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Thanks to interest rates on consumer debt that average more than 45 percent a year,
debt payments suck up a quarter of Brazlians’ income, compared with a peak in the
United States of less than a fifth before the 2008 financial crisis. Whether this
represents a credit bubble has been the subject of a lively debate among analysts,
but there is a growing consensus that consumers are coming to the end of their
tether.

Consumer confidence fell to a two-year low in June, according to a national industry
index, and defaults on personal loans rose 22 percent in the first sixmonths of the
year, the biggest jump in nine years.

“You could argue that if the job market deteriorates a little bit those non-performing
loans are going to go through the roof,” said Rees.

Owerall creditin the economy has more than doubled to 47 percent of gross
domestic product since 2003, still low compared to rich economies, but higher when
the near-extortionate interest rates are considered.

Stories of consumers up to their necks in debt have become standard fare in the
country's media. The Globo news website this week published a series of portraits
of indebted Brazlians, including a 27-year-old journalist who ends each month with
a 600 reais ($387) overdraft to pay for beauty treatments and a retiree in Rio de
Janeiro who spends a third of his income paying back his 20,000 reais in debt.

“The rope is around my neck,” the retiree, Valdemar Bianco, was quoted as saying. ‘|
have to find a way out of this.”

Despite such anecdotes, there are few signs that a slowdown is under way.
Automobile sales rose 10 percent to a record high in the first half of the year and
demand for domestic flights jumped 19.5 percent in the year to June.

“There has been resilience to these contractionary measures. This new middle
class is more sustainable than | thought and than most analysts think,” said Marcelo
Neri, an economics professor at Rio’s Getulio Vargas Foundation who tracks social
changes in Brazl.

Gustavo Rangel, chief Brazl economist at ING Financial markets in New York,
agrees that consumers could yet confound the pessimists. He expects a slight
rebound in growth to 4.2 percent next year.

“| totally disagree with people who say Brazl has a credit bubble,” he said. “Athough
we should see some slowing down because of credit, it may not be extraordinary.
Consumption should continue to lead growth.”
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