
you go there, paying at once is crazy ... when you take credit you don’t even feel it” (Cris)
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“If instalments didn’t exist, many people wouldn’t have much." (Carolina)

"Because it’s like, there is a product of R$1.000, and I don’t have R$1.000 to buy it, so I
need the instalment for me to have that. So the instalment is very good.” (Ingrid)

“Also because sometimes we don’t have the whole money for the product ... it is
mandatory, it has to be parceled out, you know."(lan)

"We barely have the money to buy the product, which usually goes beyond what we earn.
But it is essential [consumer credit], because usually everything is so
expensive."(Henrique)

Secondly, we live in a fast-paced society, where consumers are daily induced to
follow fast moving consumption trends. Taking time to form a stock of savings to
purchase a good that migh not even be available in the market anymore at that point in the
future may not be a rational strategy either. This way, our consumption practices — and
consequently, financial practices — are shaped by manufacturing models and advertising
industries that induce all consumers to short term behaviour. And low income consumers
are not an exception. In the interviews, a lack of patience, or anxiety, were expressions
recurrently used by interviewees to justify the choice of instalments in practice, to the

detriment of savings.

" A lot of people do this [save], I can’t. I’d rather use ... I don’t know if it’s anxiety, but
the right thing to do would be that, the person waiting and paying up front.” (Ingrid)

"Usually paying up front is better, but almost nobody has the patience to gather enough
money and then buy." (Bia)

"Because of the patience of the person, nowadays ... if he doesn’t have the money he has
to go for the instalment." (Danilo)

"~ Oh, I choose credit ... I don’t have patience. (Cris)
- I'm also very anxious " (Carolina)

Thirdly, the lack of prospective thinking can also be relativized when we analyse
it in conjunction with the other intersubjectivities. In a social context where the act of
saving can be socially interpreted as individual greed, where instalments are largely
naturalized by the population, where interest policies are not well comprehended, and
where an instalment contract can be a result of someone else’s request, the option for
instalment credit does not necessarily imply a lack of prospective thinking by the
consumer. Regarding the latter point, besides the type of credit demand explained by the
logic of strengthening of social ties, there is also the case when instalment credit works as

a disciplining device for the avoidance of conflict within the household. Pedro’s report
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below exemplifies how the subject might be a source of conflict in the household — as his

financial profile appears to be very different from his fianceé’s:

“I have an old mind, I think it's from my father, I keep my envelopes with money at home.
| put it there - it's R$50 for this, R$50 to pay for that, R$50 for emergency, R$50 if you
need medicine ... I'm going to get married at the end of the year - I'm getting no credit!
Then she says [Pedro’s fianceé] - but how? She doesn’t think like that [...] The TV in her
room was one of those old ones - she wanted to buy one, I managed to convince her not
to.” (Pedro)

In sum, the fieldwork performed corroborated the existence of the social rejection
of savings and the naturalness of instalment credit - shared logics underlying the use of
instalment credit pointed out in the literature. However, the interviews did not provide
enough evidence to support the existence of a prevailing lack of prospective thinking in

the community studied. Next, we move on to the analysis of cash credit.

6.3.3 Intersubjectivities underlying financial norms in Complexo da Penha — the case of
cash credit

When it came to instalment credit, our research results mainly expanded on
subjectivities that were already pointed out by the literature. But that was not the case for
cash credit. In our interviews, cash credit appeared to be much closer to the daily lives of
participants. Most affirmed that they had already accessed this credit category themselves
at some point, or that somebody else in the household did. In addition to demanding this
credit to cover atypical events, such as renovating the house and travelling, and
emergencies, reasons such as the purchase of goods and the temptations of the easy access
were also cited. This finding is compatible with the analysis of supply-side quantitative
indicators presented in chapter 4. It was shown that clients with a household income of up
to 3 minimum wages are the ones who get the highest volume of consignado credit. The

category also comes in second when it comes to the volume of non-consignado credit.

Brusky and Fortuna’s (2002) study was done in the very beginning of the credit
boom. We believe that the process of approximation of cash credit to low income
populations, which began with the creation of facilitated forms of credit, has reduced the
resistance that these clients previously had towards the use of this type of product.
Therefore, in this new scenario, the subjectivities that underpin the use of instalment credit

can also, to some extent, be extended to the use of cash credit.
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Bernardo and Maria are good examples of the forms that facilitated cash credit has
taken. Bernardo took consignado credit, but not the most traditional type that is intended
for retirees, pensioners and public employees. He worked for a private company that had
an agreement with a financial institution, for granting employees a loan whose instalment
payments would be directly deducted on the payroll. Maria took a loan directly at the
ATM — a practice that has significantly reduced the bureaucracy of accessing cash credit.
In this case, the customer gets pre-approved credit after a bank screening and can access
it directly at the ATM, without having to personally request it from a manager. This
completely eliminates the bureaucracy that according to Brusky and Fortuna (2002) was
one of the main reasons that kept the poor away from cash credit. Maria reports that she

was easily seduced by the appeals of this novelty:

“he was like, he said that it was available and there were several values and | could click
on them. I just clicked and the money went to my account. In the next month they started
to charge (...)

- and why did you choose Caixa?

- because it was easy, it was. | should not have done it because | didn’t even really need
the money. But you know how it is, there you go." (Maria)

To Costa et al (2014), loans taken from the ATM can go as high as R$ 40 thousand,
depending on the limit calculated for the client. The offer is displayed prominently on the
opening screen of ATMs or at strategic times, such as when the customer is about to pay
for credit card bills. The practice has been considered exploitative by consumer protection
agencies. According to them, most banks omit the interest rates and other charges during
the operation. It is also unclear whether the consumer is simulating the operation or

formalizing the loan request, which may lead clients to accidentally acquire the product.

Credit cards issued by retailers also started to offer consumers the option of ATM
cash credit — extending the facility of obtaining instalment credit via retailers to cash
credit. And because of this facility, this credit has been intensely used even for small

values, as in the case of Carolina's mother:

"I've seen my mother talking like that, getting home all happy and 'oh, | gota loan'. | asked
her 'how much is the loan?' Then she said 'R$150' (...) She got it from C&A.” (Carolina)

In sum, the interviews suggest that the use of cash credit has become much more

naturalized, meaning that the subjectivity discovered by Brusky and Fortuna 15 years ago
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has been undergoing a process of transformation. We believe that this is a product of the
dissemination of facilitated cash credit categories that approximated this financial product
to the general population.

6.3.4 Consumer credit and financial norms in Complexo da Penha

Regarding the subjectivities underlying consumer credit in general (instalment
plus cash credit), we would like to highlight the disruptive nature of the social character
of credit demand. While in a first moment the role of credit as an instrument to strengthen
social ties and of social demarcation accurately explains the practice of lending one’s
name, the fact that arrangements are commongly not fulfilled as stipulated often results in

severe damages to social relationships.

The practice of lending one’s name was well known to all interviewees. 16
participants reported having had negative personal experiences (their’s or of other
residents of the same household) related to lending the name, one of which involved a
crediario, one involved cash credit, one referred to check leaves and the rest of them,

credit cards.

The practice entailed a wide range of negative consequences for participants, that
ranged from minor impacts on the budget to situations of severe indebtedness and even

loss of employment. Here are some examples:

"He [Cris's father] got a card that was for him to use with another guy, and split the bill.
My father always paid for it on time, always paid his bills on time, and the guy did not
pay. That is, my father had to pay for the guy’s bill, a thousand something, then there was
this debt. And this month, my mother lent her card to another person to buy some clothes,
to go to the doctor and the person didn’t pay ... then we always end up having to bear the
losses."(Cris)

"Oh, it was my aunt. She wanted to buy something for her house and asked for the card,
it wasn’t even mine, it was my mother’s, but I’m an authorized user — that’s how you say
it, right? Then we were not able to use the card for a while, the card was blocked because
of her. Then we decided never to lend it again, because you see, she was family and she
did it to us, you know. But then thank God, after a great deal of effort, she paid, and then
the problem was solved.” (Amanda)

"I lent [the credit card] to my friend for her to buy trainers. And it’s happened already that,
like, I arrive at a store and I get there with Cris. I managed to make a card and she didn’t.
Then the goddam woman said 'Oh, you can put her as an extra'. Then | was like 'Oh yeah,
a friend, you can!'. | was the owner, then my bill arrives along with hers — it didn’t go to
her place. Let's say, she got the card but it was in my name. Everything came to me."
(Carolina)
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"It happened to me as well. This thing of 'oh, do you have a card?' 'l do!" 'Do you have a
check?' 'l do' 'Man, could you lend me your card, I can’t use mine' or 'Man, could you lend
me two check leaves?’ ‘But for what? 'Oh, to buy this and that...' Then I said 'oh, but
check, you know how it works, you gotta pay on the right date.' 'No, don’t worry' and
whatever. The check hit, and where's the money? 'Oh, I didn’t get paid' And now what?
In the end | was the loser. | lost the checkbook, still managed to redeem the account
though, after a while I lost my friend and it was over. | had to bear the losses! "(Leonardo)

"They have already bought things on my card, but it’s not that I gave the card to the person.
It was a friend. Most times | lent it was to buy Mary Kay products, that | got other people
to sell them with me and | lent the card. Because at the time | had 4 cards. But then |
parceled out the debt thank God, paid them and I didn’t want them anymore, and I kept
one so I didn’t get in trouble, and even then I did (...) It was because of those delays that
I got in trouble with the cards, because I lent them [Referring to delays in the payment of
cards lent to other people]” (Maria)

Among the most serious situations are those of Leandro and Hugo:

"What I owe is just on the card. Not much, just 18 thousand and something [laughs](...) |
equipped a house for a relative, man, put everything on my card! Anything you can
imagine, I put it all! That card of mine from Casas Bahia didn’t have a limit, man. It had
a limit, but it was 10 thousand reais, just the one of Casas Bahia (...) "Leandro

"With me it happened 1993. | lost my job because of it - with my sister. My sister asked
me to get a VCR for her at the time, and she didn’t pay. And it was an insurance company
that I worked for and we couldn’t have a dirty name, couldn’t have credit restrictions. And
the company, I don’t remember which one was at the time, if it was Ponto Frio ... it was a
company like that. They started calling my work, then they spoke directly to my
department manager, right. And then she scolded me, called me into the room and I didn’t
know, it was a shock. My sister was pregnant and everything... then | went to her house
to know what was happening and all ... then she said 'l haven’t paid for a couple of months'
and I was like ‘you could’ve warned me, I would’ve paid! They called my work and 1
don’t know what’s gonna happen’. I went there, | solved the problem, | paid it, and a
month later | got fired. And we believe that it was because of that." (Hugo)

This way, the interviews suggest that the shared logics that treat credit use as an
instrument to strengthen social ties and an instrument of social demarcation remain ever
present, underlying the practice of lending one’s name. Our interviews expand on those
findings by highlighting the wide range of negative consequences that the practice can

have on social and financial lives of interviewees.

6.3.5. The issue of lack of financial education

The issue of lack of financial education is common to all financial products
considered. It goes far beyond the unfamiliarity with retailers' instalment policies. In these
cases, the fact that the client is not aware of information is to a great extent explained by
the role played by financial institutions — which are not interested in publicizing the

information, or play an active role in publicizing a distorted information.
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But the interviews also recorded multiple individual experiences that suggest that
financial education amongst the popular classes is still very low. Many participants lacked

rudimentary financial notions, and for that reason we devote this entire section to the issue.

Let us start with Amanda’s example. The interviewee was unsure about what a
debit card was:
“(Interviewer) - the next theme is debit cards. Do you have one?
(Amanda) - No ...

(Interviewer) - Why?
(Amanda) — debit card...what do you mean exactly?"

Another example came from her sister Carolina, who noticed the presence of an
extra amount of money in her current account and assumed it was hers. She did not know
about the existence of a credit limit available in the account, the famous overdraft, which
is the category of credit to individuals that carries one of the highest interest rates in the
market. This lack of knowledge culminated in a "huge debt with Itad™:

"My first bank account was at Itad and | have a huge debt with Itad. | opened it because
people suggested. Formerly it was Unibanco, | was 16, then when | went there to open, as
I was underage | did not get a checking account, | got a salary account. So when it turned
to a checking account the [overdraft] limit showed up, which deceives people, right. |
thought it was money that was mine... then they started deducting it from my salary, and
I was getting no salary.” (Carolina)

The selected part of Danilo’s interview below is another example. He had recently
left his job at McDonald's. Danilo told us that when he was working, he had a salary

account at Bradesco. When asked if he was satisfied with this account, he replied:

"Satisfied, satisfied I’'m not, because they gave me no credit ... didn’t even give a credit
card. They only gave me the card to withdraw the salary, but no credit card.” (Danilo)

In the passage above it is clear that Danilo was not aware of what a salary account
was — a very basic account category. As it is intended to receive wages, retirement and
pension benefits and other workers’ allowances, it has a number of restrictions, such as:
the account cannot receive deposits other than the ones made by the employer; it cannot
be used freely (only for accessing the salary); it cannot be used to pay bills or to make
financial applications; it does not have an overdraft limit. But when Danilo complained

about the lack of credit, he was not even referring to the overdraft limit, but to a credit
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card. He lacks the understanding that bank accounts and credit cards are independent

products.

Geruza, when asked about the reasons why she decided to get a consignado loan,
explained that she did not know what consignado credit was. She went to the bank one
day and when the bank employee told her she had “the right to get a consignado", she
thought that this was a government benefit, not a loan. The bank employee in turn, did not

properly explain to the Geruza what the product was:

"The lady, when | went there to get my payment, she said 'oh darling, you have the right
to get a consignado.’ But I thought I didn’t have to pay for that! (...) Because I didn’t know
this consignado thing. When she said ‘consignado’ | said 'oh, I think old people have the
right to it,' I’'m already 80 years old, right. Then I thought I had the right ... I got it and
now | have to pay R$212 per month." (Geruza)

The examples go on. But the ones selected above are enough to show the very
limited financial knowledge of the population — a factor that cannot be considered a
subjectivity per se, but upon which financial norms associated to consumer credit demand

are based.

In sum, section 6.3 discussed the results of the qualitative study performed in
Complexo da Penha. The study confirmed the existence of intersubjectivities already
identified by the literature, pointed to the transformation of others and identified new ones.
Overall, we conclude that existing consumption subjectivities are compatible with norms
that set high levels of desired social consumption, as they are associated with multiple
social purposes. And that financial subjectivities increasingly naturalize the use of various
forms of consumer credit to finance social consumption — including the use of cash credit.
The next section investigates the structural determinants of the subjectivities mapped, to

trace the type of social legitimation of FI policies in Brazil.

6.4. Connecting the intersubjectivities mapped to structural conditioning

As stated in chapter 2, according to IPE scholars, legitimation exists when there is
a compatibility between intersubjectivities and the policies under analysis, and can be of
two types: passive and active. Passive legitimation happens when these policies are

compatible with a set of pre-existing intersubjectivities that derive from pre-existing
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structural social relations (such as class, gender, race or others). Active legitimation
happens when the influence of the financial system is big enough to transform pre-existing

shared logics of resistance to increased financial inclusion.

In the present study, we identified the presence of both types of legitimacy to FlI
policies. Regarding the naturalization of cash credit we have a case of active legitimacy.
The other intersubjectivities provide a basis for passive legitimation, since they existed
prior to the implementation of these policies, as they to a large extent derive from class
relations. By connecting those intersubjectivities to class dynamics, we also show how

they are not a product of individual recklessness and negligence.

Intersubjectivities underlying consumption norms/social rejection of saving

The class structural dynamics that originate the subjectivities underlying
consumption norms are explained by Sarti (2011). The author argues that in capitalist
systems, social valuation is strongly tied to one’s consumption capacity. Popular classes
are stigmatized because their consumption capacity is extremely limited, which has two
effects. On the one hand, it develops a morality which is alternative to typical urban-
capitalist values, cherishing family values for example. This alternative morality functions
as a source of personal appreciation for the poor within an economic system that
subjugates them. On the other, consumerist values are not abandoned - frequently they are
not explicitly announced by participants but easily detectable through the identification of
common patterns of behaviour. The social rejection of savings can also be associated to
this mechanism, as it potentially attributes a negative social judgement to someone who

abstains from a more consumerist behaviour.

Intersubjectivities underlying financial norms - The naturalness of consumer credit

The naturalization of instalment credit has robust historical roots. Instalment credit
has existed since the developmentalist era. As shown in Chapter 5, it served the
macroeconomic purpose of expanding the domestic market to support the development of
infant industries, without addressing structural income redistribution policies. In the
2000s, this form of credit started to be used again as an instrument to drive consumption

without major income reforms, in a context of industrial shrinkage. This time, as financial
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capitalism had replaced industrial capitalism, consumer credit gained a leading role in the
modern accumulation process. Lending to families was a promising form of investment.
Inflationary gains had vanished, the profitability of other avenues had declined, as the
same time there was macroeconomic and political stability, and a solid prospect of a rising

labour income. The result was an unprecedented consumer credit boom.

By the 2000's, the acceptance of instalment credit as natural was long widespread
in society. But in order to boost the volume of instalment credit granted, financial
institutions had to deepen their participation among low-income segments, and one of the
strategies used for this was the formation of partnerships with retailers. These retailers, by
announcing "interest-free" instalments to a public with low financial education, increase
the perception of naturalness of the instalment purchase, which at first sight looks more
like a variation of a regular purchase than a financial transaction. Therefore, the perception
of naturalness is backed by a mix of class relations, a government that does not want this

class structure to change and a powerful financial sector.

In addition, the financial sector soon realized that the same channels created to
increase the penetration of instalment credit could also be used to boost cash credit. In
parallel, payroll-deductible loans were an innovative way of supplying poor households
with almost risk-free credit. Unlike consumer credit, the historical insertion of cash credit
among the popular classes has always been weak. But the categories of "facilitated” cash
credit approximated it to the poorer population, which as documented by the literature,

was originally somehow resistant to it.

Lack of financial education

In this work, we detected two different types of lack of financial education. In the
first type, the fact that a client is not aware of certain information is largely explained by
the lack of interest of financial institutions in disclosing that information. Or it can also be
explained by the active role played by these institutions in distorting one piece of
information provided. This is a reflection of a social group that has the power to
completely ignore legal regiments to obtain significant profits from the collection of fees
and from built-in interest in instalment operations, which are advertised as interest-free.

The second type of financial misinformation derives from the very primitive level of
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financial knowledge of the population. This is a reflection of class dynamics that
structurally produces low educated individuals. The result is consumers who are extremely

vulnerable to the manoeuvres of the financial sector.

Credit as an instrument to strengthen social ties/social demarcation

This perception is intrinsically associated to the model of welfare provision
prevailing in the country. According 