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Introduction 

This paper presents the author’s perspective on recent regulatory developments in the 

electronic payments industry in Brazil, with particular focus on: (i) discussions regarding 

shifting the payment cycle in Brazil, and (ii) the collapse of the Sistema de Controle de 

Garantias (SCG), an auto-regulation created by incumbent market participants.   

 

1. The Electronic Payment Cycle in Brazil and Perspectives Regarding Recent 

Discussions on its Revision 

The payment industry in Brazil has evolved around cycles in which merchants receive 

payments for credit card transactions after thirty days. Additionally, a large fraction of 

credit card transactions are paid in "zero-interest" installments (anywhere from 2 to 12 

monthly installments): if, for example, a customer pays for a purchase in three 

installments, the merchant will receive a third of the (tag) price in 30 days, and the other 

two thirds, respectively, in 60 and 90 days. 

It is useful to recap exactly how the cycle works. Consider, as an example, a single-

installment credit card transaction, as described in the chart below. If the purchase is made 

today (D+0), the cardholder will, on average, pay his/her bill to the issuing bank in 26 



days. In turn, the issuing bank pays the acquirer who processed the transaction two days 

after being paid by the cardholder; therefore, the acquirer receives payment in 28 days. 

The acquirer then pays the merchant two days after being paid, or 30 days after the 

transaction.  

Both the issuing bank and the acquirer are equally matched in terms of their liabilities 

(the bank is liable to the acquirer, who is, in turn, liable to the merchant). The merchant 

bears the financial risk and the funding mismatch in credit card transactions because the 

merchant receives full payment for goods or services no earlier than 30 days after the 

purchase. In other words, it is the merchant who funds credit card transactions in Brazil.  

The unique and long-established credit card payment cycle in Brazil stems from 

certain particularities of the Brazilian economy over several decades.1 In the 1980s  

through the mid-1990s, Brazil underwent a period of hyperinflation that led to very high 

interest rates and the virtual freezing of consumer credit. At the same time, inflation 

eroded consumers’ purchasing power, increasing the attractiveness in some cases the 

necessity of installment payments. In response, merchants started  to extend funding to 

consumers, allowing purchases to be paid in 30 days and in interest-free installments. 

Such dynamics occurred even before the onset of the growth in credit card usage in Brazil, 

when payments were made primarily by check.  

When credit card usage began in Brazil, such D+30 and installment arrangements 

became the standard terms for credit card payments, replicating payment cycles and terms 

which then prevailed. The D+30 payment cycle and the merchant-led interest-free 

installment arrangements remain an important driver of gross merchandise volume in 

retail today. The main reason for this is that, although Brazil managed to bring inflation 

down significantly, interest rates remain high due to the concentrated banking market 

structure. Such high rates make the D+30 and installment arrangements the most efficient 

and cheapest way for a merchant to increase sales. 

Indeed, if consumers did not have the option of credit card transactions and interest-

free installments provided by merchants, and had to rely solely on the revolving credit of 

their credit cards, the interest rates would be much higher than the "implicit" rates that 

currently prevail in a term transaction. In fact, a D+30 or installment transaction grants 

                                                             
1 We note, however, that the zero-interest installment payments arrangement is currently in place in some 
other countries around the world. 



the merchant a "receivable" (a right to receive). Such receivable is a financial asset -- 

whose risk is the same as the issuing bank's risk -- that allows the merchant to receive 

early payment of a later receivable (for example, to receive in D+1 a receivable that is 

due in 30 days) at a rate lower than those extended by banks in direct (clean) loans to 

consumers. The receivable is, in most cases, a triple-A asset (since, most such  obligations 

are held by the largest banks in Brazil).  

Merchants can fund themselves through prepayment of receivables and pass the 

funding cost through to the final price of the good being sold. In fact, current legislation 

in Brazil (law 13.455 of 2017) allows for price discrimination among different types of 

payment (that is, a surcharge rule). By allowing the merchant to screen customers who 

need funding from those who do not, this rule increases efficiency and potentially leads 

to more and better-priced term transactions (which results in more prepayments).  

    In summary, the D+30 arrangement is a way to indirectly foster competition and reduce 

spread in the highly concentrated credit market in Brazil. We believe the Brazilian Central 

Bank, which is extremely concerned about the lack of competition in the credit market, 

understands this pro-competitive effect of the D+30 arrangement. Since 2013 when the 

Law 12865 was put in place, the Central Bank has been the regulator of the Brazilian 

payments market and, as such, is the only entity with authority to mandate change. The 

Central Bank is working on tackling the roots of the problems faced by merchants. The 

surcharge rule implemented in 2017 and the public hearing about an alternative to the 

“banking lock system” (discussed in Section 2 below) are two of the many initiatives 

aimed at allowing merchants to make wide use of the receivables generated by their sales. 

The potential substitution of the banking lock system by centralized repositories of the 

receivables (object of the public hearing just released) would empower merchants by 

giving them a wider range of use for their receivables. Neither initiative would be 

launched if there were a movement to change the payment cycle and the “zero-interest” 

installment arrangements.        

While periodic discussions about moving to a D+2 payment arrangement may arise in 

congress, such discussion is outside congress’s mandate. Instead, it is within the purview 

of the Central Bank, as the regulator of the payments industry. The Central Bank has been 

actively pursuing actions and issuing rulings under a regulatory framework aimed at 

reducing concentration and improving competition in the banking and financial services 

sector.  



We believe the Central Bank is not likely to move to D+2, as doing so would hurt 

economic activity, unduly burden cardholders, and increase the overall cost to society. 

 

2. A Note on the Brazilian Banking Lock System (Sistema de Controle de 
Garantias - SCG): 
 

The Brazilian payment cycle endows merchants with a safe asset they can use to obtain 

funding, either by getting prepaid2 or by using those assets as collateral for 

loans.  Merchants often post as collateral for loans unperformed receivables, i.e. 

receivables related to future purchases. 

The SCG was established by Brazilian banks to protect the value and availability of 

collateral for unperformed-receivables-backed loans extended by the banks. However, the 

system has significant shortcomings that have led to widespread dissatisfaction and the 

withdrawal of several participants in the system. For the reasons explained below, we 

believe the system cannot be maintained and will ultimately be replaced by a Central-

Bank-mediated alternative that is more fair to participants and opens the market to new 

players. 

The SCG is an autoregulation of the banks to govern the use by merchants of their 

receivables as collateral. It is intended to assure that unperformed receivables posted as 

collateral will be available to the lender: as the transactions that lead to the receivables 

used as collateral take place, they are “locked” for any use other than loan  repayment.  

While the autoregulation was designed to be an “escrow mechanism” for receivables-

backed loans, it in practice established a myriad of anticompetitive strategies. A few 

examples follow. 

i. Banks lock amounts higher than loan repayment values often forcing  merchants 

to take additional credit from their banks – which now have additional (and 

artificial) market power because merchants cannot move the excess of 

receivables to other banks or be prepaid. This “over-collateral” dynamic is 

extremely harmful for the whole economy. 

  

                                                             
2 By passing on the cost of prepayment in the price charged for goods. In fact, recent legislation (Law 
13,455 of 2017) allows merchants to charge different prices for credit card transactions.   



ii. In many cases, banks lock a merchant’s receivables even if a credit 

was not extended. 

 

iii. Some banks sometimes refuse to readily unlock merchants who have fully paid 

for their debt. 

 

iv. Small banks are at a disadvantage relative to big banks because, for example, 

incumbent acquirers charge discriminatory fees to adhere to the lock rule when 

credit is granted by those small banks. (By reducing credit competition, this 

obviously harms merchants.)  

  

v. Banks are reluctant to use the receivables schedule of merchants who are clients 

of entrant acquirers -- specifically those who are independent of banks -- to 

provide credit. This reluctance tilts competition in the acquiring market in favor 

of the incumbent acquirers, since merchants are not able to fully benefit from 

receivables generated by entrant acquirers. 

 

All such anticompetitive practices are the object of complaints from retailers and have 

been the object of analysis by the Brazilian antitrust authority, who has, in two recent 

high-profile cases, fined, in the bulk of cease-and-desist agreements, two big banks and 

the acquirers they control for these and other practices. Those who control SCG claim 

that the features resulting in anticompetitive practices are due to technological gaps that 

will be filled in coming years. However, retailers and regulators remain somewhat 

skeptical since fixing all the technological bugs is a relatively straightforward process and 

has been a long-standing demand from those who seek more efficient and competitive 

ways to provide security for receivables used as collateral. Many believe that these 

practices are the outcome of poor governance and that in the absence of a mandated 

change big banks won’t move to correct the situation, as doing so might diminish their 

market power and increase competition.3   

                                                             
3 The rules of SCG also hurt minority shareholders of acquiring companies that are controlled by big banks. 
However, from the point of view of their controlling shareholders, losses in the acquiring arm are (or used 
to be) more than offset by the gains in the bank arm, with the additional benefit of foreclosing competition 
of new acquirer entrants.    



As the SCG is an autoregulation, participation is voluntary: no participant is forced to 

join the “convention” implied by the SCG. Given all the anticompetitive strategies it 

allows, an entrant acquirer, independent of banks, who joins the SCG is bound to be 

substantially harmed since a) it cannot collect revenues by prepaying receivables in 

excess of the merchant’s due payment, and b) it is at a disadvantage relative to acquirers 

who have the receivables schedule of their clients used by the banks to extend loans. 

Consequently, insurgents in general are not SCG participants. Abiding by its rules would 

hurt their business by reducing revenue pools and, most importantly, by hurting its clients. 

Recent developments:  

The SCG is a private convention intended to bring security to the use of receivables 

as collateral, but offers poor services and promotes anticompetitive practices. 

Unsurprisingly, some players refuse to adhere, and those unhappy with the outcome 

brought by the SCG are leaving the agreement. In the recent past, an entrant acquirer left 

and joined other insurgent acquires who never joined SCG.  

The current reality is that some relevant players are not participants in the SCG – and, 

as such, a substantial amount of receivables cannot be over-locked for the benefit of the 

big banks. Given this, two incumbent acquirers, who in the past took losses in favor of its 

banking controlling shareholders, have also decided to leave the agreement.   

The obvious dissatisfaction with SCG has led to speculation of its imminent collapse. 

This, in turn, has triggered a regulatory response: the Central Bank is pushing for an 

alternative to the SCG in which merchants would register their receivables and a “partial 

lock” (e.g., at the level of the payment due) arrangement would be implemented – an old 

demand from merchants. A public hearing regarding such alternative was recently 

released and will be discussed by market players, with the mediation of the Central Bank, 

for at least the next two years before implementation.   

      For non-incumbent market players, SCG’s looming collapse has no direct 

implications for their operations. On the contrary, it is good news.  

Although such outcome was never thought of as likely, there have always been 

discussions about the Central Bank enforcing mandatory adherence to SCG by all players. 

This possibility has dissipated. In fact, by moving toward the design of an alternative 



solution to the SCG (i.e., the registration of receivables) the Central Bank displays its 

deep understanding of all its inefficiencies.  

Finally, since the SCG implied a substantial amount of over-collateral and banks were 

not extending credit to insurgent’s clients, insurgent acquirers could not compete to 

provide  services to some merchants through prepayment of their receivables. Now, with 

the imminent end of the SCG and the fact that CADE, the antitrust authority, has forced 

banks not to discriminate against insurgent acquirers’ merchants when extending credit 

(through two recent high profile cases, fined, in the bulk of cease-and-desist agreements), 

the addressable market for those players has just been unlocked.             

Appendix - an illustrative example of over-collateral: 

Consider a merchant with monthly TPV of R$300,000, a bank loan of R$600,000, 

amortized in 20 months and monthly payments of R$25,000. All of the merchant’s TPV 

is used as collateral for the bank loan (2x leverage).  

Considering the SCG convention, all the merchant’s monthly receivables are ‘locked’ 

until the outstanding balance of the loan is less than the monthly TPV. In the given 

example, the merchant will have all its monthly receivables ‘locked’ until month 11. From 

that month on, R$25,000 in receivables will be available each month, which is equivalent 

to the monthly amortization payment. Therefore, before month 11 the merchant has 

excess collateral which is the difference between its monthly TPV and the amortized 

balance at that point in time. Taking month 1, for example, the excess collateral is 

R$300,000 less R$25,000, meaning that R$275,000 is not available for other uses, such 

as prepayment or used as loan collateral with a different financial institution (FI). 

If the merchant needs additional funding during the lock period, he can secure it only 

through the same FI, and the locking period will be extended. It’s a mechanism to 

“enslave” the merchant, and the FI charges excessive spreads. In the same example, if the 

merchant had withdrawn an additional R$100,000 in month 4 and month 8, the locking 

period would increase to 18 months from 11 months. 
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