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THE EUROPEAN FRAMEWORK OF GUARANTEE SYSTEMS/ SCHEMES: MAIN
CHARACTERISTICS AND CONCEPTS'

Summary: In financial systems, guarantee is a “scarce” good (or a scarce resource),
especially the best certified and weighed guarantees, which causes serious difficulties
in the access to financing by micro, small and medium-sized enterprises (micro and
SME'’s). In short, this is a contradictory situation: on the one hand, micro and SME'’s
are important for the employment and wealth creation; and on the other hand, the rules
of the financing system discriminate these enterprises in relation to other business and
even territorial structures. One solution is found in guarantee systems/schemes. The
real diagnosis of the problem of the access to financing by micro and SME’s shows that
international rules on call for capital and provisions, established according to the
certification and weighting of guarantees, cause competitive inequality to micro and
SME’s in financial markets. Taking the real diagnosis of the access to the financing of
micro and SME’s as a basis, once the option is adopted either to establish and to
implement a public policy of a guarantee system/scheme in a territory or to modify the
existing one, the basic decision to be taken is what the most appropriate model of
guarantee system/scheme is to be implemented and developed. Because guarantee
systems/schemes are not homogeneous and therefore do not have the same quality,
effectiveness and importance. An international typology and classification is absolutely
necessary, since it is very usual to find merely descriptive evaluations, analyses and
classifications of guarantee systems/schemes, which have not been compared to
other. These heterogeneous system/scheme assessments are made as if they were
homogeneous, just because they share the guarantee activity (as if a bank and a
financial entity, or a leasing or a factoring company, or an informal lender were the same
thing). This problem is aggravated by the general use of certain names. To facilitate
these processes our paper deals with the formulation of concepts and characteristics in
depth, which results in an international classification and terminology of guarantee
systems/schemes.

Acknowlegments: we would like to express our special gratitude to all European
guarantee institutions, which contributed in the surveys and especially to the European
Mutual Guarantee Association AECM, its President Hans Herbert Strombeck and its
Secretary-General André Douette.

1 This work constitutes an advance in relation to other works developed for other territorial scopes, such as
the Latin American, Asian case, etc., leading to a global scope.
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1. FINANCING OF MICRO AND SMEs AND GUARANTEES

Flash Eurobarometer 160, the survey conducted by the European Union (EU) in
June 2004, recently asked whether “it is difficult to set up a business due to the lack of
financial support”. The answer must not go unnoticed: within the EU-25, 74% of the
people agree with this question, whereas in the USA 69% of the people agree.

Importance of micro and SME’s? is widely known. They represent almost 99% of
enterprises in the world. Even though they were officially unknown 30 years ago, they
are nowadays considered as the most important source of employment and wealth
creation. According to Small Business Administration (SBA), between 1990 and 1995,
60% of jobs in the USA were generated by enterprises composed of less than 20
workers. Likewise, EU statistical series (between 1988 and 2001) show an interesting
conclusion: micro and SME’s generate most jobs during the positive phase of the
economic cycle and destroy the lowest amount of jobs during the negative phase.

Therefore, given the importance of micro and SME’s, the attention paid by the
public administrations responsible for business promotion is therefore not strange. We
must point out the solutions to financial problems and especially, the access to
business financing with  guarantees, through the so-called guarantee
systems/schemes.

In a starting situation where there is a good and feasible business project, with
a possibility to succeed / generate benefits, with a good entrepreneur / manager, the
necessary financing to carry out the project may be conditioned by multiple aspects,
such as the guarantee requirement that financial entities demand in order to grant
credit. Because of the lack of guarantees, a company may have no financial resources
necessary to ensure feasibility of its setting-up or expansion project. This problem
becomes especially important in the long-term financing to satisfy the needs of a
company’s fixed investment.

In all scopes: at international, multilateral, national and regional level the
problem faced by micro and SME’s to get credit from financial entities due to a
shortage or the lack of guarantees is specifically proved. At the same time, these
scopes decidedly back implementation and improvement of different financial
instruments, which help micro and SME’s to solve their access to external financial
sources, such as microcredits, risk capital, credit guarantees...

During the Conference UNCTAD X in year 2000 proved that credit demand
dissatisfaction, especially in the microfinancial sector, was around 80% and the fact
that dissatisfaction was due to the lack of guarantee coverage. Likewise the 2002
Eurochambers survey concluded that 25% of refusals of credit demands are due to the

% Micro and SME’s are micro, small and medium enterprises.
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lack of collateral guarantees. Additionally, a World Bank study in 1994 determined that
inability in certain territories to provide guarantee schemes to micro, small and
medium-sized enterprises (micro and SME’s) annually reduced 2% of the GDP growth.

The lack of guarantees also has unfavourable effects both on financing costs
and terms, which is perfectly proved within the sector of micro, small and medium-sized
enterprises. This sector undoubtedly faces great difficulties to provide a tangible
security and this negatively affects the possibilities of solid start-up and growth of these
companies. The scarce guarantees available for them are absorbed by short-term
credits, which do not meet all the financing needs of the business cycle of micro, small
and medium entrepreneurs in most cases. In the last resort this leads to the company’s
financial blockage and makes it difficult for the company to expand and grow.

Their small size constitutes another critical element, which prevents them from
negotiating financing in equal conditions (or in better circumstances). It is precisely
because of this that they feel obliged to accept short-term financing under unfavourable
conditions.

The requirement to present guarantees, as it is now, according to international
regulations on call for capital and provisions coverage for entities and institutions of the
financial system means a discriminatory effect towards micro and SME’s, with a direct
effect on their competitiveness, since due to size and other reasons, these companies
generally have scarce eligible assets to be used as credit guarantees. This situation
limits their possibilities to access credits even if they have profitable and feasible
projects.

On the other hand, in the productive and commercial activity, there are also
public and private entities establishing an operational framework for guarantee
coverage such as public procurement, which prevents micro and SME’s from operating
(tender or sub-contract) within these scopes. This is due to the fact that using bank
technical guarantees for tender or sub-contract run risks and may prevent micro and
SME'’s from taking new financial risks with the guarantor bank.

Guarantee systems constitute an approved and recognised essential instrument
to solve this problem, since they do not only facilitate the access to financing for micro
and SME'’s, but they also aim at reaching optimal conditions of rates of interest and
terms.

This work aims at laying the conceptual foundations, identifying and defining the
most important characteristics of an international classification of guarantee
systems/schemes. With the object to advance beyond just intentions, this work
analyses the case of guarantee systems operating in Europe. The coverage of the
selected sample is very high, since all the AECM entities (30) are integrated with the
study, as well as other twenty entities, which are not affiliated to this association.



On the one hand, this work emphasizes the existing figures and tries to help in
putting concepts in certain order for the classification of guarantee systems and
entities.

On the other hand, the fieldwork shows the institutional framework design.
Legal frameworks to be developed are presented, depending on the type of entity
integrated with the guarantee system/scheme, the character of entities and the
corporate purpose, the geographic and sectorial scope and the role of the financial
regulator and supervisor, etc.

Finally, our paper describes the main basic variables of the activity (legal
framework, financial support to the public sector, involvement of beneficiaries/users of
the system’s entities, etc.), as well as the representative variables of the system’s
achievements: number of beneficiaries/users of the system, the level of coverage
achieved in operations, their cost for beneficiary enterprises and the accepted terms,
etc. This analysis finally relates actions with the system’s achievements for the
European case.

This analysis will prove that the implementation of a country’s guarantee
system, from specific objectives, requires previous knowledge of which characteristics
must be incorporated for its achievement.

1.1. Guarantee is a scarce good

The first question on this matter should be its cause: who demands guarantees
and why these guarantees are demanded within the financial sector. The answer must
be found in our surroundings.

When micro, small and medium-sized entrepreneurs need to deal with a
financing application form, regardless of their territorial scope, they are always required
to inform and detail what guarantees they provide or can provide. This is not due to a
subjective or a capricious question, but it is due to the fact that the financial system is
the most regulated and supervised industry at the global level. In general terms, when
speaking about deregulating sectors, the financial sector is not included in this question
and its investing activity especially emphasizes guarantees, since national rules,
inspired in the Basel Agreement, among other international regulations, establish its
working scheme.

Nowadays, the recent Accord of the Basel Committee on Banking Supervision
is implemented on "International Convergence of Capital Measurement and Capital
Standard", commonly known as Basel Il, dated June 26th 2004. It will replace the 1988
Basel | Accord and will maintain the regulation line of the financial sector regarding
capital adequacy or own resources.
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The guarantee demand by the financial sector therefore needs to be justified,
since regulations of the financial regulator that it has to comply with — Basel | at this
moment — conditions it to invest in better certified and weighed assets, that is, more
secure, liquid and profitable assets, depending on the guarantee or risk coverage and
that is therefore what its investing activity is focused on.

Investment assets guarantees are certified and weighed according to this
Accord. Therefore the "value" of the guarantee directly influences the statement of
results and the management of credit and financial institutions and the own resources
and provisions request. In short, for these institutions and for their business and
expansion plans, guarantees have a strategic “value”. For this reason, well certified
and weighed guarantees are a scarce good or resource. The quality of guarantees is
an important need for financial entities and this has significant implications for
borrowers.

This is therefore the most important and sensitive question for the activity of
micro and SME'’s: the guarantee requirement. These guarantees are classified
according to international regulations and taking account of different parameters and
may therefore have different “values”. As a consequence, these international
regulations make micro and SME’s (especially micro and small businesses) be in a
situation of clear competitive “discrimination” compared with other more developed
business structures. This situation is due to the fact that micro and SME’s are
structurally out of the reach of some certified and weighed guarantees with the
maximum value (for example public, liquid guarantees, from credit institutions, tangible
security or mortgage obligation, etc.).

This circumstance leads to the following statement: guarantee is a “scarce”
good (or a scarce resource), especially the best certified and weighed guarantees,
which causes serious difficulties in the access to financing by micro and SME’s.
Therefore, certification and weighting of guarantees, according to international
regulations, creates inequality to micro and SME’s within financial markets.

In short, this situation is contradictory: on the one hand, micro and SME’s are
important for the job and wealth creation; and on the other hand, rules of the financial
system discriminate these companies compared with other business and even
territorial structures.

This situation results in competitive inequality of micro, small and medium-sized
entrepreneurs and this precisely constitutes the goal of a Guarantee System (GS), that
is, to facilitate the access to financing to micro and SME'’s and to integrate them into
the formal financial circuit. The Guarantee System does not work as a temporary or a
provisional measure (it is not a “fashion”), bus it aims at establishing an
institutionalised, not discriminatory and transparent channel, which helps to solve the
problem decisively. In fact, sometimes its support can be erroneously confused with a
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“novelty” (today, risk capital is in fashion, tomorrow technological innovation will be in
fashion, etc.), without specifying that integrating a guarantee system with the financial
system is something permanent.

Problems of information economy and asymmetric information effects have
been an object of study by the scientific community. These efforts were recognized by
the Swedish Academy with the award of the Nobel Prize in Economics to professors
George Akerloff, Michael Spence and Joseph Stiglitz for their works on the behaviour
of agents in the presence of asymmetric information. Guarantee is an expression of the
problem of asymmetric information.

1.2. Guarantees within the framework of information economy problems

Therefore, we find out that guarantees are conceptually a real problem of
information asymmetry between the lender and the borrower and Stiglitz (2001) himself
has studied this question in depth, as it will be shown later on.

One of the consequences of asymmetric information is the problem of moral risk
taken by the lender for the actions of the borrower. In credit relations this would be
translated into a non-productive use of the funds received or into a concealment of the
flows of the financed investments thus resulting in non-payment of debt. The other
consequence of asymmetric information, as pointed out by literature, is the adverse
selection; that is, the impossibility of being able to assess the risk taken by the
business project determines that the most secure projects cannot be distinguished from
the least secure projects, which therefore results in an increase of the demanded
credit. As a consequence of the fact that it is not possible to discriminate between
projects according to their level of risk, interest rates raised and it is precisely the most
risky projects, with the highest return rates if successful, which remain in the market,
whereas the most secure ones, with lower rates of return, cannot remain because they
are no longer profitable.

Both problems are among the causes of the credit rationing phenomenon, that
is, the eventuality that profitable projects do not get financing. There are also some
situations in which changes in interest rates or other credit variables are not able to
eliminate the excess of demand for loans by specific companies or projects.

Credit rationing to Micro and SME’s means that market is not able to finance
investment projects for micro, small and medium-sized companies with a similar
payment or repayment capacity to other larger ones, even though the former are willing
to pay higher interest rates on the loan.

Information collection costs damage smaller companies, since the project
evaluation cost is higher in small loans. That is why the magnitude of the information
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and credit constraint problems is higher in the case of micro and SME’s. This higher
cost does not constitute a market distortion itself, even though there may exist some
economies of scale for providing information. In this particular case, it is always
desirable that the State should be involved in order for micro and SME’s to provide
appropriate information (for example accounting regulations) on the characteristics of
their projects.

For banks, the most effective way to attenuate the information problem is to
require enough guarantees, since it enables to reduce losses in case of non-payment.
Moreover, the possibility of providing guarantees encourage micro and SME'’s to
present projects (even innovative), and it even makes both the applicant for credit and
the guarantor believe that the financed project will be successful. On the contrary,
Manove, Padilla and Pagano (2001, 741) suggest that this mechanism dissuades
follow-up of the borrower by financial institutions.

At the same time, guarantee enables the interest rate to play a more effective
role in the elimination process of financing demand (adverse selection) and avoids
moral risk problems.

In this sense, different authors study these issues from different points of view:

Sharpe (1990) states that competitiveness forces banks to attract new
businesses, which may lead to low risk qualities with less experience. This inefficiency
may be solved with guarantee contracts, although they are expensive and difficult
within a complex environment.

Meyer & Nagarajan (1996) maintain that the studies carried out in some
countries point out other benefits different from guarantee systems, such as the
improvement in loan conditions with lower rates and longer terms. This undoubtedly
affects the concept of adverse selection, but on the contrary, it is possible to get good
borrowers.

Lesaffre (1997) states that guarantees help to create links between small
borrowers and formal financial institutions, which facilitates the establishment of a
stable long relationship. This situation is multiplied where the individual guarantee
model is used, which results in a more significant approach of the borrower and the
lender.

Berger & Udell (1995) assure that consolidated relationships help improve the

conditions provided by the lender to the borrower. Undoubtedly, this reinforces the role
of guarantee systems as intermediaries between both parties.
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This is a favourable occasion to retrieve ideas and concepts explained by
professor Stiglitz (Joseph Stiglitz, 1981, 2000 and 2001) * on financial markets, the role
of the State and the new development economy. The following paragraphs study his
analyses and arguments put forward during the conference before the Brazilian
Association of Development Financing Institutions (ABDE), in Rio de Janeiro (Brazil), in
May 2001.

1.2.1. The asymmetric information in financial markets and the role of the public
sector by Stiglitz

Confidence in market mechanisms has been considered as an absolute
parameter to place resources. Nevertheless, there are some kinds of frequent
imperfections when facing situations of uncertainty. Financial markets therefore falil,
when there are information problems, especially if these market failures are intensified
by strict rules of capital needs.

In developing markets there are many sectors where credit is important, but
certain business strata do not have an access to this credit, which damages
competition as the basis for the market. Markets do not usually grant credits in the long
term. They are particularly specialized in commercial credits and a factory cannot be
built with a commercial credit. There are typical market failures even in developed
countries. The market tends not to grant appropriate loans to small businesses. In
general, markets find it difficult to grant credit to geographical areas where the
guarantee process is difficult. In critical situations, the Government always plays a
decisive role: to promote guarantee markets, as there are financial markets. Let us
imagine a country with no financial market: failure would be greater. Governments must
encourage the existence of guarantee entities, which reduces failures in the financial
market. Guarantee markets would be auxiliary markets, but due to the strict banking
regulations, which are very important for the credit to flow, agents lack wealth to
guarantee their projects. In this context, having guarantee systems would be the
equivalent to having banks in a country, since it would enable to allocate resources in a
more effective way to profitable projects without obstacles beyond the project, such as
the borrower wealth.

These above-mentioned problems, being faced both in the USA and Europe,
are multiplied several times in the case of Latin America. There are nowadays some
companies in that area with a lower debt / heritage relation than in other countries. This
is due in part to failures in the system of private banks. In general, in the least
developed countries small businesses should be playing a more important role. To a

32001 Nobel Prize in Economics, co-recipient with George Akerlof and Michael Spence. Profesor Stiglitz,
from the Columbia University (USA), has contributed to lay the foundations of a general theory of
markets with asymmetric information, which led to multiple applications, especially the analysis of
contemporaneous financial markets. He also contributed to identify and define the bases for a new
economy for development.
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certain extent, the whole development process includes the stimulus to small
businesses and generally the commercial bank does not pay attention to this industry.

When failures in financial markets occur, the market itself does not correct this
kind of problems and needs the intervention of the Government, which must try to find
paths oriented by the market and to work with the private sector in a complementary
way. For Stiglitz, disputes whether the agent must be the Government or the private
sector therefore belong to the past. The question now is how they both can work
together or how they can interact.

In order to determine the characteristics of a public policy, market shortages
must be identified, as well as their cause, and then a solution needs to be found.

1.3. Diagnosis — public policy — guarantee relation: identification of the real
diagnosis of the problem to access financing by micro and SME’s

Public policies require, as a basis, a diagnosis of the situation of the problem. It
could be stated that a public policy is not supported without a diagnosis.

In guarantee systems/schemes this diagnosis has been the result of different
circumstances, like the case of guarantee systems/schemes that were born within the
environment after the warlike conflicts in the middle of the 20" Century, basically for
the recuperation of destroyed productive structures. Nevertheless, in all fairness, their
origin or birth did have a starting basis, which is shown in our paper.

1917 French legislation on mutual guarantee societies constitutes a clear
guarantee system as a process to facilitate access to financing for microenterprises.
However, the most important question about its conception, which was soon forgotten
or not followed in international scopes, is its original meaning as a State policy,
regarding the fact that it enacted a law directed towards microentrepreneurs of that
time. Under these circumstances, diagnosis and execution correlated and this is
proved by the fact that 80 years later, that guarantee system still exits. We therefore
reaffirm that the basic question is to make an appropriate diagnosis and then to draw
conclusions and to establish the analyses and the proposal for public policy,
concerning the guarantee system/scheme.

A very frequent feeling regarding diagnoses of guarantee systems/schemes is
the fact that therapy is circumstantial and temporary, not really studying origins and
causes of the problem in depth. Confusion is even greater, since it is generalized or
understood that any solution treatment and approach is homogeneous.

This is why diagnosis is a part of implementation success, when decisions need
to be taken in the context of public policies. Nowadays, in many territories, it is more
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and more frequent to find impact assessment studies and reports linked to the
implementation of certain public policies. Depending on the importance and quality of
the previous diagnosis, relevant decisions could be taken to get the appropriate or
expected impacts.

What used to be a principle of use, where money was given in exchange for a
guarantee, in the present financial markets this is still maintained with more
sophisticated international rules. The financial sector may have a financing application
from an appropriate businessman for a project with a repayment capacity. However,
there is a third necessary requirement, which is the coverage (guarantee) of the risk to
be taken, according to the “business rules”, that is decisive for the financial sector.

Our diagnosis is a result of the certainty that guarantee systems are not a
guestion of social and economic justice, but they really are the solution to a market
failure situation, caused by international financial rules, which applied to the financial
system, makes it difficult for micro and SME’s to access to financing and generates
situations of competitive inequality.

The solution to the problem of the access to financing due to guarantee
requires institutionalization of public policies to give the market condition back that
banking regulations take away from the enterprise segment, particularly micro and
SME's. It is a question of restablishing equality conditions so that good projects can
access financing.

From our point of view, this is a structural problem and not merely conjectural.
In a graphical way it could be said that guarantees are like a parking barrier, i n such a
way that the barrier is lifted when micro and SME’s provide a guarantee, so that they
are allowed to go in and can access, in this particular case, financial resources. The
problem is that once this situation is solved, the following ones require similar
solutions. In most cases, when micro and SME'’s try to access again, they will have to
face the guarantee barrier again. And therefore, if the guarantee is not given for
another application later on, “they will not be allowed to go in” and the problem of the
access to financing for micro and SME’s will still persist.

As a consequence, if it is a structural problem, public % financial and business
sectors, stakeholders in short, should agree on how to solve it. In a way the need for
an “alliance” should be the basis for the development of guarantee systems.

Once the diagnosis is made, this would be constituted as the starting point
from which initial decisions would have to be taken. That is, should it be decided to
implement a public policy to make it easy for micro and SME’s to access financing in a
specific territory, the next step is to identify and to decide the type of public policy of

“ States must ensure and provide equal access to means of production (Treaty of Rome).
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the guarantee system/scheme, either public or mixed (private and public); and then, its
implementation and development. It is in this process where it should be emphasized
that there are different solutions and not all of them have the same quality,
effectiveness, relevance and impact.

There is a very significant perspective in this phase, which is the temporary
approach of the guarantee system that will mark the whole process and the decisions
to be made. Are we going to act in a specific situation or are we willing to do it
persistently? This is one of the main questions to be solved in the policy to be defined.

Once the decision is made to instrumentalize a policy, which facilitates the
access to credits for micro and SME’s through a guarantee system/scheme as a State
issue, we will need to define the most effective governmental actions for the civil
action itself to be involved. From our point of view, critical aspects include the
definition of the institutional framework: What legal framework and functionality are
required to be effective? Who will be the actors or agents? What characteristics
should the guarantee entities have in order to succeed?

Definition of the role played by actors should give a response to the question of
the origin of resources. Could this be a lucrative activity, and consequently be
developed by the private sector or is this an activity that is difficult to sustain without
public support? Where should contribution reside? Is it in counterguarantee or should
they focus on the management of guarantee societies or programmes? In case of
opting for private and/or mixed management models, what role must the public sector
and the beneficiaries/users of the guarantee play in a possible mutual scheme, if any?

We should finally define some political objectives (number of beneficiaries
accessing financing, average prices, levels of coverage, access in the long term,
strengthening of sectors, territories, etc.) and assess not only quantitative, but also
gualitative impact.

That is, the fact that resources are only public or mixed or private clearly
determines the legal commercial and financial process for the development of the
guarantee activity. It is in this legal commercial and financial process where
differences are clearly shown between some models and others and particularly in
their ultimate approach to be included or not in the financial system of the
corresponding country.

In short, discussion could be focused on four basic issues: public policy or
market product; credit guarantee societies or guarantee programmes; unigueness or
multiplicity of programmes and/or societies; and credit guarantee or insurance. In order
to solve these questions, it is necessary to know what type of policy it is, what we
understand by guarantee society or programme, what is a credit guarantee coverage or
a credit insurance. In order to find this out, within a logical framework, it is undoubtedly
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necessary to fill the present gap in the internationally accepted classification, typology
and terminology.

In this context, interpretation of the past should be made with caution. In fact,
these two situations are very different. On the one hand, at the height of mutualism and
cooperativism, the situation where French mutual guarantee societies arise, which are
born at the beginning of the 20" Century and recognized as “the father of
guarantee systems”. On the other hand, at a time of destruction of goods and assets,
the situation where guarantee societies or programmes were born after the Second
World War, when States had to provide financial systems, which were more or less
stable and developed, with a solution for the access to financing by micro and SME’s, in
order for them to provide risk coverage.

Therefore, in the middle of the 20" Century, economies and financial systems of
the different countries needed to reinforce and support their productive activities. Maybe
the clearest examples are Japan and Germany, among other European cases.

It is also very different the situation of systems/schemes, which were born at the
end of the 20" Century or at the beginning of the 21°% Century, when a
globalization process arises and all public aids are discussed, based on the
importance of micro, small and mediumsized enterprises, so that they access credit in
equal conditions to other larger business structures.

It is evident today that guarantee systems/schemes areexpanding all over the
world and that it is the most economically developed countries which use their model or
guarantee system more intensively and actively.

In all continental realities there are different guarantee systems/schemes, through
which govermrments or the public sector, financial entities and businessmen respond to
their needs and aspirations in the matter.

Some erroneous myths and approaches should be avoided in this process.
That is, there is not a “guarantee society” or a “guarantee progranme” to “copy” or to
“follow thoughtlessly”, since we all know that each social and economic environment
has its peculiarities. What it should really exist and be pursued in this process,
constituting an objective and a central issue, is an adequately improved legal,
commercial or financial model or structure to perform the activity and task to be
developed by the guarantee system/scheme. It is obvious that the appropriate
technical and financial design of the guarantee system/scheme will to a great extent
guarantee that the future activity will be successful.

In this sense, the persistence of a right diagnosis is very important, since
developing guarantee entities is not enough, because they constitute the Guarantee
Systems’ aim. As it has been said several times, it is not a question of having
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guarantee “entities”. The objective should be a guarantee system, which is not
guestioned within the financial environment where it is located and developed. A safe,
reliable and solid guarantee system must be established. Thus, the management of a
specific guarantee society/entity could be questioned, but not the “guarantee system”.
Likewise, the management of a specific credit or financial entity in a country could be
guestioned, but not its financial system.

1.4. Guarantee is a State issue

Reality has been unquestionable for the last years. Micro and SME’s represent
almost 99% of the world business structure, with a similar percentage in all continents. In
Spain, micro and SME’s (less than 10 employees) constitute 92% of the total number of
companies, which is very similar to the rest of the EU and not very different from the rest
of the world. In fact, many governments propose solutions such as guarantee systems to
favour the access to business financing, since they are aware of the fact that micro and
SME’s provide a significant part of the GDP, create jobs and wealth, despite the fact that
they were not at all known just some decades ago. Governments in some countries have
always searched for solutions in order to favour micro and SME’s and to improve the
financial system within them by establishing a guarantee system for quality risk
coverage.

In real economy there is a separation between businessmen who are listened to
and usually do business in the formal financial circuit and businessmen who do not have
the possibility to access this circuit.

A Guarantee System (GS) constitutes a bridge between “ignored” businessmen and
the space or scope where formal financial resources daiy flow, so that they get
financing.

A quality Guarantee System aims at integrating micro and SME’s into the formal
financial circuit, where resources really circulate and where it is not necessary to depend
on a specific circumstantial will, which eventually considers micro and SME’s. They are
included permanently instead (not like a temporary, limited support). Therefore, a
transparent, universal and non-discriminated institutionalized financing channel should
be defined to access financial resources competitively (regarding costs and terms)
through guarantees, technical guarantees and financial advising.

When it is decided to establish a national quality guarantee system, it is
necessary to take account of two principles. Firstly, it should be a State policy’
favouring micro and SME’s, which among other objectives, aims at facilitating access
to financing by these companies. That is, it should permanently assist micro and

5 In this sense it is necessary to remember how the Congress and the Senate passed the 1994 Act on
Spanish MGS or how the Legislative Assembly passed the 2001 Act on MGS in El Salvador.
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SME’s, thus enabling its full incorporation into financial circuits. Therefore, it is
not a provisional or a transitory fashion, but it must constitute a financial
instrument with a real application and a will to remain.

There are consolidated systems throughout the world, which are fully valid and
with more than 80 years of activity now (some European systems among them). This
policy must pursue, as it has been mentioned before, the full legal security of the activity,
so that the guarantee system is not questioned as a whole. Likewise, the financial
system of a country is not questioned, even though the management of a particular entity
can indeed be questioned.

Secondly, it is necessary to make an “alliance” and to reach a consensus among
the agents involved (public administrations, financial entities and micro and SME’s and
their organizations) in the later legislative and operational development of the Guarantee
System, in order for all parties to satisfy their legitimate interests. This framework of
agreements (“alliance” or partenariaf) in the long term enables to raise the level of
effectiveness and real application of Guarantee Systems, within a quality and secure
legidative and normative framework®, so that the guarantee that is granted within the
framework of a quality guarantee system is necessarily integrated and has a recognized
“value” in the financial system (certified, weighed and integrated into the financial
system of the corresponding country). A Guarantee System that is designed and
executed against the real and legitimate interests of the actors involved in the system
will never work properly or will never be effective.

In order to put this alliance in concrete form, the Guarantee System requires a
legislative and normative framewaork, which corresponds to the State powers, within which
an interaction and alliance process must take place between the public, financial and
business sectors. This framework is usually backed by a counterguarantee or a national
coverage system and even by a framework of supranational coverage. In the case of the
European Union, there is a European Investiment Fund (EIF), which reinsures
counterguarantee systems of Guarantee Systems and in some countries
where they do not exist it directly reinsures Guarantee System entities.

Interests or objectives of the three agents involved in this “alliance” are not
homogeneous. Thus, public administration has interests such as promoting enterprises,
entrepreneurs and wealth, creating jobs, etc. (logically this does not agree with financial
entities, for example); entrepreneurs want to access financing with competitive costs
and terms; financial institutions require a quality framework, that is, full legal security of

5 The main question is the regulatory framework, as stated by Stiglitz. It is very difficult for good regulatory systems to work
correctly. Thisis proved by the 1989 savings and loan crisisin the United States and similar crisesin Sweden, Norway and Finland.
These countries had a reputation for having sophisticated institutional structures, and before the Asian crisis, they still had to face
the four greatest crisesin the world. These experiences show how it is possible to establish a good regulation, although difficulty in
reaching it should not be underestimated. The added problem is the fact that private banks lack a regulation that guarantees
collecting information from correct accounting structures. Without them, they take great risks when lending money. It is easy to
lend money and difficult to get it back. Financial institutions therefore do not really know whether they performed a good or a bad
loan operation.
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the guarantee, and particularly a basic economic and financial question: the fact that the
guarantee provided by the system/scheme ‘has a value” (certified and weighed).
Otherwise, providers will not be easily convinced of money or resources to be provided.

Graph 1. “Alliance” of Public Administrations, Financial Entities and Micro and

SME'’s in the Mutual Guarantee Scheme System
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Besides coverage, guarantee must be a real, economic and financial factor for
risk mitigation. A guarantee that is well certified and weighed by financial system
regulations constitutes the economic and financial attraction for a financial entity, when
making the flow of operations possible within the formal financial circuit. Therefore, what
really interests a financial entity is a guarantee coverage with a low consumption of
own resources and provisions. For example, when a mutual guarantee society in
Spain gives a guarantee to a bank, this particular bank does not need to
use 8% of its own resources for call for capital. In order to cover risks it only needs to
cover 1.60%, since this guarantee is certified and weighed at 20%.

When a financial entity does not need or practically does not need to make
provisions, since it was given the guarantee by the guarantee society, then it should
negotiate with a guarantee entity of these characteristics. The guarantee society
will be able to negotiate with the financial system in co nvincing terms, in
order to get good conditions to access financing. Therefore, we could
state that he who rules the guarantee, rules the credit.

The guarantee activity requires a specific framework, since integration into the
financial system involves a number of singularities and nuances, which necessarily need
to be included within the rules and legal frameworks of the financial system of each
country.
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A quality and specific legal framework enables sustainability of guarantee
societies/entities, because it pursues integration of these societies into the formal
financial system. This means assuming some important requirements and particularly the
fact the activity must be sustainable. Moreover, a quality legal framework makes it
possible for the activity and management of this type of societies to pursue rigour and
feasibility.

Micro and SME'’s are the direct user of a guarantee system, since the aim is to
improve access to business financing. There are however some nuances. One of them is
the fact that in the 21%' Century a guarantee society is not simply conceived as a
guarantee provider. The guarantee society is close to the entrepreneur and therefore it is
not only an agent that provides guarantees, but it is also a financial adviser that gives
guidance to enterprises on the organization of the necessary documentation for an
application for financing, provides financial information, prepares interviews with
directors of financial entities, etc.

Another important question is the fact that not only a guarantee needs to be
granted for a loan, but also the micro, small and medium entrepreneur finds it very
difficult to access public procurement, where the Public Contracts Act generally requires
a number of guarantees to be faced. It is curious how the use of this service within the
financial sector may imply the concentration of the whole risk, simply because of the
provision of a technical guarantee of these characteristics.

The experience of active and successful guarantee systems leads to the following
conclusion: the access to credit is understood as a problem for micro and SME'’s, since
the less developed the financial market is, the more restricted the access is to the bank
credit. The challenge is to design systems or schemes that improve the relationship
between supply and demand. In this sense, as pointed out by Lesaffre (1997), credit
guarantee systems have proved to be useful instruments when establishing this link.
Lesaffre (1997, p.105) states that “an ideal credit guarantee system aims at distributing
risk among the three actors (borrower, lender and guarantor), so that incentives are not
eliminated”.

This optimum guarantee certification and weighting is undoubtedly an incentive
for the lender. The above-mentioned alliance is thus translated into the risk distribution.

This author also states that “a second generation of guarantee systems attaches
more importance to loans meeting the market interest rates, discipline in the credit
repayment and the resource mobilization for risk distribution. Durability of guarantee
systems must be considered on the permanent horizon and in the long term. Supports
included in guarantee systems do not however distort the market as much as interest
subsidies (the former tend to promote savings deposits, whereas subsidized credits do
not create incentives for savings)’.

22



Therefore and in line with Lesaffre, the key is the fact that guarantee systems
must be conceived so that lenders have an incentive to grant loans when they are
convinced of the feasibility of the project and they do their best to collect the loan
payment.

All this agrees with the statements of the Ill European Congress on Mutual
Guarantee Societies, held in Portugal in 1994, organized by the AECM and the
Portuguese IAPMEI, where it was pointed out that a guarantee system has to be
designed to meet the legitimate interests of the agents involved, the public sector, the
financial and business sectors among them, within a framework of “alliance” in the long
term.

2. GUARANTEE SYSTEMS AND THEIR DIFFERENT EXPRESSIONS: TOWARDS
AN INTERNATIONAL CLASSIFICATION AND TERMINOLOGY OF GUARANTEE
SYSTEMS / SCHEMES

Nowadays, with Basel I, as well as in the future with Basel II, not all guarantee
schemes in their different categories are to an equal extent effective and penetrating
into the financial sector as a factor of risk mitigation.

Some people consider guarantee systems/schemes as a useless and ineffective
instrument, but a stricter and more objective remark shows that these adjectives are
used to describe public guarantee funds, which are often managed in a centralized and
very bureaucratic way. These funds are very limited regarding time, have very specific
objectives and are subject to restrictions on resources and risk portfolio. Specificaly, they
are designed in such a way that the payment procedure to the financial entity becomes
substantially difficult, in case of non-compliance.

Therefore and finally, it is necessary to classify guarantee schemes at the
international level, by establishing different categories, particularly from the perspective
of the institutional framework granting the guarantee, and their characteristics.

A detailed paper on the classification of guarantee systems/schemes in the
world leads to the conclusion that there are almost no advances in this field. Moreover,
the scarce initiatives show a not very encouraging situation.

It is not strange to see evaluations, analyses and classifications of specific
guarantee systems/schemes, which are merely descriptive and have not been
compared to others. Heterogeneous systems/schemes are evaluated as if they were
homogeneous, just because they share the guarantee activity (as if a bank or a
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financial entity or a leasing or a factoring company were the same thing). As shown in
chapter 2.1, all this is aggravated by the general use of certain names.

On the one hand, it should be pointed out that most situations just basically
describe the characteristics of guarantee systems/schemes. In other cases, they
establish very superficial differences between guarantee systems/schemes, by simply
pointing out some operational features, but not analysing variables or concepts in
depth that would really determine a necessary and final international classification. And
all this within a generalized situation or framework, where there is still not a formal
attempt to regulate homogeneous and common definitions.

As a consequence, it is more and more necessary to make an international
classification so that it enables to easily choose the system/scheme to be applied, that
is the design to be executed, once the decision is made to implement a guarantee
system/scheme policy in a territory or to modify the existing one.

21. Problems and Ilimitations for incomplete approaches regarding
classification

At the present time, one of the most confusing aspects regarding classification
of guarantee systems is the fact that it is handled in an imprecise and ambiguous way
and without a real background of concepts supporting it. Before implementing the
classification of guarantee systems/schemes there are some questions to be studied.

According to specific concepts, due to pre-established wrong approaches, some
limitations and problems are generated with the aim of establishing a correct
classification of guarantee systems/schemes. Some authors make a classification
according to simple names without considering the legal framework supporting it
(calling Guarantee Fund to a Corporation, etc., because it is called like that), whereas
other trends consider linguistic expressions, which leads to confusion due to their
nationalist terminology (“Japanese”, “Spanish” model, etc.). Some authors even take

account of certain operational mechanisms.
Below are explained the characteristics of these classification attempts, which

from our point of view are often addressed in an incomplete and incorrect way, in order
to overcome their limitations.

a) Limitations because of the use of the general name “Guarantee Fund”

This general name approach is one of the best known, due to its distorting
effect on the classification of guarantee systems/schemes. It is the most widely spread
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and creates the highest level of universal confusion. As a consequence of its
dissemination many people believe that all guarantee systems/schemes are included in
the same classification group, under the name of Guarantee Fund.

In fact, Guarantee Fund is a concept of resource “capitalization” or provision to
the guarantee activity. That is how it appeared in mutual societies, where at the
beginning was not a part of their heritage. It then became integrated into it and it has
even changed its accounting name to Technical Provisions Fund in recent legislations.

In some cases and territories, these resource provisions were originally budget
or accounting items and then became regulated funds and were given the name of
“guarantee funds”. In classification terminology this term was inexplicably spreading to
systems/schemes situations that do not have anything to do with the above-described
one.

To explain this in an undoubtedly exaggerated way: it is as if guarantee
systems/schemes were called “guarantee corporate capital”, since this is the
capitalization form of corporations. In short, capitalization of guarantee
systems/schemes is done in different ways, but in no circumstances must this
characteristic mark a general term of the guarantee sector for loans to micro and
SME’s.

This is why the term Guarantee Fund is mistakenly used as a general name for
guarantee systems/schemes, but it is also used to designate corporations, counter-
guarantee societies, guarantee programmes, etc. For example, the term Guarantee
Fund is used for entities that are corporations (limited companies, joint stock
companies, cooperative societies), just because the words “Guarantee Fund”’ are
included in this term.

In this case, we can find some of the present entities of guarantee
systems/schemes in Romania, Hungary, Lithuania, Colombia, Peru or Uruguay, etc.,
where reference to the “guarantee fund” is just a corporate term. These countries have
guarantee society systems/schemes, which due to their legal form, are constituted as
corporations, public societies, foundations, variable capital limited companies and even
cooperative societies. This is also the case of the so-called Korean “regional guarantee
funds”, which are purely mutual guarantee societies, and whose share capital is
supplied by public administrations and enterprises and entrepreneurs associations.

Another example is that of guarantee programmes, which are called “guarantee
funds”. In Brazil, although the Fundo de Aval as Microempresas e Empresas de
Pequeno Porte (FAMPE) of the Servicio Brasileiro de Apoio as Micro e Pequenas
Empresas (SEBRAE) is given that specific name, its operation corresponds to that of a
national guarantee programme that is developed through a development agency of the
micro and SME segment: the SEBRAE itself. This is also the case of the Guarantee
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Fund for Generation of Employment and Earnings (FUNPROGER) of the Banco do
Brasil (BB) and the Guarantee Fund for the Promotion of Competitiveness (FGPC) of
the National Bank of Economic and Social Development (BNDES).

Regardless of their name, as it has been shown before, these guarantee
entities are generally the expression of a governmental guarantee programme or of
societies-corporations, in the form of public or mixed capital societies. In short, a simple
term does not mean a legal reality, no matter how precise it is from a linguistic point of
view.

As it has been said before, The Basel Il Accord will define the characteristics of
guarantees in order for them to be accepted as a risk mitigation factor. In this sense it
is not important how a system or entity is called; what is really significant is the
recognition of the guarantor within the institutional regulating framework with a legal
specific profile.

b) Linguistic limitations

The linguistic problem is shown in the different settled or specific nhames for
each guarantee system/scheme/entity. We will try to illustrate the linguistic problem in
the classification of guarantee systems from a wider perspective than the European
one.

Differences appear between terms in the English-speaking scope and the
French-speaking or Spanish-speaking scopes. There are terms in both cases, which
may follow the same below-described models and there are also very specific terms in
national systems that must not be ignored.

In English-speaking scopes there are terms like credit/loan guarantee scheme,
which would normally correspond to the State guarantee programme; and credit
guarantee program, which is used to designate the same thing.

In the German case guarantee entities are called Blrgschaftsbanken
("guarantee banks"), although they are legally joint stock companies (GmbH), which
are a part of a guarantee society system, whose share capital is supplied by financial
entities and associations or business representative committees, through which
beneficiary companies are linked to the system.

In the case of Southeast Asia the so-called Credit Guarantee Corporation
(CGC) predominates, that is, a guarantee society whose share capital is supplied by
public institutions, financial entities and development and business organizations.
There are also governments that have created public guarantee institutions with a
special legal character that use a hybrid model between a guarantee entity and a public
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financial institution. This is case of Korean central guarantee funds, the two guarantee
entities of Indonesia or the Small and Medium Business Credit Guarantee Fund in
Taiwan. As an extreme case of vagueness in the definition of guarantee entities, there
is a corporation called Small Business Guarantee and Finance Corporation, whose
share capital is mainly supplied by the government and financial entities and is
registered as a "financial company" and a “public financial institution”. However, the
Philippine central bank calls them “non-bank financial entities with quasi-bank tasks".

c) Limitations regarding “nationality”

In the discussion about the classification of guarantee systems, statements are
sometimes made regarding the fact that the Spanish model of MGS’s have spread over
certain countries; or the possibility is studied, in the terms of reference of some
consultancies, to search for best practices among, for instance, Colombian,
Argentinean or Venezuelan models. This could lead to a classification of guarantee
systems/schemes models (or this could be taken for granted), according to the
erroneous criterion of nationality. Moreover, this option could create even more
confusion in the search for the possible solution.

There is not a Spanish, French or Japanese guarantee system/scheme model.
The question or the problem to be studied is much more complex and therefore, the
nationality approach is not valid.

Taking the MGS system/scheme developed in Spain as an example, it can be
observed that a “national model” is not defined, but a guarantee system/scheme from a
perspective of a specific legislation, with mixed resources (public and private). Its
activity is focused on a specific corporate legal figure (MGS), which is fully integrated
into the Spanish financial system, with a guarantee that is well certified and weighed, in
order to facilitate access to financing and public procurement by micro and SME’s.

This is the direction we will follow, from the perspective of a fully integrated
guarantee system, to reach the institutional framework of the financial system of the
corresponding country, and consequently the legal personality of the guarantor, the
corporate purpose and the origin and time of the resources become a key factor. In the
near future, the tendency of some guarantee systems/schemes towards the recognition
of the guarantee by Basel unavoidably means a clear dividing line between the
importance of some systems/schemes compared with others.

As it has been mentioned throughout this text, guarantee systems/schemes are
heterogeneous and not all of them have the same importance and effectiveness. This
is why it is recommended for an adequate classification to be carried out, to identify the
“best practices” regarding design and definition of the guarantee system/scheme itself,
and not regarding certain “national” operational characteristics of specific entities.
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d) Limitations on the operational approach according to the credit guarantee
mechanism

Sometimes a classification criterion can be observed according to the role
played by each agent developing the activity and the way they operate. The main
agents (entrepreneur, guarantee entity and bank) play different roles in these basic
credit guarantee mechanisms:

- In the individual model, the entrepreneur individually applies for the credit to
the bank or processes his/her application with the help of the guarantee and technical
assistance of a guarantee entity. The guarantee entity and the bank usually sign an
operational agreement where the framework of relations is established. The guarantee
society assesses the application and once the guarantee is granted it assists the
entrepreneur in the further conduct of the proceedings at the bank. The bank assesses
the application and once it is approved and granted, it formalizes the operation with the
guarantee entity. This is the most common mechanism in guarantee society systems,
either mutual or corporate.

- In the portfolio model, the guarantee entity and the bank, instead of processing
individual applications, sign an agreement where valid criteria are established to grant
operations of a specific credit portfolio. Therefore, loans granted by the banks,
according to the conditions specified in the portfolio agreement, are automatically
guaranteed. In some cases this mechanism is called “automatic guarantee”. This
operational mechanism is becoming common in national guarantee programmes and in
programmes of multilateral and bilateral bodies.

- The intermediary model is based on the hypothesis of an extreme “distance”
between the entrepreneur and the bank, which makes intermediation between both
agents necessary. In this case, there is a fourth agent involved, the intermediary, who
gets a loan from the bank with the guarantee of a guarantee entity and grants its own
loans, usually microcredits, using its own methodology and pursuing its corporate
purpose. Moreover, the intermediary is responsible for the loan recovery and
repayment to the bank. This mechanism is especially common in microcredit schemes
managed by NGO'’s, whose resources are guaranteed by a multilateral or a bilateral
organization.

Although we all know about the existence of these guarantee mechanisms, it is
not recommended to classify them systemically according to operation models. Among
the studied mechanisms, we can find guarantee programmes of State or multilateral
organizations and institutions; programmes with regulated funds of guarantee
coverage; guarantee societies, either with a mutual or a corporation or foundation
character; etc. Among these entities there are systems combining individual, portfolio
or intermediary model mechanisms.
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As a conclusion, it does not seem to be logical or decisive to establish
guarantee mechanisms as the basis for an international classification. The scarce
literature on the classification of guarantee systems however show certain authors who
adopt this approach, which from our point of view is mistaken, in the classification of
mechanisms. It is erroneous to classify, for example, banking institutions according to
the kind of operations they develop and not according to their legal personality or their
corporate purpose, origin of resources, etc., which are more decisive and important
concepts, as we will try to prove. The Basel Il Accord will establish the rules and will
clearly define the characteristics of guarantees as a risk mitigation factor for them to be
accepted and valued. For this purpose operational mechanisms are incomplete.

2.2. APPROACH TO AN INTERNATIONAL CLASSIFICATION AND TERMINOLOGY
OF GUARANTEE SYSTEMS/SCHEMES IN A GLOBALIZED ECONOMY

The first decision to be taken before implementing a policy in a territory for micro
and SME'’s is to identify and to define the guarantee system/scheme policy. The next one
is to identify and to decide upon the model to be implanted, either public or mixed
(private and public) and its main characteristics.

The institutional and international framework of Basel Il, especially regarding
the recognition of guarantors and the characteristics of the guarantees granted at least
requires an effort to define and classify, in a homogeneous way, basic concepts and
systems/schemes of the guarantee activity, especially if it aims at interacting with the
same level of information and transparency.

To establish a classification and definition of guarantee systems/schemes we will
use the factor analysis methodology. We will establish the characteristics that may define
the appropriate profile of guarantee systems/schemes. These characteristics will finally
determine the classification and the different definitions.

2.2.1. Factors to differentiate guarantee systems/schemes: evaluation of some
basic characteristics

Simply by observing reality we can select a number of significant concepts,
elements or characteristics, which differentiate some guarantee systems/schemes from
others.

According to this approach, every entity developing an activity within the financial
sector must be firstly identified by the legal personality under the legal and normative
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framework where it operates. The legal personality is intrinsically linked to the decision
making on the creation and origin of the entity, to its corporate purpose and to the source
of resources, which will constitute the outline of ownership and management and finally,
also the time of the action. Based on this, we will be able to establish the bases for their
differentiation.

Once a basic profile is established, there are other characteristics that may help
to explain or complete this profile, such as its consideration or not as a financial entity
and the supervision and control it entails, certification and weighting of guarantees,
action scope, coverage, risk analysis management, operational mechanisms, etc.

The main criterion to be considered for this kind of classifications is the legal
personality of the guarantor. The Basel Il Accord corroborates this decision. In short, it
is a question of proving and emphasizing who grants the guarantee, that is, who is the
guarantor and how or which are the characteristics of the guarantee granted and its
effect as a risk mitigation factor.

a) Legal personality and legal and normative framework

The State legal framework under which the guarantee activity is developed is
really important in order to establish the legal profile of the guarantee system/scheme,
the origin of resources and its temporality. The importance of this framework, which
provides legal and specific security, resides in the fact that in order to integrate the
guarantee activity into the financial system it is necessary to specify some singularities
and nuances in the regulations and in the legal frameworks of the financial system of
each country.

Within the legal and normative framework it is very important to describe or not
the guarantee entity as a financial entity, and consequently whether it is subject to the
supervisor regulation and its control, which means complying with specific legal or
normative coefficients. In this specific sense, there is a close link with the Basel
Accord. Optimum certification and weighting of guarantees, within the context of the
financial system, of guarantee systems/schemes constitute one of their major
objectives. The fact that the guarantee system/scheme is fully integrated into the
regulatory framework of the financial system for an optimum certification and weighting
of guarantees is a matter of the greatest importance.

The legal personality of the guarantor also marks the philosophy behind it. It is
just a question of reviewing, for example, the established definitions on guarantee
societies. We can also observe the case of mutual systems where the basic legal
personality is a specific corporation.

Some other realities are shown in the so-called guarantee programmes, where
the guarantee activity, as it has been mentioned before, is developed with public
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resources administered through third parties. In these specific cases, the legal
personality of the managing entity developing the guarantee activity will also enable
appropriate subclassification.

The legal personality also defines the temporary character of the activity and
means that the creation or origin of a guarantee system/scheme sometimes comes
from an administrative/governmental decision and sometimes from a social agreement
between the parties.

b) Corporate purpose and exclusivity of the guarantee activity

Undoubtedly the guarantee system/scheme must have as a corporate purpose
to facilitate the access to financing’ by micro and SME’s in the best conditions possible,
through the activity of granting guarantees. It could therefore be stated that the
guarantee activity is an essential and a vital corporate purpose.

Another relevant issue is the fact that the guarantee activity, depending on its
reality, may be exclusive or prevailing, either secondary or complementary. In practice
these two circumstances are possible, but these are very different situations, in which
some systems/schemes develop the specific and exclusive guarantee activity and in
other cases the activity becomes secondary or complementary due to the entity
executing it.

c) Origin of resources and public support. Specificity of the counterguarantee

The origin of the necessary resources for the development of the guarantee
system/scheme leads to the differentiation between public, mixed (private and/or
public), and in very specific and singular cases, exclusively private and/or public
schemes.

Mutual companies with a variable corporate capital and the two types of
partners (beneficiaries and institutional partners) enable the gathering of patrimonial
resources, the corporate capital mobility and that of micro and SME’s partners, users or
beneficiaries and the participation in the private sector management together with the
public sector in some cases. In guarantee programmes the situation and evolution of
resources are limited regarding the budget.

Once the legal and operational framework of the mutual guarantee society
system/scheme is structured it is observed that counterguarantee is an essential part
(and practically the only one) of the State support policy to the guarantee system. As
well as in the case of regional counterguarantees, this is sometimes complemented,

" There are also guarantee systems that facilitate the access of micro and SME'’s to public procurement,
through technical guarantees or even the financial advising.
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as the only situation at an international level, by the European Investment Fund (EIF),
as a supranational counterguarantor.

A special characteristic of the European structure is the existence of national
and regional counterguarantees and a supranational counterguarantee platform,
organized and financed by the European Commission and managed by the European
Investment Fund (EIF), the only globally known supranational practice®. From the
national and/or regional perspective public policies materialize the policy to support the
access of micro and SME’s to financing providing resources to counterguarantees. The
counterguarantee activity is the result of a public initiative, with the aim of supporting
the development of the guarantee system/scheme by absorbing a part of the risk
guaranteed by guarantee institutions, thus multiplying their possibilities of action.

d) Direct or indirect participation of micro and SME’s in the
management/administration and granting of the guarantee

From the point of view of management the origin of resources and their
composition within the guarantee system/scheme has an important repercussion. In
short, the concept of management and administration shows that some
systems/schemes coexist where management and administration is practically
managed and administered only by micro and SME’s; there are other cases where it is
shared by the public and financial sector; and finally some cases where there is just
one public management and administration. Mutual systems/schemes, unlike public
ones, enable direct or indirect participation with a greater or a lesser incidence of the
sector of micro and SME’s and their organizations in the management, administration
and even decision-making when granting the guarantee.

e) Basel Il and guarantees as a risk mitigation factor

After many years of Basel |, the Basel Il Accord® will soon come into force
including important issues such as the institutional framework of the recognition of
guarantee schemes as a “guarantor”, the characteristics of guarantees granted by
them and the way risks are administered. In short, Basel Il identifies the guarantor and
the characteristics of its coverage as a risk mitigation factor. In fact this is proved by

8 However, the highest coverage counterguarantee in the world is applied by the USA Federal Reserve,
covering 100% of the guarantee programme losses of the SBA.

° Accord reached on June 26, 2004, by the Basel Committee on Banking Supervision "International
Convergence of Capital Measurement and Capital Standard’, commonly known as "Basel II" and
published on the URL http://www.bis.org of the BIS (Bank for International Settlements).
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the Proposition to the European Parliament of the European Directive'® (2004) on
bank capital regulation: “Guarantee as a mitigation factor: timely payment”.

f) Other concepts

The action scope and certain operational aspects of the financial system and the
guarantee user/beneficiary may also help to make this classification, although they are
obviously less important and decisive than the above-described concepts.

Other references could include organization, since in guarantee programmes
organization is that of the entity on which the guarantee system/scheme is formulated;
in guarantee societies, it is the governing board. In other words, in one case resource
administrators developing this task would be “third parties” and in the other case, the
partners themselves.

We have logically enumerated the most important ones, without being exhaustive.
It should however be mentioned that the list could be much more complex and this is
shown in Table no. 1.

It should be mentioned that the assessment of the different variables within the
different guarantee systems/schemes is made according to a general or majority
tendency. Therefore, in some cases it is not possible to include all variables in a
complete and faithful way, so an approach is necessary to classify specific guarantee
systems/schemes.

10 EY website: http://europa.eu.int/comm/internal_market/regcapital/index_en.htm.
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Table 1: Characteristics of guarantee systems/schemes for their classification

Guarantee Programmes

Guarantee Societies

Specific Public Institut. Public Bodies Societies Mutual Sccieties
Decision on creation and origin Government/Administrat. | Government/Administrat. Social agreement Social agreement
Legal scope Public Public Private Private
Legal personality Legal entity Administrative body Legal societies Specific legal sodeties
Legislation Rules, regulations Rules, regulations Legislation Specific legislation
Optimum certified and weighed guarantee According to institution NO YES YES
Corporate purpose/exclusivity of the guarantee Shared Guarantee exclusive Guarantee exclusive Guarantee exclusive

activity

Capitalization

Budgetary resources Budgetary resources

Corporate capital

Corporate capital

Origin of resources Public Public Mixed: pub. and/or priv. Mixed: mostly priv.
Situation and evolution of resources Limited Limited Increases with activity Increases with activity
Temporality of resources Temporary Temporary Non-temporary Non-temporary
Administration and manag. of the guarantee activity Managing institution Managing body Partners Partners
Participation in management by micro and SME’s NO NO NO /YES YES
Particip. in the decision to grant guarantees by micro NO NO NO YES

and SME'’s

Organization Institution Institution Corporate bodies Corporate bodies
Financial entity name According to institution NO YES YES
Supervision Regulation (call for capital, provisions) According to institution NO YES YES
Supervision and control of the financial authority According to institution NO YES YES
Coverage 50% and/or Exp. Losses | 50% and/or Exp. Losses 50% to 100% 50% to 100%
Payment of guarantee granted to the user YES and/or with support YES /NO YES YES

Credit management Delegated to Fin. Ent Delegated to Fin. Ent Internal Internal
Relationship/link of the user w/ the guarantee entity No direct relationship No direct relationship Direct relationship Direct relationship
Activity Medium/High Medium High High
Guarantee mechanism Portfolio guarantee Portfolio guarantee Individual guarantee Individual guarantee
Counterguarantee NO/YES NO YES YES

Source: own elaboration
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2.2.2. Proposal for an international classification of guarantee systems/schemes

Previous sections have dealt with the basic concepts defining the profile of
guarantee schemes to make an objective decision on their classification. As it has been
mentioned before, for this first approach we will use the legal personality of the entity
granting the guarantee as the basic differential characteristic, as well as the origin of
resources and the corporate purpose.

From the perspective of the classification of guarantee systems, there are two
general models where all the detected guarantee systems can be included: 1)
guarantee societies and 2) guarantee programmes. The bases to classify a final
proposal into two big basic groups are thus studied for the classification of guarantee
systems. However, as it will be proved, these two groups are subdivided according to
some differential criteria, which are considered to be important.

In these proposed classifications it would be feasible to include all the existing
guarantee systems/schemes in the different continents, and consequently to perceive
their approach, development and, to a certain extent, effectiveness, according to the
proposed objectives. As it has been mentioned before, a subclassification of guarantee
societies is established: mutual and commercial/corporate; as well as in the case of
guarantee programmes: those managed by specialized institutions and those
managed in bodies or departments of the public administration.

This classification takes into account, like every classification in a wide and
irregular scope, the different variations, hybrids and specific cases. It is also evident
that there are countries where the different models coexist in a synchronous way or in
their historical evolution. As it has been mentioned before, a subclassification is
established in guarantee societies, as well as in guarantee programmes.

In guarantee societies, usually established in the commercial scope,
corporations, which are formed according to the chosen legal system or
personality, are distinguished from mutual societies, which are also governed by
the usual corporate legal frameworks, but with certain specificities even regarding
their name (for example, Mutual Guarantee Schemes (MGS), Mutual Guarantee
Societies (MGS), Birgschaftsbanken, coporations, etc.)

In the case of guarantee programmes, it is a question of differentiating two
models: one where the guarantee system/entity is formulated in a specific public
institution, and another model whose institutional framewaork resides in the public body
developing the activity.

In Table 2 a first approach is shown according to this classification proposal
depending on the legal scope, the legal personality of the guarantee system/entity, the
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origin of patrimonial resources, the corporate purpose, temporality and the creation of
the guarantee entity.

From the trends defined by the surveys the following is observed for the
presented variables:

Table 2. Classification proposal of guarantee systems/schemes according to
legal personality, composition of resources and corporate purpose

CONCEPT GUARANTEE SOCIETY GUARANTEE PROGRAMME
LEGAL SCOPE Private Public
- Corporations: specific - Public or development
mutual and/or corporate. banks, development
agencies, public law
- Foundations, private law societies/entities, State

LEGAL PERSONALITY o i
institutions bodies,

- Risk coverage regulated

funds
RESOURCES Mixed: mos.tly private or Public
mostly public
DURATION/TEMPORALITY Non-temporary Temporary
To grant guarantees to micro
Exclusive to grant and SME'’s together with
CORPORATE PURPOSE guarantees to micro and other activities (except for
SME’s some public entities, where
exclusivity is possible)
CREATION AND ORIGIN OF | Social agreement Administrative and/or
GUARANTEE ENTITIES governmental decision

Source: Own elaboration
A. Guarantee societies

They operate under a private legal framework, as a commercial society or a
regulated institution. They are the result of a social agreement among shareholders

permanently supplying private and/or public corporate capital. Shareholders participate
in the corporate bodies. Their exclusive corporate purpose is to grant guarantees.
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The institutional framework in some systems/schemes is improved with their
legislation and their consideration as a financial entity and integration in the framework
of control and supervision of the authority of each financial system, so that the
guarantee is certified and weighed in an optimum way.

These are generally local, regional or national societies. Guarantee societies
analyse and grant guarantees to the user, with the aim of getting the credit from
financial entities. They assume non-payment and insolvency and are directly in charge
of the default recovery activity.

The guarantee mechanism is generally individual. The user is "faithful” to the
guarantee entity, so he directly requests operations and pays for the guarantee service
costs.

They are developed through two subtypes: mutual guarantee societies and
commercial/corporate societies.

A.1. Mutual guarantee societies

They develop their activity based on a private legal framework. They are the
result of a social agreement among shareholders, under the form of a corporation.
Resources of the corporate capital are mixed (mostly private) and mainly come from
the business sector. They have a non-temporary character and entrepreneurs directly
or indirectly participate in the corporate capital, management and decisions through
governing bodies. Their exclusive corporate capital is to grant guarantees.

The entrepreneur, as a private sector, supplies share capital (he is also a client
or a user) directly at an individual level or indirectly through professional or guild
chambers, which provide enough “representative” resources to compensate for this
business or guild participation. Among the latter the cases of the German
Biirgschaftsbanken GmbH and SOCAMA and the French SIAGI stand out. An entity
integrated into this subtype was also recently established in Turkey, the Kredit Garanti
Fonu (KGF).

Their name varies according to the scope concerned. In the French-speaking
scope these are Mutual Guarantee Schemes (MGS). In English-speaking scopes these
are Mutual Guarantee Societies (MGS). In Spanish-speaking areas these are Mutual
Guarantte Schemes (MGS). The systems in Belgium, Spain, France, Hungary, Italy,
Switzedand, Turkey, Argentina, El Salvador, Venezuela, Morocco, etc. among others,
congtitute a good example of this subtype.
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The fact that in the French society at the beginning of the 20" Century,
“artisans™ (microenterprises) had a social recognition is very important, since it meant to
get financial laws supporting their business and productive activity. Thus, for the first time
in the guarantee systems/schemes history there was a model supported in a corporation
to develop the guarantee activity, to facilitate access to financing to French “artisans”.

A.2. Corporate guarantee societies

These are corporations, or in some cases, of a certain regulated institutionality
(for example foundations). Their resources are mixed and predominantly come from
the public and financial sector and sometimes from the entrepreneur in a corporate,
attesting way, through business chambers or associations. Their exclusive corporate
purpose is the guarantee activity.

Table 3. Guarantee societies

Scope
Africa America Asia Europe Oceania Muttiateral
bodies
Scheme
Germany,
Austria,
Argentina, Belgium,
Bolivia, Spain,
. ILO,
Morocco, Chile, France, International
Mutual Tunisia, El Salvador, | Korea Hungary, Not Guarantee
guarantee | Mal, Guatemala, |Taiwan Italy, detected Fund
societies Rwanda Nicaragua, Luxembour
et g g (RAFAD/IGF
Uruguay, Portugal,
Venezuela Sweden,
Switzerland,
Turkey
. France
Colombia, |Japan,
Peru Jordan Greece
Corporate Eqvot Para’ ua Mala s,ia Hungary, Not GARI Fund of
guarantee ayp guay, Y& | Lithuania detected |the AFD
. Uruguay Nepal,
societies . Poland
Thailand .
Rumania

Source: Own elaboration

The public sector plays an important role, but sometimes it is supported by
financial entities, which usually play a prevailing role, since they do not only supply
share capital, but they also participate in the plan of action.

1 Enterprises of less than 10 to 15 employees, according to the French regulation.
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A great part of Southeast Asian systems would be directly included here:
Japan, Malaysia, Nepal, Thailand, as well as Jordan. There is also a great number of
corporate guarantee entities in Central and Eastern Europe: Birges in Austria;
HITELGARANCIA and AVHGA in Hungary; SOWALFIN in Belgium; RCGF, RLGF and
NCGF in Romania; INVEGA and RCGF in Lithuania, etc.

B. Guarantee programmes

Guarantee is developed within the legal or normative framework of a public or
administrative law institution, according to institutional regulations or programmes
resulting from an administrative or political (governmental) decision. Public, limited and
temporary resources are provided to an entity/body (public agency, public financial
institution or ministerial department) that administers them, generally as an
autonomous liquid patrimony (sometimes called "guarantee fund"). For the managing
institution, guarantee is not an exclusive activity. Supervision is carried out according to
the control rules of the public accounts or according to the rules controlling the
institution in charge of management.

Usually there is no specific legislation for the guarantee system, since it is
included in the institutional framework of the guarantor. Its consideration as a financial
entity, the supervision and control by the financial authority also depend on the
normative framework of the guarantee entity developing the guarantee activity.

Resources of the guarantee programme usually come from the State or
cooperation or development bodies. They may have a state scope (hational agency) or
an interstate scope (bilateral or multilateral bodies). They usually delegate the basic
plan of action to financial entities and the user usually has no direct relation with the
programme. They also usually back risk portfolios of financial entities, through the
portfolio guarantee mechanism, which are responsible for managing the risk and
recovering defaults®

They are in most cases supported in the development of public policies of a
temporary character (initially, at least) or in the framework of public budgets. This
means that their capitalization base is public resources, and consequently they are
classified into two groups: guarantee programmes of public institutions specialized in
the promotion of micro and SME’s, and guarantee programmes managed by public
administration bodies (ministerial departments, etc.)

2 1n some cases there is a conversion process of portfolios into legal titles, like in the case of lending
entities linked with the programme "7a" of the Small Business Administration in the USA.
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There are generally two different ways of managing coverage in guarantee
programmes. On the one hand through the so-called “expected loss” mechanism (EL)*3, that
is, resources allocated to the programme only cover the expected loss percentage agreed
between the guarantor and the financia entity and for the limit of those losses. On the other
hand in some programmes this is done through direct coverage by the guarantor of a
percentage of the total operation (generally capital and interests). The programme delegates
its actions (analysis, evaluation, follow-up, recovery, etc.) to the collabormating financial
entiies.

The user applies for a loan and normally pays for the use of the credit
guarantee, although in guarantee programmes applied to specialized institutions
sometimes there are subsidies for this cost. In the other type of guarantee
programmes, however, the beneficiary does not bear any cost for the guarantee
service and programme administrators are in charge of “concealing” the fact that these
programmes are publicly supported to overcome the culture of non-payment.

It is also frequent to find good practices in a sense that the coverage fund
establishes competitive bidding to distribute its guarantee among the institutions of the
financial system providing the best conditions.

In the middle of the 20™ Century, after the world wars and in a context of great
destruction of goods and assets, the States had to provide the more or less stable and
developed financial systems with a solution for micro and SME's to access financing. It is
in this context where guarantee programmes start to be visualized.

B.1. Guarantee programmes managed by specialized public institutions

The execution of the guarantee programme is decentralized towards a body or
entity specialized in the economic promotion or support to micro and SME'’s (public or
development banks, development agencies, public law societies/entities), which
ensures the technical management and other commercial activities. The financial
responsibility of the guarantee activity is diverted from the resources of the institution
but in the last resort is based on the public budget that the programme created.

That is, the public sector places the guarantee activity in the context of legal
and/or administrative structures of the public administration. The guarantee activity is in
many situations shared with the corporate purpose of the entity concerned and it does
not therefore mean “exclusivity”. Coverage usually concerns the capital and interests of
the operations guaranteed.

13 Nowadays the Basel Il Accord uses the concepts of probability of default (PD) and loss given default
(LGD).
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Table 4. Guarantee programmes managed by specialized public institutions

Scope ) ) ) . Multilateral
Africa America Asia Europe Oceania )
bodies
Scheme
Austria,
Belgium
Cameroon, )
- Bulgaria, World Bank,
Ethiopia, .
Ghana Korea Croatia, Australia UNO
' Brazil, Philippines, |Denmark, ' (UNDP),
Guarantee Kenya, ) ) Solomon
Canada, India, Slovakia, USAID, AFD,
programme | Morocco, . . . Islands,
. L Chile, Indonesia, |Slovenia, and all
with Nigeria, . Federated
Lo USA, Israel, Finland, programmes
specialized |South ) ) States  of .
TP, ) Mexico Sri Lanka, |Italy, . , of multilateral
institutions | Africa, . Micronesia .
. Taiwan Poland, regional
Swaziland, )
- Czech Rep. bodies
Tunisia .
Russia,
Serbia

Source: Own elaboration

These programmes have public resources, generally national, and are
administered by a public institution under the protection of the national government
(development agency, public financial or development institution, public law entiy, etc.),
granting the direct guarantee of the institution. According to these criteria, the following are
clear cases: AWS in Austria; CMZRB in the Czech Republic; FINNVERA in Fin land; SZRB
in Slovakia; Interbank Fund in Italy; NAFIN in Mexico, etc. In order to include this kind of
institutions in this classification it is also taken decisively into consideration the fact that the
guarantee activity is notan exclusive partof the entity’s activity, which is generally financial.

This kind of guarantee programmes, with public governmental resources/funds,
are sometimes managed through an institutional framework usually called “guarantee
fund” (this is how the risk coverage regulated fund is sometimes defined), supporting
micro and SME's risk portfolios.

The figure of the guarantee fund is basically the instrument of autonomous
liquid capitalization of the guarantee activity (it is like the corporate purpose or a
permanent resource in corporations). The only difference is that these resources are
generally administered by third parties, national central banks, banks and development
agencies or some other kind of public institutions, which delegate the operational
management of the risk analysis to financial intermediaries.
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B.2. Guarantee programmes managed by public administration bodies
(ministerial departments)

Guarantee programmes with specialized institutions are different from those
managed by public administration bodies (ministerial department). Guarantee
programmes managed by a public administration body (ministerial department)
operate under the framework of the public administrative law and manage budgets
and the regulation with which the guarantee activity has to comply, as a support
specialized public service.

Table 5. Guarantee programmes managed by public administration bodies

(ministerial departments)

Scope
Africa America Asia Europe Oceania Multilateral
bodies
Scheme
Multi I
uInIatara Multilateral
and bilateral .
cooperation and Dbilateral
Guarantee an(c)jp cooperation |Netherlands Mainly  FAO,
programme and United Not ILO, USAID,
. . |dewvelopment .
with public bodies  funds development |Kingdom, detected ARIA/AFD,
bodies . bodies funds |Mexico RAFAD
in a great .
in some
number of .
) countries
countries

Source: Own elaboration

As such guarantee programme, these ministerial risk coverage regulated funds
(guarantee funds) have limited and temporary resources, which come from the State
or from the international cooperation (there are scarce examples where they come
from the private sector). In both cases resources only aim at supporting financial
operations guaranteed by the programme.

Sometimes a public body develops the guarantee activity “outside” the ministry,
but under its control, through the figure of a fideiicommissum or other mechanisms. In
guarantee programmes with ministerial risk coverage regulated funds (guarantee
funds) the managing entity usually delegates the system’s plan of action, both the
analysis and granting of the operation and the recovery of defaults, to financial entities
or non-regulated financial intermediaries. They generally operate through three
mechanisms: individual guarantees, portfolio guarantees
predominate) and intermediary guarantees.

(these guarantees
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Graph 2 shows the great world repercussion of guarantee societies schemes
compared with other guarantee programmes. These data are not surprising, since the
activity developed by the Japanese system and European systems make the scales
incline towards these schemes. Likewise, in guarantee programmes, the activity
developed by the SBA’s guarantee programme in the USA and Canada constitutes a
great part of them.

Graph 2: Percentage of schemes regarding the number of micro and SME’s, the
guarantee activity and the number of entities in the world

REPARTO EN% DE MIPYMES POR MODELO ~ REPARTO EN % DE ACTIVIDAD PORMODELO ~ REPARTO EN % DE ENTES POR MQODELD

\ 5
76.5%

PG
735%

Source: Own elaboration. GP = Guarantee programme and GS = Guarantee society

Regarding the percentage of micro and SME’s classified according to guarantee
models, it can be observed that Guarantee Schemes are the most important ones
worldwide, whereas in some continents like Latin America, guarantee programmes
stand out. Regarding the percentage of guarantees granted (activity) this is also
observed. Finally, regarding the number of entities, Guarantee Schemes are more
important both worldwide and in Latin America.

The map of European guarantee systems/entities, graph n°3, clearly shows the
predominance of guarantee schemes over guarantee programmes. This situation will
be more evident regarding the activity, as graphs will show in the following pages of
this paper.
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Graph n° 3: Distribution of guarantee systems/schemes/entities in Europe per
country, according to models

Without guarantee schemes
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. Mutual guarantee societies

<

Corporate guarantee
societies

Source: Own elaboration

2.2.3. Proposal for a glossary of definitions of guarantee systems/schemes

It is really important and necessary for specific concepts of the guarantee
activity to be defined and interpreted in a homogeneous way. With the diversity of
existing languages, it would be very complex, insecure and ineffective not to make an
effort to define basic concepts of the guarantee system/scheme activity. It is therefore
necessary to define, agree on and use at least a basic international glossary of
definitions and common terms:

- “GUARANTEE SCHEME”. Guarantee schemes are financial intermediaries that
make it possible to match the credit supply and demand to promote the access of
micro and SME’s to financing and in some cases, to public procurement. They are
generally not aiming at profit, within a space shared by the sector of micro and SME’s,
the financial and the public sectors.
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Guarantee schemes may initially be grouped into two different basic
categories, forms or models, called guarantee societies and programmes, which are
defined below:

- " GUARANTEE SOCIETIES”" develop their activity based on a private legal

framework. They are the result of a social agreement among shareholders, under the
form of a corporation or regulated institutions (for instance: foundations). Resources of
the corporate capital are mixed, private and/or public, with a non-temporary character.
Partners participate in management and the decision-making process through
governing bodies. The exclusive corporate purpose is to grant guarantees.
- “Mutual Guarantee Societies’” are the common initiatives of a group of
independent micro and SME’s and/or their representative organizations aiming at
giving a collective guarantee to credits’® granted to their members, thus participating in
the forming, sustainability, decision-making and management of the guarantee scheme
together with other public and financial partners, if any. Its philosophy is based on the
mutualism of responsibility, decision-making of parties, the fulfiiment of competition and
market economy rules. They may however get and obtain public support’’.

- Corporate Guarantee Societies: develop their activity based on a private
legal framework. They are the result of a social ag reement among shareholders, under
the form of a corporation or regulated institutions (for instance: foundations).
Resources of the corporate capital are mixed, mostly coming from the public or
financial sector, with a non-temporary character. Partners participate in management
and the decision-making process through governing bodies. The exclusive corporate
purpose is to grant guarantees.

“ Among them, corporations of any kind with the corporate, institutional, normative and operational
purpose to grant guarantees to micro and SME’s. For example, the Spanish MGS: IBERAVAL, SGR; the
French MGS: SIAGI; the Portuguese SGM: NORGARANTE - SGM, SA.; the German Birgschaftsbank:
Burgschaftsbank NRW GMBH; the French SOFARIS; the Hungarian HITELGARANCIA, the Japanese
CGC’S; the Argentinean GARANTIZAR, SGR; the Colombian FNG, SA, efc.

15 Great distortions of this definition are observed in the international context, since it is often confused due
to its different uses. For example, Guarantee Funds as such are entities, which are decisively
corporations (limited companies, joint stock companies, cooperative societies, whose capital may be
supplied by private and/or public entities) or foundations, just because the terms “Guarantee Fund” are
included in their name (for example, the three Romanian companies —called “Guarantee Funds”- or the
Hungarian AVHGA, the Lithuanian Rural Credit Guarantee Fund and INVEGA, the Colombian Fondo
Nacional de Garantia, SA, etc.).

% In some systems granting technical guarantees and financial advising is included in the corporate
purpose of MGS.

" Pombo P. and Douette A. (2005) AECM
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- “GUARANTEE PROGRAMMES "' the guarantee activity is developed within
the legal or normative framework of a public or administrative law institution, through
institutional regulations or programmes resulting from an administrative and/or
governmental decision. Public, limited and temporary resources are provided to the
activity of the guarantee entity/body (public agency, public financial institution or
ministerial department, etc.) that administers them, generally as an autonomous liquid
patrimony (sometimes called "guarantee fund"). The guarantee activity is not exclusive,
but shared with the related institution. Supervision is carried out according to the rules
of the public accounts and/or the character of the entity executing the programme.

In the guarantee programme scheme, as in the case of guarantee societies
scheme, there is also a dual classification of the guarantee programme managed by
specialized public institutions and the guarantee programme managed by public
administration bodies.

- Guarantee programmes managed by specialized public institutions: the
guarantee activity is developed under the legal or normative framework, institutional
regulations or programmes of a public or administrative law institution specialized in the
economic promotion of micro and SME’s (public agency, public financial institution,
etc.) towards which technical management and commercial activities are decentralized.
The financial responsibility of the guarantee activity is in the last resort based on the
public budget that the programme created. The guarantee activity is not exclusive, but
is shared with the activity of the related institution.

- Guarantee programmes managed by public administration bodies
(ministerial departments, etc.): the guarantee activity is developed under the legal or
normative framework, institutional regulations or programmes, of a public or
administrative law institution as a support or public service (generally a ministry and/or
its departments). The financial responsibility of the guarantee activity is in the last
resort based on the public budget that the programme created. The guarantee activity
is not exclusive. It is a public service for governmental support.

The following is an autonomous capitalization figure of resources that usually
appears in the so-called guarantee programmes:

18 As in the case of guarantee societies, we should be careful with the use of the term guarantee
programmes. . It is often confused because of its different uses. For example national and/or regional
Guarantee Programmes are called Guarantee Funds, just because resources are instrumentalized
under the name of Guarantee Funds (which is its capitalization formula). In short, these public resources
for guarantees are finally instrumentalized through a State, regional agency, a bank, a ministry, a public
financial company, a fideicommissum, etc. For example in Austria, AWS; CMZRB in the Check Republic;
FINNERVA in Finland; SEF in Slovenia; Interbank Fund in Italy; SZRB in Slovakia; BBMKB in the
Netherlands; SFLG in the United Kingdom; SBA in the USA; Small Business Loans Act in Canada;
NAFIN in Mexico; FOGAPE in Chile; guarantee programmes of the Secretariat of Economy in Mexico,
through NAFIN and Fundes, etc.
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- “Guarantee fund’®. It is a provision of liquid financial resources, which give
guarantee coverage to a portfolio of financial operations of micro and SME’s with specific
characteristics (it is a way of capitalization to the guarantee activity, a sort of corporate
capital in corporations). It may be either regulated and a regulated fund, even
autonomous, or it may also be the expression of a balance sheet account.

The glossary of terms may also include the following definitions:

- "GUARANTEE SYSTEM"?. It is a set of entities/institutions that form or develop the
activity of granting guarantees to micro and SME’s in a territory, usually national, within
a specific institutional or normative framework.

- " GUARANTEE FEDERATION / ASSOCIATION / NETWORK"?'. It is a group of
guarantee societies/entities/institutions under the legal form of a guild (sectorial) or an
employers’ professional association or network in a territory (regional, national,
international, etc.). For example the Spanish Confederation of Mutual Guarantee
Societies (CESGAR) in Spain, Federation des SOCAMA in France, Verband der
Biirgschaftsbanken in Germany, Fedart Fidi in Italy, the European Mutual Guarantee
Association (AECM), the Asian Credit Supplementation Institution Confederation
(ACSIC), Red Iberoamericana de Garantia (REGAR), etc.

- " COUNTERGUARANTEE SOCIETY / COUNTERGUARANTEE”* It is a
society/entity giving coverage to institutions that operate at the fist level to develop their
activity to grant guarantees to micro and SME’s. These are societies/entities created on
a public initiative, with the aim of supporting the development of the guarantee
system/scheme, absorbing a part of the risk it guarantees, thus multiplying their possibilities
of action. It may be a legal entity responding with its own capital or constitute an
autonomous liquid patrimony, administered by specialized entities.

% Their first meaning in mutual systems was an independent patrimony of companies supplied by
users/beneficiaries. They have recently become patrimonial situations within companies as
Technical Provision Funds, which may receive contributions from different actors. (Not to confuse
with the use of “guarantee fund” in some corporations).

2 |t means the institutional framework of the guarantee activity formed by the group of institutions taking
part in it For example: the Spanish MGS system is composed of MGS'’s and the Compafiia Espafiola de
Reafianzamiento (CERSA), not to forget its relationship with the EIF and some regional
counterguarantees, etc. The Portuguese MGS system is composed of SPGM'S and the
Counterguarantee Fund FCGM, which is in turn managed by the SPGM Societade de Investiment SA. In
other cases the system is unilaterally composed of MGS'’s or in coexistence with other institutions, etc.

2tis basically a guild or an employers’ professional association or network (sectorial).

2 The Compafiia Espafiola de Reafianziamiento CERSA, the Portuguese SPGM, Societade de
Investiment SA, etc., the Counterguarantee Fund FCGM, which is in turn managed by SPGM Societade
de Investiment SA. Also the European Investment Fund EIF covers risks directly to guarantee entities or
indirectly to counterguarantee entities or counterguarantees, within the framework of programmes of the
European Commission, like MAP.
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3. RESEARCH INSTRUMENT

3.1.  Structure of the survey

The study of guarantee systems in Europe has been carried out through a survey. The
survey is divided into five sections:

eLegal and normative system.
eCounterguarantee.

eRelationship with the financial system.
eProducts and operations.

e¢Main magnitudes.

As a general rule in the final survey, answer choices have been increased, thus
becoming clearer, in order for the people interviewed to understand the survey easier,
thus simplifying many answers. The word “main” has also been used, underlined, so
that the person interviewed chooses one answer among the different choices, when
one alternative is the most frequent one in a set of possible alternatives to the same
question.

3.2. Sample and statistical instruments

The sample, which practically coincides with the population, is composed of 30
representatives of guarantee entities/systems that are members of the European
Mutual Guarantee Association (AECM), besides twenty additional systems/schemes
existing in the rest of European countries. There are no initiatives in Ireland and
Norway and no information is collected on Cyprus, Ukraine, Belorussia, Moldavia,
Albania and Macedonia, even though in the latter there are guarantee programmes for
investments of foreign companies, which operate through an agency or a development
bank financed by the World Bank (for example: the programme of the Albanian
Guarantee Agency (AGA).
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Table 6: Guarantee schemes, systems and entities: seniority and number

SCHEME / SYSTEM / N° N°
ENTITY Country Year | ents. SCHEME / STSTEM / ENTITY Country Year ents.
A.W.S. Austria 2001 1 SZRB Slovakia 1991 1
Birgschaftsgesellsch Austria 1954 4 SGR / CESGAR Spain 1978 22
SCM / MOB Belgium 1929 6 Teskomb Turkey 1951 943
Sowalfin Belgium 2002 1 Kredi Garanti Fonu Turkey 1991 1
CMZRB Czech Rep. | 1992 1 | TOTAL AECM 1.536
KredEx Estonia 2000 1 Fonds Bruxellois de Garantie Belgium 1959 1
Finnvera Finland 1999 1 Guarantee Fund For Microcrediting | Bulgaria 2001 1
Socama France 1917 40 |[|HAMAG Croatia 1994 1
Siagi France 1966 1 Vaekstfonden Denmark 2000 1
Sofaris France 1982 1 Tempme, SA Greece 2004 1
Birgschaftsbanken Germany 1949 24 | MGC Hungary 2001 7
Hitelgarancia Hungary 1992 1 Latvijas Garantiju Agentura Latvia 2003 1
AVHGA Hungary 1991 1 MC Et D" Aide Aux Artisans Luxembourg 1949 2
MVA Hungary 1991 1 Guarantee Scheme Malta 2005 1
Fedartfidi Italy 1957 | 289 | SNA BBMKB Netherlands 1987 1
Federconfidi Italy 1957 81 |[NCGF - KFPF Poland 1994 1
Fincredit Italy 1957 25 |PLGA Poland 1994 61
Federasconfidi Italy 1957 50 | Regional Guarantee Funds Russia 1995 11
Federfidi ltaly 1957 | 30 |GF Serbia 2003 1
Fondo Interbancario Italy 1961 1 RCZRA Slovenia 1997 11
Invega Lithuania 2001 1 SEF Slovenia 2004 1
Rural Guar. Fund Ltd. Lithuania 1997 1 SKGF Sweden 1999 8
SPGM / SCM Lithuania 1994 4 CCAM Switzerland 1930 12
Rural FGC Romania 1994 1 SAFFA Switzerland 1931 1
RLGF SMEs Romania 1993 1 SFLG United Kingdom 1981 1
NCGF Romania 2001 1 |TOTAL SAMPLE 1.661

Source: AECM and own elaboration

Once data obtained have been analysed from the questionnaire, we have asked
some of the people interviewed about the reasons why they did not answer specific
guestions and we have additionally explained some misinterpreted concepts on the
initial survey. Although the number of remarks is limited, these are representative,
since the survey is very close to the population. Therefore, it is not necessary to
extrapolate results.
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4. RESULTS

Results of this paper have been divided into six groups. The first of them
presents the main descriptive results at a global level, which reflect the types of
European guarantee systems/entities. The second group then shows the differences
among the guarantee systems/entities, depending on the participation of the public or
private sector. The third group presents the differences between mutual and non-
mutual systems/entities. The fourth group studies whether systems/entities where there
is a specific regulation have caused differential characteristics. Fifthly, we will observe
whether the most new systems/entities are different from the old ones. We will finally
carry out a geographical analysis of entities, distinguishing from those belonging to the
old EU15 and the rest of countries.

Each group will in turn present a similar analysis scheme, organized into seven
titles: 1) institutional framework, 2) user activity and scope, 3) source of resources and
decision-making, 4) characteristics of the counterguarantee system, 5) relationship with

the financial system, 6) characteristics of products and services and 7) main indicators
of the system impact.

4.1. Guarantee systems in Europe
A) Institutional framework

The institutional framework of guarantee systems/schemes is one of the first
reasons why we consider this activity a State issue.
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Table 7: Number of systems per country, starting date and existence of a specific
legislative framework

Country Beginning of the Number of Specific regulation in
first system systems/schemes any system
Austria 1954 2 Yes
Belgium 1929 3 Yes
Bulgaria 2001 1 Yes
Croatia 1994 1 Yes
Czech Rep. 1992 1 No
Denmark 2000 1 Yes
Estonia 2000 1 Yes
Finland 1999 1 Yes
France 1917 2 Yes
Germany 1949 1 No
Greece 2004 1 Yes
Holland 1987 1 Yes
Hungary 1991 4 No
Italy 1957 2 Yes
Latvia 2003 1 No
Lithuania 1997 2 No
Luxembourg 1949 1 No
IMalta 2005 1 No
Poland 1994 2 No
Portugal 1994 1 Yes
Romania 1993 3 Yes
Russia 1995 1 Yes
Serbia 2003 1 Yes
Slovakia 1991 1 No
Slovenia 1997 2 Yes
Spain 1978 1 Yes
Sweden 1999 1 Yes
Switzerland 1930 1 Yes
Turkey 1951 2 No
United Kingdom 1981 1 No

Source: own elaboration.

Graph 4 shows the proportion of guarantee schemes/entities operating under a
guarantee system, that is, within a legal framework, which promotes the development
of homogeneous guarantee entities (for example the French MGS), versus other
guarantee schemes/entities, which are simple individual and independent entities (for
example the French SOFARIS, SA). The latter represent 60% versus 40% of the
former.
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Graph 4. Percentage of entities depending on the type of operational framework
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As shown in graph 5, guarantee systems and entities in the European Union are
regulated by specific regulations (62% of the cases). This result shows the fact that in
many States, the guarantee issue deserves special governmental or State attention.
Table 7 shows the presence of systems/entities in different countries. As it was
mentioned before, we have identified initiatives in 30 European countries. There is no
initiative in Ireland and Norway and we have no information on Cyprus, Ukraine,
Belorussia, Moldavia, Albania and Macedonia.

Graph 5. Percentage of entities depending on the type of legislation
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Their legal form is however varied. The main legal form is mutual society (38%),
followed by non-mutual corporations (28%) and then public law institutions with an
equivalent percentage (28%). The first two constitute 66% of the total of the so-called
guarantee societies. Among the entities regulated as foundations we can find: AVGHA
(Hungary), MVA (Hungary) and KREDEX (Estonia). This type, added to the latter ones,
constitutes 72% of the total, which means that the so-called guarantee programmes in
Europe would constitute a percentage of 28%.
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Graph 6. Percentage of entities depending on their legal form
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That is, the solutions to the guarantee problem can be found in private formulas
(regardless of the source of resources) or public formulas. Among the former this can
be solved with associations of beneficiaries (mutual form) or with non-mutual

corporations.

On the other hand, as shown in graph 7, entities are not necessarily financial
entities or entities classified as such (50%), neither are they mostly subject to the
regulation of the financial system (54%) and the financial supervisor (49%). Only in
40% of systems, guarantees provided are certified and weighed and it can be observed
that only 52% of guarantees would be certified and weighed to reduce call for capital or
provisions of lending banks.

Graph 7. Percentage of entities depending on their relationship with the financial
system regarding certain characteristics
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Characteristics of guarantees are quite homogeneous. They are direct
guarantees (individual guarantees must represent a direct protection in the name of the
guarantor), explicit guarantees (credit protection must be linked to specific risks; their
scope must be clearly defined and incontrovertible) and irrevocable guarantees (no
contractual clause can allow the guarantor to unilaterally cancel the credit coverage, to
increase the protection cost, to restrict the maturity of the claim and to impede a
payment at the appropriate moment) in more than 64% of the cases. 48% of
systems/entities however have unconditional guarantees (no contractual clause can
allow the guarantor not to pay appropriately in case of non-payment) and in 58% of
cases they recognize them to be feasible (in all competent jurisdictions). It is however
evident that there is no clear perception of these situations.

Graph 7 shows a significant reduced number of entities that recognize to be
certified by quality standards; these specifically are: AVGHA (Hungary), CESGAR
(Spain), Hitelgarancia (Hungary), NCGF (Romania) and TEMPME (Greece).

Graph 8. Percentage of entities depending on the types of guarantees
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Entities are usually subject to external audit (82% of the cases). Only in 55% of
the cases do they have internal auditors, as a means to review their internal control
systems. In many public sector controlled organizations, public sector audits replace
external audits. Only the corporation PLGA (Poland) explained it was not externally or
internally audited, nor by the public sector.
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Graph 9. Percentage of entities depending on types of audit
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B) User activity and scope

Most systems/entities are exclusively devoted to the guarantee activity (68%).
One third of systems/entities are to an important extent (30%) and to a non-important
extent (2%) devoted to guarantee, such as MVA (Hungary). Most mutual societies
exclusively focus on the guarantee activity. In the rest of cases, there is not a clear
model and consequently it is deduced that guarantee programmes are channelled
through institutions that perform other kinds of activities, such as development banks or
agencies, public or ministerial bodies, etc.

In these cases, for example in public banks, granting credits is complemented
by the activity of granting guarantees.

Graph 10. Percentage of entities depending on the exclusivity of the guarantee
activity
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Beneficiaries use to be micro and SME'’s, since the policy to access guarantee
is implemented to solve the problem to access financing by micro, small and medium-
sized enterprises. This is why it is not strange to observe the practically null attention
paid to large companies by guarantee systems in Europe (only AWS in Austria, RLGF
in Romania and NCGF-KFPF in Poland do grant guarantees to large companies).

Microenterprises are excluded in the following systems: AWS (Austria),
Guarantee Scheme (Malta), Kredex (Estonia), MVA (Hungary), Rural Credit Guarantee
Fund (Lithuania), SEF (Slovenia) and SOFARIS (France).

There may be different reasons; for example, the AWS in Austria focuses on
small, medium and large enterprises, since another system in the country is devoted to
microenterprises. There is a similar case in France, where SOCAMA basically grants
guarantees to microenterprises, whereas SOFARIS is focused on SME’s. In some
cases like SAFFA (Switzerland) or Guarantee Fund for Microcrediting (Bulgaria),
systems are oriented towards microenterprises.

Graph 11. Percentage of entities depending on the size of beneficiaries
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Schemes use to have a national (62%) or regional scope (22%) and, to a lesser
extent, local (16%). Examples of local systems are the Italian funds (Fedarfidi,
Federasconfidi, Federconfidi, Federfidi, Fincredit-Confapi), the Polish PLGA and the
Turkish TESKOMB.

Local systems do not necessarily operate in one single town, but they may

operate in several towns through local entities. It can be observed that national
systems present a much lower average of entities (1.23 entities) than those of a
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regional scope (12.09 entities) and the latter present, at the same time, a lower number
than local systems (211.29 entities)®.

Graph 12. Percentage of entities regarding their geographical action scope
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It is also observed that systems/entities have an intersectorial character (86%).
Examples of agricultural or rural systems are the Italian Guarantee Interbank Fund, the
rumanian FCGR, the hungarian AVHGA and the Lithuanian Rural Credit Guarantee
Fund.

Graph 13. Percentage of entities regarding their sectorial action scope
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The indefinite character of resources in the guarantee scheme® shows that
there is a will to persist in 72% of systems/schemes. In turn, systems with temporary
and limited resources share the public origin of resources.

% Certain territorial complementarities can be observed; for example, AWS in Austria operates at a
national level; however, Blrgschaftgesellsch, which is also Austrian and focuses on micro and SME's,
only operates at a regional level.
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Graph 14. Percentage of entities in terms of time
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C) Source of resources and decision-making

The source of resources is also important when determining whether it is a
State issue, as observed in graph 15. 46% of entities only have public resources and
12% of entities have mixed resources with majority public. Compared with this
percentage of 58%, 28% is private and 14% has mixed resources with majority private,
which amounts to 42% of mostly private resources.

Graph 15. Percentage of entities regarding the source of resources
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This composition regarding the source of resources means that, as an average,
56.53% of resources come from a national public source. This amount should be
added to 5.18% coming from international public donors. Other resources come from

% Corporate schemes have an indefinite character, with a will to persist from their formal
constitution, whereas resources in public programmes have a strong temporary character.
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the business community (24.84%) and the private financial sector (13.44%). In mutual
systems the private business sector plays a predominant role, whereas in some non-
mutual guarantee societies financial systems play this role.

Graph 16. Percentage of resources coming from each sector

60.00% 56-53%
50.00%
40.00%
30.00% 24.84%
. (1)
20.00% 13.44%
10.00% : .
0.00 ‘ ‘
Intenational Public Private financial Bussiness
public donors institutions institutions community

Source: Own elaboration

In short, it seems evident that there is certain predominance of mostly public
systems/entities (58%) versus mostly private systems (44%).

The main support mechanisms of the public sector are: counterguarantee
programmes (56%), public contributions to the share capital (52%) and to Guarantee or
Technical Provisions Funds (48%); the rest of instruments are tax exemptions (26%),
grants to the service cost (34%) and contributions to expected losses (20%). In a great
part of cases, contributions to the risk coverage fund are integrated into the entity’'s
heritage (88%).

Graph 17. Percentage of systems/entities regarding support mechanisms
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Source: Own elaboration

The entity’s governing boards in corporate formulas are usually in charge of the
administration and the administration of managing entities in guarantee programmes of
specialized institutions.

Some guarantee programmes managed by public bodies usually have an
internal body or an external manager. Some examples of systems managed by third
parties are: SNA BBMKB (The Netherlands), Regional Guarantee Funds (Russia) and
Guarantee Fund for Microcrediting (Bulgaria).

Graph 18. Percentage of entities regarding the system’s administration
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A general characteristic is the moderate participation of beneficiaries in
permanent resources and governing boards (in both cases it is null in 58% and 52%,
respectively). Participation in the decisions to grant guarantees is also moderate (24%
of participation is direct and 20% is indirect™).

% “Direct” means the individual participation of companies in the guarantee system/entity. “Indirect” means
their participation through representative Associations or Chambers.
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Graph 19. Percentage of entities depending on the participation in resources,
governing boards and the decisions to grant the guarantee
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D) Characteristics of the counterguarantee system

The counterguarantee system is important because it enables redistributing the
risk, which leads to the guarantee activity. It is at this level where the governmental
support is obtained. Counterguarantee is usually coparticipative at different
geographical levels. In 56% of cases it usually comes from regional/national or
supranational levels. The European case is the only one worldwide, which grants
institutional counterguarantee at a supranational level.

Private counterguarantees are also shared with regional or national and

supranational counterguarantee programmes. The fact that 44% of guarantee
systems/entities do not have any kind of counterguarantees is significant.
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Graph 20. Percentage of entities regarding the origin of counterguarantees
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Source: Own elaboration

In most cases, counterguarantees might be recognized by Basel Il. Finally, as a
public support policy to guarantees, most systems/entities (85%) can grant
counterguarantees for free.

Graph 21. Percentage of entities depending on the characteristics of
counterguarantees
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Taking account that the maximum and average coverage percentage of
counterguarantees is higher than 50% of guarantees, with some standard deviations of
30% of the average value, we can state that the counterguarantee mechanism is one
of the keys of the government policy regarding guarantee systems/entities in Europe.
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Graph 22. Average percentage of the counterguarantee coverage
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E) Relationship with the financial system

Guarantee receivers are usually financial entities (the banking and savings
banks industry in most cases). Other receiving entities are risk capital societies (28%),
other institutions (26%) and the public sector (12%).

Graph 23. Percentage of entities regarding the type of entities in favour of
borrowers
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There is not a clear situation regarding the type of responsibility for which the

guarantor is liable. The responsibility of systems/entities is usually joint liability in 54%
of cases, whereas it is respondent superior in 46% of cases.
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Graph 24. Percentage of entities depending on the type of responsibility for
which the guarantor is liable
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The most frequent type of payment demand is upon initial notification (56% of
systems/entities). The mode of payment is default in 68% and non-payment in 32% of
cases.

Graph 25. Percentage of entities regarding the type of guarantee demand
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Guarantees are usually individual (94% of cases) versus portfolio guarantees or
intermediaries as guarantor.
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Graph 26. Percentage of entities depending on the guarantees mechanism
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Relationship with the financial industry is a multibank relationship (94% of
systems/entities). Monobank relationship with a credit network or institution is not very
common. The Federation of SOCAMAS in France is its main exponent.

Graph 27. Percentage of entities regarding the type of relationship with the
financial industry
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The procedure of operations analysis is internal in 84% of cases and delegated

to the financial institution, which grants the credit, in 14% of cases. MVA (Hungary) is a
guarantee entity that outsources the operation analysis.
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Graph 28. Percentage of entities depending on the procedure of operations
analysis
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Guarantees usually cover the principal and current interests (40%). In many
cases they additionally cover delay (32%); only in 28% of cases do they include the
principal of the operation.

Graph 29. Percentage of entities depending on the guarantee concepts
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The average percentage of the maximum coverage is 77% of operations, with a
reduced standard deviation of 13.17%. In turn, the average of the usual coverage
percentage is 62.88% of the operation amount, also with a reduced standard deviation
of 18.14%. This clearly means sharing operation risks with the entity receiving the
guarantee. Specifically, 12.2% of systems/entities only cover 100% of the operation
amount, all of them with a mutual character; 14.3% provide coverage from 75% to 99%
of the guarantee, half the systems/entities of this group also being mutual societies;
most of them (57.10%) cover between 50% and 75% of the guaranteed amount and
16% of entities cover less than 50% of the operation amount.
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Graph 30. Mean percentage of the maximum and average operation coverage
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Graph 31. Systems/schemes depending on the mean percentage of operation

coverage
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F) Characteristics of products and services
Guarantees offered by entities and systems, as shown in graph 32, are:

financial guarantees (100%), technical guarantees and financial advisory services
connected to the guarantee operation (in 24% and 32% each, respectively).
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Graph 32. Percentage of entities depending on the type of products and services
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Application of guarantees to investments in fixed assets is possible in all

systems, to working capital (84%), to leasing operations (52%). It can only be applied
to export operations in 10% of cases, to risk capital in 18%, to public bidding in 24%.

Graph 33. Percentage of entities depending on the application of products and

services
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The price policy is heterogeneous. The cost is fixed for all operations in 51% of

cases, whereas in 37% of cases it is a different cost, the main criteria being the amount
and term of the operation. 12% of entities apply a mixed cost system. In short, 49% of
systems operate with a different cost.
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Graph 34. Percentage of entities depending on the price policy
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The raiting and the amount of expected losses still constitute a low percentage
among the factors of price differentiation, but it will surely become more important

when the Basel || Accord comes into force.

Graph 35. Percentage of entities depending on price differentiation factors
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In 94% of cases, the user has some costs. These can be contributions to own
resources (average of 2.36% of the formalized amount with a high standard deviation,
2.19%) or to the Guarantee Fund (average of 0.81% of the formalized amount with a
standard deviation of 0.75%) or commissions. Average commissions of the
study/management of the financial guarantee are 0.9% (with a high standard deviation
of 1.03%), whereas the average commission on financial guarantees is 1.66%. The
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average commission of the study/management of the technical guarantee is 0.47%,
whereas the technical guarantee commission amounts to 1%.

The following entities do not charge any cost to user micro and SME’s: SNA
BBMKB in The Netherlands — which charges this cost to the financial entity—, RCZRA
in Slovenia and EGS in Malta.

There are four cases where the financial entity receiving the guarantee pays for
the guarantee coverage: SNA BBMKB in the Netherlands (3.6%), Hitelgarancia in
Hungary (1%), Fonds Bruxellois de Garantie in Belgium (0.6%) and MAA in
Luxembourg (1%)

Graph 36. Average prices per cost and products
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The average maximum term of the guarantee granted in months is 123 months,
whereas the mean average term of the guarantee is 60 months. Therefore, we can
state that guarantees are granted in the long term and basically back operations of that
nature.

Graph 37. Mean maximum and average terms of operations guaranteed (months)
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The average of the maximum amount guaranteed is 635,708 €, whereas the
average of the mean amount guaranteed is 114,899 €. In 80% of cases the
predominant term of the portfolio is the long term (more than 3 years).

Graph 38. Mean maximum and average amount of guarantees
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In 73% of cases, the access through the guarantee system/entity means
cheaper financial costs, which shows and proves that not only do guarantee
systems/entities enable to access financing, but they also play an important role in
financial costs saving in the long-term access.

Graph 39. Percentage of entities depending on the financial cost saving of
operations
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G) Activity data on entities and systems

Table n° 8 describes the main characteristics of systems/entities. Average
seniority is 24 years (with a standard deviation of 24 years). The average number of
entities composing each system is 34. There is however a high standard deviation. As
an average, there are approximately 76,107 beneficiary companies of European
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guarantee systems/entities, although in this specific case standard deviation is very
high.

The average permanent resources (capital) of systems/entities, in thousands of
euro, amount to 97,595 € and the average guarantee portfolio is around 948.04 millions
of euro. During the last year, these systems/entities formalized 393.35 millions of euro
of guarantees (41.49% out of the total portfolio).

Table 8: Activity data on entities and systems for the last year available
(2003 or 2004)

GENERAL INFORMATION ABOUT THE SYSTEM/ENTITY Mean Std. Dev.
Average antiquity 1,981 24
Number of guarantee entities involved 34 140
Number of micro, small and medium-sized business beneficiaries 76,107 244,031
Own funds or capital (equity) in the guarantee system/entity (in thousands of €) 97,595 144,807
Outstanding guarantees (in thousands of €) 948,043 1,733,913
Amount of total guarantees granted in the last year (in thousands of €) 393,348 638,227

Source: Own elaboration
H) Summary

European guarantee systems/schemes show a certain tendency for a type of
legislation or a specific law for activity development and mutual societies. This
tendency does not exist in relation to the certification as financial entities, although half
of systems/schemes are in that situation, as well as being, with a stronger tendency,
under the financial regulator.

Systems/schemes operate predominantly, in the development of their social
nature exclusively in the ambit of guarantee activity. Such systems/schemes mainly
target small business and also notably micro-companies and medium-sized
enterprises, all within an indefinite temporal horizon.

They main geographic scope is centered on the national level, with an
intersectorial character. They also have a greater amount of public sector resources,
followed by resources from the business community, financial institutions and some
international public donors.

Within the roles of the public sector the most relevant one is its performance in
contributions to share capital, with a predominance of counterguarantee coverage. This
is the main support mechanism for guarantee systems/schemes, with an exclusive
participation of the public sector, and in very few cases, with the involvement of the
private sector. Its average coverage is close to 60%, although in 44% of cases there is
no counterguarantee present.

72



There are several situations in which micro and SMEs beneficiaries take part in
shared capital, governing boards and decisions to grant the guarantee, though this last
one is non-existent in over 55% of cases.

The receivers of guarantees are usually credit entities, showing only a small
number of exclusive relationships with a single creditor entity. We mainly find the
individual guarantee mechanism that implies a very high percentage of operational
internal analysis. Joint liability guarantee is slightly predominant, together with the
payment of defaults, and those upon initial notification. The coverage of the principal
and current interests is relevant, where 84% of operational costs are covered.

There is a tendency towards financial guarantees, mainly covering operations
aimed at investments in fixed assets, working capital and leasing operations. However,
almost a third of guarantee systems/schemes work with technical guarantees or offer
financial advice.

In most cases (94%) the operations incur a fee payable by the SMEs, where
fixed costs appear in 51% of cases. Amongst price differentiation factors we find the
amount, term, and the object or purpose of the operation.

Within cost concepts of mutual systems/schemes we find as additional financial
contribution, the transitory contribution to guarantee entities’ own funds. Overall, we
see a cost between 1.75% — 2.00% in financial guarantees and between 1.00% -
1.50% in technical guarantees.

On the other hand, micro and SMEs obtain a financial cost saving higher than
2%, by means of credit access through guarantee systems/schemes.

The average term for guarantees is 60 months, with an average cost of 115,000
euros. In Europe there are a higher percentage of individual guarantees as opposed to
systems (entity schemes that work under the same legal framework). However, the
latter have a higher number of entities that provide more activity from micro and SMEs
beneficiaries, permanent resources, and a stronger guarantee portfolio.

In European guarantee systems/schemes/entities there is an average antiquity
of 25 years. This confirms that policies in relation to credit access, by means of
guarantee, offers long lasting results. For this reason it must go beyond any political
debate and be considered as an authentic State policy.

4.2. Participation of the public and private sectors in the source of resources
(executive summary of annex n° 1, graphs n° 40 to 81)

The role played by the public sector in the guarantee activity is materialized in
different lines of action. It can be stated that the most outstanding one is the
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establishment of a counterguarantee system that enables to share and eliminate risks
taken by the system’s entities. Another important line of action is the promotion of the
guarantee entities, by participating in their resources. Alternatively, the line of action
could be the development of a system with the participation of the private sector. This
latter system would be composed, with the participation of beneficiaries, on the basis of
commercial schemes, which enables better access to guarantees by micro and SME's.
In other cases, some entities are formed on the basis of corporations whose main
shareholder is the public sector, as well as the financial sector.

This section will show the differences between both models, one of them with
direct involvement of the public sector in the resources of systems/entities and another
one supported with private resources, where the invitation to tender by the public
sector is critical through the counterguarantee of operations.

Table 9 of annex 1 (page 87) presents and identifies systems/entities whose
capital is mostly public and private.

Guarantee systems/entities in Europe have certain characteristics depending
on the public or private origin of the capital.

Mostly private systems are usually channelled through mutual societies,
whereas mostly public systems use both public and private legal figures (societies).
Specific Legislation is clearly more frequent in mostly private systems than in mostly
public systems. There is not a clear scheme regarding their consideration as financial
entities in mostly public systems or in mostly private systems.

These systems/entities are usually indefinite, operate at a local level using a
greater number of entities, reach smaller beneficiaries, their volume of operations is
more reduced and they have a greater capitalization than mostly public systems. This
is because the participation of the private initiative takes place in traditional systems.

From an operational point of view, mostly private systems exclusively focus on
granting guarantees; however, because of the type of operations guaranteed and the
entities they cover, mostly public systems seem more specialized. On the other hand,
the participation in the activity requires greater involvement of beneficiaries in mostly
private systems.

Mostly public systems do not usually have as much access to
counterguarantees as mostly private systems. This is precisely the basic support axis
of guarantee schemes, with the almost exclusive participation of the public sector and
in some specific cases, the private sector.
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Finally, significant differences have not been observed in the analysis concept
regarding the definition and characteristics of a financial entity, the guarantee
percentages, terms or costs of the guaranteed operations.

4.3. The participation of beneficiaries in guarantee entities: mutual versus
non-mutual entities (executive summary of annex n° 2, graphs n° 82 to 123)

The participation of the business sector in guarantee entities has taken place
through mutual models, where the beneficiary of the guarantee supplies share capital.
Table 10 of annex 2 (page 114) shows mutual and non-mutual systems of European
systems/entities.

Mutual systems can be found in countries like France, Belgium, Luxembourg,
Germany, Switzerland, Italy, Spain, Portugal, Sweden, Hungary or Turkey. The
continental core seems clear. We can also observe the scarce, almost null presence of
this scheme in Eastern European countries.

The development of a mutual system requires an organized business structure,
in a way that cooperation networks are established. On the other hand, the oldest
systems in Europe took mutualism as an organizational model. These two
circumstances are decisive to understand development and validity of this model in
Europe.

The first guarantee systems established in Europe had a mutual character; the
strong influence of the model on the development of guarantee systems in other
countries is not strange, especially those under a similar social and economic
framework.

As it has been mentioned before, the mutual model requires a consolidated
business structure and it is the instrument through which entrepreneurs and other
institutions try to solve the problems to access guarantees.

Mutual models developed in Europe have been strongly institutionalized with a
specific regulation and subject to the financial regulator. Mutual schemes are
exclusively devoted to the guarantee activity, unlike non-mutual systems where there is
a high percentage of schemes which do not exclusively focus on this activity.

Mutual systems, unlike non-mutual ones, are usually closer to businessmen,
since they satisfy the guarantee needs of entrepreneurs in near geographical scopes,
with a higher average of guarantee entity network. Businessmen participate in
resources, governing bodies and decision-making, either directly or indirectly.
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On the other hand, mutual systems are permanent initiatives with a strong
presence of the private capital and, to a lesser extent, of the public and financial sector.
The main public support to the guarantee activity comes from these schemes through
the counterguarantee of operations, usually of a public character.

Mutual systems, since they are developed in a geographical scope with a more
developed financial system, usually include a greater number of receiving financial
entities and a wider range of financial operations.

Guarantee operations provide a greater percentage of operation coverage,
although the guaranteed amounts are much lower, which shows greater involvement of
smaller entrepreneurs.

The total cost of coverage operations is similar in mutual and non-mutual
systems. However, in mutual systems they provide the additional temporary
contribution to the entities’ own resources, as additional financial contribution. On the
other hand, micro and SME’s in mutual systems get a higher financial cost saving in
loan conditions than in non-mutual systems.

Regarding the average volume of activity mutual entities have more own
resources; have a wider guarantee portfolio; reach a greater number of entrepreneurs;
and their guarantee portfolio increases more rapidly.

4.4. Historical evolution of guarantee systems: old versus new entities
(executive summary of annex n° 3, graphs 124 to 166)

The oldest guarantee system in Europe is the French scheme SOCAMA,
followed by the Belgian SCMOB and the Swiss CCAM and SAFFA (see table 11 in
annex 3, page 140). Previous to the Il European World War a pause occurred, where
guarantee systems/entities spread in Europe. The activity was restablished from 1949
in Luxembourg, Germany, Austria, and lItaly, etc, on the basis of corporations, of a
mutual character, with the only corporate purpose of the guarantee activity.

In short, the first experiences of guarantee systems were developed in Western
Europe. The existence of a market economy in this geographical area made it possible
for the first initiatives to be born and developed in this area. After the Fall of the Berlin
Wall it is the economies of Eastern Europe, together with countries with less developed
economies in Western Europe, which establish new systems.

The existence of an appropriate economic and financial environment with a

strong business structure encourages the development of guarantee systems. These
guarantee systems constitute an instrument to establish an effective policy for micro
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and SME'’s to access credit. The more this structure is consolidated, the greater the
success possibilities of guarantee systems will be.

The character of systems is determined by their tradition. To a certain extent,
we observe that the institutionalization level does not vary depending on the system’s
seniority. There are two models: one controlled by a specific regulation and another
one by a general regulation.

We however observe that mutual systems have a longer tradition in Europe and
they have recently coexisted with public models. The mutual model presents important
figures, but paradoxically it is not the most frequent model to face the social and
economic environment of Eastern European countries.

The most traditional or the oldest systems have a more permanent character
and a more limited geographical approach than new systems.

Support instruments are very similar both in traditional and new systems; it is
only important to mention that there is greater access to public counterguarantee in
older systems, thus replacing the low presence of the public capital with the source of
their resources.

The operation of systems/entities analyzed regarding these parameters is quite
similar, except for the fact that the price policy is usually different in new systems, the
price being fixed in old systems. Guarantees generally focus on the principal, interests
and even delays in old systems, whereas in new ones the group of entities only
covering the principal of the operation is very important. Maximum terms and amounts
of guaranteed operations are also higher in old systems and financial cost saving is
remarkably higher.

Finally, the size of traditional systems is much higher regarding the volume of
resources, the guarantees granted, the number of beneficiaries and the increase in the
guarantee portfolio, than that of new systems.

4.5. The establishment of guarantee systems at a geographical level: EU15
versus Eastern European countries (executive summary of annex n° 4, graphs
167 to 209)

European systems in Europe are homogeneously distributed among Western
Europe (represented by the EUL5 countries) and Eastern Europe (see table 12 in
annex n° 4, page 166). This homogeneous distribution means that in some Eastern
European countries the policy to facilitate access to guarantee has been considered an
essential instrument in the dinamization of their economies. As it was previously
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shown, this is because almost all European countries have some initiatives; even in
many of them several systems have been developed with their own characteristics.

Guarantees present some characteristics depending on the geographical area
where they develop their activity. The strong political division of social and economic
models during the 20" Century has resulted in two geographical areas with different
business realities.

The European case clearly shows how models of guarantee schemes depend
on the social and economic environment where they operate and the pursued
objectives. Where there is a consolidated business structure, the goal of schemes is
not to exclude businessman with a good project from the financing channels; on the
contrary, where the business structure is weak and not very well organized the goal of
guarantee systems may be the dinamization of the business activity.

We observe that there are certain differences in Europe coming from different
social and economic structures. In EU15, with a more solid business organization,
models show a greater economic participation of beneficiary entrepreneurs using
mutual systems with a permanent character and a more decentralized geographical
scope. On the contrary, in the rest of European countries with no well organized
business structure, the predominant model gets its resources from the public sector.

Systems in the EU15 are much more institutionalized and have a greater
presence of schemes with a specific regulation than in the rest of European countries.

In any of these two cases, participation of the public sector is important, either
supplying share capital to entities or through the counterguarantee of operations. In the
case of EU15 the public support is basically channelled through counterguarantees,
whereas the private sector supplies share capital to the system’s entities.

Regarding operation, the EU15 systems do not seem to be as much specialized
regarding the size of beneficiary entrepreneurs, the financial entities being covered and
the type of application of guaranteed financing. Greater development of these
economies shows a more sophisticated financing scene than in the rest of countries
with a more recent market economy.

The user pays a fixed price for the guarantee activity, whereas in Eastern
European countries the different-price model predominates.

In the EU15, financial cost savings are lower than in the rest of European

countries. The percentage of systems with a high savings/benefit rate in the financial
cost is remarkably higher compared with others that do not get any rate.
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Finally, the dimension of EU15 systems is remarkably higher than in the rest of
countries, since they are older.

5. CONCLUSIONS

This paper deals with the guarantee problem of micro and SME’s to access
financing within the context of the financial system. It is not strange to state that the
guarantee is a scarce good, especially well certified and weighed guarantees, thus
being really important in order for micro and SME'’s to access financing.

Identifying and establishing the real diagnosis of the problem to access
financing by micro and SME'’s is decisive for every public policy to be implemented.
This paper is aimed at clarifying the fact that it is not a question of solving a problem of
social and economic justice or a problem of difference in size, but it is really necessary
to solve a situation of market failure caused by international rules, which applied to the
financial system, make the access to financing by micro and SME’s difficult and cause
a situation of competitive inequality. The goal is to restablish equality in the market.

In this sense, international rules incorporated in the Basel Accords damage
micro and SME’s to a greater extent, since they usually lack the best certified and
weighed guarantees, and therefore, calls for capital or provisions for financial entities
are higher under these circumstances. Consequently, financial institutions optimize
their management for assets whose guarantees are well certified and weighed, since
they are an essential part of the formal financial business according to the Basel
Accord’s recommendations.

Problems of asymmetric information are also in the origin of the question, the
guarantee constituting one of the solutions to reduce the problems caused by this
asymmetry in information. On the one hand, it eliminates the negative economic
consequences caused by the adverse selection (selecting projects willing to pay a
higher interest rate, but with lower success probabilities), since the guarantor is
responsible for the repayment of credit. On the one hand, it eliminates the moral risk
(non-desired actions of the borrower that damage the repayment probability), because
the borrower is economically committed.

Standardization, by use or right, of the guarantee requirements by borrowers
excludes entrepreneurs with profitable projects, but without the solution (the
guarantee), thus distorting the normal operation of the market in the absence of
information asymmetry: the best project in terms of risk and profitability must get
financing at the lowest price. This effect caused by the general consideration of
guarantee as a solution is multiplied when it is also integrated into the requirements
weighed when assessing the call for capital and provisions of borrowers.
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Therefore, this results in a contradictory situation, where micro and SME’s are
considered essential for the development of the economic activity, the job and
entrepreneurs creation, etc. and on the other hand, they are competitively damaged by
some international rules of the financial sector.

This is the reality at the end of the 20" Century and the beginning of the 21%
Century. At other moments in the history of guarantee systems this was justified by
other reasons, although credit risk is the general rule that has always justified them.

The existence of systems enabling to access quality guarantees for feasible
business projects and the economy in general may have beneficial effects, and at the
same time may prevent feasible projects from being excluded from the credit system,
simply because entrepreneurs presenting them do not have enough guarantees, as
required by the financial system. This market failure makes it appropriate for the
Government to support the establishment of a guarantee system as a public policy
based on a well-made diagnosis.

Guarantee systems are aimed at being an instrument to favour the access of
micro and SME’s to financing, through an institutionalized channel of financing, which
is transparent and non-discriminatory, thus integrating them into the formal financial
circuit.

A scientific and collective effort is necessary to establish an international
terminology and classification in guarantee systems/schemes. One of the objectives of
this paper has been to study this issue in depth and make specific proposals.

When establishing classifications, two basic groups are structured: guarantee
societies and guarantee programmes. The former may be subdivided into mutual and
corporate societies. The latter option is subdivided into institutional guarantee
programmes and risk coverage funds.

Certain variables play a decisive role in their classification. Thus, the legal
personality, the source of resources, how the corporate purpose is executed and the
temporality of the activity are decisive.

Guarantee systems/schemes are not homogeneous and therefore do not have
the same quality, effectiveness and importance. Among the different models or
schemes, that of guarantee societies globally has the highest number of entities,
beneficiary micro and SME’s and level of activity. In its origin at the beginning of the
20™ Century the activity to grant guarantees to micro and SME’s was in fact developed
at a mutual company.

The formulas used are varied; in some cases they are called financial entities,
which favours the fact that guarantees will be recognized in the future by the
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requirements of the Basell Il Accord. The great number of entities organized on a
mutual basis is also remarkable, that is, involving the beneficiary agents in the
permanent resources, the governing boards, and usually in the decisions to grant the
guarantee.

Likewise, mutual systems, which are mostly private have a wide “spread effect”,
since they reach a great number of micro and SME’s with longer terms, even though
the guaranteed amounts are lower than in non-mutual schemes. That is, if the pursued
aim is to guarantee greater amounts, mutual schemes undoubtedly require greater
support from counterguarantee schemes. That is why the implementation of guarantee
policies gain effectiveness if the actors get involved, following a scheme like that
proposed in Graph 1, not to forget its limitations (basically lower maximum guaranteed
amounts) and requirements (counterguarantee schemes that enable to reduce risks).

Another important idea resulting from our study on the European case is the
fact that the policy on the access to financing through guarantees produces long-term
results; this is why it should go beyond the political debate and become a real State
policy.

The participation of the public sector must be perfectly designed according to
the pursued objectives. On the one hand, we can say from the European experience
that counterguarantee schemes are basic in the guarantee activity and this has in
Europe the supranational support by the European Investment Fund.

One initial definition of a European model of guarantee system/scheme could
be as follows™:

The European guarantee activity is based on a wide national consensus among
the public sector, the financial sector and the beneficiary or user micro and SME’s. It is
executed by specialized institutions. Guarantee systems are a part of the financial
sector, in accordance with the legal regulation and the financial supervision, which
leads to a condition of sustainability and mutual trust.

They develop their activity within the framework of the global economy,
complying with competition and market rules and proposing a better access to credit for
sustainable and feasible projects by micro, small and medium entrepreneurs of the
private sector.

Guarantee schemes are formed by a mixture of private and/or public initiatives
and usually involve entrepreneurs either directly or indirectly in the action, decision-
making and management mechanisms.

% pombo P. and Douette A. (2005) AECM
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Public aid provides balance, solidarity and support in order to reach higher
financial leverage and effectiveness.

A special characteristic of the European structure is the existence of national
counterguarantees, regional in some cases, and a supranational counterguarantee
platform organized and financed by the European Commission and handled by the
European Investment Fund (EIF).

In short, this situation confirms the fact that the implementation of a Guarantee
System needs a real and recognized State policy in favour of micro and SME’s, by
means of a quality institutional legislative framework based on an “alliance” among all
the agents involved. A guarantee system conceived without meeting the legitimate
interests of its actors (public, financial and business sectors) will never be effectively
developed. The State policy implies a will for the guarantee system to persist, fully
integrated in the financial systems of the corresponding country or territory, so its
definition and configuration cannot be questioned within the environment where it will
be developed.

It is very pleasing to observe the increasing expansion of guarantee systems
and their consolidation worldwide, thus confirming it is not a “fashion”. It is precisely in
the most economically developed countries where they are more intensively used
regarding resources and activity.
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ANNEX N° 1
PARTICIPATION OF THE PUBLIC AND PRIVATE SECTORS
IN THE SOURCES OF RESOURCES (Graph n° 40 to 81)
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PARTICIPATION OF PUBLIC AND PRIVATE SECTORS IN THE SOURCES OF
RESOURCES

The role of the public sector takes shape through a number of lines of
implementation in the guarantee system. The most important of which is the creation of
a system of counterguarantees that would allow the dilution or diversification of the
risks that the various entities of the system assume.

The other central line of implementation takes effect through the promotion of
the guarantee system’s entities themselves, by involvement in their funding.
Concurrent to this line of action is the development of a system in which the private
sector participates. Usually, this second system is based upon the involvement of the
beneficiaries themselves which allows the micro and SMEs improved access to
financing. In some cases, certain entities will adopt the structure of corporations, but
whose principal shareholder is the public sector.

In this chapter we are going to outline the differences between these two
models. The first involves the public sector directly in the funds of the entities, as
opposed to a second which benefits from private resources. The latter however, as we
will observe, depends a great deal on involvement of the public sector, through
counterguarantee operations.

Table 9 features the schemes/entities with equities that are mainly obtained
from private and public sources of financing. In accordance with this it must be
emphasized that the words “public” and “private” that appear in all the legends
featured, refer more precisely to the schemes/entities with a public or private majority.
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Table 9: Classification of entities according to resource provenance

Public

Private

AVHGA (Hungary)

X

AWS (Austria)

X

Birgschaftgesellsch (Austria)

CESGAR (Spain)

XX

CMZRB (Czech Rep.)

CSC (Switzerland)

FEDARFIDI (Italy)

FEDERASCONFIDI (Italy)

FEDERCONFIDI (ltaly)

FEDERFIDI (Italy)

FGCR (Romania)

FINCREDIT - CONFAPI (Italy)

XPXPXIX XXX

FINNVERA (Finland)

FONDO INTERBANCARIO (Italy)

FONDOS REGIONALES DE GARANTIA (Russia)

FONDS BRUXELLOIS DE GARANTIE (Belgium)

GF (Serbia)

GUARANTEE FUND FOR MICROCREDITING (Bulgaria)

GUARANTEE SCHEME (Malta)

HAMAG (Croatia)

HITELGARANCIA (Hungary)

INVEGA (Lithuania)

XX XXX XX PX P X

KGF (Turkey)

KREDEX (Estonia)

LATVIJAS GARANTIJU AGENTURA (Latvia)

XX

[MC ET D'AIDE AUX ARTISANS (Luxembourg)

[MGC (Hungary)

[MVA (Hungary)

NCGF - KFPF (Poland)

NCGF (Romania)

PLGA (Poland)

RCZRA (Slovenia)

XXX XXX

RLGF (Romania)

RURAL CREDIT GUARANTEE FOUND (Lithuania)

>

SAFFA (Switzerland)

SCMOB (Belgium)

SEF (Slovenia)

SFLG (UK)

SIAGI (France)

SKGF (Sweden)

SNA BBMKB (Holland)

SOCAMA (France)

SOFARIS (France)

SOWALFIN (Belgium)

SPGM (Portugal)

SZRB (Slovakia)

TEMPME, SA (Greece)

TESKOMB (Turkey)

VAEKSTFONDEN (Denmark)

\Verband der Biirgschaftsbanken (Germany)

Total

30

Source: Own elaboration
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A) Institutional framework

Graph 40 shows how the institutional framework of the entities and guarantee
systems depends on the public or private source of their funds. Proportionally entities
of a public majority resort less to a specific norm than those of a private majority, which
usually contain a specific norm charged with regulating them. These results seem to
indicate that the State tends to legislate in a particular way when the entities entrusted
with the granting of guarantees are of a private sector majority. However it is a clear
signal to the financial sector that these types of entities require specific legislation
designed to their purpose.

Graph 40. Percentage of public and private entities depending on the type of
legislation
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The public sector makes use of a variety of formulas for its participation in the
entities: corporations, regulated institutions (such as bank trusts) or public law
institutions. A substantial proportion of systems resort to private formulas of
management (43.3%). Such is the case in merchant associations where the ownership
of the entity remains in public hands. MGC (Hungary), for instance, is a cooperative
system which derives 95% of its financial resources from the public sector

When the private sector takes action it is usually with the aim of finding a
solution to issues of guarantee accessibility rather than as an initiative to generate
benefits. For this reason initiatives originating from a private majority are mutual in
nature.
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Graph 41. Percentage of public and private entities depending on their legal form
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Corporations are formed by a private majority in which the participation of the
financial sector is key, namely: Verband der Bulrgschaftbanken (Germany),
Birgschaftgesellsch (Austria), CCAM (Switzerland), SAFFA (Switzerland), FGCR
(Rumania) and RLGF (Rumania). In the case of CESGAR (Spain), Fedartfidi (Italy),
Federasconfidi (Italy), Federconfidi (Italy), Federfidi (Italy), Fincredit Confidi (Italy), KGF
(Turkey), MAA (Luxemburg), SCMOB (Belgium), SIAGI (France), SKGF (Sweden) and
SOCAMA (France), it is the business sector that contributes the most.

In the financial sector, public majority systems are most often considered as
financial bodies (56.7% of those that are public as opposed to 40% of the private
ones); nevertheless, private majority systems are usually those subject to the scrutiny
of the financial regulator (70% of the private category against 43.3% of the public). This
guarantees a more efficient integration into the financial sector resulting in its
guarantees being recognised by Basel Il (63.2% in the private ones as opposed to
44.8% in the public ones).

With respect to the practice of submitting to the regulator, 51.7% of public
entities are effectively supervised, whereas only 45% of private ones are. Conversely,
in both subgroups it seems to a common trait that neither of them go through any form
of quality control, and that the guarantee is certified or measured.
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Graph 42. Percentage of public and private entities depending on their
relationship with the financial system regarding certain characteristics
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These results show that the public or private origin of resources does not seem
to determine the features defining these entities as belonging to the financial system.
On the one hand they are usually qualified as financial entities and predominantly
supervised when they are of public origin. On the other hand, those of private majority
equity are usually subjected to the financial regulator. These understand that their
guarantees will be recognized by Basel Il to greater extent than those of public
majority.

Guarantee features differ greatly in public and private entities, as we can
observe in graph 43. Systems with an equity of private majority origin benefit from
better qualified guarantees than public majority systems. This concurs with the
perception that private majority systems offer enhanced recognition in Basel II.
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Graph 43. Percentage of public and private entities depending on the types of

guarantees
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Control mechanisms are basic in entities that deal with high risks such as
insolvency in businesses benefiting from a guarantee. 95% of private entities are
subjected to external auditing, as are a sizeable proportion of public majority entities
(72.4%).

As a result of privileged public funding, SCMOB (Belgium), SIAGI (France) and
Teskomb (Turkey) are subjected to public audit, in spite the absence of public sector
involvement and the fact they are mutual corporations. However, in SPGM (Portugal)
participation of the public sector would help explain the involvement of public sector
audit.

Graph 44. Percentage of public and private entities depending on types of audit
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B) User activity and scope

Private majority entities dedicate themselves almost exclusively to guarantee
activity (100% of systems), whereas those of public majority generally combine this

activity with other related ones.

Graph 45. Percentage of public and private entities depending on the exclusivity

of the guarantee activity
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With regards to the beneficiaries, between public majority systems and private
ones the percentages are similar. A greater level of specialization may be noted
amongst public majority entities, as these represent lower percentile proportions.
Those of a private majority are of universal nature, since businesses classed as micro

and SMEs show percentages close to 100%.

Graph 46. Percentage of public and private entities depending on the size of

beneficiaries
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Source: Own elaboration
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As an anecdote, we highlight that not a single private majority system excludes
micro-companies.

The geographic distribution of these systems varies according to their nature.
Those of a public majority clearly have a greater geographical reach, whilst those of a
private majority are more active on the local level.

Graph 47. Percentage of public and private entities depending on the
geographical action scope
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The action scope is similar amongst systems, without taking into account the
origin of financial resources. There is a greater sectorial specialization in those of a
private majority (25%) as opposed to those of a public majority (6.7%).

Graph 48. Percentage of public and private entities depending on the sectorial
action scope
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The temporality of entities displays different features depending on the origin of
resources. Private majority systems have a tendency to adopt an indefinite or
permanent character, whilst in some public majority systems a unique model is non-
existent. They show a higher proportion of temporary systems/schemes. Nevertheless,
it must be highlighted that the indefinite character is predominantly dominant in public
majority systems (53.3% of systems).

Graph 49. Percentage of public and private entities depending on temporality
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C) Source of resources and decision-making

The presence of the private sector is minimal in public majority systems. They
are mainly systems whose resources come from the state public sector and, in certain
occasions, from public organizations or international donors.

When dealing with systems that have funding with private majority sources,
business community participation (61.6%) dominates over financial institutions
participation (29.3%). Public sector involvement in systems benefiting largely from
private sector funding is minimal. Relevant cases in this matter are Birgschaftgesellsch
in Austria (30% public — 70% private), SKGF in Sweden (45% public - 55% private),
SPGM in Portugal (47% public-53% private) and CESGAR in Spain (29% public — 71%
private).
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Graph 50. Percentage of resources coming from each sector (public or private)
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Support mechanisms are similar in systems that have resources originating
from public and private majority holdings. A greater degree of tax exemptions is noted
amongst those of private majority (40%) compared to the public ones (16.7%) and
public counterguarantees coverage (80% in those belonging to private majority, as
opposed to 40% in those of public majority).

Graph 51. Percentage of public and private systems/entities depending on
support mechanisms
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Within public majority systems, the principal mechanism is found to be in
contributions to equity and to the risk coverage fund. These mechanisms also feature
strongly in private majority systems. Finally, the coverage offered by operational
counterguarantee is greater in private majority systems, appearing in a higher number
of cases than those of public majority. Amongst other reasons, this is due to the fact
that the public sector is first to take action.

The integration of risk coverage regulated funds into the resources of system
entities is similar in both public and private majority.

The administrative and managerial systems are similar in public and private
majority entities. Only certain public majority entities are administered by third parties,
as mentioned in the previous chapter.

Graph 52. Percentage of public and private entities depending on the system’s
administration
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The beneficiaries’ role in public majority systems’ resources is non-existant
compared to private ones. In these systems, direct participation of beneficiaries
equates to 65% and indirect participation to 25% of systems. Consequently, the origin
of resources influences the participation of beneficiaries in permanent resources,
primarily due to the reciprocal nature of the most private majority systems.
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Graph 53. Percentage of public and private entities depending on the
participation in the resources
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Obviously the higher proportion of beneficiaries involved in permanent resource
provision leads to their participation in governing boards. In public majority systems
beneficiaries do not participate in governing boards in 80% of instances, although they
do so indirectly in 20% of cases.

Graph 54. Percentage of public and private entities depending on the
participation in governing boards
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In private majority systems there is also a high level of beneficiary participation
in decisions to grant guarantees. Something which in public majority systems is almost
negligible. This involvement of beneficiaries in a matter as sensitive as project risk
assessment requires an implementation of procedures that would ensure
independence within this decision-making process.
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Graph 55. Percentage of public and private entities depending on the
participation in the decisions to grant the guarantee

83.3%

90.0%

80.0%
70.0%

60.0%

¢
g
D
=

50.0%

40.0%

30.0%

30.0%

20.0% 133%

10.0% - 3.3%

Direct Indirect

‘B Public O Private |

15.0%

Nothing

Source: Own elaboration

D) Characteristics of the counterguarantee system

Systems with funding sourced from the public sector are less likely to enjoy

access to counterguarantees than those of a private origin.

For the

latter,

counterguarantees tend to be public in nature and from the national and/or

supranational sector.

Graph 56. Percentage of public and private entities depending on the origin of

counterguarantees
70.0% 9
60.0% 60.0%
50.0% 50.0%
40.0%
288? T 16,796 20.0% 20.0% 20.0%
10'0(; 1 10.0% 10.0% 13.3%
.U70 7 |
0.0% | - | 0.0%

B Public @ Private

Source: Own elaboration

98




The use of private counterguarantees is not widespread, even within systems
that have a stronger presence of the private sector in their equity.

Graph 57. Percentage of public and private entities depending on the
characteristics of counterguarantees
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It is expected that the security provided by counterguarantees will be
recognized by Basel Il in most cases and in both types of systems/schemes. This
information induces a great deal of confidence in the reliability of the guarantee system.
Furthermore, this service is usually free, and for this reason the provision of
counterguarantees can be considered one of the most important support mechanisms
at the disposal of States wanting to promote access to guarantees.

Graph 58. Average amounts of the counterguarantee coverage in public and
private systems
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The maximum and average proportions of counterguarantees do not vary
substantially between public majority systems and private majority ones.
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E) Relationship with the financial system

Private and public majority systems extend their guarantees mainly to banks
and saving banks. With respects to the rest of the possible beneficiaries, private
majority systems tend to cover a wider range of beneficiary entities than public majority
systems. This seems to point to a greater level of specialization in public majority
system’s guarantee provision, as opposed to private ones, which was already stated
when dealing with possible beneficiaries of the guarantee.

Graph 59. Percentage of public and private entities depending on the type of
entities in favour of those granting their guarantees
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Whether in a public or private majority system, the type of responsibility
assumed by the guarantor is of a similar nature. Perhaps private ones tend to offer
rather more joint liability guarantees, whilst public majority ones tend to resort to
respondent superior guarantees.

Graph 60. Percentage of public and private entities depending on the type of the
responsibility for which the guarantor is liable
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The guarantee requirements are similar in both private and public majority
systems, see graph 61. However, public majority systems respond when the default in
payment occurs, whilst private majority ones react as soon as there is an instance of
non-payment (graph 62).

Graph 61. Percentage of public and private entities depending on the type of
guarantee demand
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These figures seem to point towards a greater guarantee for financial entities,
which benefit from such guarantees, mainly in the case of private majority systems.
This can result in improved guarantee efficiency. However, private majority systems
require more involvement from the entrepreneur. Consequently irresponsible behaviour
on the borrower’s part is reduced, as described in scientific literature as moral risk.

Graph 62. Percentage of public and private entities depending on the payment
type

100.0%
90.0% ~
80.0% -
70.0% -
50.0%
40.0%
30.0% ~
20.0% -~
10.0% -~

0.0%

76.7%

45.0% O Public
@ Private

23.3%

Default (losses) Non-payment (bad debts)

Source: Own elaboration

The guarantees mechanism offered to the financial industry is very similar in
both private and public majority systems (graph 63). The same occurs with the type of
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relationship with a single bank or with several (graph 64). Consequently, guarantees
usually assume an individual character, and are subject to a multi-banking system.

Graph 63. Percentage of public and private entities depending on the type of
guarantees
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Graph 64. Percentage of public and private entities depending on the type of
relationship with the financial industry
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The system’s entity normally carries out the analysis of operations, in the case

of a private majority. However, in some public majority cases this operational analysis
is delegated to the financial entity that is due to receive the guarantee.
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Graph 65. Percentage of public and private entities depending on the procedure
of operations analysis
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Upon consideration of the components included in the guarantee, private

majority systems seem to offer guarantees with a wider range than those of public
majority. This result seems to indicate a stronger willingness from the public majority
entities to control the range of risks. This does not happen with private majority ones.

Graph 66. Percentage of public and private entities depending on the guarantee

concepts
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The maximum and average operation coverage is very similar in both private
and public majority systems. It could be slightly higher in private ones as opposed to
public ones, which is coherent with the stronger involvement of the businessman

demanded in public majority systems.
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Graph 67. Average percentage of the maximum and average operation coverage,
depending on public and private systems
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F) Characteristics of products and services

With regards to the product portfolio a greater degree of specialisation can be
observed in public majority systems than in private ones, which, in some cases offer
different types of services, mainly the provision of financial advisory services.

Graph 68. Percentage of public and private entities depending on the type of
products and services
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The investments for which guarantees are being applied also show a stronger
specialisation of systems with funds obtained from public majority systems. The main
activities financed by these are investments in fixed assets, followed by working capital.
At a lower scale they are aimed at underwriting operations.

However, systems with an investment that is mostly private provide guarantees
for operations that fund fixed assets and working capital. The percentage of entities
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that cover leasing operations (75%) and that deliver financial advice (55%) also play a
non-negligible role here.

Graph 69. Percentage of public and private entities depending on the application
of products and services
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In both public and private majority systems, the operations usually entail an
expense for the user. In some instances, some public majority systems are free for the
user (SSNA BBMKB in Holland RCZRA in Slovenia and Guarantee Scheme in Malta).
However, pricing policy functions differently in systems whose funding is mostly private
and where a fixed price for all operations is applied. On the other hand public majority
systems either have different or mixed costs (fixed-differentiated).

Graph 70. Percentage of public and private entities depending on the price policy
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In public majority systems, price differentiation factors are greater as opposed
to private majority ones. For public majority ones the most important are: the
term/duration, the amount, percentage of coverage, antiquity/age of the beneficiary
company and the object/purpose of the operation. In private majority systems we find:
the amount, the term/duration, object/purpose of the operation and probability of default
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in payment — though always to a lesser extent than cases used in public majority
systems.

An aspect that needs improving in pricing policy is the addition of systems that
would allow an evaluation of the probability of payment default of financed projects. In
itself this would be an attempt at limiting the problem of moral risk which is present due
to information discrepancies between the lender, the recipient of the loan, and now the

guarantor.

Graph 71. Percentage of public and private entities depending on price
differentiation factors
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The key element of pricing in private majority systems is the contribution made
towards permanent resources’’. The average commission on financial guarantees is
similar in both private and public majority systems. Most differences arise in the
commission of study or management of financial guarantees, which is much higher in
private majority systems (1.11%) as opposed to public ones (0.52%) and in the
commission of guarantee on technical guarantee provision (1.2% private 0.75% public).

2"Which is refunded when the operation is cancelled.
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Graph 72. Average prices per cost and products depending on the type of
systems, public or private
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Commissions on technical guarantees, although of lesser importance as
formerly stated, are also slightly superior in private majority systems than in public
ones.

The average term/duration of the guarantee portfolio depending on the type of
systems does not differ significantly. However the average or maximum term of the
guarantee in public majority systems is higher than private ones.

Graph 73. Average of maximum and average terms of operations guaranteed
depending on the type of systems, public and private
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With regards to the maximum and average amounts that are given, private
majority systems grant guarantees in financial operations of lesser importance. This is
consistent with a more notable presence amongst entrepreneurs operating at a smaller
scale. The average value of maximum guarantees in public majority systems is
741,400 euros, whilst 474,389 euros in private majority ones. The average value of
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average guarantees is 114 euros, for public majority systems, and 69,577 for private
majority ones.

To this result we must add that private majority systems tended to grant a
percentage of the operation that was slightly higher than for public majority schemes.
As a result, private majority systems are more orientated towards beneficiaries that
have lesser financial needs.

Graph 74. Mean of the maximum and average amount of the guarantees
depending on the type, public and private
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Cost savings of financial operations in private majority systems are higher than
in public majority schemes and stand at between 1% and 2%. The biggest saving can
come from the type of small beneficiaries to which private majority systems are aimed,
and for which the conditions for granting access to the credit market are generally more
stringent.

Graph 75. Percentage of public and private entities depending on the operation
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G) Activity data of entities and systems

The most experienced guarantee systems in Europe have had a strong private
sector presence. Amongst the oldest we find the French scheme SOCAMA (1917), the
Belgian SCMOB (1929), the Swiss CCAM (1930) and SAFFA (1931), the German
Verband der Birgschaftsbanken (1949), from Luxemburg the MAA (1949), the Turkish
Teskomb (1951) and in Austria the Blrgschaftgesellsch (1954). In every case we are
presented with a private majority system.

Graph 76. Average antiquity of the entities depending on the type of the entities,
public and private
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Equally, private majority systems have a higher number of operational
guarantee entities than public ones. This is in line with the local or regional

geographical scope of entities possessing private majority equity, as opposed to public
ones.

Graph 77. Number of entities depending on the type of systems, public and

private
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The number of beneficiaries is higher in private majority systems than in public
ones. Both more antiquity/age and the access to smaller entities provoke a higher
number of beneficiaries in private majority entities. These entities tend to be of a
mutual nature, which makes access to micro and SMEs that much easier.

Graph 78. Number of micro, small and medium-sized business beneficiaries
depending on the type the systems, public and private
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On average, private majority systems have access to more permanent funds
than public majority ones. The greater antiquity/age of these has allowed this bigger
capitalization of private majority systems.

Graph 79. Own funds or capital (equity) in the guarantee system/entity (in
thousands of €), depending on the type of systems, public and private
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As a consequence of a stronger tradition, the larger scale of private majority
systems results in a more substantial guarantee portfolio. All of this happens despite
operations that are, in a way, smaller than in public majority systems. The guarantee
portfolio is 90.89% greater in private majority ones than in public ones.
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Graph 80. Mean of the outstanding guarantees (in thousands of €), depending on
the type of systems, public and private
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In the same way, last year, private majority systems granted an average total of
guarantee portfolios that was superior to those in public majority. In fact, 114% more
than in those of a public majority.

Graph 81. Mean of the total guarantees granted in the last year (in thousands of
€), depending on the type of systems, public and private
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H) Summary

Guarantee systems/entities in Europe display specific traits depending on the
public or private origin of the capital.

Systems that are predominantly private in nature usually manifest themselves

through mutual societies, whereas predominantly public systems use both public and
private legal frameworks (societies). Specific legislation is clearly more frequent in
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private systems than in public systems. There is no clear blueprint to define them as
financial entities, whether in public or private systems.

These systems/entities tend to be indefinite in the life expectancy they are
attributed and operate at a local level using a greater number of entities, reach smaller
beneficiaries, their volume of operations is more reduced and they have a greater
capitalization than public systems. This is because the participation of private sector
initiatives takes place in systems of a more traditional nature.

From an operational stand point, private systems exclusively focus on granting
guarantees; however, because of the type of operations guaranteed and the entities
they cover, public systems seem more specialized. On the other hand, the participation
in the activity requires greater involvement of beneficiaries in private systems.

Public systems do not usually have as much access to counterguarantees as
private systems. This is precisely the basic support axis of guarantee schemes, with
the almost exclusive participation of the public sector and in some specific cases, the
private sector.

Finally, throughout the analysis carried out, no significant differences have been

observed regarding the definition and characteristics of a financial entity, the guarantee
percentages, terms/duration or costs of the guaranteed operations.
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ANNEX N° 2

THE PARTICIPATION OF THE BENEFICIARIES IN THE GUARANTEE SYSTEMS:

MUTUAL ORGANIZATIONS VERSUS NON MUTUAL ORGANIZATIONS (Graph n°
82 to 123)
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THE PARTICIPATION OF THE BENEFICIARIES IN THE GUARANTEE SYSTEMS:
MUTUAL ORGANIZATIONS VERSUS NON MUTUAL ORGANIZATIONS

The participation of the business sector has been occurring through mutual
models, in which the beneficiary of the guarantee participates in the society’s equity.
Table 10 presents these mutual systems.

Table 10: Classification of entities depending on the mutual character of the
system

Non Mutual Society Mutual Society

AVHGA (Hungary) X

AWS (Austria) X

Birgschaftgesellsch (Austria)

CESGAR (Spain)

CMZRB (Czech Rep.) X

CSC (Switzerland)

FEDAREFIDI (Italy)

FEDERASCONFIDI (Italy)

FEDERCONFIDI (Italy)

FEDERFIDI (Italy)

FGCR (Romania)

FINCREDIT - CONFAPI (Italy)

FINNVERA (Finland)

FONDO INTERBANCARIO (ltaly)

FONDOS REGIONALES DE GARANTIA (Russia)

FONDS BRUXELLOIS DE GARANTIE (Belgium)

GF (Serbia)

GUARANTEE FUND FOR MICROCREDITING (Bulgaria)

GUARANTEE SCHEME (Malta)

HAMAG (Croatia)

HITELGARANCIA (Hungary)

INVEGA (Lithuania)

KGF (Turkey) X

KREDEX (Estonia)

LATVIJAS GARANTIJU AGENTURA (Latvia)

MC ET D’AIDE AUX ARTISANS (Luxembourg) X

MGC (Hungary) X

MVA (Hungary)

NCGF - KFPF (Poland)

NCGF (Romania)

PLGA (Poland)

RCZRA (Slovenia)

RLGF (Romania)

RURAL CREDIT GUARANTEE FOUND (Lithuania)

SAFFA (Switzerland) X

SCMOB (Belgium) X

SEF (Slovenia)

SFLG (UK)

SIAGI (France) X

SKGF (Sweden) X

SNA BBMKB (Holland) X

SOCAMA (France) X

SOFARIS (France) X

SOWALFIN (Belgium) X

SPGM (Portugal) X

SZRB (Slovakia) X

TEMPME, SA (Greece) X

TESKOMB (Turkey) X

VAEKSTFONDEN (Denmark) X

Verband der Birgschaftsbanken (Germany) X
Total 31 19

XX

XX XXX

x

<

XX XX PXIX XXX X

XX

X PXPXPXPX XX

XX

Source: Own elaboration
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The mutual character of the system expands throughout countries such as
France, Belgium, Luxembourg, Germany, Switzerland, Spain, Portugal, Sweden,
Hungary or Turkey. A continental nucleus seems apparent. Additionally this model is
almost non-existent in Eastern European countries.

The development of a mutual system requires a structured and organised
business model, to allow for the establishment of a cooperative network. Conversely,
the oldest European systems followed mutualism or the businessman’s direct or
indirect involvement in the activity as an organisational model. These two factors are
central to understanding to the development of this model in Europe.

We will now describe the main differences between these two types of systems.

A) Institutional framework

Graph 82 shows how mutual entities are usually paired up with a specific
institutional legal framework and how they are subject to the financial regulator (graph

83).

Graph 82. Percentage of non mutual and mutual entities depending on the
type of legislation
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Apart from being subjected to the financial regulator, mutual entities do not

exhibit any features related to the financial system, clearly different to non mutual
schemes.
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Graph 83. Percentage of non mutual and mutual entities depending on their
relationship with the financial system regarding certain characteristics
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Guarantee features in mutual entities are more clearly defined than those in
non-mutual entities. These features provide greater security to the beneficiary of the
guarantee, and can enable greater ease in the process of accessing credit.

Graph 84. Percentage of non mutual and mutual entities depending on the types
of guarantees
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External and internal audit mechanisms are similar in both mutual and non
mutual entities. These results are similar to those obtained in the case of private and
public majority systems, therefore taking part in privileged public financing is the reason
for which mutual entities are subjected to public sector audit.
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Graph 85. Percentage of non mutual and mutual entities depending on types of

audit
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B) User activity and scope

Mutual entities primarily dedicate themselves to guarantee-related activity. In
the case of non mutual entities there are a high percentage of entities which
complement guarantee activity, with others often in the shape of credit brokers.

Graph 86. Percentage of non mutual and mutual entities depending on the
exclusivity of the guarantee activity
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Depending on the type of beneficiaries, percentages are similar. It may be
worth noting that no mutual entity shuns micro-companies though it does so with larger
companies. Sometimes non mutual entities exclude micro-companies and yet attend to
larger ones. In this sense a lot of attention is directed at micro and SMEs, although not
to a truly significant degree.
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Graph 87. Percentage of non mutual and mutual entities depending on the size of
beneficiaries
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Mutual entities have a more local nature than non mutual ones. The contribution
of beneficiaries themselves requires smaller scale entities, which are closer to recipient
businesses.

Graph 88. Percentage of non mutual and mutual entities depending on the
geographical action scope
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At a smaller scale, mutual entities seem to be more oriented towards specific

sectors than non mutual ones. However the proportion of intersectorial mutual entities
is notably greater (78.9%).
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Graph 89. Percentage of non mutual and mutual entities depending on the
sectorial action scope
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Mutual entities always have an indefinite character, as opposed to non mutual
ones. These latter ones have certain public programs with a temporary outlook, which
results in a lower proportion of schemes with an indefinite duration.

Graph 90. Percentage of non mutual and mutual entities depending on
temporality
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C) Source of resources and decision-making
Mutual entities mainly derive their equity from the private sector. However, in

some cases the public sector has a participating role in entities. Amongst mutual
entities, the dominant group is that whose equity is exclusively private (57.9%).
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Graph 91. Percentage of non mutual and mutual entities depending on the
source of resources
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Amongst private sector entities that take part in equity, it is the beneficiaries
themselves that logically retain the greatest share (65.1%). Private financial institutions
(guaranteed entities) 20.3%, show a participation percentage very close to that of the
public sector (14.6%). This mix in equity more concretely represents the alliance
between public institutions, financial institutions and business communities previously
mentioned in this paper. The involvement of the financial sector is justified, as it allows
for the improvement of its active creditors and the extension of its business base to
entrepreneurs who couldn’t be dealt with through more rigid criteria, due to the lack of
any previous ownership and the application of banking law to determine the required
equity.

Graph 92. Percentage of resources coming from each sector (non mutual or

mutual)
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Support mechanisms are very similar between mutual and non mutual entities.
In mutual entities there is a bigger presence of. counterguarantee coverage, tax
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exemption and subsidy of services. The most relevant support mechanisms in non
mutual entities are permanent funds, risk coverage funds and expected losses.

Graph 93. Percentage of non mutual and mutual systems/entities
depending on support mechanisms
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Mutual entities, which by definition are corporations, are governed by their own
corporate organizations. In 63.2% of cases beneficiaries have a direct role in such
bodies, whilst in a 36.8% of cases they do it through an indirect way (for example,
through associations or chambers of commerce).

Graph 94. Percentage of non mutual and mutual entities depending on the
system’s administration
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Graph 95. Percentage of non mutual and mutual entities depending on the
participation in governing boards
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In mutual schemes, the direct participation of beneficiaries themselves in
permanent resources takes place in 73.7% of cases, whilst indirect involvement only
occurs in 26.3% of cases.

Graph 96. Percentage of non mutual and mutual entities depending on the
participation in the resources
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Finally, in decisions to grant the guarantee, the beneficiary’s role is lower than
in the two former cases. In 57.9% of mutual systems/schemes participation is direct,
though this does not mean that they have decision-making powers in operations that
may affect them. 31.6% do so indirectly. They have no role in 10.5% of mutual
systems. Usually, entrepreneurs that are involved in decision-making cannot have
previously acquired guarantees with the entity.
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Graph 97. Percentage of non mutual and mutual entities depending on the
participation in the decisions to grant the guarantee
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D) Characteristics of the counterguarantee system

As we already mentioned, counterguarantees are important mechanisms for
mutual entities, as their risks are diluted. Counterguarantees are public in nature,
though on certain occasions it involves private sector aspects. The primary type of
counterguarantee is the national and supranational type.

Graph 98. Percentage of non mutual and mutual entities depending on the origin
of counterguarantees
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In 93,8% of mutual schemes the counterguarantee will be recognised by Basel
Il and is free in 80% of cases, as opposed to non mutual entities, in which the
counterguarantee will always be free.
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Graph 99. Percentage of non mutual and mutual entities depending on the
characteristics of counterguarantees
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Average and maximum amounts of coverage are slightly superior in mutual
entities than in non mutual ones. This result, taken together with the public source of
these percentages, underlines the importance of the involvement of public sector
administrations in order to ensure the liability of a guarantee system. In the case of
in which beneficiaries from entities themselves take part,
counterguarantee policy is required, with meaningful coverage levels of the operations.
In fact, the significant difference in maximum and average amounts of coverage shows
how the counterguarantor is firmly backing the guarantee policy, especially within

systems

mutual systems.

Graph 100. Average amounts of the counterguarantee coverage in non mutual
and mutual systems
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E) Relationship with the financial system

124

a strong




The main beneficiaries of guarantees, both in mutual and in non mutual entities
are banks and saving banks. However, as it happened with private and public majority
systems, mutual entities have a wider range of guarantee beneficiaries. Other financial
institutions can be found in 68.4% of cases (41.9% in non mutual ones), other
companies and business can be found in 47.4% of cases (12.9% in non mutual ones),
whilst societies of risk capital can be found in 36.8% (22.6% in non mutual entities).

Graph 101. Percentage of non mutual and mutual entities depending on the type
of entities in favour of those granting their guarantees
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The type of responsibility assumed by the system is similar in mutual and non
mutual entities. However, we can note how in mutual entities guarantees are of joint
liability whilst in non mutual entities there is not a clearly defined tendency.

Graph 102. Percentage of non mutual and mutual entities depending on the type
of the responsibility for which the guarantor is liable
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Equally, the guarantee claims in mutual entities are normally a primary
requirement rather than a condition with a similar result being observed in non-mutual
systems.
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Graph 103. Percentage of non mutual and mutual entities depending on the type
of guarantee demand
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However, payment type differs amongst mutual and non mutual entities. With
mutual entities there isn’t a clear model, as the payment type is equally divided when a
default arises or when non-payment occurs. However, non mutual entities mostly
require (80.6% of cases) a default to have arisen before a payment can be made.
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Graph 104. Percentage of non mutual and mutual entities depending on the

payment type
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The type of guarantee granted in mutual entities is individual to each operation.
However, in non mutual entities there are other mechanisms, although the most
important one (in 90.3% of cases) is also the individual guarantee.

Graph 105. Percentage of non mutual and mutual entities depending on the type

of guarantees
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With regards to the banking system, the most important system is the multi-
banking one, both in mutual entities and non mutual entities. It can be noted how the
single-banking system, when present, normally appears in mutual entities, in which the
financial partner has an important role.
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Graph 106. Percentage of non mutual and mutual entities depending on the type
of relationship with the financial industry
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Mutual entities carry out operational analysis internally, whilst non mutual ones
tend to delegate to the financial institution that grants the credit, in a higher number of
cases (though hardly relevant, in 19.4% of cases).

Graph 107. Percentage of non mutual and mutual entities depending on the
procedure of operations analysis
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An aspect in which the mutual model differs from the non mutual one is that of
guarantee concepts. Whilst non mutual models tend to be more restrictive, the principal
of the operation features more, and in mutual systems the guarantee coverage also
includes interests of the operations and delays.
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Graph 108. Percentage of public and private entities depending on the guarantee

concepts
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The previous result, together with a smaller proportion of effective operation
coverage, shows a stronger involvement of mutual entities than non mutual ones in
operations. However, the maximum percentages are similar. This reflects a wider
involvement from the entrepreneurs in non mutual entities operations than in mutual
ones. This coincides with the results obtained with public majority systems, as opposed

to private majority ones.

Graph 109. Average percentage of the maximum and average operation
coverage, depending on non mutual and mutual systems
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All entities covering 100% of the operation are mutual. They are: CESGAR
(Spain), SOCAMA (France), TESKOMB (Turkey), MAA (Luxembourg), SAFFA
(Switzerland) and CCAM (Switzerland). Those that cover between 75% and 99%:
42,9% are mutual (3 out of 7). Of those that cover between 50% and 75%: 32,1% are
mutual (9 out of 28). Of those that cover less than 50%: 12,5% are mutual (1 out of 8).
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F) Characteristics of products and services

In a large number of cases (57.9%), together with financial guarantees, mutual
entities carry out financial advisory services and grant technical guarantees in 26.3% of
cases. This financial advisory service differs in non mutual entities, as this activity is
hardly ever made available.

Graph 110. Percentage of non mutual and mutual entities depending on the type
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The main application of products and services in mutual entities is aimed at
fixed assets, working capital and leasing operations. In the same way, there is an
important amount of entities aimed towards financial advice. However, guaranteeing
leasing operations is less relevant in non mutual entities.

Graph 111. Percentage of non mutual and mutual entities depending on the
application of products and services
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With regards to pricing policy, mutual entities incur a fee for the user, which is
normally a fixed one (in 63.2% of cases). At a lesser scale, the cost is differentiated
(36.3%). However, as we already stated, when resources come mainly from the public
sector, non mutual entities with differentiated costs (36.7%) and mixed costs (20%)
together form a higher proportion than those with fixed costs (43.3%).
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Graph 112. Percentage of non mutual and mutual entities depending on the price

policy
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In mutual entities, the main differentiating factor is that of the amount involved in
the operation (in 86% of cases). This is followed by type of operation (43%) and its
objective/purpose (43%).

Graph 113. Percentage of non mutual and mutual entities depending on price
differentiation factors
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However, in non mutual entities the main criterion is term/duration (65%),
followed by amount (41%) and in third place with the same proportion (35%),
percentage of coverage, antiquity/age of the beneficiary company and
objective/purpose of the operation.
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In mutual entities, one of the main differences from other entities is the need for
beneficiaries to make donations to permanent resources. On average, this accounts for
up to 2.75% of the operation cost. The next expenditure concept is the commission on
financial guarantees, which is 1.54%, less than other types of system, with 1.72% as
average cost. This higher value is influenced by a more expensive commission present
mainly in non mutual entities of a private majority.

However, the commission of study or financial guarantees is much higher in
mutual systems than in non mutual ones. In conclusion, the final cost is very similar in
both types of entity.

Graph 114. Average prices per cost and products depending on the type of
systems, non mutual or mutual
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Mutual and non mutual systems do not differ that much when it comes to the
term they could hypothetically or actually do grant. However, the maximum and
average amounts given are, on average, notably superior in non mutual entities than in
mutual ones. This goes to show that guaranteed operations are of lesser value,

reflecting the agreement concluded with a smaller scale enterprise.
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Graph 115. Average of maximum and average terms of operations guaranteed
depending on the type of systems, non mutual and mutual
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Graph 116. Mean of the maximum and average amount of the guarantees
depending on the type, non mutual and mutual
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Guaranteed entrepreneurs make operational savings which range between 1%
and 2% in 44.4% of mutual entities. It can be highlighted that in 38.7% of non mutual
entities there are no financial savings for the entrepreneur. This fact is in accordance
with the growing financial needs guaranteed entrepreneurs face (in mutual entities). It
also runs in conjunction to the positive effect it brings to credit access and the
repression of financial costs within the micro/SME.
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Graph 117. Percentage of non mutual and mutual entities depending on the
operation cost saving
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G) Main indicators of the system impact

Mutual entities are the oldest in Europe. The average antiquity/age is of 46
years. This proves a consolidation of such systems and their ability to last. However,
the average life of non mutual entities is 11 years.

Graph 118. Average antiquity of the entities depending on the type of the entities,
non mutual and mutual

46
40
B Non mutual
20 O Mutual
11
0 —-

Average antiquity

Source: Own elaboration

The number of entities that make up mutual systems is larger than in the case
of non mutual ones. This shows a strong decentralization of these and is consistent
with their local or regional nature, and their proximity to those entrepreneurs that
receive the guarantee.
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Graph 117. Number of entities depending on the type of systems, non mutual

and mutual
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A stronger tradition and the beneficiary’s role in the activity result in a much
larger number of beneficiaries in mutual entities than in non mutual ones.

Graph 120. Number of micro, small and medium-sized business beneficiaries
depending on the type the systems, non mutual and mutual
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Despite the high number of beneficiaries assisted, mutual entities’ available
funds are on average only double those of nhon mutual ones, whilst they come to the
assistance of 10.18 times more users. At the same time, they maintain an active
guarantee portfolio with a value that is 2.43 times bigger than in non mutual entities.
Without a doubt, this shows that these systems are clearly undertaking operations of
lesser financial import because, amongst other reasons, they are aimed at smaller
scale entrepreneurs. From an operational point of view this wider dispersion and lesser
volume of operations allows for a wider distribution of risk, leading to a proportional
decrease in the latter.
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Graph 121. Own funds or capital in the guarantee system (in thousands of €),
depending on the type of systems, non mutual and mutual
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Graph 120. Mean of the outstanding guarantees (in thousands of €), depending
on the type of systems, non mutual and mutual
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Finally, mutual systems are the most dynamic, as they grant 2.68 times more
guaranties than non mutual systems. Together with a lower average of operational

costs, this highlights the crucial role played by mutual entities in the process of
facilitating access to credit.
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Graph 123. Mean of the total guarantees granted in the last year (in thousands of
€), depending on the type of systems, non mutual and mutual
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H) Summary

The development of a mutual system requires an organized business structure,
in a way that enables the establishment of cooperation networks. Furthermore, the
oldest systems in Europe took mutualism as an organizational model. These two
circumstances are determining factors for the proper understanding of the development
and validity of this model in Europe.

The first guarantee systems established in Europe were of a mutual nature; it is
not surprising that they have had a strong influence on the development of guarantee
systems in other countries, especially those under similar social and economic
conditions.

As it has been mentioned before, the mutual model requires a consolidated
business structure and it is the instrument through which entrepreneurs and other
institutions try to solve the problems to access guarantees.

Mutual models developed in Europe have undergone a strong
institutionalization, subjected to stringent regulation and to the financial regulator.
Mutual schemes are exclusively devoted to guarantee activity, unlike non-mutual
systems where there is a high percentage of schemes which do not exclusively focus
on this activity.

Mutual systems, unlike non-mutual ones, are usually closer to the
entrepreneurs they serve, since they satisfy the guarantee needs of entrepreneurs in
tighter geographical areas, with a higher average of guarantee entities within their
network. Businessmen participate in resources, governing bodies and decision-making,
either directly or indirectly.
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In addition, mutual systems are permanent initiatives strongly featuring private
capital and, to a lesser extent, the public and financial sectors. The principal public
support to guarantee activities comes from these schemes through the
counterguarantee of operations, usually of a public nature.

Mutual systems, since they are developed in a geographical area with a more
developed financial system, usually include a greater number of recipient financial
entities and a wider range of financial guarantee operations available.

Guarantee operations allow for a greater percentage of operation coverage,
although the guaranteed amounts are much lower, which shows greater involvement of
smaller entrepreneurs.

The total cost of coverage operations is similar in mutual and non-mutual
systems. However, in mutual systems they provide the additional temporary
contribution to the entities’ own resources, as an additional financial contribution. On
the other hand, micro and SMEs in mutual systems benefit from higher financial cost
savings of the loan conditions than in non-mutual systems.

Regarding the average amount of activities carried out by mutual entities, these
rely proportionally more on their own resources, have a wider guarantee portfolio,
reach a greater number of entrepreneurs, and their guarantee portfolio increases more
rapidly.
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ANNEX N° 3
HISTORICAL EVOLUTION OF THE SYSTEMS:
TRADITIONAL SCHEMES VERSUS RECENT SYSTEMS
(Graph n° 124 to 166)
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HISTORICAL EVOLUTION OF THE SYSTEMS: TRADITIONAL SCHEMES VERSUS
RECENT SYSTEMS

The oldest guarantee system in Europe is SOCAMA in France, followed by
Belgium's SCMOB and from Switzerland, CCAM and SAFFA. Since just before the
Second World War there is a pause in the expansion of guarantee systems/entities in
Europe. From 1949 onwards, activities are restarted based on corporations of a mutual
nature, in Luxembourg, Germany, Austria and Italy, etc. All of these based upon mutual
corporations wholly dedicated to guarantee activity.

All in all, the first experiments in guarantee systems were developed and
evolved in Western Europe. The presence of a market-based economy in this area
enabled the birth and development of early initiatives. After the fall of the Berlin Wall,
Eastern European economies, together with less developed countries began to
establish their systems.

A suitable economical environment together with a business-rich network forms
a fundamental requirement in kick-starting guarantee systems. These systems are not
a necessity as such, but rather a tool for the creation of an efficient access to credit for
micro and SMEs. The more the said network undergoes consolidation, the more
successful the guarantee system becomes.

We will specifically attempt to prove how the success of guarantee policies goes
beyond simply the short and mid-term. We can only appreciate the benefits of such
policy in the long term. For this reason this policy must remain separated from party
conflicts and go on to become State policy.
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Table 11: Historical evolution of guarantee systems in Europe

Until 1992 | From 1993 | Constitution
SOCAMA (France) X 1917
SCMOB (Belgium) X 1929
CSC (Switzerland) X 1930
SAFFA (Switzerland) X 1931
MC ET D’AIDE AUX ARTISANS (Luxembourg) X 1949
Verband der Blirgschaftsbanken (Germany) X 1949
TESKOMB (Turkey) X 1951
AWS (Austria) X 1954
Birgschaftgesellsch (Austria) X 1954
FEDARFIDI (Italy) X 1957
FEDERASCONFIDI (ltaly) X 1957
FEDERCONEFIDI (Italy) X 1957
FEDERFIDI (ltaly) X 1957
FINCREDIT - CONFAPI (Italy) X 1957
FONDO INTERBANCARIOQ (ltaly) X 1961
SIAGI (France) X 1966
CESGAR (Spain) X 1978
SFLG (UK) X 1981
SOFARIS (France) X 1982
SNA BBMKB (Holland) X 1987
AVHGA (Hungary) X 1991
KGF (Turkey) X 1991
MVA (Hungary) X 1991
SZRB (Slovakia) X 1991
CMZRB (Czech Rep.) X 1992
HITELGARANCIA (Hungary) X 1992
RLGF (Romania) X 1993
FGCR (Romania) X 1994
HAMAG (Croatia) X 1994
NCGF - KFPF (Poland) X 1994
PLGA (Poland) X 1994
SPGM (Portugal) X 1994
FONDOS REGIONALES DE GARANTIA (Russia) X 1995
RCZRA (Slovenia) X 1997
RURAL CREDIT GUARANTEE FOUND (Lithuania) X 1997
FINNVERA (Finland) X 1999
SKGF (Sweden) X 1999
KREDEX (Estonia) X 2000
VAEKSTFONDEN (Denmark) X 2000
GUARANTEE FUND FOR MICROCREDITING (Bulgaria) X 2001
INVEGA (Lithuania) X 2001
MGC (Hungary) X 2001
NCGF (Romania) X 2001
SOWALFIN (Belgium) X 2002
FONDS BRUXELLOIS DE GARANTIE (Belgium) X 2003
GF (Serbia) X 2003
LATVIJAS GARANTIJU AGENTURA (Latvia) X 2003
TEMPME, SA (Greece) X 2003
SEF (Slovenia) X 2004
GUARANTEE SCHEME (Malta) X 2005
24

Total

26

Source: Own elaboration
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A) Institutional framework

The institutional framework has undergone a process of formalization
throughout the term. There does not seem to be a specific tendency towards outright
regulation over time, therefore other factors must explain the origins of this process.

Graph 124. Percentage of old and new systems depending on the type of
legislation
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Conversely, the mutual model is clearly the most important in older systems
(61.5%) and less popular within the most recent ones (12.5%). Public initiatives are
more recent (37.5%). The figures relating to corporations are more homogenous in
time, though a proportional increase has occurred in the recent past. This does not
mean that a stronger presence of the private sector is linked to it. The public sector
also uses commercial figures to develop its activity.

Graph 125. Percentage of old and new entities depending on their legal form
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Source: Own elaboration
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The oldest entities seem to have guarantees which are more easily recognized
by Basel than those of more recent ones. However, there does not seem to be a clear
tendency to recognize them as financial entities or for them to be subjected to a
financial supervisor.

Graph 126. Percentage of old and new entities depending on their relationship
with the financial system regarding certain characteristics
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Following what was said above, the most traditional systems are perceived as
featuring more solid guarantee features, coupled to a stronger commitment from the

guarantor.

Graph 127. Percentage of old and new systems depending on the types of
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Source: Own elaboration
Additionally, probably due to a stronger presence of the private sector, the

oldest systems have internal audit departments and turn more to external audits, in
order to enhance the safety and reliability of its accounts. However, recent ones have
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a stronger presence of the public sector amongst their donors, and are proportionally
more subjected to public sector audit.

Graph 128. Percentage of old and new entities depending on types of audit
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B) User activity and scope

The older systems are more oriented towards the exclusive provision of
guarantees; nevertheless, more recent ones carry out other financial services. This is
due to their emergence from a business environment of lesser tradition and their
development of an integrated guarantee activity, sometimes via institutions for
development banking or development agencies.

Graph 129. Percentage of old and new entities depending on the exclusivity of
the guarantee activity
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The type of beneficiaries is similar throughout time, and there isn’t a tendency in
recent ones of favouring an enterprise of a specific size.
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Graph 130. Percentage of old and new entities depending on the size of
beneficiaries
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The geographical scope of action seems more decentralized in older entities,
although a tendency towards centralization has taken place in recent times.

Graph 131. Percentage of old and new entities depending on the geographical
action scope
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However, there hasn't been a clear tendency with regards to the sectorial scope
of action. The proportion of sectorial and intersectorial systems has remained stable

through time.
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Graph 132. Percentage of old and new entities depending on the sectorial action
scope
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The indefinite character seems more present in traditional systems (80.8% of
cases). Systems of a temporary nature are more frequent in more recent systems,
mainly due to the higher number of public schemes.

Graph 133. Percentage of old and new entities depending on temporality
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C) Source of resources and decision-making

Public sector involvement has been much greater in recent times than in early
systems. The geographical location of systems can be a determinant factor, together
with the new era of micro and SME support policies. The most recent systems have
appeared in an environment with a lower private business tradition and where the State
has used guarantee policy to solve problems of access to financing. However, the
source of systems was to be found in entrepreneurs themselves, who came to realize

how difficult it was for them to gain access to credit.
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History shows that the role of the State must be greater when developing
guarantee access policies if the business network is not effectively consolidated.
Nevertheless, when it is more structured, entrepreneurs themselves, together with
direct public support (in equity, cost, tax exemptions) or indirect (counterguarantee,
legislative and judicial framework), come together to provide an impulse to guarantee
systems/schemes.

Graph 134. Percentage of old and new systems depending on the source of
resources
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The average public sector participation is notably higher in more recent systems
(81.6% public institutions and 5% international public donors) than in older schemes
(33.4% public institutions and 5.4% international public donors). The average
participation of the private sector in new systems is minor (13.5%), whereas the public
sector’s role is more marked.

Graph 135. Percentage of resources coming from each sector, depending on the
type of systems, old versus new systems
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Support mechanisms are quite similar throughout time. The stronger presence
of public entities during recent times has reduced the presence of counterguarantee
coverage or public subsidy, as support mechanisms.

Graph 136. Percentage of old and new systems/entities depending on support
mechanisms
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Additionally, there don’t seem to be differences in administrative management
models, though it is important to note a weaker participation of beneficiaries in
administrative bodies, funds and decisions of more recent systems. Without a doubt,
this result is influenced by an initial stronger presence of mutual schemes and a
weaker presence during recent times.

Graph 137. Percentage of old and new systems depending on the system’s
administration
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Graph 138. Percentage of old and new entities depending on the participation in
the resources
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Graph 139. Percentage of old and new entities depending on the participation in
governing boards
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Graph 140. Percentage of old and new entities depending on the participation in
the decisions to grant the guarantee
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D) Characteristics of the counterguarantee system

The counterguarantee model has also evolved in time. From a stronger
presence in older systems, with a stronger participation of private initiatives, it shifts to
a type of scheme where counterguarantees are less frequent. Certain older schemes
have also access to private counterguarantees, a possibility that is not being taken
advantage of in more recent systems. In fact public counterguarantees with
supranational coverage have only arisen in more recent schemes.

Graph 141. Percentage of old and new depending on the origin of
counterguarantees
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The characteristics of counterguarantees are very similar in recent and older
systems. However, the quantity of coverage is higher in older systems than in more

recent ones.

Graph 142. Percentage of old and new entities depending on the characteristics
of counterguarantees
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Graph 143. Average amounts of the counterguarantee coverage in old and new
systems
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E) Relationship with the financial system

Financial sector entities, to which guarantees are usually applied, are very
similar amongst old and new systems. There may be a higher proportion in older
systems, which grant guarantees to societies of risk capital and other financial
institutions.

Graph 144. Percentage of old and new entities depending on the type of entities
in favour of those granting their guarantees
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Neither has there been a significant variation in the systems according to their

age, with regards to the responsibility assumed by the scheme and the moment in
which it arises.
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Graph 145. Percentage of old and new entities depending on the type of the

responsibility for which the guarantor is liable
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Graph 146. Percentage of old and new entities depending on the type of

guarantee demand
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Graph 147. Percentage of old and new entities depending on the payment type
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Guarantees tend to be individual in both older and more recent schemes. The
system usually involves multiple banking institutions in both groups, although the only
cases of single banking involvement are produced in the oldest ones.

Graph 148. Percentage of old and new entities depending on the type of
guarantees
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Graph 149. Percentage of old and new entities depending on the type of
relationship with the financial industry
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Operation analysis is undertaken internally to a greater extent in more recent
systems. Delegation to the financial institutions occurs in older systems.
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Graph 150. Percentage of old and new entities depending on the procedure of
operations analysis
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In more recent systems, a smaller number of guarantee concepts are covered
than in older ones, in which the cover of interest and delayed payment is more frequent
(46.2% and 42.3% respectively).

Graph 151. Percentage of old and new entities depending on the guarantee
concepts
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Although quite similar, coverage percentages are slightly higher in older
systems than in more recent ones.
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Graph 152. Average percentage of the maximum and average operation
coverage, depending on old and new systems
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F) Characteristics of products and services

We find more varied services in traditional systems as opposed to more recent
ones. Additionally, more traditional systems offer coverage operations to a wider range
of financial operations than those of a more recent creation.

Graph 153. Percentage of old and new entities depending on the type of products
and services
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Graph 154. Percentage of old and new entities depending on the application of
products and services
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With regards to pricing policy, it seems as though newer systems use
differentiated pricing models to a greater extent than the more traditional systems. The
most widely varying differentiation criteria, in both types of system, are the following:
term/duration, antiquity/age of the beneficiary, probability of payment default, rating of
the company as beneficiary and amount of the operation. In all these cases, more
recent systems incorporate these criteria more frequently than older systems.

Graph 155. Percentage of old and new entities depending on the price policy
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Graph 156. Percentage of old and new entities depending on price differentiation
factors

80% 5%
70% ]
60%
50%
40%
30% -
20% 1
10% 1
0% -

63%

38%
1%

38% 38%

&
AQ’@ &
& o
e° Nl
S S
&€ s
& @OQ
Q© ¥

@ Old systems B New systems

Source: Own elaboration

In the same way, because older systems are mainly of a mutual nature, they
seem to contribute more to their own funding than new systems. Additionally, maximum
and average terms/duration of operations is greater in older schemes.

Graph 157. Average prices per cost and products depending on the type of
systems, old versus new systems
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Graph 158. Average of maximum and average terms of operations guaranteed
depending on the type of systems, old versus new schemes
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The maximum amounts of guarantees are higher in older systems, as opposed
to average amounts of actual guarantees which are very similar.

Graph 159. Mean of the maximum and average amount of the guarantees
depending on the type, old versus new systems
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More traditional systems benefit from a better understanding of the influence of
guarantee policy on the reduction of operational costs. A remarkable difference can be
observed here. 38.5% of older systems/entities consider that the saving of financial
costs is higher than 3%, as opposed to 8.7% of new systems/entities. Conversely,
39.1% of recent systems consider that the guarantee scheme does not reduce the cost
differential, as opposed to 15.4% of older entities.
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Graph 160. Percentage of old and new entities depending on the operation cost
saving
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G) Main indicators of the system impact

The average antiquity/age of more traditional systems is of 41 years, whilst
more recent systems are only around 6 years old.

Graph 161. Average antiquity of the entities depending on the type of the entities,
old versus new systems
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Older systems have a wider network of entities than more recent ones, which
seem to be more centralized.
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Graph 162. Number of entities depending on the type of systems, old versus new
schemes
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Not surprisingly, traditional systems grant guarantees to a higher number of
beneficiaries than recent systems. This effectively demonstrates that the success of
guarantee policies is greatest in the long run. For this reason they must be considered
State policies, thereby staying clear of short term political debates.

Graph 163. Number of micro, small and medium-sized business beneficiaries
depending on the type the systems, old versus new schemes
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The average amount of fixed funds and the outstanding guarantees portfolio are
higher in older systems. The amount of outstanding guarantees over fixed funds is
greater in older entities than in recent ones. This proves that more recent systems still
have time to reach acceptable levels of activity.
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Graph 164. Own funds or capital (equity) in the guarantee system/entity (in
thousands of €), depending on the type of systems, old versus new schemes
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Graph 165. Mean of the outstanding guarantees (in thousands of €), depending
on the type of systems, old versus new schemes
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Finally, there is a faster growth in older systems than in recent ones, which
comes to show tradition’s positive effect in this type of policy.

Graph 166. Mean of the total guarantees granted in the last year (in thousands of
€), depending on the type of systems, old versus new schemes
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H) Summary

The nature assumed by the various systems can be determined by their
intrinsic tradition. To a certain extent, it can be said that the institutionalization level
does not vary depending on the system’s seniority. There are two models: one
controlled by a specific regulation and another one by a general regulation.

It can be observed, however, that mutual systems have a longer tradition in
Europe and they have recently begun to coexist with public-style models. The mutual
model presents important figures, yet paradoxically it is not the most frequent model
adopted to tackle the social and economic environment of Eastern European countries.

The most traditional or the oldest systems have a more permanent character
and a more limited geographical approach than new systems.

Support instruments are very similar both in traditional and new systems; it is
necessary to mention that there is greater access to public counterguarantee in older
systems, thus replacing the low presence of the public capital in the composition of
their resources.

The functioning of systems/entities analyzed within the context of these
parameters is quite similar, except for the fact that the price policy is usually different in
new systems, the price being fixed in old systems. Guarantees generally focus on the
principal, interests and even delays in old systems, whereas in new ones the group of
entities only covering the principal of the operation is quite substantial. Maximum terms
and amounts of operation guarantees are also higher in old systems and financial cost
saving is remarkably higher.

Finally, the size of older systems is greater in terms of the volume of resources,

the guarantees granted, the number of beneficiaries and the increase in the guarantee
portfolio, than that of new systems.

162



ANNEX N° 4
THE ESTABLISHMENT OF GUARANTEE SYSTEMS AT A GEOGRAPHICAL
LEVEL: EU15 VERSUS EASTERN EUROPEAN COUNTRIES (Graph n° 167 to 209)
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GEOGRAPHICAL CONFIGURATION OF THE GUARANTEE SCHEMES: EU-15
VERSUS NON EU-15

Guarantee systems/schemes are extended and applied homogeneously across
Western Europe (represented by EU-15 nations) and Eastern Europe. This
homogeneous spread has meant that in recent years, Eastern European countries
have considered guarantee access policy as an important tool in the development of
their economies. Almost every European country possesses some kind of initiative.
Furthermore, many guarantee systems/schemes have appeared, with features of their
own.

As mentioned before, during recent decades, micro and SMEs have
increasingly emerged and assumed more importance across the global economy.
These days, nobody can deny the crucial role played by entrepreneurs in the
generation of wealth and employment.

For this reason, guarantee systems/schemes not only facilitate guarantee
access, but they also fulfil other operational objectives, namely: the strengthening of
the micro and SME sector and the creation/structuring of the business network, within
the economic reality of each country.

In this sense, the actions of many European Union bodies (European
Commission Directives, European Investment Fund, reports from The Observatory of
European SMEs, Round Table of Bankers and SMEs, etc.) have been impressive.
Since 1991, recommendations in favour of the development of guarantee
systems/schemes have multiplied. Consequently, there has always been a particular
concern for the issue of guarantees within the activities of these institutions.

The principles established by the European Commission proposal “El papel de
las Sociedades de Caucion Mutua SCM en la financiacion de las pyme de la C.E.”
(doc.SEC (91) 1.550 see end) are central to the future of the Mutual Guarantee
Schemes (MGS) in Europe and the European Mutual Guarantee Association (AECM),
where the stimulation and effective creation of guarantee systems in member countries
is recognized as official State policy.
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Table 12: Classification of entities depending on their geographical situation

EU-15 Non EU-15

AVHGA (Hungary) X

AWS (Austria) X
Birgschaftgesellsch (Austria) X

CESGAR (Spain)

X

CMZRB (Czech Rep.) X

CSC (Switzerland) X

FEDARFIDI (Italy)

FEDERASCONFIDI (Italy)

FEDERCONFIDI (Italy)

XX XX

FEDERFIDI (Italy)

FGCR (Romania) X

FINCREDIT - CONFAPI (ltaly)

baq Bt

FINNVERA (Finland)

FONDO INTERBANCARIO (Italy) X

X

FONDOS REGIONALES DE GARANTIA (Russia)

FONDS BRUXELLOIS DE GARANTIE (Belgium) X

GF (Serbia)

GUARANTEE FUND FOR MICROCREDITING (Bulgaria)

GUARANTEE SCHEME (Malta)

HAMAG (Croatia)

HITELGARANCIA (Hungary)

INVEGA (Lithuania)

KGF (Turkey)

KREDEX (Estonia)

XXX PXPX XXX X

LATVIJAS GARANTIJU AGENTURA (Latvia)

MC ET D’AIDE AUX ARTISANS (Luxembourg) X

MGC (Hungary)

MVA (Hungary)

NCGF - KFPF (Poland)

NCGF (Romania)

PLGA (Poland)

RCZRA (Slovenia)

RLGF (Romania)

RURAL CREDIT GUARANTEE FOUND (Lithuania)

XXX XXX XXX

SAFFA (Switzerland)

SCMOB (Belgium)

X

SEF (Slovenia)

X

SFLG (UK)

SIAGI (France)

SKGF (Sweden)

SNA BBMKB (Holland)

SOCAMA (France)

SOFARIS (France)

SOWALFIN (Belgium)

XXX XXX PX X

SPGM (Portugal)

SZRB (Slovakia) X

TEMPME, SA (Greece)

X

TESKOMB (Turkey) X

VAEKSTFONDEN (Denmark) X

Verband der Burgschaftsbanken (Germany) X

Total 24 26

Source: Own elaboration
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A) Institutional framework

Systems that developed in Eastern Europe have mainly used legislative bodies
that lacked a specific legislation (only 34.6%). Alternatively, the greater experience of
the EU-15 systems in guarantee matters shows a greater institutionalization of
schemes aimed at offering guarantees. This also proves a control of specific legislation
over regulating systems, as opposed to general legislation (91.7% with specific law).

Graph 167. Percentage of EU-15 and non EU-15 entities depending on the type of
legislation
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The type of entities that are present in the EU-15 is mainly of a commercial
nature, corporations (16.7%) and mutual societies (58.3%). However, in eastern
countries humbers are more diverse. Yet there is a strong presence of public systems
(30.8% is public law entity and 11.5% of regulated institutions), as opposed to what
happens in EU-15 countries.
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Graph 168. Percentage of EU-15 and non EU-15 entities depending on their legal
form
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EU-15 systems are considered mainly as financial entities. They are subjected
to the financial regulators and believe their guarantees will be recognised by Basel II.
However, the rest of defining features that include them in the financial sector are
similar in both regions and there is no unique model.

Graph 169. Percentage of EU-15 and non EU-15 entities depending on their
relationship with the financial system regarding certain characteristics
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Generally, with regards to system guarantee characteristics, these are more
secure for beneficiaries within EU-15 than in the rest of Europe.
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Graph 170. Percentage of EU-15 and non EU-15 entities depending on the types
of guarantees
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External control mechanisms (external audit and public sector audit.) are more
frequent in EU-15 countries than in the rest of Europe. In the rest of Europe, only 68%
of systems hire external auditors to check their accounts. In the same way, due to a
stronger presence in the rest of Europe of systems with funds originating from the
public sector, it is interesting to find a proportionally lower number of sectors audited by
public sector bodies.

Graph 171. Percentage of EU-15 and non EU-15 entities depending on types of

audit
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B) User activity and scope

There is a similar level of exclusivity in the process of granting guarantees
throughout the continent. It could be that entities doted with an accessory guarantee
activity are seen to concentrate mainly around Eastern European countries.
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Graph 172. Percentage of EU-15 and non EU-15 entities depending on the
exclusivity of the guarantee activity
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In accordance with the type of business targeted by EU-15 systems, graph 173
shows that they are more universal (with higher percentages) and mostly aimed at
micro and SMEs. However, in the rest of Europe there is a lower presence of entities in

each of the three micro and SME categories, hereby proving that more attention is paid
to assessing the size of the business.

Graph 173. Percentage of EU-15 and non EU-15 entities depending on the size of
beneficiaries
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With regards to the geographical action scope, graph 174 shows how EU-15
systems are schemes in which decision-making nodes are more decentralised, which
must thereby draw them in closer to the potential beneficiary. Notwithstanding this,
80.8% of Eastern European systems operate under a national decision-making
framework.
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Graph 174. Percentage of EU-15 and non EU-15 entities depending on the
geographical action scope
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Depending on the sector they work with, Eastern European countries tend to be
slightly more universal than EU-15 ones; however, most entities are intersectorial.

Graph 175. Percentage of EU-15 and non EU-15 entities depending on the
sectorial action scope
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Another feature that differentiates EU-15 systems from the rest of Europe is the
indefinite nature of their schemes, in contrast with a stronger presence in the rest of
Europe of temporary ones. In this group, 38.5% of systems have a limited life-span,
whereas this model is hardly present in EU-15. System objectives in the EU-15 and in
the rest of Europe seem to differ. In EU-15 there is a desire to provide micro and SMEs
with a permanent and continuous service, whereas in Eastern European countries
policies have been established to initially, develop a strong business network through
strongly defined programs and objectives.
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Graph 176. Percentage of EU-15 and non EU-15 entities depending on
temporality
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C) Source of resources and decision-making

The source of finance in systems from both regions is also quite distinct. Whilst
there is a domination of systems with private sector resources in EU-15, in Eastern
Europe most are of a public nature. Without a doubt, the previous experience of a
business network has an influence in the public sector’s possibilities of taking part in
the creation of a guarantee system.

Graph 177. Percentage of EU-15 and non EU-15 entities depending on the source
of resources
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EU-15 systems are doted with an amalgam of private and public resources, with
a slightly higher presence of resources originating from the private sector (within such
types of entities we find saving banks, which, in certain countries have their
representative bodies controlled by public administration). The business network
grants more resources within EU-15 systems. This is consistent with the broad
development of mutual systems. The financial sector has an important average
percentage of participation, but it cannot be compared to what the public and business
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sectors bring. The association we mentioned before exists between public
administrations and entrepreneurs. Financial entities have a secondary role.

However, in Eastern Europe, systems have been built upon the national (on
average in 66.4% of system resources) and international public sectors (9.2%). Let's
not forget that these countries have a more recent business network, and it is possible
that public sector objectives are aimed to reactivate it, by means of guarantee systems.
The financial sector has a muted role to play (as in EU-15) — 16.9% - whereas the
business sector has hardly 7.6%.

These results are in accordance with legislation governing the entities that
compose these systems: a clear control of a mutual initiative within EU-15 and a
control of public entities in Eastern Europe. In the same way, a relevant role of
corporations in Eastern Europe does not preclude public administrations from
becoming the governors of such boards (80% of corporations have more than 50% of
their resources sourced from the national or international public sectors).

Graph 178. Percentage of resources coming from each sector (EU-15 versus non

EU-15)
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This origin of resources influences the guarantee systems’ support
mechanisms. In the EU-15, the most popular tool is access to public counterguarantee
coverage. However, in Eastern Europe the most important tools are public
contributions to entity funds. We can see two models, one mainly participating in
operational risks (Eastern Europe) and the other one working at a secondary level,
reducing risk (EU-15) and providing the private sector with a more relevant role in
acquiring beneficiaries. Such differentiated policies are possible due to the different
business contexts of both regions.
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Graph 179. Percentage of EU-15 and non EU-15 systems/entities depending on
support mechanisms
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In both regions, the corporate entities are themselves administrative bodies
within the said systems. On rare occasions, they are administered by third parties. This
occurs due to the system’s legislative body having a legal personality and is therefore
responsible for the decision-making process.

Graph 180. Percentage of EU-15 and non EU-15 entities depending on the
system’s administration
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The situation changes when a higher participation of beneficiaries takes place
in the EU-15 compared to the rest of Europe. The reason for this is a stronger
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presence of mutual systems in such regions. This increased participation unfolds at all
levels: in resources participation (graph 181), in governing boards (graph 182) and in
decision-making (graph 183).

Graph 181. Percentage of EU-15 and non EU-15 entities depending on the
participation in the resources
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Graph 182. Percentage of EU-15 and non EU-15 entities depending on the
participation in governing boards
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Graph 183. Percentage of Eu-15 and non EU-15 entities depending on the
participation in the decisions to grant the guarantee
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D) Characteristics of the counterguarantee system

Counterguarantees are mainly present in EU-15 systems. In Eastern Europe
61.5% of systems have no access to counterguarantees.

In EU-15 countries, counterguarantees are of a principally national and/or
regional and supranational nature. However, in Eastern European countries
counterguarantees are national and/or regional. Finally, private type counterguarantees
are only present in EU-15 systems.

Graph 184. Percentage of EU-15 and non EU-15 entities depending on the origin
of counterguarantees
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Characteristics of counterguarantees are similar in both regions, and so are the
average and maximum amounts of counterguarantee operational coverage (graph186).

Graph 185. Percentage of EU-15 and non EU-15 entities depending on the
characteristics of counterguarantees
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Graph 186. Average amounts of the counterguarantee coverage in EU-15 and
non EU-15 systems
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E) Relationship with the financial system

EU-15 systems target their guarantees at a wider range of entities, amongst
other reasons because the financial sector is, traditionally, more developed.
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Graph 187. Percentage of EU-15 and non EU-15 entities depending on the type of
entities in favour of those granting their guarantees
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The type of responsibility for which the guarantor is liable is similar in Europe.
However we can foresee that in a greater number of cases, a supportive responsibility
in eastern countries is required. Supportive responsibility offers more guarantees to the
creditor, and thereby involves guarantee systems more in operations.

Graph 188. Percentage of EU-15 and non EU-15 entities depending on the type of
responsibility for which the guarantor is liable
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The type of guarantee demand is somewhat similar on the continent although
claims are issued faster in EU-15 countries.
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Graph 189. Percentage of EU-15 and non EU-15 entities depending on the type of
guarantee demand
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In the same way, in EU-15 countries, systems react within instants of the
default in payment occurring instead of retroactively when default has turned into debt.

In the rest of Europe, this model is more developed.

Graph 190. Percentage of EU-15 and non EU-15 entities depending on the
payment type
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EU-15 systems are of individual guarantee format (100%), whereas the majority
of those in the rest of Europe follow a similar scheme (88.5%).
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Graph 191. Percentage of EU-15 and non EU-15 entities depending on the type of
guarantees
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We find the same model, with multi bank involvement all over Europe.
Operational analysis is also carried out in a similar internal manner.

Graph 192. Percentage of EU-15 and non EU-15 entities depending on the type of
relationship with the financial industry
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Graph 193. Percentage of EU-15 and non EU-15 entities depending on the
procedure of operations analysis
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Concepts covered by guarantees in EU-15 countries include principal and
current interests, in 45.8% of cases, and additionally delays in 45.8% of cases.
However, in the rest of Europe half the schemes only reach principal interests.

Graph 194. Percentage of EU-15 and non EU-15 entities depending on the
guarantee concepts
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Percentile coverage figures are similar right across Europe.
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Graph 195. Average percentage of the maximum and average operation
coverage, depending on EU-15 and non EU-15 systems
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F) Characteristics of products and services

The type of services offered is similar; however, there is a wider presence of
schemes with financial advisory services in EU-15 countries (41.7% as opposed to
23.1%).

Graph 196. Percentage of EU-15 and non EU-15 entities depending on the type of
products and services
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In the same way, the application of guaranteed credit operations is far more
expansive in EU-15 countries than in the rest of Europe. Here there are an elevated
percentage of schemes that guarantee leasing operations, as opposed to a lower
proportion in Eastern Europe. As formerly mentioned, a larger business and financial
development in EU-15 countries justifies the concession of guarantees to more varied
credit operations.
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Graph 197. Percentage of EU-15 and non EU-15 entities depending on the
application of products and services
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In EU-15 nations, guarantees are usually offered according to a fixed cost
(70.8% of schemes), whereas in the rest of Europe guarantee costs are more often
differentiated (52% of cases and in 16% the pricing model is mixed - fixed-
differentiated).

Graph 198. Percentage of EU-15 and non EU-15 entities depending on the price
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In Eastern European countries, the main price differentiation factors of the

guarantee are the sum total and the term/duration. The other criteria are of minimal
relevance.

As EU-15 countries follow a fixed pricing model, differentiation factors are not
particularly relevant. The purpose of the operation is more important.

The main component of prices in the EU-15 is the contribution to permanent
resources (2.92% of the operation). Commissions for the study of financial guarantees
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are higher in EU-15 nations than in the rest of Europe, in which the financial guarantee
commission is the main operational cost (2.02% on average).

Graph 199. Percentage of EU-15 and non EU-15 entities depending on price
differentiation factors
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Graph 200. Average prices per cost and products depending on the type of
systems, EU-15 versus non EU-15
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The average of terms is slightly higher in EU-15 countries than in the rest of
Europe. Additionally there is the same tendency with regards to maximum and average
amount of guarantees applicable to operations.
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Graph 201. Average of maximum and average terms of operations guaranteed
depending on the type of systems, EU-15 versus non EU-15
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Graph 202. Mean of the maximum and average amount of the guarantees
depending on the type, EU-15 versus non EU-15
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In Eastern Europe cost saving is especially significant. In the EU-15, systems
manage to save an average of between 1% and 2% (41.7% of schemes), whereas in
Eastern Europe it is higher than 3% (40% of systems). In both cases, the proportion of
systems that manage to realize some sort of cost saving is superior, as opposed to
those that are not successful in doing so (EU-15, 29.2%, rest of Europe, 24%).
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Graph 203. Percentage of EU-15 and non EU-15 entities depending on the
operation cost saving
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G) Main indicators of the system impact

The average antiquity/age of the systems within the EU-15 countries is 34
years, whereas in the rest of Europe the average is 15. Swiss systems, the oldest in
Europe, are responsible for the increase in the average of EU-15 countries.

Graph 204. Average antiquity of the entities depending on the type of the entities,
EU-15 versus non EU-15
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The average number of entities integrated within the system is higher in
countries that don't belong to the EU-15 (41), as opposed to those who do (26). This is

a surprising result, in light of the markedly decentralized nature of EU-15 systems,
even though there are equally schemes that operate in smaller scale systems.
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Graph 205. Number of entities depending on the type of systems, EU-15 versus
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There is a higher number of beneficiary micro and SMEs in the EU-15 than in
other countries; however, there are systems that attend to a greater number of
companies in the rest of Europe, namely Teskomb in Turkey. There is a high
dispersion rate in both groups (difference of 150,167.6 companies in EU-15 and
312,165 in the rest of countries).

Graph 206. Number of micro, small and medium-sized business beneficiaries
depending on the type the systems, EU-15 versus non EU-15
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The average availability of permanent funds in the EU-15 systems is notably
higher than in the rest of Europe. This larger scale of the EU-15 systems can also be
seen in the active guarantees portfolio, which is greater in EU-15 countries than in the
rest of Europe.
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Graph 207. Own funds or capital in the guarantee system/entity (in thousands of
€), depending on the type of systems, EU-15 versus non EU-15
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Graph 208. Mean of the outstanding guarantees (in thousands of €), depending
on the type of systems, EU-15 versus non EU-15
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The average amount of coverage offered in guarantees granted during the past
year is noticeably superior in EU-15 countries compared to the rest of Europe, which
indicates a markedly superior growth rate.
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Graph 209. Mean of the total guarantees granted in the last year (in thousands of
€), depending on the type of systems, EU-15 versus non EU-15
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H) Summary

Guarantees differ in their form depending on the geographical area of their
activity. The strong political division of social and economic models during the 20"
Century has resulted in two geographical areas with distinct operational business
realities.

The European case clearly shows how models of guarantee schemes depend
on the social and economic environment where they operate and the objectives they
pursue. Where there is a consolidated business structure, the goal of schemes is to
inhibit the exclusion of entrepreneurs with viable projects from proper access to
financing channels; quite the opposite, where the business structure is weak and
under-developed, the goal of guarantee systems will be to inject some dynamism into
the business operation.

We observe that there are certain differences in Europe’s social and economic
structures. In the EU-15, with a comprehensive business organization, models show a
greater financial involvement of beneficiary entrepreneurs using mutual systems of a
permanent nature and a more decentralized geographical scope. On the contrary, in
the rest of Europe, in countries devoid of a well organized business structure, the
predominant model derives its resources from the public sector.

Systems in the EU-15 are much more institutionalized and have a greater
presence of schemes with a specific regulation than in the rest of European countries.

In any of these two cases, participation of the public sector is important, either
by supplying share capital to entities or through the counterguarantee of operations. In
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the case of the EU-15, public support is basically channelled through
counterguarantees, whereas the private sector supplies share capital to the system’s
entities.

With regards to the operational aspect, the EU-15 systems do not appear to
have specialized to such a great extent with respect to the size of beneficiary
entrepreneurs concerned, the financial entities being covered and the type of
application for guaranteed financing. Greater development of these economies is a
telling sign of a more sophisticated financing framework than in the rest of the countries
that have only recently seen the establishment of market-based economies.

The user pays a fixed price for the guarantee activity, whereas in Eastern
European countries the different-price model predominates.

In the EU15, financial cost savings are lower than in the rest of European
countries. The percentage of systems with a high savings/benefit rate in the financial

cost is remarkably higher compared with others that do not achieve a saving.

Finally, the dimension of EU-15 systems is remarkably greater than in the
systems of the rest of Europe as a result of their older status.
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ANNEX N° 5
STATISTICS 2003-2004 OF THE EUROPEAN GUARANTEE SCHEMES
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Statistics of the activity of the European guarantee systems/entities (2003 or
2004, in thousands of euros)

Resources N° SME/ Outstanding Guarantees
SYSTEMS/ENTITIES Country 2003/04 beneficiaries | guarantees granted
2003/2004 2003-04 2003/2004

A.W.S. Austria 57.800 8.734 374.000 82.300
Burgschaftsgesellsch Austria 13.600 858 48.900 1.037.500
SCM / MOB Belgium 16.964 4.900 31.378 15.169
Sowalfin Belgium 50.697 1.657 78.033 35.215
CMZRB Czech Rep. 145.000 2.200 311.000 101.000
KredEx Estonia 4.000 281 21.396 13.087
Finnvera Finland 368.739 4.980 851.210 479.130
Socama France 70.000 280.000 1.626.000 682.000
Siagi France 4.000 48.000 629.000 144.000
Sofaris France 340.000 220.000 4.824.109 1.806.000
Birgschaftsbanken Germany 300.000 42.822 5.038.316 1.037.500
Hitelgarancia Hungary 90.000 25.000 709.969 638.400
AVHGA Hungary 56.533 20.242 271.200 217.659
MVA Hungary , 480 615
Fedartfidi Italy 580.700 654.837 4.022.000 2.028.900
Federconfidi Italy 438.260 48.014 3.428.795 1.977.650
Fincredit Italy 169.921 32.916 1.723.220 965.005
Federascomfidi Italy 235.515 157.054 3.082.459 1.386.653
Federfidi Italy 67.599 70.000 719.041 553.108
Fondo Interbancario Italy 7.500 176.000 7.843.000 2.376.000
Invega Lithuania 6.111 456 12.283 6.499
Rural Guar. Fund Ltd. Lithuania 13.610 945 44.369 29.135
SPGM / SCM Portugal 17.690 781 141.900 53.893
FGC Rural Rumania 13.281 619 37.415 66.921
RLGF SMEs Rumania 3.235 170 5.534 6.941
NCGF Rumania 17.405 99 6.000 6.700
SZRB Slov. Rep. 72.758 3.206 62.710 40.124
SGR / CESGAR Spain 185.565 74.783 3.307.476 1.494.671
Teskomb Turkey 281.250 1.500.000 660.619 284.753
Kredi Garanti Fonu Turkey 5.861 418 22.084 15.800

TOTAL AECM 3.633.594 3.380.452 39.934.031 11.292.753

Source: Own elaboration
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Resources N° SME/ Outstanding | Guarantees
SYSTEMS/ENTITIES Country 2003/04 beneficiaries | guarantees granted
2003/2004 2003-04 2003/2004

Fonds Bruxellois de Garantie Belgium , , , ,
Guarantee Fund For Microcrediting | Bulgaria , 5.953 , 31.855
HAMAG Croatia 2.500 3.400 23.000 15.000
Vaekstfonden Denmark 300.000 1.125 148.000 20.130
Tempme, SA Greece 200.000 253 5.600 5.600
MGC Hungary , , )
Latvijas Garantiju Agentura Latvia 1.572 20 1.068 1.120
MC Et D"Aide Aux Artisans Luxemburg 16.900 2.700 155.000 60.000
Guarantee Scheme Malta 5.000 12 450 450
SNA BBMKB Holland 60.000 18.817 1.300.000 453.000
NCGF-KFPF Poland , 2.836 92.488 56.203
PLGA Poland 47.000 4.200 35.000 33.000
Fondos Regionales de Garantia Russia , 47 2.010 ,
GF Serbia 9.300 , , ,
RCZRA Slovenia 2.387 220 1.565 863
SEF Slovenia 43.900 75 6.320 5.400
SKGF Sweden 8.500 4.700 14.000 10.000
CCAM Switzerland 19.435 , , 80.332
SAFFA Switzerland 534 13 570 ,
SFLG UK , , , 678.024
TOTAL NO AECM 717.028 44.371 1.785.071 1.450.977
TOTAL 4.350.622 3.424.823 | 41.719.102 12.743.730

Source: Own elaboration

Warning: The real impact of credit amounts to the SME sector is an additional 35% over
guarantee costs, which is reflected in the two last columns. This is because these don't cover,
on average, the total cost (100%) of the credits that have been granted.
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