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I – THE STRUCTURE OF THE FINANCIAL SYSTEM AND THE EVENTS IN 2001

Structure

The structural changes in the financial systems of the modern societies are undergoing are part of the dynamics imposed by the development of these societies, which are increasingly inserted in the globalization process. 

This dynamic and adaptive phenomenon is also seen in Brazil, where the Central Bank has the responsibility to care for making possible the consolidation process of the structure of the National Financial System (SFN) by way of following up and analyzing the processes of transfer of controlling interest, spin off, incorporation and change in corporate purpose, in addition to authorizing the operation of new companies. 

The Central Bank of Brazil, in this task to follow up and analyze these processes, has been giving an increasingly higher level of transparency to its actions, making room for the society to participate. 


The information arising from this follow-up work shows aspects of both the evolution of the structure of the financial system and the behavior of some of its economic indicators. In 2001, atypical situations regarding the changing processes have not been observed, showing adherence to the market’s trends. 


For the purpose of providing a dynamic vision of the SFN, some information in this report refer to previous periods and are presented mainly, with the use of the comparative technique, by means of vertical viewing (at the same date) or horizontal (time variation within the same segment or sub-segment). 


In 2001, with the continuity of processes of structural changes in the SFN, the trend towards the reduction in the number of institutions was maintained as part of a movement of adaptation to needs and directions of the Brazilian economy. The table 1 shows that the SFN had, at the end of the year, 738 institutions in operation – the credit cooperatives and consortium management companies were not considered -, showing a drop of 4.4% in relation to December 31, 2000, when the number of institutions totaled 772.


In the segment made up of banks, the highlight is the multiple banks, which operate by means of portfolios. At the end of 2001, there were a total of 644 authorized portfolios, representing a reduction of 27 portfolios during the year, 50% of which were of the commercial type. From the table 2, we can conclude that, except for real estate credit-type portfolios, which was increased by one unit, all the other types were reduced.


The bank sub-group of the SFN, made up of the multiple banks, commercial banks and Caixa Econômica Federal (Federal Savings and Loans Bank), comprised 182 institutions on December 31, 2001 (table 1). In addition to Caixa Econômica Federal, there were 153 multiple banks and 28 commercial banks, including among the latter the branches of foreign banks. During the year, two multiple banks were created and two leasing companies were turned into multiple banks. In the same period, thirteen banks were cancelled for different reasons.


 The real dimension of the SFN becomes evident when it is separated by financial activity, considering each portfolio of a multiple bank as an independent institution. In this broader vision, the SFN had at the end of 2001, 160 commercial banks, 122 investment banks, 15 development banks, 169 credit and finance companies, 74 real estate credit companies and 105 leasing companies, in addition to the other types of companies for which there are no corresponding portfolios of multiple banks (table 2).


Following the same trend of the past years, the sub-segment of security distribution companies was the one that presented the highest reduction rate in number of companies (9,8%), as shown in table 1. Twenty-four of these institutions were cancelled, for different reasons, and a large part of them became non-financial companies. Another 15 companies had their controlling interest transferred (Appendix 1). 

Geographical Distribution


At the end of 2001, excluding credit cooperatives and consortium management companies, the SFN was made up of 755 companies, including those in operation and those authorized to operate, as shown in table 3. Most part of these institutions was headquartered in São Paulo (52.5%) and Rio de Janeiro (17.6%). The states of Acre, Mato Grosso, Rondônia and Tocantins did not headquarter any institution of the banks sub-group. 

Brazilians Banks Abroad


Although the total number of branches, offices and stock participation did not change, the number of Brazilian banks operating abroad dropped in the period. In fact, at the end of 2001, the Central Bank recorded a total of 55 Brazilian banks operating abroad by means of 114 establishments (89 branches and 25 offices) and investments, directly or indirectly, in the capital of 151 companies abroad. (Table 4). In December 2000, there were 61 Brazilian financial institutions operating abroad by means of 84 branches, 26 offices and 155 equity interests.

In quantitative terms, Banco do Brasil S.A. is the most represented abroad with 39 branches, 4 offices and 13 stock participation, followed by Banco Itaú with 2 branches, 4 offices and 25 stock participation and Unibanco, with 2 branches, 3 offices and 19 stock participation. While Banco do Brasil concentrated its operations on the branches, the two private banks opted to operate with investments in other foreign institutions. In 2001, total number of establishments authorized for Banco do Brasil grew 28%, whereas for the two other banks, there was not a change in the number of their interests abroad. 

Events in 2001

Appendix I shows a detailed list of the main events that affected the structure of the financial system in 2001.


In the year, 131 new financial institutions were authorized to operate. The segment of credit cooperatives was responsible for 77.10% of these authorizations, totaling 101. A new segment, made up of credit companies for the small entrepreneur enacted by Resolution 2.874/2001, was responsible for the second highest increase in the year, with 14 authorizations, representing 10.70% of the events.


In 2001, 61 institutions had their corporate purpose changed. Of this total, 27 companies were turned into another type of financial institution, and continued to operate in the SFN as shown in the table of the Appendix 1. The others chose to become non-financial companies, no longer operating in the SFN (cancellations matter of the Appendix 1). 

II – The Service to the General Public

a) Bank Service 


The evolution of the SFN must also be evaluated based on the standards of the service provided by the financial institutions to the society. This evaluation may be made by taking into consideration two main aspects: one quantitative, related to the number and distribution of the banking service to the general public, and a qualitative one, related to the quality of the services provided by the institutions.


From the quantitative point of view, the tables 5 to 11 provide data related the organization and distribution of the bank facilities that serve the general public. At the end of 2001, there were 43,830 points of service, representing a growth of 8.60% in relation to December 2000, as shown in table 9.


The branches are the main type of banking service, whether because of the amplitude of the services provided or because of the free access to the general public. It is the type of facility most found (table 9). 


Regarding the qualitative analysis of the services provided by the institutions, it is necessary to take into consideration that, the concept of branch may be seen in a different way, broader, not only restricted to the physical space it uses or to the banking time. This expansion arises from the increase in the offer of automated services, both by means of remote access and electronic terminals. This practices extends the service time for many products and services, as well as expanding the branch’s physical space. Therefore, the technological innovation has been providing a higher level of comfort to clients in the use of banking services and creating conditions for the improvement of the quality of banking products and services.


At the end of 2001, there were 16,841 branches in operation. In comparison with the number of existing branches at the end of the previous year (16,396 branches), there was a growth of 2.70%. During the year, 1,365 new branches were authorized by the Central Bank. These branches belonged to 34 banks, and approximately 75% of them belonged to the five largest banks in the system. The two largest private banks alone were responsible for more than 40% of these authorizations (Appendix 1). However, part of these authorized branches replaced other branches that were closed in the period. Many branches of state banks that were privatized were closed without the correspondent replacement.


The twenty largest banks in network of branches had 15,206 of these establishments in December 2001. The position at the end of 2000 was 14,103, a growth of 7.80%, much higher than the average.


Taking into consideration the position of the 5 largest private banks, responsible for around 40% of the branches of the SFN, the figures are even more significant. The network of this group of institutions grew 13.60% in relation to the previous year, totaling 6,559 branches. This evolution is one of the main consequences of the increase in the competition between the largest banks in the SFN, a phenomenon that tends to bring benefits to the users of the financial services (table 6). 


Another important sub-group of the facilities is made up of the Electronic Service Outposts - PAE (Automated Teller Machine Centers-ATM). At the end of 2001, there were 16,748 PAE, representing a growth of 15.80% in relation to December 2000. These ATM centers are distributed among individual networks – those managed by the banks themselves (14,923 PAE) – and associated network – managed by a company controlled by more than one financial institution, as in the case of the "Banco 24 Horas" (24-hour bank) (1,825 PAE), in accordance with table 9. 


When one’s analyze the bank service issue, attention is called to the number of cities not served by financial institutions, as per defined as those that do not have any establishment of the branch type, Advanced Service Outpost (PAA) or small Bank Service Outposts (PAB). The inclusion of the PAB in this concept is justified by the representation of the clientele served in the context of municipality. In 2001, there were only 135 of these service centers in the municipalities where there was no branch or PAA (table 5). 


The PAA are facilities that carry out, in special conditions, the operations that are carried out by a branch. In 2001, the number of PAA (619) showed an increase of 6.30% in relation to December of the previous year (582). This evolution, combined with the reduced growth in the number of branches and the drop in the number of PAB installed in municipalities without branches, shows that the PAA has been achieving the mission of expanding the bank service to the society.


At the end of 2001, there were 1,681 municipalities without banking services, representing a growth of 1.30% when compared with the 1,659 existing in December 2000. This scenario is even worse if we take into consideration an increase of only 0.30% in the total number of municipalities (table 10). However, this evolution must be seen as a consequence of the process of rationalization of the strategies of the financial institutions.

 

B) Democratization of the Access to Bank Services


Although the achievement of the economic stability started in 1994 is fundamental for a better income distribution in Brazil, does not respond alone for the challenge of changing the profile of poverty of most of the population, which is incompatible with the richness of Brazil.


The trend seen today is that towards the fulfillment of the population’s needs by means of support policies that privilege the "market solutions", which are those actions in which the market forces themselves, duly oriented, represent a long-term developmental factor. 


Therefore, the regulatory measures shall be focused on the correction of market imperfections that allow the compensation for the high costs of the agents that do not yet have a competitive scale and on the correction of other factors that may impair the access to the benefits arising from the competition in the free market. In the case of the financial industry, one cannot deny that the transaction costs weight far too much for the small ones. The fixed costs are also disproportional, especially regarding legal bureaucratic obligations.


In this context, it is worth noting the important role that the small and medium companies have in the generation of jobs and in the dynamics of the economy practically in all modern societies due to their high capability to innovate and flexibility. Almost all governmental programs are based on the same main reason: the implementation of an institutional and regulating environment that is compatible with the size and costs of the small and medium companies in a way that they can face a fair market competition with larger companies as shown in the work called "A Experiência Brasileira na Tributação de Micro e Pequenas Empresas" (The Brazilian Experience in the Taxation of Small Companies), published in the Secretaria da Receita Federal’s website (Department of the Treasury).

Since 1995, the Central Bank of Brazil has been promoting and participating in meetings, seminars, studies and debates with the objective to improve the offer of financial services, and also to respond to the movement of concentration noted in the National Financial System arising from the natural accommodation of forces caused by the interconnection of markets at a global level. This effort is focused the service to the sector of the general public that has not been stimulating the interest of traditional banks and comprises not only those people who, due to this accommodation process, were no longer counting on financial services, but also those with low income who live in the outskirts of the largest cities. Throughout Brazil, 29.73% of the municipalities do not have bank service and other 35.60% have only one point of service (branch or small service center). 

Regarding the policies that incentive the increase in credit offer to low income people in Brazil, the Central Bank is interacting with many segments of the society with the objective to meet solutions for the challenge to improve the access to financial services, particular by means of the companies of credit to the small entrepreneur, credit cooperatives and of the Banking Service Outlets of financial institutions.

 

THE MICROCREDIT


Microcredit is the financial activity that consists of the assignment of a small credit line to those people who do not have access to financial services. It differs from the other types of financial services mainly due to the methodology used, which is very different from that adopted for the traditional credit operations. 


They are operations that are carried out exclusively with small entrepreneurs and the return from which are the profits from sales of products and services provided by them. The methodology adopted in these operations is as follows:

· The presence of the client at the small credit entity is not necessary as it uses a credit agent to work with the communities, by gaining new clients, controlling the financial flows, collecting payments and following up the business of the small entrepreneur. The credit agent is the key element of the business and his remuneration varies based on the size of the portfolio and rate of default of its clients;

· The guarantee of the operations is more related to the knowledge of the business and characteristics of the borrower than to the secured guarantee. Some experiences adopt the joint comprehensive guarantee (groups of entrepreneurs commit themselves to pay if one or more members of this group doesn’t pay);

· The terms of the operations are very short and credits are assigned without bureaucracy;

· In order to prevent from risk of continuity, the interference of the public sector in its management is avoided;

· Self-sustainability must be sought (revenues higher than expenses). 

It is important to note that the use of the adequate technology provides a low level of delinquency in payments (around 3% of the active portfolio).


The microcredit activity has been practiced in Brazil since 1973 by means of Non-governmental Organization (NGO) created with funds from: international development bodies; other NGOs (usually foreigners); representatives of the local society and city administration offices.


The year of 1999 marked the start of large changes in the sector. Firstly, the Law 9.790 gave to the microcredit NGO the possibility to work as an Organization of the Civil Society of Public Interest (Oscip). Two Provisional Measures were issued (1.914 and 1.894), which establish the general lines of the activity in Brazil.


The creation of the Micro-Entrepreneur Credit Companies (SCM) by means of the Provisional Measure 1.958 (turned into the Law 10.194, of February/2001) and of the Resolution of the National Monetary Council (CMN) 2.627, of August 2, 1999, represent a response to the demands in this market based on the premise that investors feel safer in investing in companies with defined institutional models and which are supervised by federal entities. The strategy for the creation of a conservative model from the risk point of view was adopted but with the possibility of improvement with time should there be quality in the way they work and adherence to the principles that guided their creation.


Currently, the provisions of the Law 10.194, of February 14, 2001, Provisional Measure 2.172-32, of August 23, 2001, and Resolution 2.874, of July 26, 2001, allow the following possibilities of operation:

a. Non-profitable:

· Legal entities of private law (non-governmental organization - NGO), subject to the restrictions of the Usura Law;

· Organization of the civil society of public interest approached by Law 9.790, duly registered with the Ministry of Justice and not subject to the Usura Law;

b. Profitable:

· SCM authorized by the Central Bank and controlled by any individual or legal entity, including private financial institution and Oscip;

· By means of any financial institution that works with credit offer to the public.

Three years after the implementation of the SCMs, 22 companies have been created, 14 of which were already operating on December 31, 2001 and 8 had not yet started their activities (tables 1 and 3). These institutions are geographically concentrated in the Southeastern Region and have R$ 3.7 million in equity, R$ 5.4 million in assets and granted R$ 2.4 million in credits in 2001. 

Credit Cooperativeness


The credit cooperatives in Brazil exclusively reach people with a common job or profession tie (farm owners, physicians, lawyers, civil servants, etc.) and may finance both production and consumption activities. 


The Cooperatives of the first level, defined as Singular, are formed by individuals, and of the second level, are formed by at least three singulars. In addition to these two types, the Confederations (third level), in which the members are Central Credit Cooperatives, can also be formed.


The credit cooperative usually operates on a regional basis and acts as an intermediate between total savings and the demands for financial services in the same region, a work that gives to the credit cooperativeness an important role in the adjustments to region inequalities in a way that it does not depend on the direct interference of the public authorities or official funds, therefore being a “market” solution for regional development.


The improvement in regulations, particularly in the last decade, has been enabling the establishment of increasingly more numerous social structures and the provision of a long list of services, especially if we take into consideration the services provided in partnership with the cooperative banks.


The cooperative banks, so-called because they are controlled by the credit cooperativeness system, are also allowed to operate via the cooperatives related to them, throughout Brazil, providing banking services by means of an agreement. Despite this, the banking services to the general public, including the non-members, by means of this agreement is still incipient. For that end, the banks would have to make large investments in information technology, investments which are hard to recover in the economic environment of the non-served cities.


In 2001, the trend towards the growth in the number of Cooperatives seen in the past years was maintained. Between December 2000 and December 2001, the number of credit cooperatives grew from 1,235 to 1,333, a growth of 7.35% (table 1). A hundred and one new authorizations were given and 15 credit cooperatives were cancelled in that period and at the end of 2001, there were 46 cooperatives authorized to operate but which had not yet started operations (Appendix 1).


The segment of credit cooperatives had on December 31, 2001, a total of 1,379 authorized institutions and regionally distributed as follows: Southeast (55.0%), South (19.7%), Northeast (10.6%), Mid-West (9.1%) and North (5.6%). From the point of view of states, the credit cooperatives were mainly concentrated in the states of São Paulo (22.2%) and Minas Gerais (21.6%). 


Although the cooperatives still represent only 2% of the equity of the banking sector (table 12), the improvement in regulations have been decisive factor in the increase in the number of credit cooperatives of 67% in 7 years, rising from 870 in December 1994 to 1,333, in December 2001 in the opposite direction of the number of banks. 

In addition to the increase in the number of institutions, this segment also presented a growth in terms of representation in the banking sector. In the period between 1996 and 2001, there was an increase in the representation of net equity, from 1.27% to 2.02%; of assets, from 0.3% to 0,9%; of deposits, from 0.34% to 1.31% and of credit operations, from 0.53% to 1.61%, as shown in tables 12 to 15. Although the volume of funds in this segment is not very significant in comparison with the total funds of the banking sector, its has been consistently growing with time.


The table 16 shows the percentage evolution of the variables mentioned above. It can be noted that from 1996 to 2001, the deposits by the credit cooperatives grew more than ten times; the assets, more than 6 times; and shareholders’ equity and credit operations, more than 3 times and a half. Taking into consideration that the increase in the number of institutions in the same period was around 50%, one can conclude that the segment is sounder because, in addition to the higher number of institutions, it presents more significant amounts.


By analyzing the group of credit cooperatives, we can note that their assets present significant levels of concentration. The three sub-groups made up of the five, ten and twenty largest cooperatives in terms of assets (representing, 0.38%, 0.76% and 1.5% of the total, respectively) participate, respectively with 13.62%, 20.51% and 29.28% of the total assets of the segment. The 100 largest cooperatives concentrate 57.70% of the assets of the whole group, although they represent only 7.66% of the number of cooperatives.

 

Banking Service Outlets (Correspondents) in Brazil


As from 1999, the financial institutions could choose whether to outsource services, especially the opening and the movement of deposit accounts and the assignment of loans, which were only performed in their own establishments before, by way of contracting companies as bank correspondents in Brazil. This mechanism represented an alternative way to improve the offer of financial services to the sector of the general public that is not served by these services.


In fact, in 2001, these correspondents carried out more than 700 million transactions, representing a growth of over 30% from 2000. 

The lottery houses, bank correspondents of Caixa Econômica Federal (Caixa), ended 2001 with the payment of benefits to 1.14 million retired workers, in accordance with information provided by the institution, and 93% of the accounts received by the company in the same year were paid in the "Caixa Aqui" PAE (ATM) at the lottery houses. 

At the end of 2001, there were 8.118 correspondents authorized by the Central Bank, 99.48% of which belong to Caixa, as a product of the agreement signed between Caixa and the lottery houses and other companies. The tables 9 and 11 present the figures related to the banking correspondents.


The establishment of correspondents in areas that need bank services represents a greater democratization of service to the society by the SFN. They are, gradually, taking the bank services to small municipalities that do not have economic viability to count on the traditional banking services.

 
At the end of 2001, there were 237 municipalities served exclusively by means of the service of bank correspondents (table 11). This represented a reduction of 14.10% in the number of municipalities that are not served. In 2000, only 42 municipalities were served by the correspondent services, what represented only 2.56% of the municipalities not served on that year. These figures highlight the importance that this new way of serving the general public has to the municipalities that are economically little attractive.

An important fact is that 66.24% of the municipalities without bank service that started to count on the services of correspondents are located in the Northeastern region where there are 48.6% of municipalities in that condition. The Northern region also, that had 15.76% municipalities that were not served, received an additional service of 9.70% by way of the bank correspondents located in municipalities in this condition in 2001. 


Caixa expects, still in the first half of 2002, to be present in all municipalities that are not served by banking services by contracting the bank correspondents.

III – STRUCTURAL DYNAMICS OF THE SFN

A) THE PROCESS OF REORGANIZATION OF THE FINANCIAL SYSTEM

The National Financial System has the important role of intermediating resources between the economic agents that have surplus and those that have deficit with the objective to enable the growth of the production activity of the Brazilian economy. Therefore, its stability is vital for the security of the relationships between the economic agents. 

It can be noted that these agents relate to each other in their operations of purchases, sales and exchange of products and services in a way that every economic fact, whether of circulation, processing or consumption, corresponds to at least one operation of monetary nature carried out with a financial intermediary, which is usually a bank that receives a deposit, pays a check, discounts a security or advances the assignment of a future credit. 

Therefore, the healthy development of the financial intermediation is an important factor for the creation of the conditions necessary for the country’s economic stabilization to be consolidated and for the creation of the requirements that are essential to the expansion of the economic activity in a self-sustained way.

The process of restructuring of the Brazilian financial system is taking place in a scenario of reduction in the number of institutions in the market. The institutions have been seeking their strengthening by means of gains of scale that ensure more favorable conditions for competition both in the local market and in the international market. The supply of more diversified and modern products, and at a lower cost, allows the financial institutions to maintain their positions in the market and, simultaneously, favors the gaining of unexplored markets. Traditionally, in Brazil, the percentage of credit operations in relation to GDP, for example, is lower than in other countries, which means that there are still many spaces that are not being used.

The movement of internationalization of the financial services, a result of the continuous increase in the flow of foreign capital, has been decisively contributing to the reorganization of the Brazilian banking sector. This movement of adaptation seeks to combine the diversification of the operations, the increase in the coverage of the physical service network and in the increase in the possible opportunity of growth of the financial groups. 

The phenomenon of the bank reorganization towards a lower number of companies has been monitored by the Central Bank in two dimensions:

· One is the normal movement that takes place in the system, resulting from the accommodation of the different institutions that compose it;

· The other one is the process of acquisitions that take place between the institutions as a result of the strengthening of competition.

a) The Normal Movements of the System

As regards the normal accommodation process of the financial system to the structural changes that took place in the past years, we can identify two trends that are more visible: 

· Movement of withdrawal from the system by those institutions that no longer find a space within it; and

· Movement of changes of institutions in the search for markets that are more adequate to their operating capabilities.

Taking the last 5 years into consideration, we note that there is a stronger movement towards the withdrawal by institutions from the financial system than towards the accommodation between the markets. As it can be seen in the table of cancellations in Appendix 1, 83% of the events represent withdrawal by institutions from the system and 17% referred to merger processes in which the net equity remained in the financial system. 

Regarding the set of internal changes in the SFN, 21.4% involved multiple and commercial banks that reduced the volume or the coverage of their operations and became a type of financial institution that required a lower capital. Among the other types of institutions, brokerages and dealers totaled 58.9% of the changes, involving changes, expansion or retraction of operations, placing these types of institutions among those that have greater mobility or market uncertainty (Appendix 1).

b) The processes of acquisition within the financial system


Regarding the dimension of the acquisition movements that took place in the financial system after the Real Plan, the process can be separated into two trends: the participation in the process of privatization of the state banks and the purchase of private institutions.

The acquisitions represented an expansion of the physical network on one side and the gaining of new markets on the other. The purchase of state banks that had a significant presence in important regions of Brazil was the most common and fastest option to achieve this increase in market share, providing to their buyers the immediate increase in the network of branches, as well as of the clientele in the original states of the bank acquired.


The increase in points of service, especially in the most competitive markets of the Southeastern and Southern regions, is part of the acquisition strategy of state banks by the private banks. The presence of the bank system in the states, measured by the total number of branches, does not change much, as only the position of the banks in the state ranking is changed. Therefore, the service to the general public is not impaired since these regions are traditionally well served in terms of bank services. However, there is a change in the type of service because, with the replacement of the state service network by the private service network, new service models and practices are introduced. 

The issue of the use of regional areas by means of a network of branches is essential to the banks that intend to cover a larger portion of the Brazilian territory and expand their operations. Currently, in the Northern, Northeastern and Mid-Western regions, the two largest banks in Brazil, in terms of service network (Banco do Brasil and Bradesco), share their presence in this geographical area providing nearly 50% of the service of these regions. In the Southern and Southeastern regions, the competition is stronger and the areas have to be shared on a more equal basis. It is in these areas that the largest groups try to increase their market share.
Although this movement of acquisitions has provided some level of concentration, it has not been causing problems to competition, as it is a redistribution of the market share of those that already had a significant presence, and in regions where competition is fiercer. 


On the other hand, the acquisition of the banks results in the increase in the market share in financial terms. The acquisition of privatized banks represented, apart from the acquisition of Bemge and Banespa, an increase between 1% and 10% in the assets, 10% and 15% in the deposits and up to 6% in the credit operations of the purchasing banks.

In addition to the purchase of state banks, the process of acquisitions also reached some small and medium-sized private institutions. In this trend, the focus was more on the occupation of new niches in the markets rather than the expansion of the network of branches. The remaining medium-sized private institutions no longer offer opportunities of increase in the service network at the same proportion that the privatized state –owned institutions did. Therefore, the characteristic of the expansion process became the diversifications of clients. 

In summary, the movement of acquisitions involves large groups and brings in its context a relative concentration of operations that, however, does not imply losses in the competition aspect.

The group of the twenty largest groups that operated in the SFN at the end of 2001 held 69.72% of the total assets of financial system. It is worth noting that, eleven of these banks were controlled by foreign groups and their total assets reached 20.55% of the total financial system. Of the remainder, 24.60% belonged to national private groups and 24.57% belonged to state-owned groups. 

At the end of 2001, taking into consideration the twenty largest groups, Banco do Brasil, the largest one, responded for 14.73% of the assets of the SFN; Santander Banespa, the fifth largest, responded for 5.12%; and HSBC, the tenth largest, for 2%. The twentieth largest group (Bank of America) responded for 0.61% of the total assets of the financial system, a percentage that is not very different from that of the five last institutions in this group.

The search for the maintenance of competition in this market is part of the strategies of expansion of the large groups and the first option is the acquisition of already existing structures. Taking into consideration the number of existing institutions in the Brazilian financial system, one can say that there is still, room for an internal movement, both by the large groups in the process of expansion and by the other banks in process of change, specialization and occupations of market niches. 

If on one hand the growth achieved by means of purchase of already existing institutions is the fastest way to increase the volume of operations, on the other hand, the management is more difficult. The organic growth is slower but it may provide a more comfortable horizon of planning. 

c) The organic growth of the system

Based on the comparative analysis of bank ranking per branch, we see that although those banks that operate with up to nine branches have reduced their number by approximately 20%, they increased their relative market share in terms of assets, shareholders’ equity, deposits and credit operations in the banking sector in the period from 1994 to 2001 (table 17). We conclude that this group of banks with a small network is efficiently operating in specific market niches. 

The same indicators for banks that operate with a network of 10 to 200 branches showed a strong reduction trend. The number of branches was cut by half. Therefore, we can conclude that at this level, the greatest changes took place, which may indicate a certain difficulty by the medium banks to adapt to the market rules.

In the last five years, the banks with more than 200 branches did not show significant changes in terms of percentage participation in the system. The number of institution also showed an inexpressive variation.


The combined analysis of these three segments allows us to conclude that the concentration arising from the acquisition processes, including by means of privatization, did not bring losses to the market from the point of view of competition.

d) Regional distribution of the resources of the SFN


In 1997, the Northeastern region had 7.34% of the banks in the country, raised 7.64% in deposits of the bank system and received 13.6% from credit operations. At the same time, the Mid-Western region had 3.67% of the Brazilian banks, raised 9.90% in deposits and received 12.33% from credit operations. The Northern region maintained a balance between funds raised and funds invested. The Southeastern region, with 77.06% of the banks, raised 71.31% in deposits and received 59.44% from credit operations, whereas the Southern region, with 9.17% of the banks, raised 9.97% and received 12.70% from credit operations. This means that in that year the Southeastern region was the supplier of resources to the other regions (table 18).


As from 1997, this trend has been gradually reversed with the effective participation of the Southeastern region as borrower of resources from the Northeastern, Northern and Mid-Western region (table 18).

B) GENERAL DYNAMICS OF THE FINANCIAL SYSTEM

The table 19 presents the participation of the assets of each segment in the total assets of the SFN in the period from 1996 to 2001. 

Taking into consideration the data related to 2001, we note that there was a growth of 20.97% in the participation of the credit cooperatives and of 54.54% in the participation of development agencies.

The participation of the security distribution companies, contrary to the downward trend seen before, grew from 0.31% to 0.52%, despite the decrease in the number of companies. The credit and finance companies showed a drop of 42.35%, and the leasing companies, which grew between 1997 and 1999, reversed this trend during 2000. At the end of 2001, this segment had returned to the same level of December 1996.

In relation to the segment made up of banks, we see an increase in the assets of the multiple banks in relation to those of the commercial banks. Two factors explain this behavior: first, the change of Banco do Brasil S.A. (BB) from commercial bank to multiple bank and second, we may point out the results of the Programa de Fortalecimento das Instituições Financeiras Federais (Program of Strengthening of Federal Financial Institutions) applied to BB and Caixa Econômica Federal (Caixa). According to this program, a part of the assets of these two institutions was transferred to Empresa Gerenciadora de Ativos (Asset Management Company) - EMGEA. This measure allowed the capital restructuring of BB and Caixa and the consequent readjustment of their capitals to the minimum levels required by the Central Bank and also explains the sharp drop in the participation recorded by Caixa from 12.63% in 2000 to 9.07% at the end of December 2001. 

The table 20 presents the evolution of the average amounts of the assets and shareholders’ equity of the institutions that compose the group of commercial banks, multiple banks and Caixa. The amounts resented correspond to the simple arithmetical average represented by the sum of the amount of each institution in each segment divided by the number of institution that compose each sub-segment.

From this table we can conclude that, from 1996 to 2001, the average amounts of all sub-segments presented a significant growth. The average amount of the assets of private national banks grew 121% and the shareholders’ equity, 189%. These averages, in relation to the banks controlled by foreign institutions and those with foreign participation (between 10% and 50%), showed an even higher increase. Regarding the state-owned banks, the growth was slightly lower but it is worth noting that their amounts were influenced by the privatization process and by the strengthening program applied to BB and Caixa mentioned before.

We must remind that the growth of the average amounts of assets and shareholders’ equity in each segment were influenced by the variation in the number of existing banks in the period. The number of national private banks was reduced from 130 to 82 and the number of state banks was cut by half. The number of banks controlled by foreign institutions increased from 40 to 70, whereas the number of banks with foreign participation dropped from 29 to 14. 

We can conclude that there was a concentration regarding the sub-segment of national banks and a decentralization in the sub-segment of banks controlled by foreign institutions which was caused, partly, by the acquisition of already existing banks and by the authorization of new banks with foreign investments.


One of the ways to analyze the internal structure of the bank system consists of the separation by size levels (large, medium and small) based on the assets of the institutions. The methodology used for this separation is described in Appendix 4. 

The table 21 shows the separation, as well as the evolution of the participation in each group in total bank assets. The analysis of this distribution allows us to conclude that between 1996 and 2001, the number of large-sized banks showed a significant reduction but its participation in assets did not drop accordingly. There was an internal concentration on the group of large banks in comparison to the other groups since the number of banks dropped around 40% and the participation dropped only some 4%. On the other hand, there was an increase in the participation of medium and small-sized banks.

The table 22 shows the percentage participation, in assets, of the sub-groups made up of the five, ten and twenty largest companies that compose the group formed by commercial banks, multiple banks and Caixa. The data indicates that the processes of reorganization of the banking system have not been significantly changing the participation percentage of the sub-groups mentioned before. However, we note that the composition of each one of these sub-groups has varied with time. 

We must remember again that, in 2001, the amounts presented in tables 21 and 22 were affected by the Programa de Fortalecimento das Instituições Financeiras Federais regarding the assets of BB and Caixa. 

The tables 12 to 15 present the participations of the different sub-groups of banks in total assets, shareholders’ equity, deposits and credit operations. We conclude that the sub-group formed by the banks controlled by foreign institutions has been, systematically, increasing its participations. This growth took place, mostly, due to the process of acquisitions of existing banks and not due to an organic increase. However, as the options of businesses related to the privatization processes and major acquisitions are reduced, a reduction in the growth of the sub-group starts to be noted, and there is even a drop in the participation of the sub-group in the deposits in the banking sector in 2001. Additionally, the banks controlled by Brazilian institutions have participated more in the acquisition processes.

The data presented also allow us to see the participation of the public segment in the SFN. In December 2001, the state-owned banks (state, federal, Caixa and BB) had 32.02% of the assets, 16.12% of the shareholders’ equity, 43.22% of the deposits and 24.75% of the credit operations of the banking sector. Again, the drop in participation seen in 2001 was influenced by the program of restructuring of the federal banks, particularly in the case of Caixa Econômica Federal.

 

C) FOREIGN CAPITAL IN BRAZIL 

The main channel of access of foreign capital in the Brazilian financial system was the acquisition of banks that faced equity problems and the participation in the privatization of state-owned banks. At the end of 2001, the percentage of participation of the banks controlled by foreign banks reached 30.72% in terms of equity (table 12). 

The table 23 presents the quantitative distribution of the institutions controlled by foreign institutions in the SFN, classified by type of company and percentage of interest in capital. Comparing with the figures of 2000, there was a reduction in the total institutions with foreign investments (from 264 to 258). This reduction is a reflex, among other factors, of the structure’s rationalization movement that naturally takes place after the acquisition processes.

Regarding the level of participation in voting capital, foreign capital has a participation higher than 50% in the voting capital of 176 institutions (68.21% of this total). Among these institutions, 163 have participation higher than 90%. 

The table 24 presents the 73 foreign economic groups that control 176 companies of the SFN, coming basically from Europe (61%) and the United States (29%). The sub-group formed by companies of the SFN, that are controlled by foreign companies, corresponds to 24,31% of the total institutions that compose the SFN, excluding credit cooperatives. 

The European capital has 72.58% of the shareholders’ equity and 67.88% of the total assets of the sub-group formed by banks controlled by foreign institutions in Brazil. The U.S. capital participates with 23.25% and 29,37%, respectively. The remainder of the sub-group is controlled by capitals coming from other Latin American countries and Asian capitals that total 4.17% of the shareholders’ equity and 2.75% of the assets of the whole sub-group. (table 25)

Regarding the deposits raised in Brazil and taking into consideration that the credit operations are leveraged by funding, we note that the U.S. controlled groups offered a larger volume of credit when compared to the European controlled groups. Another relation that may be seen refers to the percentages of assets and shareholders’ equity. The U.S. controlled banks had a percentage of shareholders’ equity lower to that of total assets, indicating that they were more leveraged than the European controlled banks. 


The Spanish capital stands out among the European capitals with a participation of 27.8% of the shareholders’ equity of the banks controlled by foreign institutions. The second in shareholders equity is the Dutch capital with 19.4%, but it is the first in credit operations. We also note that the English, Spanish, French and Swedish banks are less leveraged than the Italian, German and Dutch controlled banks.

Another way to evaluate the foreign investment is based on the calculation of the portion in monetary value that the foreign capital holds in the financial system. For that end, we took as basis the sum of the results of the application of the percentage of the foreign investment of each institution on its shareholders’ equity. The sum of each sub-segment was then divided by the shareholders’ equity of the SFN. The result, in percentages is presented in table 26. We see that 25.72% of the shareholders’ equity of the SFN effectively belongs to foreigners and that this participation was practically constant in relation to December of the previous year. 

Taking into consideration the constitutional restriction to the increase in the foreign investments in the SFN, unless it is due to international agreements, reciprocity agreements or agreements of national interest, the authorizations for such must be preceded by a presidential decree. In 2001, 10 presidential decrees were published for the increase in the foreign investment in the SFN, as shown in Appendix 2. 

D) LEVEL II CAPITAL


With the objective to adapt the Brazilian regulatory structure to the internationally accepted principles, the Central Bank determined, since 1998, the separation of adjusted shareholders’ equity (PLA) in levels I and II. The level II PLA is made up of elements whose availability for the absorption of losses does not offer the same security as those that compose the level I. It is included, in this context, the concept of additional capital to the structure of capital that existed until that point.

By establishing this separation, the regulation made possible the incorporation to the level II capital the so-called mixed instruments of capital and debt and the subordinated debts. These are capital instruments that are present in a large number of countries and represent new opportunities and greater flexibility for capitalization for the institutions of the SFN. Given the internationalization of the markets, these additional opportunities for capitalization provide better competition conditions to the national institutions.


This regulation, in addition to characterize better the mixed instruments and the subordinated debts that could compose the level II capital, included new concepts to be used in the determination of minimum capital levels that are compatible with the risks of the asset operations. The reference shareholders’ equity (PR), a concept which replaced the adjusted shareholders’ equity (PLA), was introduced by Resolution 2802, of December 21, 2000 and incorporated the best international recommendations and practices for the determination of operating limits. A more recent regulation is presented in Resolution 2837, of May 30, 2001.

In 2001, the Central Bank of Brazil approved 16 requests from institutions related to the use of these instruments as a way to raise funds. These operations totaled R$11.8 billion, a part in the issue of debentures, a part in loans contracted abroad or in issue of securities abroad and a part in local loans. 


As we can note, the number of institutions that recur to these instruments is still low. According to surveys conducted by the Diretoria de Normas e Organização do Sistema Financeiro (Office of Regulations and Organization of the Financial System) – Dinor upon the preparation of the regulations, there is little familiarity with these instruments in the Brazilian market. Among the 16 institutions authorized, only seven are Brazilian and, most of them belong to the largest financial groups in the country.

 

IV – INVESTMENT FUNDS

The investment funds are organized in the form of an open condominium formed by the combination of resources to be used in the investment in diversified portfolio of financial assets and other operating types available in the financial market.

In 2001, the number of investment funds reached 5,195, showing a growth of around 12%. The funds under the supervision of the Central Bank, a total of 4,341, represented 83.56% of the total, especially the Financial Investment Funds - FIF (2,245) and the Quota Investment Funds of FIF - FAQFIF (2,003). 

The remaining 854 funds, under the supervision of the Comissão de Valores Mobiliários (Securities Commission) - CVM, were concentrated on the Fund of Investments in Marketable Securities (72.20%). The quantitative growth in the number of funds reflects the increasing importance given to these fund raising instruments as inducers in the formation of the national savings account (table 30). The investment funds also work as efficient assistants in the application of the monetary policy. 

In addition to the growth in the number of funds, there was also an increase in the representation of the segment in the SFN in terms of volume of funds.

The table 29 shows the percentage variation in the resources of the investment funds every year as from December 1999, showing the variation for each type of fund.

