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Abstract

Access to basic financial services, having a bank account, a payment card, the possibility to make
transfers is a condition to have a decent standard of living. Especially in a world where cash is less
and less used. Lack of access to financial services is a recurring problem among the world's poorest
populations. In Brazil, part of this population is concentrated in marginal neighborhoods called

"favelas" and is excluded from the Brazilian financial system.

In this context of economic exclusion, fintechs bring an innovative wind to the financial and

banking world by breaking down prices and digitizing finance.

Based on this observation, the thesis aims to determine the perception of fintechs by resident,
fintechs offering them better access to financial and banking services. The methodological
approach of this thesis is to combine interviews in the favelas, with people who live and work

there, and academic research on the subject.

The results show that the perception of fintechs is excellent because fintechs can improve the daily
lives of favela residents, especially by reducing banking fees and allowing them to create an
account without income requirements. All these advances have allowed some Brazilians living in

favelas to have greater financial stability, and therefore a better standard of living.

Keywords: Financial inclusion, Low-income populations, Fintech, Favelas



Resumo

O acesso aos servigos financeiros basicos, ter uma conta bancaria, um cartdo de pagamento, a
possibilidade de fazer transferéncias é uma condi¢do para ter um padrdo de vida decente.
Especialmente em um mundo onde o dinheiro é cada vez menos utilizado. Falta de acesso aos
servigos financeiros é um problema recorrente entre as populacdes mais pobres do mundo. No
Brasil, parte desta populagéo esta concentrada em bairros marginais chamados de "favelas" e esta

excluida do sistema financeiro brasileiro.

Neste contexto de exclusdo econémica, a fintechs traz um vento inovador para 0 mundo financeiro

e bancério ao quebrar os precos e digitalizar as financas.

Com base nesta observacéo, a tese visa determinar como a Fintechs pode melhorar a vida cotidiana
dos moradores das favelas, oferecendo-lhes melhor acesso aos servigos financeiros e bancarios. A
abordagem metodoldgica desta tese consiste em combinar entrevistas nas favelas, com pessoas

que vivem e trabalham I4, e pesquisas académicas sobre o assunto.

Os resultados mostram que a percepc¢éo da fintechs é excelente porque a fintechs pode melhorar a
vida diaria dos moradores da favela, especialmente reduzindo as taxas bancarias e permitindo que
eles criem uma conta sem exigéncias de renda. Todos estes avancos tém permitido que alguns
brasileiros que vivem nas favelas tenham maior estabilidade financeira e, portanto, um melhor

padréo de vida.

Palavras-chave: Inclusdo financeira, populacdes de baixa renda, Fintech, Favelas
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1. INTRODUCTION

The rise of fintechs is disrupting the global banking industry, from savings to credit and
investment, they are increasingly replacing old activities monopolized by traditional banks
(YYazici, 2019). These new banks do not have branches but are accessible to anyone with an
internet connection and are much less expensive than traditional banks. It appears that it is for
the ease of registration and reduced banking fees that most unbanked people choose fintechs
instead of opening an account in a traditional depository bank (Shakra, 2019). Fintechs thus
greatly support the financial inclusion of the poorest populations.

Financial inclusion is a major lever for the development and improvement of people's lives.
Indeed, without a bank account, access to credit and investment becomes difficult. (Breitbach
and Walstad, 2014). Unbanked actors must therefore rely on limited alternative actors, such as
NGOs with microcredit for example, or use shadow banking (Sen, 2018). In addition, the

absence of banking hampers savings and leads to hoarding or non-saving behavior.

If we look at the marginal areas of Brazil, the favela immediately appears as a place where
people have poor access to public services and fewer economic opportunities (Imas, 2011), The
favelas are characterized by degraded living conditions, by the illegal occupation of lands and by
the lack of infrastructure (water, electricity, heating...). Social exclusion is the origin of the
development of the parallel economy and numerous traffics in favelas, which are as many
survival strategies as possible (Dabéne, 2012). According to the institutos Data Favela, one

person out of three does not have a bank account * and this figure is even higher in the most

1 https://agenciabrasil.ebc.com.br/geral/noticia/2020-01/moradores-de-favelas-movimentam-r-1198-
bilhoes-por-ano



recent and most precarious favelas. Among those who have a bank account, a significant
proportion do not use it or use it little, except to receive state benefits. Consequently, in addition
to a much higher under-banking than in the rest of the country, the favela's inhabitants do not use
all the banking possibilities, such as credit or savings.

All this is shown by Santanna (2019) who analyzes how the banks have failed to reach the
poorest inhabitants of Brazil. In contrast, Filho and Fernandes (2019) show that fintechs are
revolutionizing the banking sector in Brazil by offering a low-cost online banking service that

can be accessed anywhere from a cell phone.

In this context, some studies focus on the implementation of fintechs in favelas. De Olivera
(2018) studies the launch of a special bank card within a favela and its integration into the
favela's economy, while Giarelli (2018) made a comprehensive study on the fintech Banco do
Maré in the favela of Rio de Janeiro. These studies focus on the scale of a favela and a fintech
while the study presented here aims instead to broaden the impact of fintechs. Consequently, the
study seeks at filling a research gap on the general impact that fintechs can have on the daily
lives of favela residents, regardless of the type of favela or fintech. The objective is to investigate
the role of fintechs in the favelas, and to see how they can improve the daily life of the residents
and succeed where traditional banks have failed.
Based on this observation, the research question will be the follow: What is the perception of
Fintechs among people living in Favelas?
In exploring the question, we will try to understand:

e The current offer of traditional bank in Brazil, for the population living in favelas.

e The expectations of favela residents regarding financial institutions
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e What people in the favelas think of the fintechs' offer?

e What fintechs could do better to meet residents from favelas' expectations

The thesis will be structured as follows:

First, a review of the current literature on the subject. We will look at what authors worldwide
show about the relationship between fintech and financial inclusion, followed by a review of the
situation in Brazil with a particular focus on the failure of banks to reach the poor, but also by
looking at what the authors say about fintech initiatives in the favelas. The second part of the
thesis gives voice to the residents of the favelas. The objective is to determine, based on
interviews with residents and field observations, the perception about Fintech from people living
in Favelas. Finally, the conclusion highlights the achievements of some fintechs and gives areas

for improvement.
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2. LITERATURE REVIEW
The literature review starts from a broad scale and analyzes the relationship between fintechs and
development on a global scale. The idea is to highlight how fintechs are improving the lives of
the world's poorest people. 4 axes are put forward:

e Financial inclusion and fintech

e The relationship between fintechs and traditional banks

e What Fintechs can bring to the poorest people

e What are the limits and risks generated by fintechs?

A. Financial Inclusion and fintech

First, we need to define what we mean by fintech and financial inclusion. Mahendra Dev
(2006, p1) gives us a simple definition of financial inclusion “delivery of banking services at an
affordable cost to the vast section of disadvantaged or low-income groups ““. This includes access
to credit, the ability to make purchases by card or online, or to transfer money at a lower cost. In
other words, financial inclusion is one of the keys to integrating into the economic environment
of a territory and hoping to climb the social ladder. Thus, in this thesis, we can define financial
inclusion in three points. First, people must be able to access financial services. Second, it
requires that these financial services are of good quality. Finally, people must use the financial
services that are available. Financial inclusion can be a trap, however, because it also subjects the
populations it includes to financial risk (e.g., over-indebtedness). Fintechs should not be
confused with socialtechs. According to Siqueira and Diniz (2017), Socialtechs are fintechs that
seek to have a social impact and aim for sustainability by investing accumulated profits. Thus,

what determines the difference between a socialtech and a fintech is the will behind its creation.
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Financial inclusion is thus something that can be measured at the country level with
various indicators. According to the G20 (2019)?, the key indicator for financial inclusion of

adults is the following:

The percentage of the population over 15 years old with a bank account and the

percentage of the population over 15 years old using it. (58% in Brazil)

- The number of deposit accounts per capita, combined with the number of online
and cell phone transactions per 1,000 adults

- The number of loans and credit cards per 1,000 adults

- Retail cashless transactions per 1,000 adults

- The percentage of people over the age of 15 who conduct transactions online

- The percentage of people over the age of 15 who conduct transactions with

mobile phone

- The percentage of people over the age of 15 who conduct transactions online

Fintech is technology and innovation that aims to compete with traditional financial
methods in providing financial services (Loo, 2018). The objective is to improve financial
services and their accessibility through technological innovations, such as online banking. Thus,
fintechs cover all areas of personal and business finance. Fintechs are thus young companies that
want to shake up financial services through innovation.

Gonzalez, Cernev and Diniz (2016) suggest classifying fintechs into three types based on

their purpose: (i) inclusion of younger audiences, who would be accustomed to other

2 https://databank.worldbank.org/data/download/g20fidata/G20_Financial_Inclusion_Indicators.pdf
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technological experiences; (ii) inclusion of low-income audiences, considering those who have
limited access to or are excluded from the traditional financial system; (iii) adding services for
already banked audiences, with innovative and/or complementary services to those offered by
financial institutions. Within the framework of the subject, we will focus on the second category
of users, namely those who do not have a bank account or who are under-banked. Indeed,
according to the UN?®, access to financial service is one of the keys to integrating into an
economic environment and benefiting from all the financial tools to improve income from work

and assets.

Therefore, fintechs and financial inclusion are two related topics. The literature on the
subject agrees that fintechs are a driver for financial inclusion worldwide. Zetzsche, Buckley,
and Arner (2019) show that fintechs are one of the levers for governments to achieve the United
Nations' Sustainable Development Goals (UNSDGS) by reaching populations excluded from the
traditional banking system. To do this, they propose a 4-step Framework to guide the digital
transformation of emerging countries in the banking system. The first step is to build digital
identification to create a digital network. The second step is to set up online payment systems to
facilitate the circulation of money online. The third step is to promote digital economic services.
First by the government which must seek to digitize as much as possible its services to encourage
the population to follow the step. The last step is to harmonize everything to create a true digital

financial eco-system where it develops by itself.

3 https://www.un.org/development/desa/socialperspectiveondevelopment/issues/financial-inclusion.html
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B. Fintech and traditional Bank

Traditional banks are having to adapt to keep up Smeets and Zeisberger (2020) show that
fintechs have a key role to play in this digitization process, as fintechs have much more agile
structures due to their smaller size than traditional large banking groups, and they are better able
to react quickly to crises like Covid 19. On the contrary, traditional banks are often sclerotic due
to a range of internal problems, including poor staff management and resource allocation.

Romanova and Kudinska (2016) show that banks no longer have a monopoly on many
financial services (money transfer, payment, bank card, etc.) and that banks are lagging in terms
of innovation and digitalization. Banks are therefore obliged to adapt to face this new
competition, notably by investing in digitalization but also by launching internal fintechs or by
buying them out. Lee, Li, Yu, and Zhao (2018) are in this direction by showing that traditional
Chinese banks have a lower efficiency/cost than fintechs and that they are behind in terms of
technologies. The two institutions are then in competition but what seems to appear is that in the
first instance, fintechs occupy above all the free zones of the market instead of massively taking
customers from traditional banks. Erel and Liebersohn (2020) studied the customer base of
fintechs in the U.S., compared to the customer base of traditional banks. The results show that
this customer base of fintechs is in areas where traditional banks do not have a physical presence.
And, in areas with more ethnic minorities or with a lower average income. However, in areas
where traditional banks continue to maintain branches, fintechs have not captured many
customers. Yacizi (2019) analyzes the different phases of the relationship between fintechs and
banks, when the latter have just entered a new sector. At first the banks deny the competition and
do not react. Then when fintechs succeed in taking an important part of the market, they go into a

"rage" phase where they try to prevent fintechs from existing, notably by putting pressure on
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public authorities. The third phase is the negotiation phase where banks and fintechs try to work
together on temporary solutions. The fourth phase is the renunciation where the banks
understand that they are obliged to go to fintech to remain competitive on the fintech market.
The last phase is the acceptance phase. Banks decide to ally themselves with fintechs through

partnerships or buy them out.

C. What fintechs can bring to the most vulnerable populations.

Soriano (2018) raises the poverty penalty paradox in the bank sector: in relation to their
purchasing power, the poorest populations pay the most for their banking services. According to
McCaffrey & Schiff (2017) the reason is that the current offer of banks for the poorest is not
adapted. Banks’ offer favors clients with few sources of income, for example a fixed salary every
month, while the poorest have multiple sources of income (small jobs, state aid, family aid and
unstable). They show that traditional banks do not have the right products for vulnerable
populations, they use the example of a Kenyan's choice between buying a chicken or depositing
the equivalent in cash in a bank account for a whole series of purely rational reasons. The
chicken is at hand, while the cash is in a bank account far from home. The chicken is a visible
asset while the money in the bank account is not. And above all, the return on investment is
much higher than a deposit in a current account with interest rates lower than inflation.

This example is revealing, the poorest populations think that the improvement of their standard
of living will not pass by financial investments via banks but via material and concrete
investments, without the money going through a bank account. Thus, in addition to offering
unsuitable rates, traditional banks do not meet the demands of residents who wish to invest to

improve their standard of living.

16



Fox and Van Droogenbroeck (2017) show that fintechs can fill these gaps. First, fintechs
allow everyone with a cell phone to have a bank account. They cite the example of the African
continent where most people do not have a bank account but where 75% of the population has a
cell phone. Fintechs like Safaricom in Kenya, where all you need is a phone to deposit, withdraw
or transfer money. This eliminates the need to go to an ATM and allows you to access your
money without going through a third party and it promotes the circulation of financial flows
within the neighborhood. Second, fintechs offer cheaper financial services (Fox and Van
Droogenbroeck, 2017). because operational costs are lower. According to them, it is 80 to 90%
cheaper to develop an online banking network, rather than going through a branch system. As a
result, rates for fintech customers are low, if not zero. There are no account opening fees or
transaction fees and fintechs fund themselves with the money deposited in the account. The third
point is that fintechs are more flexible and can therefore offer products that are much more
tailored to the poor. For example, the fintech M-Kopa Solar, an energy provider, analyzes the
financial behavior of its customers and then offers them to invest in solar panels
The three strong points of fintechs are therefore simplicity, affordability, and flexibility.
Through these three points, fintechs are improving the lives of the most impoverished or

excluded people around the world.

Ozili (2017) lists the main benefits of financial inclusion through fintechs for the poorest
populations. First, having financial stability makes it easier for them to access basic services.
The second effect is that people don't have to travel, to queue up to go to the guicher, especially

in rural areas. This saves time and money for the poorest people who can access finance
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instantly. The third point is the fact that having a platform where all the income of a family is
concentrated makes it easier to provide for daily needs, such as paying for electricity or buying
food. He also insists on the virtuous circle that a fintech setting up in a territory can bring. If the
system works, the whole community can end up adopting it quickly, and thus the positive
externalities mentioned at the beginning can multiply. Fintechs can therefore have a positive
impact on the poorest, allowing them to be financially included and thus improve their daily
lives. This also applies to socially discriminated populations. First, if we look at the women,
Sioson and Kim (2019) analyze that fintechs have a role to play in reducing the under-banking of
women by facilitating access to a bank account (no need to travel, online banking) and reducing
the risks of fraud and account management by a third party. Thanks to fintechs, women no longer
need to go to the bank, manage their money directly from their phone and limit contact with
advisors, so that they have better access to financial services without depending on their
relatives, mainly their spouse, brother, or father.

Shoag shows that the same goes for minorities discriminated against by traditional banks. He
uses the example of the United States where traditional banks lend less to Hispanics and African
Americans. When he studied the counties in the United States with the most people from these
two minorities, he found that it is in these counties that fintechs are most successful in lending. It
then shows that in areas of the country dominated by fintech, in terms of home loans, credit
discrimination is lowest. It thus highlights the positive impact of fintechs against credit
discrimination. According to Saunders (2019) this is because fintechs rely on algorithms that

collect data and not on financial advisors
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Consequently, all these examples from around the world show that fintechs have a
predominantly positive impact on the development of populations, and of excluded people.

However, one should not be too optimistic and see only positive aspects in the arrival of fintechs

D. The risks of fintechs for poor population

According to Saunders (2019), financial inclusion through fintechs poses a range of risks for the

poorest populations:

1) Data and its use

Fintech users do not know what data is being collected and what is being collected. This data can
be used to further discriminate against excluded populations, by collecting data related to race,
geographic location, or religion, or be resold to other companies. Moreover, once a user's data is
collected, there is no turning back. Saunders (2019) shows that behind fintechs can hide Lead

resellers.

2) Consumer protection

Fintechs operate in a new and poorly regulated sector. Thus, consumers do not benefit from the
same protections as in traditional banks. Fintechs play between the lines of regulation and
therefore can potentially put unsuspecting consumers at risk. Consumers are less protected from
the point of view of sales conditions, they have less recourses in case of litigation with the
fintech, and from the point of view of the products sold which are riskier because less regulated.

This is more worrying when it concerns the poorest populations who do not have the necessary
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financial education. Saunders (2019) states that behind the low prices of fintechs and their
attractive products, there can be a whole series of "hidden costs" and clauses that are not known
by customers.

In addition to the problem of protection against fintech, there is also the problem of protection
against theft. Saunders (2019) shows that fintechs' customers can have their banking identity

stolen more easily.

3) Income generation.

Since income is directly spendable through the fintech application, consumers no longer have
time to think before spending. This encourages spending money immediately after receiving it on
the account and not a logic of saving. This is the case of Uber, which offers its drivers to spend
immediately the money they earn in the race they just finished. The monthly revenue cycle is

thus broken.

4) Access to credit is too easy

Access to instant credit, called auto-loan because it does not require the intermediation of a
banking agent, is very problematic. On the one hand, the consumer signing too quickly is not
aware of all the conditions and some hidden costs. Customers can sign credits with much too
high interest rates. A good example is Lendup which offers a Payday loan with interest rates up
to 458%. This is more dramatic because it can lead poor customers of fintechs into a vicious

circle of over-indebtedness, where the user borrows to pay back their previous credit.
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Saunders (2019) conclusion is not that fintechs are bad for the economy and a trap for the poor.
She just shows that if fintechs are not regulated, especially in terms of data, consumer financial
education and access to credit, the consequences can be catastrophic for the poorest. She
therefore insists on the need to regulate the fintech sector. The challenge is to avoid a situation
like that of the United States with excessive credit. Lohrentz (2014) has calculated that in the
United States, interest rates on consumer credit represent hundreds of millions of euros for the

poorest population. It is therefore necessary to protect and educate the entire poorest population.

Consequently, the growth of fintechs can only take place properly with the support of the
authorities. Yazici (2019) goes even further and believe that the state should not only regulate
fintechs, but also promote them to enable financial inclusion.

He shows with the example of Turkey that the support of the public administration is vital not
only to develop fintechs on a national level, but also to attract foreign fintechs. Governments
need to show that the country is "fintech friendly" to attract external investments, this is crucial
for fundraising. In the context of Turkey, it highlights the progress made in the early 2000s to

improve the business climate and transform Turkey into an attractive area for foreign investors.

Main fintech risks Main fintech facilities
e Misuse of Data e Less apparent costs for the consumer
e Less consumer protection e A 100% online offer, no paperwork,
e Poorly regulated access to credit and no need to go to the agency
e Spending too fast e Less discrimination
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e Easier access to financing

3. FINTECH, FAVELA AND FINANCIAL INCLUSION IN BRAZIL

A. Fintechs and Brazil

According to the report Fintech Deep Dive 2019 the majority of fintechs in Brazil are
concentrated in the South-East region of the country, half of them in the state of Sao Paulo.
Sirota and Fratini (2019) explain this because Sao Paulo are the economic heart of Brazil far
from the disadvantaged regions of the Northeast. We can therefore conclude that fintechs are
founded mainly by people from the South of the country. Thus, they can have a role of social
integration, the initiative does not come mainly from the poorest populations. This can be
explained by the fact that founding a fintech implies important knowledge in finance, financial
resources, and computer development. Thus, most of the population that launches fintechs
already has significant social, financial, and cultural capital. There may therefore be a difficulty
for social fintechs to get to know or reach their Northeast users, especially given the significant
cultural differences from one state to another.

Sirota and Fratini (2019) show that launching a fintech is tough task in Brazil.
Negotiations are often long and can last up to 15 months, and only 57% of fintechs have received
investments after launch, where lack of funds can lead to bankruptcy. According to the authors,
the lack of visibility and social and economic instability are the main reasons why fintechs have
difficulty raising capital. Sirota and Fratini (2019) believe that the lack of visibility can be solved

by good online communication first, for example through online campaigns, or by partnering
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with a more established institution in the country. They also note that the fintech sector is
relatively new in Brazil, as fintechs have only been allowed to do banking business since 2018
so this sector is relatively young and therefore risky for investors. However, Brazil's economic

outlook is likely to be the main issue for the financing of fintechs in Brazil in the future.

Figure 1: Reasons why fintechs have difficulty raising funds
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No investors

Source: PWC, fintech Deep Dive 2018, p27

The process of financial inclusion observed worldwide thanks to fintechs also applies to

Brazil. Filho and Fernandes (2019) show that fintechs are successful in Brazil for 3 main

reasons. First, the ease of subscription, it is for example easier to open an account in a fintech

than in a traditional Brazilian bank and this with generally lower fees. In addition, the rise of cell

phone payments and financial services available on cell phones favors fintechs that are more
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advanced in this field. Finally, it turns out that customer satisfaction returns are better for

fintechs than for traditional banks

Figure 2: Potential climate change impacts on Brazilian mfis and their target,
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B. Brazilian Banking market

The Brazilian market is characterized by a very high concentration of banks with a few

groups sharing the market according to PWC.

Santanna (2019) shows that traditional banks are not fulfilling their social inclusion role.
Indeed, banks’ employees are discouraged from opening bank accounts for people who do not

have a stable and sufficient income, and therefore the account will not be profitable for the bank.
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Brazil's banking market is characterized first and foremost by the under-banking of a large
part of the population. The proportion of the adult population without a bank account is estimated
at 68,1% of the total population according to the World Bank *

Not all these people therefore have access to basic financial services provided by
traditional banks, such as access to credit or savings. Among the banked population, one part uses
little or no bank accounts, another part is too far from the branches to be able to use the account
effectively. Finally, a last part no longer uses its bank account in a traditional bank, preferring to
use a fintech bank or do Shadow banking. For example, Brazilians must go through a bank to settle
something for the administration and not pay the administration directly with an online form.

A PWC study lists the reasons why Brazilians do not have a bank account.

First, the first reason is the lack of funds, indeed when the incomes are too low the banks can refuse
some customers, or simply as the customers have too low reviews, they do not see the utility of
having a bank account.

Then, the second reason is the price of the services, as having a bank account can represent a cost
(opening fees, fees to have a card), many Brazilians refuse to have an account.

The third reason is the distance. The banks are not always close to the living places of the Brazilian

poor.

4 https://thedocs.worldbank.org/en/doc/856261461702868199-0050022016/original/N4ALAC.pdf
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Figure 3: Why some Brazilians do not have bank account
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Source: PWC, fintech Deep Dive 2018, p38

Moreover, Anderloni (2006) lists the social reasons not related to direct income that exclude a
large part of the favela population by reducing their financial reliability in the eyes of banks:

e Flexibilization of society. With the decline of the fixed job with a regular income to the

passage from service provider to income dependent on the market and performance, also

called the uberization of society. In the eyes of the banks, a customer with more irregular

income is a less reliable customer.
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e The rise of single-parent families. Single-parent families, which are more common in
disadvantaged areas, have less income than families with two parents. In addition, they are
considered less financially stable.

e The increase in the wealth gap between rich neighborhoods and favelas. As inequality
increases, banks are preempting the most affluent customers.

e The gap in education, and therefore knowledge of financial management, between the
inhabitants of the favelas and the rest of the population. Since the poorest populations are
less likely to be involved in the development of the country's economy, they are less likely

to be involved in the development of the economy.

In addition, for Anderloni (2006), there are banking strategies that deliberately or inadvertently
exclude the populations of the favelas:

e The progressive privatization of the "universal” retail banks, which were aimed at the
whole population, without distinction of class These banks originally had the objective of
developing the territories and helping the population. Once privatized, they have a financial
objective of profit, and therefore they neglect the poor clients and exclude the clients at
risk. This includes a desertification of banks in less developed areas.

e The pressure exerted by the shareholders who push the banks to speculate by selling

products not adapted to the customers.

As a result, we can see that there is a double lack of interest, on the one hand many poor Brazilians
do not want to have a bank account because of the cost involved. On the other hand, banks

categorize them as bad customers.
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C. Fintechs and favelas

Favelas are a fertile ground for the implementation of fintechs. The first reason is that the working
classes are using the Internet more and more. In 2017, there were 30% of the poorest Brazilians
who had access to internets, this number increased to 50% in 2019. In addition, these categories

of population mainly use their phone to connect to the internet. Thus, fintechs are perfectly suited

to this rapidly digitizing population.®

Figure 4: Internet Users by area
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Source: ICT Households Survey 2020, p22

5 https://cetic.br/media/analises/tic_domicilios_2019_coletiva_imprensa.pdf
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Some fintechs have taken advantage of this opportunity to establish themselves. De Olivera
(2018) studied the implementation of the CUFA card, a bank card aimed at people who do not
have a bank account or no guarantee of income, in favelas. He highlights the significant progress
in terms of financial inclusion. First, residents are not dependent on a bank branch, its hours of
operation, and especially their creditworthiness, to receive basic financial services, such as a bank
card. In addition, there are many other advantages, such as the ability to pay bills without waiting
in line, to transfer money to friends and family at a lower cost.

Another example is Banco do Maré This bank is specifically aimed at the inhabitants of
the favelas and aims to offer them all the tools they need to enjoy the same services as a customer
in a traditional bank. Giarelli (2018) lists all the initiatives taken by this fintech:

e 100% Online service available: The bank offers all the classic banking services on its
application. People no longer need to leave the favela to do their business.

e A physical presence via local stores, called "kioscos"

e The HQ is inside the favela

e Launch of a prepaid card for residents without a bank account

Other fintechs have even sought to move away from a banking model to offer simple, non-banking
ways to transfer money to their users.

For instance, the fintech Palmas e-Dinheiro (Ansorena, 2021). This one offers an online wallet to
its users, no need for a bank account. To transfer money on it, one can buy a prepaid card or have
money transferred by other users. This type of fintech allows money to circulate easily within the

favela without banking limitation.
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However, not all attempts to set up a fintech in a favela have been successful, Diniz, Cernev and
Albuquerque (2013) highlight the failure of a project of a payment platform in Brazil. The project
started with the intention of improving the financial inclusion of poor people in Brazil, but it failed
for several reasons:

e Difficulty in explaining to clients the interest of the project, clients did not understand what

it could bring them
e The delay to receive a debit card was too long
e The wrong cards were sent

e The registration and creation of the bank account was too long.

Thus, fintechs seem to be currently filling the role of financial inclusion in place of traditional

banks. fintechs operating in the favelas are multiple, from socialtechs to unicorns.

4. METHODOLOGY

Methodological research: Qualitative Research

Due to the objective of this research, it was chosen to conduct qualitative research, that can be
defined as follows: "Qualitative Research is the type of research that finds out about people
experiences. It helps us to understand what is important for people” (Silverman, 2020). The idea
behind the qualitative method is first to understand the feelings of individuals in a personal way,
to understand their way of thinking and their aspirations. The second objective is also to highlight

major events and disruptions that have taken place.
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In the context of a topic about improving the daily lives of residents through fintechs, a qualitative
method allows to better highlight the impact that fintechs can have in favelas and improvement
over time through examples.

To conduct this qualitative research, the two different methods selected:

A. Field Observation

Field Observation is used to supplement information obtained during interviews, to analyze
behavior and the environment (Yin, 2017). Within the framework of a subject on the favelas, the
field observation allows to better understand the environment and to observe the daily financial
interactions of the inhabitants.

Apart from the observation number 3 which was carried out in company of the Padre Assis, the
other observations were carried out without guide. They took place during the day and without a
predefined route. The information was collected in the form of photos, note-taking, and free

discussion with residents.

Summary table of observations:

Location Date Purpose Duration

Rocinha 28/11/2020 - Discovery of the different districts 5h

- Contact with the population

Rocinha 07/01/2021 - Meeting with the inhabitants 2h
- Observing the impact of fintechs in

retail.

Vila Prudente | 07/05/2021 - Discovery of the favela 3h
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- Meeting with the inhabitants

Vidigal 15/06/2021 - Discovery of the favela 2h

- Meeting with the inhabitants

Rocinha 05/08/2021 - Payment habits of residents 3h

Description of the favelas observed:

Vila Prudente

The favela de Vila Prudente is relatively close to the center of Sao Paulo, unlike the majority of
the city's favelas, which are rather far to the east (S30 Mateus) or to the southwest (Jardim Angela,
Paraisopolis). In addition to this advantageous location, the Ipiranga station is located about 100
meters from the entrance to the favela. For this reason, many residents work outside the favela,
especially in the historical center.

Its geographical position is however double-edged, if it allows it to benefit from a better access to
employment and services, this however is counterbalanced by a higher cost of housing compared
to the more outlying favelas.

Thus, from a purely geographical point of view, there is no obstacle to the installation of a
commercial bank, which could serve both the inhabitants and the businesses.

However, it is the internal geography of the favela and its operation that would make it difficult to
install a bank. On this point, there are many banks in the vicinity of the favela, the nearest one
being only 200m from the entrance to the favela.

Local guide:

Father Assise, religious and member of NGOs working in the favelas of S&o Paulo.
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Rocinha

The favela da Rocinha is one of the largest in Brazil with an estimated population of 100,000.
Located north of the very rich district of Sao Conrado. It is relatively well served with the subway
at the bottom. It is thus very well close to the business districts of Centro or touristic Copacabana.
As such, it can be said that it has an excellent geographical position and is much better than many
middle-class neighborhoods in the north of the city. However, this position is reflected in the
prices, as the rent is more expensive than in the favelas of the north of the town.

The favela is on a hill. A central artery runs through the favela from top to bottom, so cars can
circulate freely, police and money couriers can also access it, and police officers are stationed
along this route during the day. Therefore, a bank branch of Bradesco has been set up in the favela,
as the security conditions are there. From this central road, secondary roads lead to the other poles

of the favela. The lower part of the Favela is richer than the upper part.

Vidigal:

The favela of Vidigal is located between Leblon and the favela Rocinha in Rio de Jainero. It is on
a hill and smaller than the favela Rocinha. The shops are at the bottom of the hill near the main
road that leads to Leblon. The favela is less well served, it does not have a subway. It is important
to note that the population here is wealthier than in other favelas in Rio, with a middle-class
constitution. In addition, this favela has the particularity of attracting people from outside, so many
cariocas come to enjoy the bars at the top. In this sense, this favela is a unique case of a favela

open to the outside world. The favela does not have a bank on its grounds, so people must go to
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either Leblon or Rocinha to withdraw money. This is even more difficult because there is no

subway.

B. Semi-Structure interview:

Saunders et al. (2008) defined the semi-structured interview: The researcher has prepared a list of
questions and a general theme associated with them, but this may change depending on the
interview. Within the framework of a subject on the favelas, the semi-structure interview allows
to understand the expectations and views from residents of favelas on fintech. The idea is to see
how the fintech impact peoples’ lives and get their feelings.

A questionnaire accompanies the interviews, and the interviews were recorded. The purpose of
the questionnaire is to guide the interview to avoid missing an important point. However, the
objective is to let the participants express themselves freely, so once the social link is created
between the researcher and the participants, the questionnaire disappears for a freer discussion.

The questionnaire may only come back at the end of the interview in case of an unmentioned point.

The residents were chosen according to their neighborhood of origin to try to diversify the origin
of the participants as much as possible and obtain the maximum of information on the subject. The
interviews were conducted in Portuguese, except for interview number 6 which was conducted in
English. The quotes are then translated into English by the researcher. The interviews were

conducted online and lasted an average of 30 minutes.
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Summary table of interviews:

Interview number | Gender Age of the Neighborhood | Date of the interview
interviewer
Resident 1 Woman 25 yo Vila Prudente | 05/10/2021
Resident 2 Woman 28 yo Rocinha 05/10/2021
Resident 3 Man 20 yo Bonanga 07/10/2021
Resident 4 Man 23 yo Bonanga 07/10/2021
Resident 5 Man 22 yo Bonanga 11/10/2021
Resident 6 Man 58 yo Rocinha 11/10/2021
Resident 7 Woman 22 yo Grajau 11/10/2021
Resident 8 Woman 19yo Jacarepagua 14/10/2021
Resident 9 Man 22 yo Bonanga 17/10/2021
Resident 10 Man 45 yo Bonanca 18/10/2021
Resident 11 Woman 22 yo Vila Prudente | 18/10/2021
Resident 12 Woman 27 yo Grajau 14/10/2021
Resident 13 Man 30yo Villa Prudente | 14/10/2021
Resident 14 Woman 22 yo Jacarepagua 12/10/2021
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5. EMPIRICAL RESULT

A. What residents expect from banks

This section will describe the expectations of favela residents towards banks

According to the interviews, three main points stand out

The first point is simplicity as resident 8 says: "I hope that simply that the bank keeps my
money, that my money is safe [...] | expect a bank to be simple to access".

By simplicity the residents mean the following. First, the ease of creating a bank account,
without too many steps, without too much paperwork. Then, the ease of being able to
withdraw money, make transactions and access support if needed. Finally, the easiness of
getting a credit card. These three dimensions come up in the interviews as a key to the
banks' appreciation. Residents also appreciate when all this can be done online. All this is
well summarized by resident 11: “A bank where all the services are online, where there is
no need to attend in person

The second thing that the interviewed residents expect is to limit the fees while having
the maximum service offered. Most of the interviews complained that the banks should
limit their fees. In response to the question "What is your ideal bank?", this dimension was
mentioned in all the interviews in one way or another. And this even when they do not have
a bank account, they find it shameful. This is probably the main expectation of the residents
as mentioned by resident 14: “The perfect bank for me would be one that doesn't charge a
fee for setting up an account, provides low-interest loans and gives you an annuity-free
credit card.”

The last thing the interviewees expect is safety. By safety, we mean the safety of money

synthesized by resident 8. "All | want is for my bank to keep my savings, for me not to lose
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money". Residents want a bank where their savings will not be stolen in case of a crisis or

hacking.

What Resident expect from a Bank:

Simplicity Inexpensive Safety

No need to go to an agency | No account maintenance fee | No risk of hacking
Quick registration No opening fee required Savings will never be

Online transaction recovered in a crisis

B. Market gap: Traditional banks do not meet expectations
This section shows that people are not satisfied with the current banking offer and that there is an
opportunity for fintechs. It should be mentioned that the field observation and interviews showed
poor accessibility to the bank:
e In the favelas of Vidigal and Vila Prudente, there is simply no bank branch in the favela.
In Vila Prudente, this is simply due to accessibility. As shown in the photo below, it is
impossible to enter with a money truck. It is unthinkable for cash couriers to go there with
an armored car since there is no road that crosses the slum but a maze of alleys where the
uninitiated end up getting lost. The favelas of Rocinha and Vila Prudente have central
arteries but are also mostly composed of narrow alleys. Favela of Rocinha has two bank
branches: Bradesco and Caixa. However, according to Resident 6, these banks are

primarily intended for the favela's businesses, not the residents.
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Figure 5: Entrance to the favela de Vila Prudente

Source: Nicolas Arvis

e Secondly, the financial situation of the favela's inhabitants does not make them suitable

clients for banks. According to resident 1, there are many people who are banned from
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banking and it exists many material difficulties in accessing banks : "I'm listed as “sujo”
(banned from banking), which must be the case of | would say for 70% to 80% of the favela
[...] It is impossible for me to open a bank account in a new bank because | am “sujo”, |
only have a work account /.../ To stop being a “sujo”, | have to go to the Poupatempo to
update my papers, the Poupatempo is in the north of Sao Paulo, I don't have time to go
there.”

The last complain from many residents is that traditional banks are too far from where they
live. In addition, there are administrative tasks for any movement. Knowing that the banks
are far away and that the hours are limited, these tasks are more painful. As resident 12
says: “In addition, there are administrative tasks for any movement. Knowing that the

banks are far away and that the hours are limited ”

In conclusion, for both geographical and sociological reasons, it is difficult for the residents of the

favelas to access banking services.

In addition to this difficulty of access, there is a mistrust of banks:

Among young people, it is primarily a rejection linked to bank fees, the resident 2 sums it
up in one simple sentence: "Bank fees should not exist". Resident 4 lists things they wish
they didn't have to pay for, and their expectations reversed from traditional banks: “The
perfect bank, I believe it is a bank that does not make abusive tax, for example interest
rates, credit card tax. On the contrary, | want a bank that brings benefits to its customers”.
Resident 12 is also particularly upset about bank fees. “The worst thing for me was the
international transfers in the classic banks, I have my cousin working abroad and wishing

to transfer money to me, the transfer would have been very expensive because the bank
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exchange rate was very bad according to my cousin. So, we had to go through another

organization that was cheaper. As soon as you do something, you have to pay with Itau. ”

Among older residents, trust is fully broken. They do not trust the financial institution to
protect them. Resident 6 was particularly affected by the crisis of the 1990s and since then,
he keeps an eternal grudge against the banks: "In my family, we lost everything, my father
lost a lot of money in that crisis. All the money disappeared overnight. | think that many
older people have experienced this situation [ .../ All my friends keep their money at home,
we are more afraid of having our money stolen by the government than by thieves. ”. This
distrust runs deep among the elderly population as resident 10 says. "I work in a junkyard,
| only ask to be paid by Cash, when the bank comes, the government sees everything, and
I do not want *. This political distrust of banks is also found among younger residents as
resident 7 says: "I don't trust banks, not much, they charge very high interest rates and

cheat people™.

Complexity

Expensive

Unsafe

Agencies far from the favelas
Difficult to open an account

Limited opening hours

Opening and maintenance

fees

Memories of the economic
crisis of the 1990s
Bad image among young

people
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C. Challenges to the implementation of fintechs in the favelas:

The interviews and field observation allowed the identification of three challenges to the
implementation of fintechs in the favelas.

e Gaining the trust of residents, especially older ones.

e Adapting the offer to the inhabitants of the favelas.

e Successfully changing the habits of people in the favelas.

For the first challenge, two populations must be isolated. All younger residents interviewed have
Nubank, except for Resident 1 who does not have a Nubank bank account but would like to have
one when her situation will be regularized. 58 years old resident 10 confirms this: “Someone like
me, I don’t trust it, I don’t trust technology because it can always be hacked, and I think a lot of
other people share my view. They want to tag everybody, they want to track people [...] if you a
law-abiding citizen, the government should not track. Everything starts with credit card. «
According to him, this mistrust of the older generation can be explained by the reasons mentioned
below, namely the economic crisis of 1990 when Brazilians, all categories included, lost a lot of
money. On the contrary, younger people have not experienced this economic crisis or have
experienced it only to a limited extent, so they are much more inclined to invest their money in a
bank, if it is simple. Moreover, the young population is more used to new technologies and prefer

a 100% online service

The second challenge for fintechs is to adapt to consumer habits. During the field observations, a
significant use of cash was noted in the favela. Whether in shops, restaurants, or in any other place
where people live, the field observations showed that cash is widely used. This was confirmed by

resident number 2, who lives in Rocinha, and who established the following paradox: "I use my
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credit card outside the favela, but in Rocinha I make my purchases with cash /.../ unless | don't
have enough cash on me. ". This sentence is very revealing, as it shows that even some residents
with a bank account and a credit card prefer to use cash in the favela. According to resident 10,
this is due to avoiding taxes. But for resident 6, this is indeed a habit “/’m always paid by cash,
always by cash, | pay my internet cash, | pay my rent bill by cash, | go on the store, and | pay by
cash. [...] If you have monthly bill, like electricity or water, everything by cash. In the favela, |
would say it’s 100% cash business.” The same resident also showed his way of storing money. To
do this, he uses a fake book where he stores all his money, rather than putting it in the bank and

told that this is often used in the favela.

This lack of ATM is a real difficulty for all Nubank's fintech customers. Resident 3 sums up all
his difficulties with Nubank as follows:

“Unfortunately, | can't do everything with Nubank. To withdraw money, | can't go to a regular
bank at an ATM. | must go to a 24-hour ATM, | sometimes pay fees. | avoid as much as possible
to pay in cash /.../ | use it for the bus because | can't afford to go home by uber /...] One problem?
| think is the “boleto” /...] When | work, | am paid by cash, when the people | work with don't
have Pix, many people don't have Pix here. To transfer money in cash directly to Nubank, | must
go to another bank, pay someone at the counter who gives me a payment receipt with a code. With
this code, | can scan it to transfer the money to my Nubank bank account. This process is very
complicated. ” Thus, even if the habits of the inhabitants of the favelas are changing, it is necessary
to nuance this and to point out that the absence of ATMs continues to pose a problem in an

economy where cash is the main source of income.
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The third challenge for fintechs is to change consumers' habits so that they make maximum use of
the potential offered by banking, such as access to credit, rather than retaining traditional patterns.
During the field observation, it quickly became apparent that the three favelas formed a micro-
system where many people know each other, and everything was based on trust. For example, the
mailboxes are in the street because, according to the residents, there is no theft, so there is no need
to have an individual locked mailbox. This is confirmed by the words of resident 6: “We don’t use
that, we use our friends or our family to borrow money, for example if | need to buy a house, |
raise money through my family, I don’t need to go to bank. If you buy a house for R$20,000, they
will write a contract, you meet with them and you have witnesses that witnessed the transaction,
you agree with. You sign the contract, and the witnesses have a copy [.../ If'| die, the next person
would be my best who agree to pay or sold the house [...] People are honest about stuff like that.
“Thus, according to him, residents prefer to use their network within the favela rather than make
a credit. And this came out in most of the interviews. When asked "what do you do when you need
money?" most residents answered that they borrow money from their relatives.

The challenge for fintechs is to convince favela residents to use their financing solution rather than
borrowing from their relatives.

The same logic applies to investment. Many of the residents interviewed use their bank account
for the sole purpose of saving income. But they do not plan to make a profit from it, even for those

who have sufficient income.

However, it should not be assumed that favela residents are uninterested in their personal finances,
and therefore not interested in taking advantage of all that a bank can offer. Resident 4 complains

about Nubank's lack of communication about all that the bank has to offer.
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"It's not clear what you can do, it's not clear how everything works [...] 1 want to take advantage
of everything the bank offers, all the benefits it can provide, that would be it, I've heard about the
cashback, and | would like to have it”. The residents of favelas are not simply savers for lack of
sufficient income to invest. During the observation #3, a resident said: "You see, there are normal
shops here, exactly like you might find outside the favela. [...] You can pay by Pix, credit card or
cash, whatever you want [...] These businesses rent the locations, here in this corner of the favela

is where the richer people live”

Mistrust Cash economy Different financial habits
Elderly residents do not trust an | Massive use of cash Economy based on trust

online service Hoarding reflex Prefer to borrow from relatives,
Widespread mistrust of banks Savings stored in the homes of | not banks

Distrust of outside companies residents

Lack of communication from

fintechs

D. How fintechs are improving the lives of people in the favelas

The first achievement of fintechs, Nubank, is to have succeeded in seducing a part of the youth of
the favelas who rejected traditional banks. As the Resident 13 said: “The age of 18 to 25, a lot of
young people get Nubank, Pix, Picpay, but you do on the phone”. Thus, the same resident who
claims that people his age do not have bank accounts, admits that Nubank has succeeded in

seducing part of the youth of the favelas thanks to a 100% online service.
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The first reason for Nubank's success among favela is the simplicity of creating an account and
managing it as said resident 12: “Az Nubank, everything is simple. The opening of the account was
done in 15 minutes, and everything went smoothly. I mean, the problem is that | had to go there,
with Nubank it's easy, | can do everything at home from my phone. | don't have to go to a branch,
and I prefer that”. Everything is done on the phone and online. No need to go to a window and no
paperwork. This is a real change for a population that lives in areas where banks are often absent.
The bank is now in the phone, there is no need to submit to geographical and time restrictions to
open and manage a bank account.

The second reason is the lack of fees for Nubank. All residents who own Nubank are satisfied with
the bank for this reason. As mentioned earlier, the residents interviewed were very upset about the
fees of traditional banks. They also appreciate the limited fees offered by the fintech.

Thus, Nubank, by proposing a simple and inexpensive offer, has succeeded in seducing a part of

the youth of the favelas and allowed them to access banking services.

By allowing these young people to access banking services. fintechs have offered them a whole
range of opportunities. First, in terms of income and financial independence. Having a bank
account allows a better management of expenses according to some of the participants. The
resident 7 says: “I can organize and have better control of my income and later expenses, as well
as a safe place to store my money. | see all my expenses on the app, | realize what's going and
what's not”. This feeling is shared by several participants who say they have better control over
their income and expenses since they have a bank account. This bank account, via the Nubank

application, allows them to track their spending daily.
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This better financial management comes also with the credit card service that fintechs offer. The
credit card provides residents the possibility to pay some weeks after the spending. This is very
useful for a population which doesn’t have enough savings to meet unexpected daily expenses.
The credit card allows for payments to be made later, allowing residents in need to borrow money
from their families or earn money before paying everything at the end of the month. Resident 13
is very appreciative of the fact that he does not have to borrow money. "When | need money, |
always have the limit on my credit card, | pay with it and pay it back the next month [...] Yes, | can
pay it back because the limit is limited, if I need more, | ask my cousin.” The residents of the
favelas see the credit card as a free micro-credit that allows them to better manage their daily
expenses. In addition to the financial security of the credit card, there is the possibility of making
loans. These are small loans available in case of need of expenses. Especially when the credit card
limit is limited. Resident 2 particularly appreciates these loans and uses them regularly. "When |
need money, | take a small loan from Nubank, or I ask my family”. These small loans are
convenient for people in the favelas. It reduces the financial dependence of members on their
families and the community because they have an alternative to finance themselves other than the
family. The possibility of taking out small loans and having a credit card allows the inhabitants of
the favelas to better manage their expenses and therefore to be less dependent on their entourage

in daily life.

In addition to financial security, there is the physical security that comes with having an online
bank account. According to inhabitant 6, there is certainly no theft in the favela because everyone
knows each other, and anyone who steals from within the community risks paying dearly.

However, favela residents are not immune to theft when they leave the favela, especially to go to
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the bank which may be far outside the favela. Thus, online banks also provide a form of security.
The fact that you don't carry a large amount of cash with you limits the risk of theft. For Resident
5, this is the main advantage of Nubank: “With Nubank, | never carry cash on me. | don't have to
withdraw money, | feel lighter when | walk, less afraid of being mugged. I only use cash in places
where cards are not accepted [...] Only on the bus [...] Then I have coins, I don't know what to do

with them, what I prefer from my bank is the credit card .

Fintechs also help facilitate the flow of money within the favelas. In particular, the fintech Picpay
is very popular in the favelas because it is used in conjunction with the Pix service, which allows
for the rapid transfer of money. The residents use a lot Picpay to transfer money or to buy
something. For example, when resident 7 needs money, instead of asking for cash, he asks for a
Pix transfer "My brother gives me pix transfer, if | can, | pay him back at the end of the month [...]
Picpay, | use it more to transfer money to my friends or to make online purchases, it's simpler [...]
you can leave a message on the app”. Field observations in favela also showed that Picpay and
Mercadolivre are widely used as payment terminals by favela residents.

The Picpay phone credit card readers are very popular among the favela's businesses, especially
for street vendors, who all accept credit cards because they are easier to use than traditional readers.
The same is true of Mercadolivre, which offers small payment readers, a small calculator, very
practical and portable. These systems are so good that French credit cards even work on them!
Fintechs have allowed all street and small businesses to have access to advanced means of

payment.
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Thus, the favela population that has an account with an online bank enjoys greater financial
stability and less dependence on family and friends. All this makes it easier for this population to
get out of the favela. Resident 2’s sentence reveals it: "l use my credit card outside the favela, but
in Rocinha I make my purchases with cash.” The credit card is therefore used as something that
opens the outside world, while you only need cash in the favela. Residents see having a bank
account as a normalization compared to the wealthier classes. This was seen during the
observations, the inhabitants of the favela of Rocinha thus use uber a lot with their credit card to
go to other parts of the city. In short, by having a bank account, the residents of the favelas are

better considered by the rest of the population.

To conclude, we need to talk about resident number 4 who started to invest some money at the
same time he opened an account with Nubank. Having a bank account allowed him to get interested
in modern financial products, such as crypto-currencies and especially NFTs. “I don't invest much,
almost nothing, | invest a little and the rest I leave on the account. | keep an emergency reserve
[...] I invest in new investments, in crypto currencies”. To do this, this resident uses Binance.
Through Pix, he can transfer money from his Nubank account to Binace and buy a cryptocurrency
wallet on it. The same resident also invested in an NFT and got a very good return: “I want to talk
about "NFT Tokens", which are becoming very famous. In two weeks, my investment is already
profitable. This is something that will explode in the next few months, NFTs. It's a very good thing,
NFT.” This shows that fintechs are acting in concert in the favelas. Someone who has a bank
account with Nubank, may use Picpay to make a PIX to a relative and pay on a Mercadolivre

terminal and invest on Binance. So fintechs are creating a whole series of positive synergies in the
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favelas. The second thing is that residents can, thanks to fintechs, take more interest in their

personal finances.

Simplicity and unexpensive Financial independence Investment

Creating and managing an account | Expense tracking Better access to credit

online Credit card Access to investment products
No fees Less dependence on relatives

Easier to get out of the favela No need to have cash, more secure

E. Futures perspectives

As the research results showed, a portion of the favelas' residents were able to improve their
standard of living thanks to fintechs. However, it should be mentioned that a part of the population

still does not have access to online banking. But there are several ways to change that.

The first thing is to develop the work accounts as much as possible. Indeed, many of the residents
interviewed have two accounts. A working account in a traditional bank, and a Nubank account
for daily living. The relationship between these two accounts is very well described by resident 9:
“l don't use debit, | prefer credit to control expenses, | only have Itat as a company requirement
to receive my salary, otherwise | would only have NuBank's credit card. ”

This observation is also shared by other residents, such as resident 2. They have accounts in
traditional banks, but only because they must for professional reasons, and they would like to
switch to Nubank entirely. Those who only have a work account are not happy about it for instance

the resident 1, customer at Banco do Brasil, but who can't do anything and doesn't have a credit
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card. According to this resident, the work account offer of the traditional banks is incomplete, no
credit card, bad online service, no small loan.

By targeting work accounts, online banks could therefore quickly gain customers who have a bank
account not by choice, but by business necessity. And in a second step, convince them to use all

the services that online banks offer.

The second thing is to have a local point, to better set up fintechs in the favelas. Even if fintechs
are meant to be online. A local element is necessary to convince the more distrustful residents like
resident 6: "l could subscribe to a bank, I think, but it would have to be local, run by Rocinha
residents, with Rocinha money. | don't want my money to leave the community.” After he was
introduced to the banco do maré during the interview, he was immediately enthusiastic about the
project and would like to join the same thing if it existed in the favela de Rocinha. He asked for a
link and more information on the subject. This shows that the local issue matters in communities
where the economy is often based on trust. And that to convince older people or those more
attached to the favela, local relays are needed. In the context of fintechs, this can be done through

local resellers who can offer to open an account locally.

What residents expect Safety, easy, inexpensive
What the banks are missing Low cost, trustworthy, easy access
Fintechs' challenges Regain trust, adapt to a full cash market, and

change residents' habits

What fintechs bring No fees, quick and easy access, investment

facilities and above all financial independence
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What fintechs can do better

Develop work accounts to attract people

Have local dealers in the Favelas
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6. CONCLUDINGS REMARKS

Fintechs have changed the lives of some people in the favelas, by offering them better access and
better price to banks and financial services. In a country as unequal as Brazil, better financial
inclusion of the favela population would be one of the ways to get these populations out of social
exclusion. Fintechs are thus a real mean of fighting the financial, geographical, and social
exclusion suffered by the population of favelas.

The empirical result is quite positive. It is true that fintechs have enabled many Brazilians from
the favelas to access basic services, such as access to the credit card. But this phenomenon still
affects mainly young people. All these elements make the residents of the Favelas see Fintechs in
a very positive way. However, the attractiveness of Fintechs also comes from a rejection of the
traditional banking system. Fintechs, as new banking entrants, do not have the negative past of
traditional banks. Thus, there is no indication that the good reputation of fintechs will last among
the Favela population. In particular, there are the hidden costs of fintech contracts, which are still
not well known by the Favela population, such as the fees for withdrawing money from another
bank's ATM. The lack of knowledge of hidden costs is also a reason for the very good perception
that the residents have of fintechs. In addition, residents are not aware of all the clauses inherent
in their Fintechs contracts, which can cause problems in the event of a dispute with a firm. The
very good opinion that residents have of fintechs therefore also comes from a not entirely accurate

perception of fintechs.

To conclude, the empirical results are in line with the review literature. Fintechs are indeed a good
way to financially include a population excluded from the traditional banking system. In the

context of the favelas, according to the interviews, it is above all because fintechs break the prices
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and offer 100% online products, so it is no longer necessary to go to the bank. In addition to being
financially inclusive, fintechs are also, as the empirical study and literature review show, a way to
help the development of the most fragile populations, notably by offering them financial security.
However, the research highlights two major points not often mentioned in the review literature.
First, the need to gain the trust of residents and second, the need to change their financial habits.

Second, the problem of hidden costs

Some limitations have been identified in this thesis, some of which have already begun to be
addressed.

The first limitation is the limited amount of data on this subject. There was very little reliable data
on banking development and living standards in favelas and the data varied depending on the
source.

The second limitation is that it is difficult to get much information from residents as an outsider to
the communities. Interviews and observations are not enough to fully enter the cultural and social
world of favelas. A longer ethnographic approach could help to get more information.

The final limitation comes from respondents who did not seem to know enough about the hidden
costs of fintechs. It would therefore be interesting to ask residents more about their knowledge of

these costs and to truly estimate the impact of these costs compared to traditional banks.

The study advises fintechs to establish themselves massively in the favelas and to take advantage

of the void left by traditional banks because traditional banks are not adapted to the expectations

of the residents.
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Fintechs looking to expand in favelas can separate the population into two categories. The older
ones born before 1980 who experienced the economic crisis of the 1990s (and the loss of savings)
and the younger ones. The interviews show that younger people can be easily seduced. A good
entry point is to open working accounts for residents. Indeed, according to the interviews, working
accounts are often the first contact with the banking world, so they can be a good opportunity for
Fintechs to attract new clients. The main point remains the cost, the rejection of bank fees is shared
by all the interviewees.

The other half of the population is older and more distrustful. It is necessary to have access to the
local establishment, for example by having local merchants as resellers or contact points. This
older population has lost confidence in the banking system and prefers to give their trust to their
relatives. So, fintech need intermediaries to seduce them and show that fintechs can really help
them.

Finally, the last recommendation is that fintechs that already have favela customers communicate
better with them. Some residents have complained that they are not aware of all the products
offered. This communication can be done, for example, through Moocs offered by the fintechs to
help residents better use their online accounts and the investment opportunities.

Due to the research limitations mentioned above and some research gaps that were not the focus
of the study, there are opportunities for future research on the impact of fintechs in favela.

It is important to note the diversity of Fintechs that are relevant to Favela residents. From unicorns
to socialtechs, research could be to categorize the different fintechs that concern favelas and

measure their impact.
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Appendix 1: Reasons why fintechs have difficulty raising funds

9%
Lack of adequate regulation

17%
Economic/political crisis

19%
No investors

Source: PWC, Fintech Deep Dive 2018, p27

26%
Lack of visibility

7%
Competition

21%
Others

Appendix 2: Potential climate change impacts on Brazilian mfis and their target,

Climate change and

related weather events

* Temperature rise;

* Sea levelrise;

* Droughts and
floodings;

* Extreme events.

. Lack of

climate

change
strategies

Impact on natural and

human systems

® Ecosystems;

* Water resources;

® Agriculture;

* Insurance, settlements
and society;

® Food and human
health.

Source: Moser and Gonzales (2016, p. 247)

Socioeconomic impacts
on MF clients

Depletion of client’s
wealth and health;
Food security and
livelihood concemns;
Climate-led
migration;
Climate-let conflicts.

Direct and indirect impacts on
MFIs’ portfolio
High default rates;

* Government bail-out;

* (Capital erosion;

* Emergency loans by
government;

e Leverage and liquidity
problems.
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Appendix 3: Why some Brazilians do not have bank account

Why some Brazilians do not have bank accounts

Lack of funds High price Using a family Distance Lack of Lack of
of service member's confidence documentation
account in financial required
institutions

Source: PWC, Fintech Deep Dive 2018, p38
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Appendix 4: Internet Users by area

Usuarios de Internet que usaram telefone celular de forma exclusiva
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Source: ICT Households Survey 2020, p22
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Appendix 5: Entrance to the favela de Vila Prudente

Source: Nicolas Arvis

Appendix 6: Questionnaire asked to residents during the interviews (not translated)

Apresentacao : "Ola, meu nome é Nicolas, e estou fazendo um trabalho de pesquisa sobre as
aspiracOes das pessoas que vivem nas Favelas. A idéia é ver como impresas pode melhorar a
vida diaria dos habitantes das Favelas “

1. Qual é seu nome, sua idade ? Quem mais mora com vocé ?
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2.

Como ¢ a vida em sua comunidade ? VVocé trabalha ? Se sim, com que ? As outra pessoas

que moram com vocé trabalham ? Com o que ?

conta, .

10.

11.

12.

13.

14.

Vocé tem carteira assinada ? Como vocé recebe dinheiro do seu trabalho ? (Dinheiro,
..) € as outras pessoas da sua casa ? Como recebem o dinheiro do trabalho ?
Conto banca.

Como seria 0 banco perfeito para vocé? O que vocé espera de um banco ?

Vocé tem uma conta bancéria. Vocé tem uma conta bancéria ? ? Se ndo, por que nao ?
Santander.

Se sim, qual banco ? Ha quanto tempo vocé tem essa conta ?

Se sim, como vocé trabalhava com dinheiro antes de ter essa conta ?

Como ter uma conta melhorou seu dia a dia ?

Em caso afirmativo, o que vocé mais gosta do seu banco ?

E 0 gue vocé menos gosta ?

Como vocé usa o banco no dia a dia?

O que vocé sente que precisa melhorar na sua relagdo com os bancos ?

O que estéa faltando neste banco para o banco ideal ?

Sua familia tem uma conta bancaria ? E diferente da sua ? Como eles veem os bancos?
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15.  Voce tem um cartao de Credito / Debito ? Se sim, ha quanto tempo. O que melhorou na
sua vida ?
16.  Se ndo, por que ndo ? Vocé gostaria de ter ? Porque ?

17.  Voce Usa pix ? Se sim, ha quanto tempo. O que melhorou na sua vida ? Como era antes

18.  Se ndo, por que ndo ? Vocé gostaria de ter ? Porque ?

19.  Quando vocé precisa de dinheiro, a quem vocé recorre ?

20.  Quais instituicdes financeiras (bancos, crediarios), vocé conhece ?

21. O que vocé acha de cada um deles ? (O que vocé acha bom e o que vocé acha que nao é
bom) ?

22.  Vocé confia nos bancos ? Porque ?

23.  Pelo contréario, quando se tem dinheiro sobrando, o que se faz ? Quando vocé tem mais
dinheiro do que o normal, o que fazer com ele ?

24. O que vocé vai fazer se um dia ganhar na loteria ?

25.  Qual é o seu sonho ?
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