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Foreword

In response to the demand expressed by worker ateke@gt the Governing
Body's Employment and Social Policy Committee in vember 2002, financial
education by and through trade unions is considaredxample where the expertise of
Social Finance can enhance the service provisi@haalvocacy functions of worker
organizations.

The present paper is the follow-up to a needs antadd analysis for financial
education, among worker organizations in S&o Pgémtral Unica dos Trabalhadores,
Confederacdo Geral dos Trabalhadores, Social DemiaciSindical, Forca Sindical,
Central Auténoma de Trabalhador@s)October 2004The survey found that there was
a certain lack of knowledge levels of worker inggltess. Although all interviewees
expressed interest in learning more about the plesseed for financial education, the
CUT-affiliated Steelworkers Union of the ABC regi@i Sdo Paulo showed strong
interest in a study of the level of indebtednesgsainembers.

This present report summarizes the results of shigly on indebtedness,
conducted in April-May 2006 by Bonnie Brusky andyiR@ldo Sales Magalhaes.

It is part of an initiative by the Social Financeo§am to determine the
involvement of worker organizations in preventing mitigating overindebtedness of
workers. Similar surveys of the situation in Frarmel Germany have already been
published in the working paper series of SociabRoe Program.

The first section provides a background on indefed in the Brazilian
context. Section two lays out the conceptual fraoréwthat served as a basis for this

study. Section three presents the methodology aatios four gives the key findings.



The overall conclusions and recommendations famantial orientation program for the

Steelworker’s Union are discussed in section five.

Amongst the findings are some surprising obseraatio

1.

2.

Trade unions are actively involved in negotigtimith Banks.

Strikes may be rendered less effective by a hagal of indebtedness of
unionized workers.

Unionization implies a certain job security Istii turn could stimulate

consumption and taking on bank loans.

Bernd Balkenhol
Chief
Social Finance Program
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|. Background

Since the stabilization of inflation and Plano Ri@al994, consumer credit has
become a fundamental element in the lives of moaziBans. Despite the highest real
interest rates in the worlda significant portion of Brazilians regularly useedit in its
myriad of forms (installment credit, consumer lgaasedit cards, overdraft facilities,
automatic credit lines, microenterprise credit)e&the poorest segments have access to
credit; as long the borrower can show proof of tnenthly income—or has a friend or
relative who can—the world of debt is at her digpos

Consumer credft,in particular, has increased dramatically in st ten years,
increasing from R$31.4 billion 1995 to R$214.3 ibill in June 2008, representing
10.5% of Brazil's PIB' Microcredit, i.e. loans up to R$600 (unrestricteshge) and
R$1500 (for productive purposes) conceded with guowent-stipulated reserve
requirementshas also increased significantly from R$93,7 wiillin January 2004 to
R$945,9 million in February 2066as has rural microcredit credit.

Of the various forms of consumer credit, those pot&l using payroll
deduction have had the most impact on the finarniei@ of Brazilians in recent years.
Authorized via the Law 10.820 in December 2003s florm of credit allows banks to

deduct loan payments directly from workers’ andrees paychecks or pensions. With

The basic interest rate in Brazil, in November @0@as 13.75%/year and the average interest rateréalit
operations in the banking sector in September 203636.63%/year. (Central Bank of Brazil).

Includes overdraft facilities, credit cards, aomer loans, payroll loans, installment credit/pratdfinancing,
leasing.

®  “Crédito ao consumidor cresce 340% na décadangeaiR$138,4 bi”, Folha Online, 20/09/2005; Operagiies
crédito do sistema financeiro, nota técnica do &tdm, June 25, 2006

Overall volume of credit in Brazil in June 2006s/82.4% of PIB. In Chile, considered a model foditrmarkets
in Latin America, overall credit volumes correspdnd/0% of that country’s PIB, the consumer credgreent
representing 12% of PIB. In the United States,ghesmbers are 146% and 20%, respectively (Ibid.).

Since June 2003, 2% of all sight deposits musidael for small loans at 2% interest rate. Banke ia® option
of making these microloans themselves or else deysbsit the stipulated amount in the Central Bank.
PresentationMicrocrédito e Microfinangas no governo Lulde Gilson Bittencourt, special advisor to the
Secretary of Economic Policies of the Ministry afidce, presented in May 2006 at the Central Bankr&eran
Microfinance. It is important to emphsize that gnesimbers include many different forms of microdréidat
were not used in earlier definitions, as in Nich@oldmark, and Fiori (2002)



the lowest interest rates on the market (1.5-4%thiprthis modality accounts for 45%
of all personal loans made by banks at the end)852 It is the second most common
form of consumer credit, after vehicle financingcaunting for 18.9% of all consumer
credit in June 2006 The majority of borrowers are low-income earnd®% earn only
one minimum salary per month (roughly US$130 in3)0&nd another 16% earn up to
two minimum salaried. Civil servants have borrowed more heavily thamgte sector
workers, accounting for some 87% of the total vadushpayroll credit in June 2086

The number of microcredit contracts used for cor#ion purposes grew from
166,000 in January 2004 to 788,000 in August 200&.a@verage amount of these
contracts also grew during the same period, frol22R® to R$3000. The average
interest rate for payroll credit dropped from 34&5%n January 2004 to 24.29% in
August 2008

The access of low-income population to bank sesviedso increased
dramatically during this period. According to d&tam the Central Bank, the number of
“simplified accounts*® grew from 1.9 million in January 2004 to 6.7 naifliin August
2006. With the impressive growth of banking coreggent points, all the
municipalities in Brazil now have at least one haglservice point.

On the one hand, this evolution is positive in tihaepresents greater options

for low-income populations to manage their finandesleed, most payroll borrowers

Still considered high by some economists, givenlittle risk involved in such loans.

8  “Crédito consignada ja soma 45% do crédito pe§sealha Online, 05/12/2005.

% Ibid, Febraban.

10 «Crédito consignado em folha de pagamento”, irdedocument, PSDB, taken from the Internet 08/1@328t
www.psdb.org.br/assessoria_tecnica/documentos/RIBE29718-CreditoConsignado.PDF

“Empréstimo pessoal é o crédito mais utilizadtopdorasileiros”, Diario de Sado Paulo (cited on sith of
Febraban, 06/2006)

12 Central Bank of Brazil (http://www.bch.gov.br/?MICROBIN

13 Special accounts created to meet the needs efilcame populations. The requirements are “simedifi(ID and
address) and the maximum account balance is R$NiDDBanking fees are charged.
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(46%* in one recent study, 60% in anotitertake advantage of the low interest rate
loan to pay off other, more expensive debts—effetyi using payroll credit as a form
of debt consolidation. At the same time, a greatenber of consumers clearing their
credit record l{mpar o nomg than ever before: some 10.5 million Braziliangevable

to liquidate an overdue debt in 2005, 10% more th&004°,

On the other hand, ample access to credit alsesasme concerns. Easy
credit combined with lack of knowledge or underdiag of credit transactions, bad
management of personal finances, or an unexpeictadcial pressure (job loss, illness)
can easily lead to default and over-indebtednelss i§ especially true since the credit
boom has not been accompanied by any significaznéase in employment and income;
debt options continue to grow, but incomes have not

The Household Budget Study (POF) conducted by IBi@éntified an
important gap between the monetary and non-monetagnues and expenses of most
families. Looking at data from the state of Saol@aamilies with an average monthly
income of R$400 spend more than double what theg. dgamilies earning up to
R$3000 have expenses that exceed their earningp by 33%. Only households with

income over R$3000 manage to spend within theimsiea

14
15
16

“Pesquisa aponta aumenta de renda de tomadeoéditocconsignado”, Folha Online, 01/09/2005.

“Crédito consignado em folha de pagamento”, irtkedocument, PSDB.

“Consumidores que “limpan o nome” séo recorde”h&dDnline, 9/12/2005. This correlation, howeversiaot
mean the relationship between the payroll boom @earing credit records is causal. More researaie&d to
establish this correlation.



Table 1. Revenues and Expenses of Low and Medium-I  ncome Households
in S&o Paulo

Income (R$) Average Total Average Expe_nses in % of
Expenses Total Income income

Up to 400 587,33 278,70 211%

> 400 to 600 660,90 496,45 133%
> 600 to 1 000 996,85 776,16 128%
>1.000 to 1.200 1 200,96 1 088,19 110%
>1.200 to 1.600 1442,76 1 367,52 106%
> 1.600 to 2.000 2 036,87 1 770,36 115%
> 2.000 to 3.000 2 472,64 2 419,74 102%
> 3.000 to 4.000 3167,92 3 440,671 92%
> 4.000 to 6.000 4 332,70 4 779,40 91%
> 6.000 8 718,02 10 158,18 86%

Source: Pesquisa de Orgamento Familiar - Sdo Pa2093

At the same time default rates 2006 for bank loahscks and credit cards are
up 14% compared to last year, according to craditdu SERASA!

While these two pieces of data are not entirely garable (the POF looks at
households and examines overall income and expethgedefault data refers to specific
credit modalities and looks at individuals), theiggest nevertheless that indebtedness is
an important financial management strategy yet easily controlled by worker
households. A significant number of people in Saml® are unable to meet their
financial obligations, but to what extent this iprablem? After all, being in debt is not
synonymous with over-indebtedness. Credit is a pmlyeeven necessary survival

strategy for low income households to make endd lauie@ to smoothen consumption.

7 Insolvéncia ameaca expansao do crédito”, FollgadePaulo, 06/10/2006.



Defaulting on one debt does not necessarily canstibver-indebtedness. Defaulting
may be due to a temporary situation (loss of jbbess, late payment of salary) or that
of someone else, in cases where the borrower “ldretsname'® What is the difference

between simply being in debt and being over-indiébte

Il. Conceptual Framework

Over-indebtedness and implications

Unlike “financial insolvency” or “bankruptcy”, theris no legal definition of
the term “over-indebtedness.” The Commission fon&wner Rights of the European
Union defines over-indebtedness as a situationhithwa person is unable to pay his or
her debts with the income s/he disposes of. Foptingoses of this study, the term refers
to a situation in which total monthly debt instaimis account for more than 75% of
monthly income or total monthly debt installmentsc@unt for more than 50% of
monthly incomeandbasic utility bills are more than 30 days late.

The Observatory on Consumer Indebtedness of theelsily of Coimbra,
Portugal, defines two types of over-indebtednessve and passive. The former refers
to a situation in which the individual actively ¢dhutes to creating a situation of over-
indebtedness, due to lack of control or bad wilheTlatter involves unforeseen
circumstances that drastically affect the indivitu@apacity to repay. Some studies
suggest that passive indebtedness is more comnaonatttive. In this case, it would
seem prevention has more to do with effective fom@nand social safety nets than

changing behaviors. With active indebtedness, hewewe are dealing with a social

18 The practice of lending one’s name for a thircspa to access credit is exceedingly common in Brazi
19 The methodology section will address this defimitin detail.



process (Reifner, et al, 2002), something that @appover time, resulting in
accumulating debts, contracted for economic, spciglural and other reasons.

Just like debt at a macro-economic level, some déimld debt can be
beneficial, improving standards of living by enabliasset acquisition and smoothing
consumption. However, excessive debt leads to #teridration of a household’s
economic situation and increased vulnerability. Qmdoreseen event like illness,
divorce or job loss and the household goes fromgogidebted to over-indebted.

Over-indebtedness is a drastic reduction of firandierty even leading to a
situation of semi-marginalit§® This is especially true in Brazil, where buying anedit
is the most common form of acquiring just about aogisumer good. Pauperization is
inevitable, especially when interest rates are higlaking further asset acquisition
impossible. The debtor, unable to use formal fireraptions, has no choice but to call
on high priced informal lenders or friends and fignfior assistance. If social ties are

weak, the risk of complete destitution and marghaagion is great.

Worker over-indebtedness and trade unions

The risk of over-indebtedness is considerable &arged workers. While this
segment may be characterized by financial stabilitis also the segment that is most
targeted by creditors since their monthly paychaftérs security and suggests an ability
to repay. Workers testify to receiving unsolicite@dit cards in the mail, phone calls
from consumer loan companies and report that agpaly, especially from a large,
established enterprise—regardless of the salary+agtees installment credit in most

stores.

20 Brusky and Fortuna, 2002.



If credit has always been easy to come by, it h&a$ pecome more easily
available with the recent expansion of payroll mamitially conceived as a tool to
stimulate consumptigrthe payroll loan has been a boon to the heavilghted, as it
enables them to pay off their most expensive dé&atsording to the law, payroll loans
do not exceed four yedfsand installments may not exceed 30% of the montlzge.
Since the law was adopted in 2003, all the mapmtdrunions have brokered deals with
banks to extend the payroll loan product to uniediworkers.

Loan approval is subject to a credit history chdmkt, such verification does not
give a faithful picture of a potential debtor’'sdincial situation. First of all, many debts
contracted formally are not processed in the infdrom systems of the main credit
bureaus. It is possible, for example, to have ims&nt plans (to purchase electro-
domestic goods on a deferred payment plan) anégpotar as having a credit history,
provided the debtor is paying on time. Secondlgrehare many informal ways to
contract debt, which are off the standard cred#icklradar. For someone who manages
his finances with a minimum of discipline, this ead access does not necessarily pose
a problem. For the uncontrolled spender, howeveretis a risk of accumulating debt
and going beyond re-payment capacity.

Qualitative research conducted by the authors stggtat this is not an
uncommon scenario. In a recent strike at the Vadigam factory in Sdo Paulo, workers
revealed that concerns about accumulating debtsona®f the reasons they decided to
negotiate and return to wdfk Also in Volkswagen, there have been cases of ersrk
opting for “voluntary demissionPDV),” in order to collect a lump-sum unemployment

compensation (equivalent to 40% of income earnedyear since working in the

2L nitially the term was 4 years, then reduced te¢honly to return to 4 in the most recent modlifizns to the law.
22 personal communication, 8/12/2005.



factory) to clean up their financial situatfdnin other words, some people have gone as
far as quitting their job in order to reduce imnadifinancial stress, and this in an
economy with an unemployment rate of nearly 10%.

Trade unions are not directly responsible for tleespnal finances of their
members. But because over indebtedness underntiegsefforts of wage protection
and income security, questions of worker indebtedrigave a place on their agenda.
Indeed, unions championed payroll loan deals betvieaks and companies, as a way
“to help workers free themselves from their oveftddebt...and not stimulate workers’
overindebtedness.?” The question is: do payroll-deduction based comsutnans
contribute to the very condition they were suppoedvoid? Is there a need to look
beyond financial responses to workers’ budget @il to broader, education-based
alternatives?

Financial education, combined with consumer pratactlegislation, is
considered an important measure for reducing oglebtedness, as demonstrated by the
increasing number of policy developments in Europédnion Member Statéd
Designing an effective education program requiresiaderstanding of the risk factors
and behaviors associated with overindebtedness @ndjersely, the conditions and
behaviors associated with a healthy financial sibna This makes it possible to address
the behavior that needs to change, and offer af setw behaviors to strive for.

Against this background the study seeks to (1) sssséevels of
overindebtedness in the sample population and €®rehine if there are any socio-
economic characteristics or financial use behawassociated with people who are over-

indebted. The sample was drawn from unionized wsrkeom the CUT-affiliated

23
Idem.
24 www.cut.org.br/documentos/emprestimos.htm takemfinternet 10/2004
% see Reifner, et. al. (200€pnsumer Overindebtedness and Consumer Law in ttep&an Union



Steelworkers Union from the ABC regfdn located southeast of the S&o Paulo
metropolitan area.

The CUT Steelworkers Union is one of the most oiggah and well-known in
the country. It is the organization where Presideata first got his start. The

Steelworkers have battled for years to achieve firesent-day working conditions.

lll. Methodology

A quantitative methodology was chosen in order gasure and compare debt
levels. A research firm experienced in conductingriitative debt research was hired to
train interviewers and apply the questionnaire b interviewees’ workplace. The
Steelworker’s Union brokered contacts with compsnand mills with unionized
employees. The research firm managed these corgadtset up interviews based on

company and worker availability.

Questionnaire

A 45-question questionnaire was applied to 300 exwlover the month of

May 2006. The following key questions guided thebekation of the questionnaire.

26 Refering to the three citi€anto Andre, S&o BernardandS&o Caetano.
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Box 1. Research Questions

Socio-Economic Profile:What is the socio-economic profile of people who
are over-indebted?
Use of Financial ServicesWhat characterizes the financial behavior of [the
over-indebted?

Defining Debt: What are the characteristics of the type of dehtraated by
the over-indebted?

Financial Education: What is the level of knowledge of basic finangial

planning?

All but one question was closed, with multiple aes. Tables were used to fill

in numeric data such as loan values and terms.

Sample

Due to financial constraints, it was impossibleafiply the questionnaire to a
totally random sample representative of the 47.008 members of the Steelworkers
Union. Quotas and weighing techniques were not usedthe same reason. The
sampling was constrained by the need to secureatitigorization of companies to
interview workers for the survey; the workers wherg given permission to miss 45
minutes of work to be interviewed. Table 2 compaesct data from the sample to the

Steelworker Union population.

11



Table 2. Comparison of Sample to Unionized Steelwo  rkers Population

Union* Sample
47313 300
Sex
Male 91.6% 93.0%
Female 8.4% 7.0%
Age group
18-29 17.3% 39.7%
30-39 31.2% 28.7%
40-49 30.5% 26.3%
50+ 21.0% 5.3%
Size of Firm
< 150 o 5.3%
> 150 - < 500 29.7%
> 500 65%

*  Source: Steelworkers Union DIEESE sub-sectaceff12/2005

**  We did not have precise data on this at theetiaf writing but the secretary-general of the Union
estimates that the overwhelming majority of firmee asmall (<150) and only 10% in the
medium/large categories.

The sample studied a younger population than whaepresentative of the
union. It also is skewed in terms of firm size. Tum@on does not have precise data on
the breakdown of firms according to size, but eaten that the overwhelming majority
of firms are small (<150) and only 10% in the medilarge categories. The sample
drew on workers from mainly large and medium firfnsarly 95% of all interviewees).
This is due to the reason outlined above. Despitete to include workers from small
firms, the researchers were unable to secure pgioniso apply the questionnaire. In

firms of 10-20 workers, the absence of even onel@ysp is felt.

12



From a statistical standpoint, the results of tuis/ey are not representative of
the Steelworker's Union. The sample size—not evere @ercent of the total
population—is simply too small to make predicatimrsgeneralizations. The sample
does not reflect the overall universe in terms iohfsize or age, either, due to the
abovementioned sampling constraints. However, wa talk about trends and
tendencies. Much as qualitative methods draw daseei if not statistical, conclusions,
the results of this survey offer descriptive clt@sinderstanding characteristics of over-

indebtedness.

Processing

Data processing was conducted by a firm specializegiantitative processing
and statistics. Data from each questionnaire watyaed against four main indicators:
debt/income ratio, outstanding balance of late mays) terms and outstanding credit
balance. These four indicators were combined to emakfifth, the indebtedness
indicator. Classification and regression trees when constructed to establish which
variables were statistically associated with sitret of over-indebtedness. The objective
of this analysis (presented in a format known a&s Answer Tree), was to determine

“rules” that could be used to identify individualéo are likely to become overindebted.

Debt/Income Ratio

Debt is defined here as the sum of outstandingralllit installments for the
month of interview excluding home loan paymentsusiong credit was not included

since loan amounts are generally much larger aud lmager terms than other forms of

13



credit, which would make them look more indebteantlthe non homeowners. Income
refers to household income as reported in the munestire’.

Because revolving debt (like credit cards or ovadtdiacilities) and credit from
informal sources usually do not have a specifimter it's possible to have an overdraft
or credit card balance for years — intervieweesewasked to estimate what they

planned to pay on that debt that month.

Box 2. Forms of Credit Debt Used to Elaborate Debt/ Income Ratio

Source
1. Fixed installment on a loan Bank, consumer credit agency
2. Fixed installment to be made on 4 Stores
payment plan
3. Estimated amount debtor plans to pa Informal  sources (friends,
that month on loan moneylenders)
4. Estimated amount debtor plans to pa Credit cards, all issuers (banks,
that month on credit card bill (may be financeiras stores,
the required minimum or more) supermarkets)
5. Estimated amount debtor plans to pa Overdraft
that month to reduce overdraft

Each interviewee was analyzed according to this,rahd classified in one of
five categories:

1. No debt

2. 0-25% of income compromised by debt

3. 25-50% of income compromised by debt

4. 50-75% of income compromised by debt

5. > 75% of income compromised by debt

27 Household income was used rather than individnedme as the authors’ previous research has fabad
pooling resources is the most common form of fil@noanagement.

14



Outstanding Balance of Late Payments

The debt/income ratio does not take into accourte lpayments on
commitments like utility bills, tax payments anchtrdecause they are not sources of
credit. Nonetheless, they can turn into debt inebhent of non-payment. To account for
this form of debt, interviewees were asked tobiitpayments that were more than 30

days late (see Box 3).

Box 3. List of Payments

Rent

Condo fees
Electric bill
Water bill
Telephone bill
Mobile bill
Gas hill

Education fees

© © N O g &~ w D P

Health insurance fees

[ —
o

Informal store credit

[ —
=

Taxes
IRPF
Property tax

I
A WD

Vehicle-related taxes and/or Fines

[ —
=

Monthly consortia
Others

=
=

Indebtedness indicator
The debt/income ratio and outstanding balance tef payments were used to

create the indebtedness indicator. Our intentios weaclassify an individual's debt
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situation based on monthly debt installments aneralls debt balance, using monthly
household income as a reference, while taking axtoount the debt terms (short,
medium, long-term).

We established four categories: no debt, slighilyebted, at risk and over-
indebted. The results of the debt/income ratio &tel payment data determine under
which category the interviewee falls. A workercategorized as slightly indebted, for
example, if his debt/income ratio shows no debt, Hmiis behind on some payments.
Another interviewee may be classified as slightigabted if up to 25% of his income is
compromised by debt, regardless of whether or maistbehind on late paymefitsA
third interviewee may be in the same category & lsaas a debt/income ratio of between
25-50%, but she is not late on any bills. If thensaperson was also late on hill

payments, she would fall under the at-risk category

2 The average amount of late payments for the 0-88Bt/income category is R$132; the average fo28:B0%
category is R$292, while the average for the 50-¢&%gory is R$775.
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Table 3. Indebtedness Indicator

Conditions
Category Debt/income ratio ~ Late on Any Payments?
No debt No debt No
Slightly indebted No debt Yes
>0e<=25% Yes or No
> 25% and < 50% No
At Risk > 25% and < 50% Yes
> 50% and < 75% No

This indicator is different from most other measucé indebtedness used in
the media which generally talk about debt in teohsredit default rates. Aggregated
default data is usually reported by credit indusisgociations. Banks release default
statistics via the National Federation, while ctredird companies and consumer lenders
rely on the National Association of Credit, Finamee Investment Institutions. Most all
gather their data from the Central Bank’entral de risco. Default rates are also
reported in terms of SERASA bounced checks. Somsinbss federations like
FECOMERCIO in S&o Paulo conduct regular indebtesinssrveys which ask
respondents to report what percent of their inc@rempromised by debt, but there is
no analysis of the composition of debt. Moreovecent research shows that even the
main credit bureaus (SERASA, SPC) are unable te @il the information necessary to
effectively evaluate levels of indebtedness (Bittamt, Magalhdes and Abramovay,

2005).
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The indicator constructed for this survey looksaktdebt sources, formal and

informal, and includes late payments.

V. Findings

Socio-economic characteristics of overall populatio n

The majority of interviewees, some 60%, have amrage household monthly
income of less than R$1600 (see graph 1). About 28f between R$400-1000, which
in Sao Paulo is considered low-income. The 32%iegretween R$1000-1600 could
be classified as “upper-lower income” workers. T3%% with monthly income of
R$1600-3000 could be considered lower middle clsisst interviewees (66,3%) have
completed secondary education. Sixty-four percemtnaarried with children and 77,3%
own their home. Two-thirds of respondents livaainousehold with between three and
five family members, while nearly half of all resmtents have only one wage-earner.
One-third of all respondents have two wage-earimetie home. Practically none of
these socio-economic characteristics proved gtatilst correlated to situations of over-
indebtedness, with the exception of home-ownerstipcussed below. This seems
surprising, given the POF results which show thatawerage families earning up to
R$3000 spend more than they earn. Indeed, the d¢dckorrelation could be a
consequence of the sampling method which, as nalbede, did not use quotas or
weighing techniques. However, it could also sugtiest overindebtedness among wage
earners (the POF sample includes microentreprenenesnployed, students, as well as
salaried workers) has more to do with choices atthbiors found among rich and poor

alike, rather than paycheck size.
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Graph 1. Average Household Monthly Income in Reais
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Use of financial services

All but one respondent have a bank account antitilignore than one-third
have a saving passbook, as well. A small percentb)&%) of respondents use other
savings products like term deposits and savingsificates. Roughly two-thirds of
respondents use checks. Slightly more than hathede have overdraft privileges. Of
those who do not use checks, about 75% did not wla@tking services or were not
offered them. Some twenty percent had their checkervices cancelled or were not

permitted to have a checkbook (graph 2).
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Graph 2. Use of Financial Services

Term Deposit []4.0%
>4 Credit cards 7[| 5.70%
3 Credit cards 7[] 5.70%
Placements 7:] 10.7%
Checking only 7:| 14.7%

2 Credit cards 19.70%
Savings passhook | ] 87%
Checking w foverdraft | | 54.20%
o Y e — 68.90%
Current account w/ debit card | 198.70%

Nearly two-thirds of interviewees have at least oreglit card, the majority of
which are bank-issued (graph 3). Debit cards ansh care nonetheless the most

commonly used forms of payment (graph 4).
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Graph 3. Type of Credit Cards
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Perceptions

Most interviewees find it somewhat or very diffictd make ends meet (graph
5). When asked to list the regular monthly expemds (i.e. not unforeseen events) that
most disrupt their monthly budget, vehicle expensssped the list, with credit

obligations and utility bills coming in second ahdd (graph 6).

Graph 5. Making ends meet is...

Very easy
2%
Very difficult
26%

Somew hat difficult
43%

Somew hat easy
29%
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Graph 6. Expenditures

other

taxes

extra
transportation
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credit obligations (housing)

L i

nothing

housing ]

food ]

education ]

utilities ]
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Vehicle expense:  car or motorcycle financing; car insurance; vishic
maintenance; gas.
Credit Obligations: bank loan; credit card; payroll loan; installmehdeferred

payment plan in store; repayments to friendsiigrife

insurance.
Health: medicine; clinical visits, health insurance.
Housing: rent; house construction; condo fees.
Utilities: phone, electricity, water bills.
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Characterizing Debts

Roughly two-thirds of the total sample — 207 respemts — use some form of
credit or lives with someone with some form of éredhe majority — 47% — have
only on outstanding credit, while a little more tha0% have two or more forms of

credit debt.

Graph 7. Number of debts

3debts + 9P 5 debts

4% 07% 0,3%
2 debts

17%

No debt
31%

1 debt
47%

Respondents with up to two debts fall into the ntow risk overindebtedness
category, while most of those with three debts orarare in the at-risk or over-indebted
categories.

The most commonly used forms are payroll crediD(tdentions), bank loans
(68), loans from financeiras (44), home loans (28dit cards (22). Interestingly, the
primary usé’® of payroll, bank and financeira loans are all #miConsistent with the
finding that vehicle-related expenditures and drediigations weigh most heavily on
the monthly household budget, we see that creditast often used to liquidate debts

and buy or repair a vehicle.

29 We refer to primary use, since it is rare thitam will be used for one distinct purpose.

24



Table 4. Most commonly used debt forms and usage

Usage — number of mentions
Payroll loan mentions Bank loan Mentiong Financeira mentions
loan

1. liquidate debt 44 1. buy vehicle 21 1. buy vehicle 29

2. home 18 2. liquidate debt 20 2. fix vehicle 8
renovation 13 3. fix vehicle 7 3. liquidate debt 7

3. buy vehicle 11 4. home 5

4. diverse 7 renovation 5

5. fix vehicle 5. diverse

Home loans are primarily used to purchase homésershan renovate. Credit
cards are mainly used for diverse purchase (clgttshoes, household goods).

The questionnaire attempted to track which debtevieeing liquidated. The
fungiblility of money makes this difficult to ideify, since a loan may be used for
several purposes. The overdraft balanckeue especiplwas the most commonly
mentioned type of debt that interviewees took a lwaliquidate (26 mentions). Credit
card debt was the second most common, with 20 orentSixteen respondents declared
using a loan to pay off overdue bills. Loans froanks, financeiras and family/friends
all tallied 9 mentions. So while no interviewee adpd having informal loans (friends,
family, moneylenders), they do attest to havingtak loan from a formal source to pay

off informal loans.
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Table 5. Which debts are liquidated?

Used loan to pay off...
Overdraft 26
Credit card debt 20
Other Bills 16
Bank loan 9
Financeira loan 9
Loan from friends/family 9

The majority of respondents reported being up-te-dath installments. Only
31 cases (21%) reported being late (mainly dueungontrolled spending or
insufficient/drop in income) and of these, 20 haeen blacklisted witmome sujaue
this late repayment situation.

Seventeen percent of the sample reported being datesome bill. The
telephone bill received the most mentions (19)lofeéd by electricity bill (13) and
vehicle-related taxes/fines (12). Again this firglics consistent with interviewee’s
perceptions that vehicle-related expenditures dilitybills are among the three items
(along with credit obligations) that weigh most igaon the monthly budget.

Of the 17% respondents who are behind on paymdf§,% are in the
slightly-indebted category, 5.7% are at risk of rewmelebtedness and 1% are over-
indebted. This makes sense if we look at the aeevadue of late payments, which is
relatively low: R$506 for the entire sample. Mdate telephone bills are less than

R$500, while most late electricity bills are ledsart R$100. Vehicle-related late
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payments average about R$600. Only 15% of thosedbein payments report having
tried to negotiate late payments. The majority hawetried because they do feel they

would not be able to pay anyway.

Financial planning

When asked who manages finances in the househltyodreplied the man
does. Only 19.3% of respondents reported the womwain charge of finances, while

36% attested to managing money as a couple.

Table 6. Household financial management

Man 134 44.7%
Woman 58 19.3%
Together 108 36.0%

Seventy three percent of respondents report doormgessort of financial
planning. Sixty percent of these plan do it everpnth. Only one-quarter of
interviewees do not do budget planning, either beeathey are not accustomed to

(16%) or they don’t manage to stick to it when they(10%).
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Table 7. Financial planning

Yes, every month 182 60.7%
Yes, sometimes 35 11.7%
Yes, when | have debts 4 1.3%
No, | am not accustomed to planning 48 16.0%

No, because when | have planned in

past, | was unable to follow my planning 31 10.3%

Who is over-indebted?

Indebtedness indicator

The indebtedness indicator was constructed by gakimto account the
debt/income ratio - and whether or not the indiaidihad late payments (see
Methodology section for conditions).

. Five percent of the interviewees are overindeldefined as having more
than 75% of their income compromised by debt.

. Nearly twelve (11.7%) are at risk of being overibidel,i.e. 50% of their
budget is compromised by debt and they are behirills or up to 75%
of their budget is compromised by debt, and theyrat behind on bills

. Fifty-two percent are slightly indebtede. have some debt but less then
fifty percent of their budget is compromised by temd/or bill
payments. It is considered that the individualhis tcategory is able to

pay his debts.

. One-third (31%) of the sample claims to have naslaball. (graph 8)
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Graph 8. Indebtedness indicator

Ower-indebted

At Risk 5%

12% Without debt

31%

Slightly indebted
52%

It should be noted that the definition of indebtesk used in this study is
particularly rigorous. Most banks consider debtwtianot surpass 30% of individual
income. Having more than 75% of household incommpromise by debt reflects a
situation of extreme financial stress with no pecdwes of resolution. The at-risk
category also represents a dramatic situationoadgh the at-risk interviewee has a bit
more room to maneuver. Even the slightly indebi@gory, which uses a 50% cut-off
rather than 30%, reflects a situation that is autyecontrolled, but is vulnerable to
shocks.

The overwhelming majority of being at-risk of ovedebtedness point to
uncontrolled spending, insufficient income or apdio income as the main causes. No
interviewee mentioned job loss or having experidnem unexpected shock that
suddenly put them in a dramatic situation. Rathheseems that financial pressure builds

gradually.
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While about 17% of respondents could use finanomntation urgently,
overall these finding indicate that the indebtedngsenario is relatively positive, and
quite different from the POF. This is probably dte the fact that the workers
interviewed have stable jobs, “protected,” in asserby the Union’s strength. This
stability permits them to financially plan with neoassurance than families who rely on

itinerant jobs or entrepreneurial activities.

Bad Credit Record

The findings show that having a bad credit recerdatnecessarilyassociated
with being at-risk or over-indebted. While some 1884) of all respondents currently
have a bad credit recordgme sujy the majority (61%) fall under the slightly inded
category and 15% (6) of these fall under the na-dategory! Further investigation into
these cases found that at least 3 of these camdtecefrom “lending their name”, either
by making a purchase for a third party in their raon lending a check; in these cases,
the interviewee esteems that “name-borrower” istthe defaulter, and thus claims to

have no debts outstandify.

Bad credit record currently?

Yes 44 14.7%

No 256 85.3%

Of the other thirty-eight other respondents cuiyewtth nome sujo20 are due
to credit debt (7 from bank or financeira loans;fm credit cards; 2 from store or

supermarket cards; 2 from going over the limit lo¢it overdraft facility). While the

%0 This information was not registered in the questaire but verified with the interviewees by télepe after the
survey was completed. Because not all interviewesre wot reached by telephone, it is impossiblecterdnine
whether there are more cases like this.
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survey does not permit confirmation, it is likehat the remaining 18 cases are due to
overdue bill payments.

Thirty-one percent of interviewees report have haohd credit record in the
past. Of these 92 respondents, the majority havyg been in this situation once
(72,8%). Eighteen percent have been blacklistedetwiefore. More than half of these
respondents (57) currently find themselves in aasibn of low-level indebtedness
(characterized as “slightly indebted” by the indelrtess indicator, described below).
This finding corresponds with the finding that rblyg72% of those who have been
blacklisted in the past report that this situatbianged their way of managing money. It

takes, on average, 6 months to clean one’s name.

In the past?

92 30.7%

208 69.3%

How is it that a bad credit record does not necédgspell over-indebtedness?
One interpretation is that, once blacklisted, athvillual has less access to formal credit
sources and thus less income is compromised bypdsiobents. Another hinges on the
common practice of name-lending; while this surgaly identifies three definite cases,
other research suggests this is fairly comthoBeing blacklisted tends to make one
more careful: this survey revealed that almost tiwmds of those who had been
blacklisted in the past say this experience charipedt way of managing money.

Finally, it is probable that some people choosetagtay a debt—either because they

31 Brusky and Fortuna (2002)nderstanding the Demand for Microfinan@\DES-PDI, Rio de Janeiro
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intend to contest the paymenme(a mobile phone bill that is deemed incorrect) @ayth
consider it simply unfairife. credit card debt that snowballs due to high interaes>.
This is considered “active indebtedness”, sinceitidevzidual puts him or herself in the
situation willingly. Passive indebtedness refera t@tuation in which the individual has
no control, due to unforeseen circumstafites

In any event, this finding is noteworthy for finaacenders, since it suggests
that having bad credit does not necessarily echedeisk. It does not suggest that being
blacklisted in credit bureaus likePCor SERASAhould be disregarded when assessing

credit risk, but that an explanation is worthwhile.

Characterizing the extremes — answer tree results

In order to determine whether there exists a $i@ily-relevant profile of (i)
the individuals categorized as having no debt andti{ose with excessive debt, a
classification and regression analysis was condu@&ecause the number of instances of
over-indebted was small, the at-risk and over-ineglzategories were lumped together
for the regression analysis.

The only variables that were statistically correthtvith excessive debt were

(1) the regular use of credit;
(2) the constant use of overdraft.
3) home ownership

The population as a whole, we find 31% with no déBt3% slightly indebted
and 16,7% at risk or overindebted. However, in Inglkat the distribution of answers to

the question “are you in the habit of taking lo&ns find only 6% of the without debt

32 Both of these examples were revealed to the asithqrevious qualitative research on the finankias of low-
income people.

33 Observatério do Endividamento dos Consumidore82RE&Endividamento e Sobre-endividamento das familias:
conceitos e estatisticas para sua avaliagdwoiversity of Coimbra, Portugual.
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category responded “all the time”, “frequently”, tsometimes”, while this figure is
63% for the slightly indebted and 30% for the akrand overindebted. That is, at-risk
and overindebted respondents aréce as likelyto take loans as their less-indebted
counterparts.

With regards to use of overdraft facility, the @dation is even stronger. While
0% of those without debt and 48% of the slightlgabted always usaverdraft, 52% of
the at-risk and overindebted respondents affirny Hre constantly using their overdraft
limit. These categories amearly three times as likelyp use overdraft as their less-
indebted counterparts.

At the same time, occasional use of overdraft isnesessarily associated with
indebtedness. Some 71% of the slightly indebtedrtegsing overdraft “sometimes”.
The risk, it would appeatr, lies in frequency ofgesa

With regard to home ownership, we find a significaorrelation between
being a homeowner and indebtedness, albeit slighs. rather counter-intuitive finding
can be explained by the relative level of econoomimfort many homeowners feel they
have, as they do not have to pay rent. Because hoameinstallments are generally
equivalent to rent, it does not seem plausible ltbate owner have more financial stress
due to loan repayments than their renter countexpd&ather, perhaps once the

homeowner has reached his objective of ownership,feel free to spend money.
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31% no debt

In the population as a whole ~ 52.3% slightly indebted
16.7% at risk and overindebted

6% no debt

30.7% at risk and overindebted

0% no debt

Use of overdraft 48.1% slightly indebted
51.9% at risk and overindebted
34.3% no debt

Home owners: 51.4% slightly indebted
14.3% at risk and overindebted

V. Discussion of findings and Recommendations

This study sought to (1) assess levels of overitgditess in the sample
population and (2) determine if there are any dttaretics associated with people who
are over-indebted. This section will address thes® research questions and discuss
some of the other findings that have important iogtions for a financial orientation
program.

1. Indebtedness is an immediate problem for 15% dhe sample(classified
as at-risk of overindebtedness or over-indebtedty-fwvo of the sample appear to be in
a situation of controlled indebtedness. Howeveregithat 43% of respondents find it
somewhat difficult to make ends meet at the enth@fmonth and that 26% find_it very
difficult, it seems safe to conclude that a reklpvlarge portion of interviewees are

potential candidates for financial orientation ef$o Moreover, the target public for
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education increases even more if we consider tBe& dlOrespondents that fell under the
not at all or slightly indebted categories, but laliscklisted due to a bad credit record.

This finding implies that while a small portion sfeelworkers could benefit
from debt consolidation and an overhaul of themaficial management practices, a
much larger group could benefit from preventiveptation.

2. There is no correlation between socio-economprofiles and level of
indebtedness.This finding should be viewed cautiously, as aitith budget restricted
sample size and sampling methods. Furthermore, whekers interviewed came
disproportionately from large firms which may hamglications in terms of personnel
management, training benefits, and in-house sqmiagrams—all which may give
workers comparative advantage over their small foounterparts.  Nonetheless, it
suggests that a financial orientation initiativelldohave a broad target group, and need
not be dependent on participants’ socio-econonuflpr

While a larger survey would need to be conductedetermine whether or not
there socio-economic characteristics can be agedcwith indebtedness, it is possible
that this finding reflects reality. Given the comxity of spending behaviors, perhaps
indebtedness is more easily associated with a ptygical profile.

3. Certain forms of financial use are correlated wth high levels of
indebtedness At-risk and over-indebted categories are much nh&edy to frequently
use loans and overdraft facilities than no-debt gightly indebted groups. This implies
that a financial orientation initiative could seriee determine who are likely to be at
more risk of indebtedness. It also indicates thiantation efforts should specifically

address non-loan and non-overdraft alternativesgolving financial stress.
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4. Payroll credit is used to liquidate more expernmge debts. One of the
questions underlying this research was, does istrgly popular payroll credit—
designed to offer a low-cost alternative to debhsohidation--contribute to the very
condition it is supposed to avoid? Although we a#finm that payroll credit is the most
commonly used form among the interviewees andmntast frequently used to liquidate
other debts, the data is not sufficient to telinnether or not payroll credit improving
or worseningthe user’s debt situation. Most users in the suaseyonly one year into a
three year loan term. While they may have manageeduce their financial stress by
paying off expensive debts, living with a salargiueed by 30% will, in the long rum€.
at the end of the term) may change the situatideally, a longitudinal impact study
should be conducted to truly assess the effectaseotpayroll loand?

The findings on payroll credit imply that payrolsars are in potentially
precarious situations. They are currently living Z0% of their salary. Although debt-
servicing prior to taking the payroll loan may haween greater than 30% of monthly
income, the borrower probably had the option topet part of the debt (even if it did
mean accumulating more interest). With the payoah, the money is skimmed off at
the source, and the worker cannot negotiate a edsiting of the debt repayment. While
initially this might feel manageable, living wittd% less wages over a three year period
may be too hard to swallow, leading to desire tati@axt more debt.

The assumption that payroll credit users would benom financial
orientation is probable. After all, they had enowlgbt to start with to drive them to

borrow more money to pay it off.

34 1t would be important to investigate the impatpayroll credit on psychological stress as welfinancial stress.
Considering that the liquidation of debts with “fdyniand friends”, which we can safely assume to mean
moneylenders (as it is unlikely that one would g ifurther debt to pay off a friend), it is podsithat the ability
to get rid of such a debt probably has a psycho&gmpact.
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5. Vehicles are a source of financial stres@ne of the most common uses of
loans is to pay off vehicle-related costs. Oneh& most commonly cited sources of
budget imbalance is also vehicle related expenBkss. interesting finding must be
couched in the study’s context. The survey poputatire steelworkers, many of whom
work in automobile manufacturing. They are, for thest part, “upper lower class” or
“lower middle class”j.e. they canpractically afford a car. These two factors might lead
to a greater proportion of car ownership (althonghmeasured by the survey), than the
“average” non-steelworker, or than the solidly low&come earners who cannot even
consider buying a car. There is probably a grekfetihood, then, for the average
worker interviewed for this survey to stretch higdbet to take a car loan, and without
considering the costs that come with ownershijxéti, taxes, gas, repairs, etc.).

A financial orientation initiative could focus ohet pros and cons of purchasing
and owning vehicles, thus helping workers make aist® based on a realistic
calculation.

6. A bad credit record does not imply indebtednessRespondents with
nome sujoare not necessarily over-indebted. Discussed inesdetail above, this
finding has importance implications for lendersceint suggests that having bad credit
does not necessarily equate bad risk. It doesuggest that being blacklisted in credit
bureaus likesSPCor SERASAhould be disregarded when assessing credit ngkhht
an explanation is worthwhile.

To address what is an immediate problem for att|&&@%o0 of the union’s
workers and a looming threat for at least anott¥€6 5it is recommended to develop a
group-based financial education program, usinghtlan resources from the Union’s

training center.
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Characteristics

The main characteristics of this program would be:

. Group-based The intention is to promote an almost supportigrtype
atmosphere (rather than classroom atmosphere),hichwparticipants
gain awareness that difficulties with money managtmand debt are
commonplace (to remove any stigma that may be &dsdc with
indebtedness), while at the same time showingithsatpossible to make
changes. The group meetings will focus on macrellessues, so as not
to pressure participants into revealing too muchsq®al information,
while at-home activities will encourage participamtrelate knowledge to
their own situation.

. Historically-grounded. A generation of Brazilians were marked by the
scar of inflation, which many experts suggest lmaplications on their
money management skills. In addition, Brazil chahgerrencies eight
times in 25 years of which five occurred in an éigbar period, prior to
the Plano Real in 1994. This has also impacted gbpulation’s
relationship to money. Using a historical approacimportant to pass the
message that debt problems are not necessarilyethdt of a deep
personal flaw; social constructed circumstance® elped shaped many
people’s financial management strategies.

*  Family-oriented. Financial education experts attest that is comnuon f
heads of household to refuse to engage in disausdioat call into

question their financial management, even in thee faf outright
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indebtedness. The recommendation is to work thotlgh family,
especially children, if any. Participants will beven activities to do at
home, with the objective of empowering the perssading the activity,
while at the same time engaging him or her in nmtdhat is also
relevant for his/her own financial behaviors. THgegtive is to avoid a
confrontational or moralistic approach so that k& ner does not feel
belittled or attacked.

. Objective-oriented. Successful financial management hinges on
establishing and meeting objectives. This will beuadamental theme
throughout the program.

Trainers

Financial education experts will be contracted &velop the program and
support materials. Rather than design a TrainingT#iners companion program,
however, it is recommended to identify adult edoainterested in the topic to be the
first participants (in a first round facilitated lige financial education experts). The
educators will effectively be trained through orrgmmal experience. This first group
will be invited to provide extensive feedback te throgram developers, in order to
refine the program before launching it among thekers. The first program rounds
taught by the adult educators will be closely manmgitl by the financial education
experts, in order to ensure quality control.

The Union currently has a well-organized trainiegter where adult educators

offer technical courses and political training anam issues. This center could not only
serve as the infrastructure for the program, ke gkovide a pool of experienced adult

educators.
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