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Abstract

We test whether lowering borrower switching costs intensifies bank
competition. We exploit a 2014 reform by Brazil’s central bank that cre-
ated a national framework for loan portability, allowing borrowers to re-
finance existing loans at rival banks. Using an event-study difference-in-
differences design across municipalities, we find that effective annualized
borrowing rates on payroll loans decline by about 19 basis points on aver-
age relative to the pre-reform mean, with larger reductions in ex-ante less
concentrated markets. Credit quantities respond in the predicted direction:
payroll-loan credit per capita rises by approximately 6% overall and by up
to 10% in more competitive markets. Heterogeneity aligns with portability
frictions, with larger effects for borrower groups and markets where out-
side options are more viable. Pre-treatment coefficients are small and statis-
tically indistinguishable from zero, and the results are robust to alternative
exposure and timing definitions. The joint price–quantity pattern indicates
that reducing switching costs increases market contestability, compresses
bank markups, and expands credit in the most exposed segments.
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1 Introduction

Consumer credit markets are characterized by persistent frictions that limit
competition, even in the absence of explicit barriers to entry. One such friction
is the cost borrowers face when switching lenders. High switching costs can
soften competition by weakening outside options, allowing incumbent banks
to sustain high markups and limiting the pass-through of competitive pressure
to borrowers. Despite their importance, credible empirical evidence on whether
reducing borrower switching costs intensifies bank competition remains lim-
ited.

This paper studies the competitive effects of lowering borrower switching
costs in consumer credit markets. We exploit a nationwide reform introduced
by the Central Bank of Brazil in December 2013 that created a standardized
framework for loan portability, allowing borrowers to refinance an existing loan
at a rival bank without incurring contractual penalties. The reform sharply re-
duced switching frictions by mandating electronic information sharing, strict
execution timelines, and standardized procedures across banks. Crucially, the
reform applied uniformly nationwide and did not alter loan eligibility, pricing
regulation, or bank entry, making it well suited to isolate the role of switching
costs in shaping competition.

Our empirical strategy uses an event-study difference-in-differences design
across municipalities, exploiting cross-sectional variation in local banking mar-
ket structure. We show that loan portability led to a statistically and econom-
ically significant reduction in borrowing costs. Effective annualized interest
rates on payroll loans fall by 0.187 percentage points (approximately 19 basis
points) relative to a pre-reform mean of 28.9% per year. The effects are substan-
tially larger in municipalities with lower ex-ante concentration—where borrow-
ers face more viable outside options—with interest rates declining by up to
0.250 percentage points.

Quantities respond in the predicted direction. Payroll-loan credit per capita
increases by 5.6% on average following the reform, with larger increases rang-
ing from 6.75% to 9.83% in less concentrated markets. The joint decline in prices
and expansion of quantities is consistent with a supply-side response driven by
increased competitive pressure, rather than shifts in borrower demand alone.

The pattern of heterogeneity provides further support for a switching-cost
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mechanism. Interest rate reductions are largest for borrower segments with
higher portability exposure, such as civil servants and middle-income borrow-
ers, and are amplified in markets where alternative lenders are more readily
available. Pre-treatment coefficients are small and statistically indistinguishable
from zero, supporting the parallel trends assumption. The results are robust to
alternative exposure definitions, timing assumptions, and sample restrictions.

We interpret these findings through the lens of contestable market theory.
Lowering switching costs strengthens borrowers’ outside options, increasing
the elasticity of demand faced by incumbent banks. Even when realized switch-
ing remains limited, the threat of borrower reallocation disciplines pricing. Con-
sistent with this mechanism, we show that bank markups compress following
the reform, particularly in markets where outside options are credible.

This paper contributes to several strands of the literature. First, it provides
causal evidence that reducing borrower switching costs intensifies competi-
tion in consumer credit markets, affecting both prices and quantities. Second,
it shows that competition operates through contestability rather than entry or
physical bank presence, highlighting the importance of outside options in con-
centrated markets. Third, it contributes to the household finance literature by
demonstrating that institutional reforms targeting frictions in refinancing can
generate meaningful gains for borrowers. Finally, the findings inform policy de-
bates on credit portability and open banking by showing that reducing switch-
ing costs can improve borrower terms even in highly concentrated banking sys-
tems.

The remainder of the paper proceeds as follows. Section 2 describes the insti-
tutional setting and the loan portability reform. Section 3 outlines the empirical
strategy. Section 4 presents the effects of loan portability on prices and quanti-
ties. Section 5 investigates the competition and markup mechanisms. Section 6
presents some robustness checks. Section 7 concludes.

2 Institutional Background: Payroll Loans and Credit

Portability

This section provides an institutional background crucial for understanding
the analysis of Brazil’s 2014 loan portability reform, detailing the data sources,
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banking market structure, and the specifics of loan portability and payroll loans.
For detailed information, see Appendix .

2.1 Data Sources

The study mainly uses the Sistema de Informação de Crédito (SCR), Brazil’s
Central Bank credit registry, which offers comprehensive data on interest rates,
loan amounts, maturities, and credit risks. It covers all credit relationships above
a threshold. The reporting threshold has changed over time: R$ 5,000 from Jan-
uary 2003 to December 2011, R$ 1,000 from January 2012 to May 2016, and R$
200 starting in June 2016. Another key source is the Estatı́stica Bancária Men-
sal por municı́pio (ESTBAN), providing monthly bank statistics by municipal-
ity. This dataset includes information on banking conglomerate balance sheets,
branch numbers, and loan details, enabling the calculation of market shares
and concentration measures. It is important to note that ESTBAN and SCR use
different definitions for loan location and measure of lending (flows vs. stocks
of loans, respectively). Additional data comes from the Brazilian Institute of
Geography and Statistics (IBGE) for municipality-level socio-economic charac-
teristics like population and GDP, and SGS (Time Series Management Series)
from the Central Bank for publicly available data.

2.2 Banking Markets

The analysis covers the period from January 2013 to May 2016 and includes
approximately 15 million individuals from SCR. We define the municipality as
the relevant local banking market, a standard approach in the empirical bank-
ing literature.

In 2013, a substantial share of Brazilian municipalities exhibited limited phys-
ical bank presence: 22.2% had only one bank branch and 34.1% had no bank
branches at all. Among municipalities with a single branch, approximately 66%
were served exclusively by publicly owned banks. Despite this limited branch
coverage, virtually all municipalities had access to financial services through
alternative delivery channels.

In particular, the Brazilian financial system relies heavily on correspondent
banking arrangements, electronic service points, and other non-branch out-
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lets, which together account for the majority of customer access points na-
tionwide. According to the Central Bank of Brazil, correspondents alone rep-
resented roughly 70% of all financial service points in 2014, and almost every
municipality had at least one point of financial access, even in the absence of a
physical bank branch.1

This institutional structure implies that municipalities without bank branches
are not financially isolated. Instead, banking hubs and correspondent networks
ensure widespread access to basic financial services, allowing us to treat munic-
ipalities as integrated local banking markets while still capturing meaningful
variation in competitive conditions.

2.3 Loan Portability

To foster competition, the Brazilian Central Bank introduced Resolution No.
4,292 on December 20, 2013, effective May 2014. This resolution established a
national framework for consumer credit portability, allowing borrowers to re-
finance existing loans with rival banks. This was a significant improvement
over the less effective 2006 resolution. The new rules enhanced transparency,
standardized procedures, mandated an electronic platform for information ex-
change, and imposed strict timelines and penalties for non-compliance. Cru-
cially, consumers were exempted from portability costs, except for housing loans.

The portability process involves a customer negotiating new terms with a ri-
val institution, which then handles the transfer. While the original bank cannot
deny portability, it can offer a counter-offer. This resolution enabled portabil-
ity for personal, payroll, vehicle, and mortgages, but excluded overdrafts and
revolving credit.

Payroll loans dominated portability requests and transferred balances, ac-
counting for over 99.9% of requests and 97.9% of the transferred balance be-
tween May 2014 and December 2016. This is attributed to their greater flexibility
compared to other asset-backed loans. Retirees constituted approximately 75%
of ported payroll loans, with civil servants making up almost all the remaining
quarter. The study focuses on portability’s impact on banking competition, oc-
curring during a period of monetary policy tightening, suggesting the findings

1See Banco Central do Brasil, Relatório de Inclusão Financeira, No. 3 (2015). The report doc-
uments the nationwide coverage of financial access points, including bank branches, service
posts, electronic points, and banking correspondents, across all 5,570 Brazilian municipalities.
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are driven by market rivalry rather than monetary policy easing – in January
2013, the Central Bank Policy Rate (Selic) was 7.25% p.a. compared to 14.25%
p.a. in April 2016 (after 16 consecutive rate hikes by the Central Bank).

2.4 Payroll Loans

Payroll loans involve direct deduction of principal and interest from the
borrower’s payroll or social security benefits, making them available to civil
servants, retirees, pensioners, and some formal workers. This mechanism in-
herently lowers default risk, resulting in significantly lower interest rates com-
pared to other credit types. During the study period, the average annual in-
terest rate for payroll loans was approximately 28.5%. Civil servants generally
secured lower rates, despite upper-interest ceilings for retirees being lower. For
formal workers, the ability to obtain a payroll loan depends on an agreement
between the bank and the paying source.

Payroll loans represent a substantial portion of non-earmarked credit, ac-
counting for about 36% of the total volume and steadily increasing from 30%
in 2012 to 41.5% in 2016. In terms of volume, civil servants held 61% of payroll
loans, retirees 30.5%, and private employees 8.6%.

3 Empirical Strategy

3.1 Framework

Understanding the impact of banking competition on the quantity and cost
of credit presents a formidable challenge because this effect is not easily dis-
cerned. After all, banking competition is not an independent factor influencing
these outcomes. To illustrate this, consider a scenario where public banks ex-
perience an imposition by the government to increase their lending. This de-
velopment would boost credit supply for certain banks and likely influence
privately owned banks and interest rates, thereby altering the competitive dy-
namics within the system.

To overcome this identification challenge, we employ Resolution No. 4,292
as a source of exogenous variation in local competition and investigate how
this event affected different municipalities. This institutional change provides a
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quasi-experimental framework for gauging the causal impact of increased bank
competition on interest rates and loan volumes across the country.

Our analysis focuses explicitly on payroll loans, given their status as the
most prevalent form of credit among portability requests. To isolate the effect
of portability on the local credit market, we use an empirical differences-in-
differences approach, comparing changes in outcomes between markets that
were affected by portability and those that were not. In our classification, a mu-
nicipality is affected by portability (i.e., treated) if it had at least two different
bank brands when the resolution was announced in December 2013. This cri-
terion ensured customers could “shop around” for better loan terms, including
interest rates. We assume that portability did not impact local bank competition
in markets with only one or no banks (control group).

Our difference-in-difference research design closely parallels the methodol-
ogy employed by Joaquim and van Doornik (2019) to estimate the influence
of increased bank competition on these outcomes. It involves comparing out-
comes in treated markets (those exposed to the portability episode) with those
in the control group (unexposed) both before and after the implementation of
the credit portability resolution. We also control for time-region fixed effects
and various characteristics to ensure the robustness of our analysis. Figure 1 vi-
sually demonstrates the divergent exposure levels across municipalities in the
treated and control groups.
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