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Resumo

Lanz, Luciano Quinto; Lukauskas, Arvi@. potencial papel dos Sistemas
de Garantia de Crédito das PMEs para promover a inasao financeira
no Brasil. Nova lorque, 2017. 73p. Dissertacdo de Mestradohod of
International and Public Affairs, Columbia Univeys+ New York.

A dificuldade de acesso ao crédito € um dos maiokessaculos para a
sobrevivéncia das pequenas e médias empresas (PMBEs) das principais
razbes para isso é a falta de garantias. Essac&@ituse reflete na baixa
competitividade e alta desigualdade do Brasil. ©®mas de garantia fornecem
esta garantia. Esta tese analisa o papel potetmsabsquemas de garantia para
promover a incluséo financeira no Brasil. Pararglaa esse objetivo, a pesquisa
analisa a competitividade e a desigualdade do IBrasia relacdo com o acesso
ao crédito. A metodologia utilizada foi um estude daso sobre o Fundo
Garantidor para Investimentos (FGI), utilizando ralbgem qualitativa e
estatisticas descritivas. A coleta de dados baseouem entrevistas
semiestruturadas, fontes secundarias, analisealendmtos e dados operacionais.
A analise utilizou os modelos de construcdo e e de confianca entre
organizacdes, o papel dos bancos nacionais dewidgemento nos sistemas de
garantia e o benchmark internacional para govemareficacia dos esquemas de
garantia. Os resultados demonstram que o FGI cansegar uma governanga
adequada e estabelecer confianca com o0s bancos.2@t&, 26 bancos
contrataram mais de 32 mil operacdes no valor €ebilhdes de dolares, com
adicionalidades comparaveis ao benchmark internatidNo entanto, estudos
adicionais sdo necessarios para estabelecer uatadigentre a adicionalidade dos

esquemas de garantia e o desenvolvimento soctar®mico.

Palavras-chave
Sistemas de Garantia; Micro, Pequenas e MédiasdsagrAdicionalidade.



Abstract

Lanz, Luciano Quinto; Lukauskas, Arvid (Advisomhe potential role of
SMEs’ Credit Guarantee Schemes to promote financialnclusion in
Brazil. New York, 2017. 73p. Master Thesis — School ofrimiéional and
Public Affairs, Columbia University — New York.

Difficult access to credit is one of the greatesstacles to the survival of
small and medium-sized enterprises (SMEs). Onéeinajor reasons for this is
the lack of guarantees. This situation is refledte8razil’'s low competitiveness
and high inequality. Guarantee Schemes provide guigrantee. This thesis
analyzes the potential role of guarantee schempsotaote financial inclusion in
Brazil. To achieve this objective the research ymesd Brazil competitiveness and
inequality and their relation to credit access. Tinethodology used was a case
study over thé-undo Garantidor para Investiment@vestment Guarantee Fund
- FGI), using a qualitative approach and descrgthtatistics. Data collection
relied on semi-structured interviews, secondaryrges) document analysis and
operational data. The analysis used inter-organizatrust building and repair
models, the role of national development bankdhédguarantee systems and the
international benchmark for governance and effeciss of guarantee schemes.
The results demonstrate that FGI achieve adequaterigance and established
trust with the banks. By 2017, 26 banks contractede than 32,000 operations
worth 1.9 billion dollars, with additionalities cqrarable to the international
benchmark. However, additional studies are necgssagstablish a link between

the guarantee schemes additionality and sociataadomic development.

Keywords
Guarantee Schemes; Micro, Small and Medium EntepriAdditionality.



Table of Contents

1 Introduction

1.1 Context of the Research
1.2 Research Question

1.3 Final objective

1.4 Intermediary objectives

1.5 Justification of the research
1.6 Research scope

1.7 Thesis structure

2 Literature Review

2.1 Competitiveness

2.1.1 Global Competitiveness Index

2.1.2 Global Entrepreneurship Monitor

2.1.3 Inequality

2.1.3.1 Inequality measurement

2.2 National Development Banks and Guarantees
2.3 Guarantee Schemes for SMEs

2.3.1 Guarantee Systems in Brazil

2.3.2 Guarantee Schemes effectiveness

2.4 Inter-Organizational Trust Building and Repair

3 Methods

3.1 Type of Research

3.2 Research Configuration
3.3 Review of the literature
3.4 Governance

3.5 Interviews

3.6 Additionality

3.7 Limitations

13
13
14
14
14
15
15
16

17
17
18
19
19
20
21
22
27
27
29

32
32
33
33
34
35
36
36



4 Results

4.1 Competitiveness and Institutional Environment
4.1.1 Inequality measurement

4.2 National Development Banks and Guarantees
4.3 Guarantee schemes around the world

4.4 FGI — Case study

4.4.1 Financial Agents Profile

4.4.2 Governance Analysis

4.4.3 Interviews

4.4.4 Additionality

5 Conclusions and Recommendations for Further Research

5.1 Opportunities for further research

6 References

7 Appendices

7.1 Documents Analyzed

39
39
43
45
46
47
49
50
52
56

61
62

64

73
73



List of Figures

Figure 1 — Global Competitiveness Index Brazil Performance Overview 40

Figure 2 — GEM - Brazil Expert Ratings of the Entrepreneurial Eco-system

43
Figure 3 — Gini Index - World 44
Figure 4 - Brazil Inequality — Gini Index 45
Figure 5 - Distribution of Operations by Municipality 58

Figure 6 - Average Financed Value by firm Size With and Without FGI
coverage 59
Figure 7 - Average Term (in months) by firm Size With and Without FGI

coverage 59



List of Tables

Table 1 - Main characteristics of each guarantee scheme 23

Table 2 — Guarantee Schemes Characteristics from Selected Countries 24

Table 3 - Alternative methods for evaluating additionality 28
Table 4 — Interviews Questions 35
Table 5 — Interviews Participants 36

Table 6 - Income Distribution by Income Levels, 1990-2007 (or latest

available) in PPP constant 2005 international dollars 43
Table 7 - Gini Index Values by Region 44
Table 8 — NDBs support to SMEs 46
Table 9 - Credit Guarantee Schemes Performance — median values - 2014

47
Table 10 - Credit Guarantee Funds Legislation in Brazil 48

Table 11 — Characteristics of FGI — Fundo Garantidor para Investimentos
versus FGPC - Fundo Garantidor para Promoc¢éao da Competitividade 50
Table 12 - Finance Gap - Brazil x Latin America x Developing Countries 56
Table 13 - Financial Additionality — New borrowers 57
Table 14 - Risk attributed by the financial agent 57



List of abbreviations and acronyms

ABGF - Agéncia Brasileira Gestora de Fundos Garantidores e Garantias S.A. —
Brazilian Guarantee Management Agency

FA — Financial Agents

BNDES - Banco Nacional de Desenvolvimento Econdmico e Social (Brazilian
Development Bank)

FAMPE — Fundo de Aval da Micro e Pequena Empresa (Micro and Small Enterprise
Guarantee Fund)

FGCN — Fundo de Garantia para Construcao Naval (Naval Construction Guarantee
Fund)

FGEE - Fundo de Garantia a Empreendimentos de Energia Elétrica (Electric Energy
Endeavors Guarantee Fund)

FGHAB — Fundo Garantidor da Habitacdo Popular (Popular Housing Guarantee
Fund)

FGI — Fundo Garantidor para Investimentos (Investment Guarantee Fund)

FGIE — Fundo Garantidor de Infraestrutura (Infrastructure Guarantee Fund)

FGO — Fundo de Garantia de Operacdes (Operations Guarantee Fund)

FGP — Fundo Garantidor de Parcerias Publico- Privadas (Public-Private
Partnerships Guarantee Fund)

FGPC - Fundo de Garantia para a Promocéo da Competitividade (Competitiveness
Promotion Guarantee Fund)

FNG - Fondo Nacional de Garantias (National Guarantee Fund — Colombia)
FOGAPE - Fondo de Garantia para Pequefios Empresarios

FOGAPYME - Fondo de Garantia para la Micro, Pequefia y Mediana Empresa
FUNPROGER - Fundo de Aval para a Geracédo de Emprego e Renda

MSME — Micro, small and e medium-sized enterprise

NAFIN — Nacional Financiera (National Finance — México)

OECD - Organization for Economic Co-Operation and Development



1
Introduction

1.1
Context of the Research

In 2016, 11.7 million micro, small and medium firfMSMES) accounted for 98.5%
of all firms in Brazil and employed 17.1 million ae (Sebrae, Dieese, 2017) and account
for 27% of GDP. In 2014, MSMEs with up to two yeafsexistence had a mortality rate of
23.4% (Sebrae, 2016). Lack of credit, due espgcialinsufficient guarantees, was one of
the main reasons firms had to close operationsré®eli-ubra, 2004). This situation is
reflected in Brazil's competitiveness. The most ampant competitiveness indexes
demonstrate a problematic situation. The Global petitiveness index results show
deficiencies in infrastructure, financial marketvelepment, business sophistication and
innovation. The Global Entrepreneurship Monitorufessshows problems with government
policies, taxes, bureaucracy, commercial an leg&hstructure, internal markets burdens
and entry regulations, between others. The coualBy has high inequality according to
Gini index, even with the significant improvemesisce the 2000s.

Guarantee funds cover part of banks’ credit riskogn operations and constitute a
public policy instrument designed to overcome taeklof collateral and provide credit
access to MSMEs (Lopes et al., 2007). Brazil hasesexperience with public and private
credit guarantee schemes, operated respectivelygdwernment agents (public banks,
developments banks and a specific agency — ABGK) mmtual credit guarantee
associations. However, these schemes have sewfiaiedcies and shortcomings. This
thesis tries to address these issues, using the samly method, analyzingundo
Garantidor para InvestimentogFGI) performance. Since this fund is managed loy t
BNDES (The Brazilian Development Bank), the reskeaatso analysis its role in this
system, considering other national development $aiNDBs) experience. The analysis
tried to identify if guarantee schemes performrtineie, improving credit access; verifying
if this generates financial, economic and sociaiteahalities; and proposing adjusts and

additional measures to improve the guarantee sysi@razil.
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1.2
Research Question

This study tries to contribute to fill a gap in thikerature; there are few studies that
relate SMES’ credit guarantee schemes with crediéss, financial inclusion and social and
economic development, especially in Brazil. Thhs,d¢entral question of this thesis is:

Do guarantee schemes improve credit access for SMiBsBrazil?

1.3
Final objective

The final objective of this thesis was to analyizeredit guarantee schemes operating

in Brazil are successful in improving credit accessSMES.

1.4
Intermediary objectives

To reach the final goal of the research, it tooe stages, listed below, that represent
the intermediate objectives:

* Analyze Brazil competitiveness and inequality ditwa

» Identify the role of National Development Banksthe economy, focusing on
SMEs and Guarantee schemes.

» Conceptualize credit guarantee schemes for SMESs.

* Analyze and compare credit guarantee schemes atienal experiences.

» Identify key features and best practices of crgdédrantee schemes.

» Identify performance measurements related to aditity — financial, economic
and social that could be influenced or correlateesults of these schemes.

* Analyze the Brazilian experience with credit guaeanschemes.

* Analyze the FGI experience and compare it with ghevious national schemes
and international practices, to identify its strigrsgand deficiencies.

* Propose adjusts to create credit schemes structbhe¢sare more suitable to

improve SMES’ credit access in Brazil.
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Justification of the research

This study is merited by the role that guarantew$uplay in economic development,
especially financial inclusion and increasing thare of microentrepreneurship and SMEs
in the economy. The rationale for focusing on tisisue is that guarantees have always
deserved less attention than direct loans and gowent transfer programs.

This research intends to show that credit guarastbemes are important tools to
improve credit access and increase SMEs investmentmprove productive value chains
and to foster innovation. The importance of cregiarantee schemes as an alternative to
government loans, direct investments and cashfeenss that they stimulate economic

activity, investment, foster entrepreneurship ambvation with fewer resources.

1.6
Research scope

The research focused on credit guarantee schent&sail to identify their features,
operational procedures, deficiencies, shortcomiagd its effects on credit access and
financial, economic and social additionality. Mapecifically, it focused on the analysis
and proposal of credit schemes for MSMESs. The shasalyzes the relation between credit
guarantee schemes, competitiveness and inequality.

The study is limited to the credit guarantee sclersgucture, governance and
additionality, although many other variables affemtdit guarantee schemes performance
such as competition, regulatory aspects, marketntgstrategy. However, this study did not
intend to analyze these aspects, although all tlesses are important, because they deal
with topics currently researched in the literatanel the proposal of this study aims to fill a
gap in current scientific studies.

In order to analyze this relationship, a case study conducted, an alliance between
the BNDES and 26 financial agents in a guarantad that provides guarantees for micro,
small and medium enterprises (MSMESs), thendo Garantidor para Investimentos
Investment Guarantee Fund (FGI). Since the fundaeaged by the Brazilian Development
Bank (BNDES), the role of national development tsa(ilkDBs) in the guarantee systems is
also analyzed. The analysis focused on additignafiects of this credit guarantee scheme

for SMEs. It is not part of the scope of this reskahe longitudinal study, where there is
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collection of data in at least two moments in tifoe analysis, despite the use of a

retrospective analysis.

1.7
Thesis structure

The thesis is structured in seven chapters. Teedite covers the introductory part of
this study, research problem, the main and secgndbjectives, the delimitation and
relevance of the study.

In the second chapter, the theoretical framewoddus presented, contemplating a
bibliographic review on competitiveness, includegmpetitiveness indexes and inequality;
the role of the National Development Banks in thedit guarantee system; credit guarantee
schemes ownership (public or private), governaneectsire, key features, motivation and
performance indicators; and inter-organizationasttibuilding and repair .

The third chapter describes the research methogolalgich describes the nature and
classification of the research, the population sathple, the techniques used for data
collection, as well as for data analysis and trestm

The fourth chapter presents the results and aeabfsthe competitiveness and
institutional environment in Brazil, the role of BES as a National Development Bank and
manager of the FGI, the relationship between thedfand its partners, from the perspective
of governance structure, trust dimensions and theflexes on perceived performance,
evaluated through interviews and objective indicatd additionality.

The sixth chapter presents conclusions, recommiemgabf governance structure, to
build trust between the parties, aiming at betterfggmance and decrease of conflicts
between organizations. This chapter also presentsnmendations for future research.

Finally, the bibliography consulted and the anneass presented, which contains

additional information, such as list of documentalgzed.
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Literature Review

This chapter presents a literature review on coitiperess; the role of the National
Development Banks (NDBs) in the credit guarantestesy; credit guarantee schemes
ownership (public or private), governance structukey features, motivation and
performance indicators; and interorganizationasttrihis review was conducted in order to
achieve the intermediary and final objectives @ 8tudy and support the analysis that tries
to answer the research question.

The literature review on competitiveness focusedGdmbal Competitiveness Index,
Global Entrepreneurship Monitor and inequality ceitthe focus of this research is on micro,
small and medium entrepreneurship and the roleredic guarantee schemes to provide
credit access and financial inclusion.

National development banks are part of this liteareview because of the important
role that they play in financial system within auotry, and especially because is very
common that they have a central role in structuangupporting credit guarantee schemes.

Credit guarantee schemes are the main topic ofdbearch. The literature review
focused on their structure and governance. The ilBnazexperience with this kind of
financial inclusion instrument is also presentedeaSurement techniques of their
effectiveness through additionality indicators presented and were used to evaluate the
case study.

Finally, interorganizational trust building and a@pliterature was include since this
kind of instrument depend on the financial agebtnks) to operate, and FGI replace a

previous initiative — FGPC - that fails to obtaingdt with the banks and cease to operate.

2.1
Competitiveness

The analysis of competitiveness considered two @&itiye indexes - WEF Global
Competitiveness Index and Global Entrepreneurshomitdr - and the inequality literature,
including its measurement, to try to create a fraork to analyze the institutional
environment where the MSMESs operate in Brazil, carag with international benchmark.
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According to Lall (2001), a competitive index shab@llfill two conditions: (i) it must
“confine itself to activities that involve competih” between countries, not dealing with
productivity or growth; and (ii) it should evaluatmarket failures that affect competitive
ability, especially the evolution of dynamic comgiare advantage”. Onsel et al. (2008)
identified that most current composite competite®s indicators apply (i) predetermined
fixed weights uniformly to all countries, or (iijukjective weights to different clusters of

countries.

2.1.1
Global Competitiveness Index

The Global Competitiveness Report (GCR) is a yeadport from the World
Economic Forum (WEF) that ranks countries basedhenGlobal Competitiveness Index
(GCI). Since 2004, the GCR ranks countries basetherGCI, developed by Schwab and
Sala-i-Martin (2017). WEF clusters countries byittlstage of competitiveness, based on
GDP and subjective weight structures.

The GCI comprises 12 pillars, with 114 indicat®8,from the executive survey and
only 34 from other sources. These other indicatyes concentrated on macroeconomic
environment, health and primary education and telcgical readiness. However,
infrastructure, higher education and training amdricial market development could be
improved using more quantitative data, from sourliks World Bank, OECD, IMF,
UNCTAD, UNIDO and local statistical agencies frohetcountries. The executive survey
results can be a valuable source of perceived makd regulatory failures within a
country.

Lack of credit access is clearly a market failiany indicators in WEF GCI can be
related or affect credit access and availabilitgtvBeen these items is possible to identify
items especially in 3 pillars: (1) Institutionsiragular payments and bribes, judicial
independence, efficiency of the legal frameworksetitling disputes, ethical behavior of
firms, strength of auditing and report standard3) Macroeconomic Environment:
government budget balance, country credit ratirg); Kinancial market development:
financing through local equity market, ease to ascans, venture capital availability,

soundness of banks, legal rights index.
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2.1.2
Global Entrepreneurship Monitor

The 2016 Global Entrepreneurship Monitor (GEM) meporganized by Herrington
and Kew (2017) presents results based on 64 wadtianies that completed the Adult
Population Survey (APS), between the ages of 18 @hgears and 65 economies that
completed the National Expert Survey (NES). Thentoes included in the 2016 survey
cover 69.2% of the world’s population and 84.9%tloé world’'s GDP. GEM uses the
classification of economies by economic developmienel adapted from the World
Economic Forum (WEF). The factor-driven phase imohated by subsistence agriculture
and extraction businesses, with a reliance on (ledk labour and natural resources.
During the efficiency-driven phase, the economyopee more competitive, use more-
efficient production processes and increased pitoduality. the innovation-driven phase,
businesses are knowledge-intensive, and the sesgater expands.

The indicators are grouped in six categories: peitteptions about entrepreneurship,
activity, motivational index, gender equality, emreneurship impact and societal value
about entrepreneurship. The expert rating of th&efreneurship Eco-system evaluated
entrepreneurial finance; governmental policies: psup and relevance; governmental
policies: taxes and bureaucracy; Government e{gfograms; E-ship education at school
stage; E-ship education at post school stage; R&ihsfer, commercial & legal
infrastructure; internal market dynamics; intermabhrket burdens or entry regulation;
physical infrastructure; and cultural and socialme. As WEF GCI, GEM many indicators,

especially in the expert rating, can be relatefgcabr be affected by credit access.

2.1.3
Inequality

According to Atkinson (2015), is important to unstand the concepts of inequality of
opportunity and inequality of outcome. Equality opportunity is achieved when the
circumstances do not play any role in the resulbogcome. If someone work harder at
school, pass their exams, and get into medicalddctieen at least part of their higher salary
as a doctor can be attributed to effort. Howevietheir place at medical school is due to
parental influence, then there is inequality of agpynity. This concept is attractive, but
inequality of outcome matters, for three reasof€\en having the same start, some people

face difficulties or just have bad luck along thaywlt's morally unacceptable to simple
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ignore those for whom the outcome is hardship. Tijere is a distinction between
competitive and noncompetitive equality of oppotties. Competitive equality means only
that we have equal chance to take part in the congome The determination of the prize
structure may be very unequal and unfair. (iii)guality of outcome affects inequality of
opportunity for the next generation.

Ostry et al. (2014) find out that (i) more unegsatieties tend to redistribute more. It
is important to understand the growth-inequalitjatienship to be able to distinguish
between market and net inequality; (ii) lower netquality is correlated with faster and
more durable growth, for a given level of redigttibn; and (iii) redistribution appears
generally benign in terms of its impact on growtimly in extreme cases is there some
evidence that it may have direct negative effesisgoowth. The combined direct and
indirect effects of redistribution, including theogvth effects of the resulting lower
inequality, are on average pro-growth.

Ortiz et al. (2011) presents a selected sectorvietgions that promote equitable
outcomes for 16 sectors: education, energy andngyrfinance, health, housing industry,
labour, macroeconomic policies, public expendituresal development, social protection,
tourism, trade, transport and infrastructure, uridamelopment and water and sanitation.
Guarantee schemes can have positive effects onckndabour and usually are part of

macroeconomic policies.

2.1.3.1
Inequality measurement

According to Ortiz et al. (2011), there are two ooom approaches for estimating
global income distribution—the global and inter-ntoy accounting models. Results can be
presented in terms of market exchange rates orrupdechasing power parity (PPP)
exchange rates.

The most commonly used measure of income inequalitye Gini index. It is derived
from the Gini coefficient, which is based on thedmz curve whereby 0 is perfect equality
(e.g. each person has exactly the same income] angberfect inequality (e.g. one person
has all income).

Selecting Gini indices to gauge national incomejuadity can be controversial. There
are differing household survey methodologies withimd across countries—which are the
basis for estimating Gini coefficients—and largeadgaps over time. Therefore, Gini
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indices cannot be compared globally due to theedsfit assumptions behind their
calculations.

The most comprehensive attempt at developing asgaragsonally comparable
database of Gini indices across time is the Staiiwka World Income Inequality Database -
SWIID (Solt, 2009). It standardizes Gini estimafesm all major existing resources of
inequality data - UNU-WIDER (2008), World Bank’s\rRalNet, Socio-Economic Database
for Latin America, Branko Milanovic’'s World Incom®istribution data, and ILO’s
Household Income and Expenditure Statistics, besédbost of national statistical offices
and other sources. The SWIID includes Gini estisiébe gross and net income inequality
for 171 countries from 1960 to 2016.

2.2
National Development Banks and Guarantees

National development banks (NDBs) are essentialgptain the developing financing
regime. According to Studart and Gallagher (20héye are over 250 national development
banks holding $5 trillion in assets. However, muamphasis is given to multilateral
development banks (MDBs). National development bahkve an important role in
implementing infrastructure, sustainable projesispporting SMEs, providing guarantee
and as “market makers”, bringing the private setidong-term financing and investment

According to Torres and Zeidan (2016), there idfexdycle for the existence of
development banks. It comprises four phases: eéstaént, development, engine for
growth and developed financial markets. Each plmasetypical instruments. The authors
divide the instruments for earmarking credit in twategories: direct, the NDB
autonomously originate debt or equity; and indir@ggination, NDBs create incentives to
stimulate other financial intermediaries to origendoans related to government targeted
investment projects, companies or industrial ssectbhese incentives can be divided into
provision of long-term funds; guarantees; equaliratand penalties.

NDBs can provide guarantees for long term fundseither category: direct and
indirect. The provision of guarantee to indireceiions or long-term operations using
resources from the financial agents is common. $iame banks operate these instruments
directly, sometimes through funds or related congsan

Guarantee support is consistent with Studart arth@weer, view of NDBs support to
sustainable projects five fronts. Guarantee cap meproject development and scaling up,
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leveraging finance, reduce the cost of capitalh lorrower, crowding-in private capital,

and improving governance and inclusiveness.

2.3
Guarantee Schemes for SMEs

According to Beck and de la Torre (2007), the hagists of transactions and the
intrinsic high-risk account for the reluctance wfaincial institutions to provide financing to
SMEs. To overcome these difficulties, many cousthave created partial credit guarantee
schemes (Beck, Klapper, Mendoza, 2010). Beck, DginiKunt and Maria (2008) reported
that banks view credit guarantee schemes as thé ecoosmon and effective program of
government support for loans to SMEs, ahead otticecredit and the use of interest rates
of regulatory subsidies.

According to Honohan (2010), it is common for goweents to become involved in
guarantee systems to compensate for market flad/attain social well-being by attempting
to minimize the effect of the adverse selection amadtal hazard on the rates charged from
SMEs. Governments also attempt to correct the unelstribution of credit allocation
which, under normal circumstances, does not reachep areas. They also seek to explore
the externalities of the dynamism of entrepreneuns lack resources, increase loans to
SMEs and avoid or minimize credit crunches. On¢hefarguments used is that banks do
not provide loans directly to SMEs because thek tacarantees and do not realize the risk
that they run. Guarantee systems break this viodingte. In addition to the issue of well-
being, other issues encourage governments to bt @ystems: (i) their similarity to
private risk sharing systems; (ii) optimistic pngiand separate accounting from the public
budget, which minimizes fiscal costs; and (iiijlétneed for the allocation of capital as the
systems have leverage.

According to Beck et al. (2010), we can classifg ystems in accordance with their
ownership (public or private) and governance stmgctcredit guarantee companies, national
public programs and private corporate associations.

According to Lanz and Perufo (2013), partial creditarantee schemes can be
classified into three types: guarantee funds (Ggprantee programs (GP) and mutual

guarantee associations (MGA). Table 1 shows theactexistics of each guarantee scheme.
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Table 1 - Main characteristics of each guarantee scheme

Type Nature Resources Operation Liquidity
Guarantee Public, private or | Public and private| The operational activities | High (resources arg
funds mixed resources, seeking of analysis, concession andavailable in the

to be self- recovery are delegated to | fund)

sustaining financial agents
Guarantee Public (Managed | Resources limited] Own or delegated Low (subject to
programs by development | by the public operational activities (but | supervision and

agency or bank) | budget with subrogation) contingency of
resources)

Mutual Private Private resources Own operational activities | Average (limited by
guarantee from your for analysis, concession | its regional scope)
associations associates and recovery

Source: Adapted by the author from Pombo and Herrero (2003), Zica and Martins (2008) and OECD
(2010).

Based on Lanz and Tomei (2014), it is possibla&niify some benefits of guarantee
funds over the other models:

» The GF can have state and private resources. M&lly have only private funds
(with the exception of possible contribution of A@mmbursable public funds) and GP only
use public budget resources in its capital.

* The GF have greater liquidity resources, becatfiss its constitution the GF does
not depend on the public budget (as GP) or funttiom its members (as MGA). GF model
seeks to be self-sustaining.

* The GF, being private, have greater freedom tegage operational activities than
GP, which has public character, and greater interectivity than MGA, usually made with
regional characteristics or linked to local produetclusters.

In order to identify the characteristics of guaegnschemes that could serve as models
for FGI analysis, the experience of other countwess summarized in Table 2. The
evaluation does not consider other schemes sudguaantee programs such as the Small
Business Administration (SBA) of the United Statesentities that bring together various
funds, such as Kodit from South Korea, nor any gutee associations, such as Garantizar
from Argentina or SNGM from Portugal.



Table 2 — Guarantee Schemes Characteristics from Selected Countries

Country Chile Colombia Mexico Argentina France Germany Austria
Fund / Entity | Fondo de Garantig Fondo Nacional | Nacional Fondo de Garantia | BPI - France / Verband Deutscher| Austria
para Pequefios de Garantias Financiera S. A. | para la Micro, former OSEO Burgschafts-banken Wirtschaftservice
Empresarios (FNG) (Nafinsa) Pequefa y Mediana | (manages several| (VDB) (AWS)
(FOGAPE) Empresa funds)
(FOGAPYME)
Type of entity | Public Private (mixed | Public Public Private (mixed | Private (Registered| Public (state owned)
economy) economy) association)
Resources Government Government Government Banco de la Naciéon | Government 17 guarantee banks. Government
contributions, contributions, contributions, Argentina, Secretarig contributions, Counter-guarantee
guarantee fees, guarantee fees, | guarantee fees, | de Hacienda and guarantee fees, | from Federal
return over return over return over Banco de Inversion y| return over Republic of
investments and investments and | investments and | Comercio Exterior investments and | Germany and
claims recovery. claims recovery. | claims recovery. claims recovery. | Federal States
Equity Banco Estado is the Government Mexican Argentinian French 100% private. Limited Company —
structure only shareholder (Min. Hacienda, | Government Government Government Legally and Financial Institution
Min. Comercio), (50%) and Caisse| economically
Banks and Funds des dépots et independent
(Bancéldex, consignations - | Guarantee Banks ir
Findeter) CDC (50%) each federal state
(Bundesland)
Management | 0.15% of the N/A N/A N/A N/A Administrative fees | N/A
fee formalized (Variable amount
guarantees and 10% according to
of the profit for the nominal amount of
year the
guarantee
commitment)
Governance | Administrator, Administrators, Committees for | Management Bank (merger of | Bank. Specific Financial Institution
structure Audit, Banking Shareholders' Credit, Risk, committee composed OSEO with BPI). | banking license
Supervision and Meeting, Audit, Audit, Internal of (state) limited to guarantee
Ministry of Finance | AMV, Banking Control, Audit of | shareholders. activities
Supervision, the Federal Government
Controllership. Government
Resources Fixed income fund, | Fixed income Fixed income Fixed income Variable and N/A N/A
management / in financial (government (bonds, bonus e | (government bonds) | fixed income




25

application instruments bonds) certificates)
authorized by the
Central Bank
Scope of Credit of the Credit of the Credit of the Credit of the financial Credit of the VDB covers the National (Central
coverage financial agents financial agents | financial agents | agents themselves. | financial agents | national level Scheme only)
themselves. themselves. themselves. themselves. whereas each
Guarantee Bank
covers only its
federal state
Purpose of Investment and Investment, Investment and | Investment and Investment, Agriculture, All sectors (with the
guarantee working capital working capital working capital. | working capital. working capital Industry, Crafts, exception of
operations and revolving Second tier MGAs. | and start-ups Retall, Liberal Agriculture and
credit professions, Tourism)
Cooperatives
Beneficiaries | MSME (Micro, MSME and MSME, MSME MSME SMEs, Micro- Mainly SMEs
small and medium | housing of social | productive chains enterprises,
enterprises) interest and microcredit. Independent/Self-
employed
Type of Operation/loan Operation/loan | Operation /loan. | Operation/loan. For | Operation/ loan. | Loan default Loan default
guarantee (limits by Portfolio, and first| MGAs by portfolio Mezzanine guarantees, guarantees, Leasing
borrower, losses (reverse financing Mezzanine guarantees, Working
financial agent auction) guarantees, financing capital loan
and credit line) guarantees, Leasing guarantees, Project
guarantees and guarantees and
specialized Mezzanine financing
programs for guarantees
energy contracting
and agriculture
guarantees
Guarantee Up to 80% for Up to 50% Up to 85% for Up to 65% for Up to 70%. Most | Up to 90% (SMEs | Up to 80% to SMEs
Coverage / Micro and small start-ups, e 70% | MSMEs. Up to 40% | cases below 50%| and stat-ups)
Limits by enterprises and for MSMEs. for MGAs. Average € 2 million
Beneficiary export companies; coverage is 25% for
50% Mediums MSMEs
enterprises e 30%
large enterprises
Stop loss No No No 25% No, except new | No No

mechanism

funds w/o credit
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history.

Leverage 10 times Basel Rules (11% Solvency margin | Total guarantees Solvency mardin seBailes Basel rules (solvency
limit solvency index) (solvency margin) | margin)
Claim Proof of judicial Proof of Proof of Proof of extrajudicial | After the N/A (each bank N/A

execution extrajudicial or extrajudicial or execution conclusion of associated)

judicial execution | judicial execution judicial execution

Credit Financial Agent Own and Financial agent Financial agent or | Financial Agent N/A (each bank | N/A
recovery delegated to the MGA. associated)
responsible Financial Agent
Financial There is not. Simplified for Assessment of Contract of Evaluation Terms and N/A
agents’ (Banks, factoring, | financial system | analysis, Qualification of the | analysis and conditions
habilitation cooperatives and | entities, complex | evaluation, agent or MGA. recovery of credit.

guarantee
associations).

for cooperatives,
associations and
foundations.

monitoring and
recovery policies.

Source: Prepared by the author based on the Ibero-American Forum of Guarantees, 2016; FNG, 2017, FOGAPYME, 2017, FOGAPE, 2017; NAFINSA, 2017;
BPIFRANCE, 2017.



2.3.1
Guarantee Systems in Brazil

According Chieza and Ambros (2006) a milestone liazB guarantee systems is the
creation of public guarantee funds in 1996 as &erradtive to improve SMEs credit access
through providing guarantees to banks. However fihes had limited scope of actuation
because they were linked only to certain instingimperations as SEBRAE, with the
Guarantee Fund of Small and Medium Enterprigesflo de Aval para Micro e Pequenas
Empresas - FAMPE], BNDES with the Guarantee Fund for theorRotion of
Competitiveness Hundo de Garantia para Promocdo da CompetividadeGPC] and
Banco do Brasil, with the Guaranty Fund for Empleymand Income Generatiphundo
de Aval para a Geracédo de Emprego e RenBaINPROGER]. Besides that, their structure,
by its public nature, was closer to the guarantegnam model, than a guarantee fund, as
public budget dependent funds, with low liquidity.

According to Lanz and Tomei (2014), since 2009 gntee funds have been
structured in Brazil that seek to combine the lblaracteristics of governance from existing
models, such as being of a private nature with tassegregated from those of the
shareholders and administrator, with no of guaesmteequired from the borrower and

government guarantees that are self-sustaining.

In 2009, against the backdrop of the world econoanisis and the contraction in
lending to firms, the Brazilian government createsv guarantee funds of a private nature,
for MSMEs. One of these funds was thendo Garantidor para Investiment@kvestment
Guarantee Fund) — FGI, managed byBaeco Nacional de Desenvolvimento Econdmico e
Social (Brazilian Development Bank) — BNDES. In March 2Z01his fund had assets of R$
904 million (USD 290 million), with a R$ 9 billiogUSD 2,9 billion) guarantee-granting
potential (Bndes, 2017).

2.3.2
Guarantee Schemes effectiveness

As these guarantee systems can usually rely onicptdgources, it is important to
verify the benefits of the system to society. Jons@009) identified additionality as the
main benefit and proposed the evaluation of perémce based on the benefits for the three
parties involved: the guarantor, the borrower drediénder.
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Additionality refers to the impact of the systemtba borrower and whether he would
have access to the credit under better conditiont tbe guarantee implies the receipt of
higher values. According to Saadani, Arvai and Ro¢p011), the measurement of the
performance of a guarantee system expressed byicaddity is technically challenging,

with a number of different indicators being usedtfos evaluation, as shown in Table 3.

Table 3 - Alternative methods for evaluating additionality

Method Description

Interviews The basic form of measuring additioyatibnsists of asking users of the guarantee |and
bankers the following question: would you have of#td (or authorized) the financing
without the guarantee system?

Descriptive The guarantees offered to other riskier borrowersy.( small businesses, start-ups,

statistics companies seeking long-term financing or SMEs Mdth risk scores) can be used as a
proxy for evaluating additionality.

Propensity This method is based on researching companies @pdbgs econometric techniques [to

score matching | make the “control group” more comparable to theugrof guarantee users, monitoring the
characteristics of the companies.

Regression Many guarantee systems use credit scoring to alapaarantees to applicants. This method
discontinuity compares companies around the cut-off. The “comgrolip” is only made up of companiges
that are above the line, while the “treatment gifasgnade up of companies just below it

Natural and This method is based on an event that occurs Higtitaad affects different groups of
quasi-natural companies in different ways (e.g., alteration dfecia for eligibility, use of guarantees by
experiment different banks at different points in time or iifferent regions).

Randomized A control group is selected at random. Some elggiiterprises that request the guarantee
experiment are rejected. Additionality is measured by compgarthese companies with a random

sample of users of the guarantee.

Source: Saadani et al. (2011)

According to Jonsson (2009), additionality can &leeled as financial and economic.
Financial additionality indicates whether the SMBuld have access to financing in the
absence of a guarantee. Economic additionalitysefe the economic and social benefits,
positive externalities such as the creation of ghd expanded production.

According to Green (2003), an evaluation of thetaysfrom the viewpoint of the
guarantor seeks to ensure maximum additionalitthenlong term. The indicators evaluate
the cost-effectiveness and sustainability relatigms According to Jonsson (2009),
sustainability is measured by the capacity of thargntor to cover his costs, either through
charges, direct subsidy, donations or income froenitvestment of resources in the fund.
The percentage of financing in the country for SMEth guarantees is an indicator of the
global impact of the system. The degree of leverggeonsidered an indicator of the
successful exploitation of the stabilizing resosroef guarantees. Another important

indicator is the default rate.
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From the viewpoint of the borrower, the effectiven®f the system can be translated
by indicators such as the number of loans and iwgaracconditions, increased values and
deadline and lower tax rates, reduced collaterdl faster processing of loan applications
(Jonsson, 2009; Green, 2003).

For the lender, the performance indicators areelinto behavior in relation to SMEs
and the rate of coverage requests. Lanz and Td&0&B] identified further indicators, such
as the period of time between the application aaghent of coverage and the rate of
rejected coverage requests linked to the conformftyperations with the rules of the
guarantee system, which should seek simplicityciaudty.

According to Lanz and Tomei (2014), the main berdif this type of fund for the
bank are the shared credit risk, the applicatioradfvorable risk weighting factor to
determine the regulatory capital required by thatfa¢ Bank, and the liquidity of collateral,
which has no restraints on its trigger and depemdig on default by the beneficiary, similar

to a bank guarantee.

2.4
Inter-Organizational Trust Building and Repair

Trust is essential for the development of an effectrelationship between
organizations. Based on Mayer et al. (1995) arfteZret al. (1998), trust is accepting to be
vulnerable to another party, based on the expeatatihat this party will fulfill his
obligations, behave as expected, act and negd#ialg, especially when an opportunity for
opportunistic behavior appears.

According to Handley and Benton (2013), one of timain concerns in the
management of inter-organizational relationshipthésbehavioral or relational uncertainty
that arises due to the misalignment of goals oentiges between the parties. Establishing
trustworthy relations minimize the impacts of utagrty and relational risk. It is important
to align the behavior of the companies with therests of the alliance.

High levels of interdependence create an enviromrtiext cultivates and perpetuates
trust and commitment by making the costs of oppostic behavior prohibitive for partners
(Gulati, Sytch, 2007). The possibility of monitagito determine if there are deviations from
the standard or rules and institutional structsegeguards) that allow standards and rules
to be re-established, even in a coercive way helmihimize opportunistic behavior (Das,
Teng, 2001).
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Lewicki and Bunker (1995) suggest that repeatedraation and the creation of a
relationship between parties create predictabilitisjch is a source of trust. Becerra and
Gupta (2003) identified that the frequency of comination has a similar role, the greater
the frequency, the lower the receiver's perceptibdependence on the person responsible
for communication aimed at establishing a relatigmsof trust and greater the trust.
According to Gulati and Sytch (2007), the qualifytlee exchange of information between
partners, in terms of details, accuracy and tineskn influence inter-organizational
performance.

Faems et al. (2008) analyzed governance structdogs interorganizational
relationships and identify two perspectives: suadt and relational. The structural
perspective focus analysis on single transactioegpects partners to behave
opportunistically and use complex contracts to emevthis kind of behavior. This
perspective is unsuited to long-term relations. Télational perspective, based on social
exchange theory uses trust as a governance meghanis

Malhotra and Murnighan (2002) investigated the @ffaf contracts on interpersonal
trust and found evidence that the use of bindingtreats, i.e. that can be enforced by
applying penalties and the force of law have negathpacts on trust building. Non-binding
contracts, on the other hand, lead to cooperagtwden parties and provide a basis for trust
building.

Boehs and Segatto-Mendes (2007) identify some nmésing used to create trust in
joint ventures, such as establishing controls dnygdistribution of resources, information
management) behavior (policies, rules, procedustandardization) and exit (targets,
budgets, results); socialization of values in ortierdefine and create common values;
personal involvement, in which the managers ofrgaships pay visits, arrange meetings
and make verbal communications; and the existehepexific hierarchical structures that
emphasize and support partners.

According to Sundaramurthy and Lewis (2003), thentext is important in
determining the prevalence of control or collaboratrust in governance. In a context of
low performance control tends to be reinforced &atl to decline, whereas in a high-
performance environment trust is reinforced whiehds to enhance performance. The
cycle of low performance can be broken with somasuees: encourage trust in the abilities
of others while recognizing cognitive limitationscaconflicts so as to improve controls and
build constructive debates; foster the diversitydafas and heterogeneous backgrounds, in

addition to creating shared understandings.
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Tomlinson and Mayer (2009) present proposals fpaireng trust: demonstrate that
the breakdown of trust or the negative result waassed by an external agent and not the
internal agent’s inability or lack of benevolenceintegrity. Repair is more effective if
conflicts are reduced, diminishing anxiety andfées that situations will repeat themselves,
by apologizing, presenting justifications and destmating that the attributions of trust
remain intact and that the new situation is stable.

Mesquita (2007) affirms that the rebuilding of triietween firms may require the
services of a facilitator who has a reputation timstworthiness, recognized leadership,
mediation and negotiation skills. The process haseater chance of success when (a) it
takes place inside legitimate institutional envir@nts, (b) is aimed at specific groups and
tasks and (c) the conflicts involved have more dowdth business matters than personal
antipathy.

Gillespie and Dietz (2009) identify two componermfs trust repair interventions:
curbing behaviors viewed as being untrustworthy r@maforcing/demonstrating trustworthy
behaviors.

According to the literature, trust is essential ifmerorganizational relationships and
develops in the presence of information exchangeneunication, relational structures with
non-binding contracts and long-term orientation.aWlrust is broken is important to repair
the relationship to improve performance, and tosdois important to apologize, justify

actions taken, and diminish potential conflictsreinforcing trustworthiness’ behavior



Methods

3.1
Type of Research

The methodology was based on a qualitative appraadiuse of descriptive statistics.
To exemplify the type of measures that could bel iseelate financial inclusion, inequality
and guarantee schemes a case study abomido Garantidor para Investimentos
(Investment Guarantee Fund — FGI) from Brazil isspnted. FGI can be described as an
alliance between the BNDES and 26 financial agéemta guarantee fund that provides
guarantees for micro, small and medium enterprises.

According to the classification of Creswell (20@B¢ approach used for this research
was the use of mixed methods, appropriate for patignnesearch. According to Mustak et
al. (2012) and Greene et al. (1989), it is posstbladentify five justifications for the
accomplishment of a research with mixed methods:

* Triangulation: It seeks the convergence and thefie&ion of the results of

different methods and designs studying the samegwhenon.

« Complementarity: search elaboration, improvemdhistration and clarification

of the results of a method with results of anothethod.

* Initiation: discovering paradoxes and contradictitimat lead to a reframing of the

research question.

* Development: use of results from one method to métym the other method.

e Expansion: seeks to broaden the scope and scoie oésearch using different

methods for different research components.

The main justifications for the use of this onehis research are the triangulation of
sources and the complementarity of the analysisoAling to Eisenhardt (1989) the
combination of methods can provide synergies. FossB (2007) quantitative data may
indicate non-apparent relationships, avoiding oftdge impressions of qualitative data. On
the other hand, qualitative data are very import@mt understanding the context and

interpreting the quantitative data.
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The data were collected according to the principletriangulation of methods /
sources recommended for the case studies (Eiseénh88&9D; Patton, 1987; Yin, 2013). By
adopting this principle, which allows the confrdida of data captured from different
sources and by different methods, the results are iwonsistent and the limitations inherent

in each of the methods employed are reduced.

3.2
Research Configuration

The research analyzes guarantee schemes perforrmaficancial inclusion, using
mixed methods. First, an analysis of Brazil comyatess (GCl e GEM), inequality and the
Brazilian Development Bank (national developmentk)avere conducted, compared with
the international benchmark, focusing on credieascFor the single case study a sequential
strategy of data collection was adopted, accortbripe classification proposed by Creswell
(2003), composed of three stages:

(1) The analysis of FGI governance, as a fund meshdy an NDB, considered the
contractual and normative instruments that reguf® relations with the banks and its
effective application, in specific situations, cgas of norms and the application of penalties
to parts of the alliance. This was compared toititernational experience, considering the
Brazilian competitiveness and inequality situation.

(2) Semi-structured interviews with managers ancerajonal staff of the FGI
administrator — BNDES, encompassing the researcistects: inter-organizational trust
building and repair, governance and performancegmtion. These were analyzed through
content analysis.

(3) Additionality analysis using descriptive stats from FGI.

3.3
Review of the literature

The bibliographic research was conducted in spet@its on the subjects of the study,
seeking to review the literature on the subject tmdeepen the theoretical reference on
competitiveness, inequality, national developmeahks, guarantee schemes structure,
governance and performance. For that, books, estidlissertations, theses, specialized

magazines, newspapers and other instruments wede us
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Governance

Guarantee schemes governance data collection r@hexbcondary data, especially
information released by governments, multilateraktitutions, development banks,
guarantee funds, journals and theses about in¢g@add guarantee schemes for MSMEs.
The data on contracts, regulations and their apphic in alliance governance were
collected retrospectively using a methodology basedaems et al. (2008) and Berends et
al. (2011), which uses documentary analysis, ind@rs with retrospective analysis and
three stages of analysis, as detailed below. Retohise data collection allowed a more
focused process because it reduced the dangetaobderload and unusable data collection
(Leonard-Barton, 1990; Poole et al., 2000).

However, retrospective case analysis also has itsvldhcks. For example,
respondents tend to filter events that do notrfinake their history less coherent (Poole et
al., 2000). To improve the validity of these represtive analyzes and to minimize the
acceptance of the respondent's bias, a seriesmatégies were applied.

First, the data were triangulated, applying tworees of data: interviews and
documents (Eisenhardt, 1989; Yin, 2013). Secon@igpondents were asked to reflect on
concrete events rather than abstract conceptsdtaeethe risk of cognitive bias and print
management (Miller, Cardinal, Glick, 1997). Finaliywas sought to check the validity of
individual evaluations, asking similar questions sieveral informants (Cardinal, Sitkin,
Long, 2004).

Following Pettigrew (1990) and Pentland (1999)ddrto distinguish three different
stages in data collection and analysis. In thet ftage, unstructured interviews were
conducted with two FGI managers to obtain somaainihformation on the history and
characteristics of the Fund and previous expergentehe BNDES and other players with
the granting of guarantees to MSMEs.

For the alliance formed in the constitution of #@I, the relevant documents were
evaluated, in addition to publicly available infation (i.e. annual reports, statute,

regulations, circulars, press releases).
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The interviews were conducted with the fund managam — the BNDES — in Rio de

Janeiro, Brazil. For data collection purposes, gdemi-structured interviews (Kvale, 1996)

were undertaken with managers of the fund at theDBSI in order to gauge their

perceptions regarding the themes examined in @ar¢tical references, using the interview
script outlined in Table 4, between 2014 and 2016.

Table 4 — Interviews Questions

Question

Aim of the question / Theoretical
reference

1. Did FGI used any national or internationa
benchmark to set up its governance structur
Which one(s)?

Identify national and international

d¥enchmarks used to set up governance,

2. What kind of governance structure does t
FGI have? What distinguishes it from the
FGPC'’s structure? Explain.

hielentify whether the structure uses the
structural or relational perspective (Fael
et al. 2008)

ms

3. How does the FGI behave towards the
financial agents? How is the relationship
between the parties?

Identify managers’ behavior / relationsh
between FGI and financial agents
(Lewicki and Bunker, 1995):

P

4. How would you define the FGI's
reputation? And the BNDES’s? What has be
done to generate trust in this guarantee func

Identify their view of the fund’s

1?

2g@aputation (Tomlinson and Mayer, 2009).

5. Describe the communication and
information exchange process between the
and banks.

Identify the communication process and
F&jlenness degree between parties (Bec
and Gupta, 2003; Gulati and Sytch, 200

erra
7).

6. How is contract fulfillment formalized and
verified? Explain and give examples.

Identify contract type: binding or non-

binding (Malhotra and Murnighan, 2002).

7. How does the FGI's monitoring and contr
system work? What are the control
mechanisms used?

pldentify what kind of controls the Fund
uses (Boehs and Segatto-Mendes, 200]

8. How are conflicts between banks and the
FGI resolved? Are their many conflicts? Wh

type?

Identify types and level of conflict
at{Mesquita, 2007; Sundaramurthy and
Lewis 2003).

9. What are the main benefits provides by th
Fund to the Financial Agents and to the
SMEs?

ddentify the main benefits provided by th
Fund (Lanz and Tomei, 2014; Jonsson,
2009, Green, 2003).

e

10. Describe the FGI's performance in
financial terms, number of customers (mark
share) and in terms of banks’ satisfaction?

Identify performance perception (Faems
et al. 2008).

Source: Prepared by the author.

The subjects’ selection criteria were convenienogé accessibility. Interviews were

conducted face to face, recorded and transcrigfectent analysis was used to extract
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respondents’ perceptions about the topics covdred.managers interviewed have between
5 and 10 years of BNDES. Their academic formatameseconomists, business, accountants
and lawyers. Table 5 shows respondents’ respoitigbil The interviews followed the
guidelines of the BNDES ethics code. Confidentiaadand information protected by law

about the FGI were omitted from the final report.

Table 5 — Interviews Participants

Divisions Respondents Attributions

Department Chief 1 interviews Responsible for FGI

Product and Project 3 interviews Development of pesducts and adjustments to existing produgts
and standards.

Institutional 2 interviews Institutional relations and traininigfimancial agents

Relationship

Operations 2 interviews Operating activities adyaiiag honor claims and payments, credit
recovery and auditing.

Legal 2 interviews Responsible for legal suppoltalivisions, contracts elaborations
and fund “by-laws”.

Source: Prepared by the author.

3.6
Additionality

To evaluate the impact of the use of the FGI im&of the feasibility of MSMEs
gaining access to credit, several measurements wgee to evaluate additionality, such as
comparing success in gaining access to credit lypenies with similar characteristics,
with and without the guarantee of the FGI from bHeginning of operations in 2010 until
December 2016.

3.7
Limitations

The methodology chosen for the research presemte shfficulties and limitations
regarding the collection, treatment and analysidavé for each of the methods used.

In the analysis of contractual and regulatory unstents access to and dissemination
of data is limited by the degree of confidentialdl information assigned by the Fund to
certain documents.

The method is limited by the selection of the imiwvees, given the impossibility of
being covered by the research instruments all mexsagnd operational staff of the BNDES,
especially by the optional nature of the partiaggmrat Much of the research depends on the
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quality of the interviews, so the interviews ar@docted very carefully, and try to avoid the
induction of responses as much as possible.

The qualitative data, used in the two initial plsasé the research, entail a greater
difficulty of systematization and, consequently,imterpretation and analysis. The analysis
of these data emphasizes the perceptual aspeetspdrception is subjective, can result in
distorted data, because there is a big differemtevden what people do or feel and what
they say about it. In order to minimize this difece in the closed questions of the
questionnaire, one seeks, as far as possible, itoqoestions that most people do not know
or do not want to answer. We also try to contrat thossible bias by using indirect
guestions (Gil, 1991).

This method also suffers from a limited apprehemsibthe process of change, since
the survey provides a static view of the studieen@menon, does not indicate its tendencies
to variation, much less the possible structuraltétrons (Gil, 1991). To the extent that the
questionnaire used was based on data that reflecespondents’ perception, there is a risk
that the responses do not faithfully representréadity of the alliances. Ideally, objective
measures should be used. Nevertheless, the inclosiooth managers and operational staff
involved in alliances tends to minimize this effect

Although the longitudinal study, with data colleeti in two moments, in the
interviews and in the analysis of the performanatadvas not part of this research, a
retrospective analysis was adopted, including ttsduation of the documentation regarding
the main changes of the alliance between BNDEStanéinancial agents, at FGI.

In this method, respondents tend to filter evehtg tlo not fit or make history less
coherent (Poole et al., 2000). To improve dataditgli the data triangulation approach,
interviews and documents, as proposed by EisenHa@89) and Yin (2013) and the
emphasis on interviews on the reflection on comeceatents, as proposed by Faems et al.
(2008) to minimize the risk of cognitive bias anthpmanagement.

The performance evaluation contemplates not ordyperceptions of the respondents
expressed in the answers to the interviews, batthks use of business indicators.

It is believed that the limitations of the meth@dkpted have been overcome, at least
in part, by the triangulation of the adopted me#jashich involved both quantitative and
qualitative methods for the treatment of the dd&sgnhardt, 1989; Patton, 1987; Yin,
2013). The adoption of mixed methods, accordingteswell (2003) and Greene et al.

(1989) allows in addition to triangulation the cdempentarity of data and results of each
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method employed, in order to overcome the limitsticof each method in isolation,
obtaining results that contribute to the theory.

The limitation in the case study methodology, as & its results cannot be
generalized statistically, does not apply to tl@search, since its purpose in the present
research was to contribute to the theory, illustgaand refining the proposed analytical
framework.

The next chapter presents the details of the relseheld, describing the main
complementary collateral systems, the contextuadizaf alliances in an endorsement fund,

and the characterization of the relationship betwe@l| and its financial agents.



Results

In this chapter, the results are presented, fan etep of the research, according to the
script presented in the Methodology chapter.

First, there is an evaluation of competitivenes€I(GGEM), inequality and the
institutional environment. The role of NDBs in deymment and especially in guarantee
systems is presented, compared with the interratibenchmark. Then, a comparison
between guarantee schemes for SMEs is presented.

Considering this framework this research then prssthe FGI case study, using the
sequential approach. The evaluation of the goveenarcontractual and normative
instruments was done by analyzing the content e$eghinstruments and evaluating their
effective operationalization obtained from the matewees, in relation to the theoretical
predictions.

It is possible to perceive the advantage mixed odghuse, combining qualitative and
guantitative analysis. The results for each stagéatter understood considering the results
obtained in the previous stage, demonstrating dneptementarity of this methodology and

allowing one to overcome the limitations of eadpsinalyzed individually.

4.1
Competitiveness and Institutional Environment

WEF Global Competitiveness index (Schwab, Sala-itMa2017) 12 pillars, 114
indicators, 80 from the executive survey and orlyffrdm other sources seems to fulfill Lall
(2001) two conditions, even receiving some infleefiom the growth, especially in the
executive survey, being a comparative analysis é&tmcountries and having a time series
available, allow the researcher to mitigate thegyclical effect.

The GCI adequately capture perceptions over fadt@sinfluence productivity and
growth, assessing various dimensions that affetipedition. The index is useful to identify
changes in the country position over the years p@&dorm peer countries comparison.
However, critics, like Onsel et al. (2008) identi#fyconcentration on subjective perceptions
and qualitative data. The difference between samsipkes over the countries, a bias to local
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executive’s evaluation, combined from a pro-cydligafluence of current economic
conditions, could turn the index more into a coafide index than a reliable competitiveness
index. According to Bowen and Moesen (2011), the afscluster analysis and endogenous
weights could mitigate potential bias from the usfepredetermined weights. Finally,
according to Fagerberg et al. (2007), the use oh@wmic and statistical indicators could
improve the effectiveness of the index. Howeveesthadjusts are beyond the scope of this
work. Figure 1 shows Brazil data for 2016-2017.

Figure 1 — Global Competitiveness Index Brazil Performance Overview

Rank f 138 Score (1-7) Trend Distance from best Edition 201213 201314 201415 2015-16 2018-17
Global Competitiveness Index 81 41 —— =mmmm ] Rank 48 /144 56 /148 57 1144 757140 81/138
Subindex A: Basic requirements 103 40 — == 1 Score 4.4 43 43 41 41
fiity 1st pillar: Institutions 120 32 T™— mmmm |
44 2nd pillar: Infrastructure 72 40 —— mmmmn ] 1st pillar:
Institutions
£ 3rd pillar: Macroeconomic environment 126 35 T~ mmm | 12th pillar 2nd pillar:
Innovation T Infrastructure
) 4th pillar: Health and primary education 29 53 —— mmmmmm | ]
dex B: Efficiency enh 61 42 — = i 5= 11th pillar: i 3rd pillar:
Buginess 4 Macroeconomic
histicati i t
=F 5th pillar: Higher education and training 84 41 7 mmmm | e e Ll
7 6th pillar: Goods market efficiency 128 37 - 4th pillar:
Health and primary
&1 Tth pillar: Labor market efficiency 17 37 —— mmmm | sducstion
2 8th pillar: Financial market development 93 36 — mmmm ] 9th pillar: 5th pillar:
Technological Higher education
adiness d traini
i 9th pillar: Technological readiness 59 44 ~—— mmm | feadin andiraining
o - — N 8th pillar: 6th pillar:
10th pillar: Market size 8 5.7 oy | Financial market Goods market
development 7th pillar: efficiency
Subindex C- Innovation and sophistication factors 72 36 T == - ] ibor market
efficiency
.+ 11th pillar: Business sophistication 63 40 —— mmm |
12th pillar- Innovation 100 31 —— = ] B Brazil Latin America and the Caribbean

Source: WEF - The Global Competitiveness Report 2016-2017.

Brazil is a country as classified as Stage 2 -cigfficy-driven, by WEF methodology.
The analysis considered the 3 subindexes and tipdla& of the GCI. Brazil ranks 81 over
138 countries evaluated. It is possible to iderttiigt the index reflects the perception of the
economy conditions, and has a pro-cyclical behaBoazil had a position of 48 in 2012-
2013. The fall reflects Brazil political instabjlitand internal economic deterioration.
Analyzing all WEF index if beyond the scope of thisrk, only the three subindexes and
the pillars related to credit will be analyzed.

On Basic Requirements Brazil ranks position 10wait index of 4.0 (on a 7 points
scale) considering 138 countries 2016-2017 GCI ntef®®chwab, Sala-i-Martin, 2017).

Considering this result, Brazil has a huge shoringmo overcome. For the first pillar,
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Institutions, Brazil ranks position 120 (index a2B The main issue with this pillar is that
from its 21 indicators, only one - Strength of ista protection - is not obtained through the
survey, and this item has the best result for Bi@ank 29, index of 6.5). Data from other
sources could be used, like Open Budget Index wBeail scores 71 (in a scale of 100)
and in Corruption Perception Index (2015), wherazZdrranks 76 of 168 countries. It raises
concerns over this index. Comparing this index wather analytical frameworks, like
Jeffrey Sachs Clinical Diagnosis or Fagerberg, Bdand Knell, it sometimes seems that it
lacks objective data. Considering the items idestifin the theoretical framework as
potentially linked to credit access, is possibleidentify that on irregular payments and
bribes, Brazil ranks 111, with and index of 3.1,jodicial independence ranks 79, with 3.8
points, on efficiency of the legal framework intBeg disputes Brazil ranks 125 (index of
2.7), efficiency of legal framework in challengimggulations ranks 107 (index of 2.8),
ethical behavior of firms ranks 131 (index of 2a&)d strength of auditing and report
standards ranks 72 (index of 4.5).

Analyzing these items, we can see that any cregditantee scheme in Brazil will have
to invest in structural safeguards to minimize oppastic behavior and adverse selection
from the financial agents. The item with the besguits strength of auditing and report
standards applies mainly to medium and large ensey micro and small enterprises often
do not have the legal obligation to comprises vaththe regulation. The judiciary, even
being perceived as independent is one of the mefidient in the world to settle disputes.

The third pillar Macroeconomic environment evenngsieconomic information,
evaluate the macroeconomic conditions on a givear.yk could be improved if some
qualitative data, especially evaluations of thedisand monetary policy were integrated into
the index. Brazil ranks position 126 with an ina#x3.5. For Health and primary education,
Brazil ranks position 99 with an index of 5.3. Tipglar shows a good balance between
gualitative and quantitative data. Consideringitems related to credit on Macroeconomic
Environment, on government budget balance Bramksda30 (-10.3 % GDP) and country
credit rating ranks 59 (in an index that goes fi@100). These items make very difficult to
enterprises in Brazil to obtain external resouresen if we considered investments funds.
The environment is too volatile and internatiomadastors usually invest on short term or in
big projects (in this case considering long-terrd e market size).

The second subindex Efficiency Enhancers, presBrdagil in position 61 with an
index of 4.2 In Financial markets development Breatiks position 93 with an index of 3.6.

Again quantitative data, like number of funds amdegorises listed in the market could
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improve the index. Considering the items in thitapi we can identify that Brazil ranks 83
with and index of 3.4 on financing through localuig market; on ease to access loans
ranks 85 (index of 3.6), on venture capital avdliigtranks 95 (index of 2.5), on soundness
of banks ranks 38 (index 5.6) and legal rights xndeanks 108 (index of 2 on a 10-point
scale). In this case is clear that the banks haadid position, so they can assume more risk
and lend more, and credit guarantee schemes cprthesl to do that improving the results
on “ease to access loans).

The third subindex evaluates innovation and sojghisdon factors Brazil ranks
position 72 with an index of 3.6. On Business Ssptation, Brazil ranks position 63 with
an index of 4.0. The qualitative approach used seappropriate. For Innovation, Brazil
ranks position 100 with an index of 3.1. Besidetepts, already included in the index,
scientific articles could be included in the itemsaluated. These results reflect lack of
innovation and one of the main causes are thecdiffes that SME have to invest on new
ideas and products due to lack of credit.

GEM classifications have two main components, thevey results and expert
evaluation. Considering the scope of this thesigy the expert evaluation will be analyzed,
since it is more related to the institutional asdremic environment, than the survey, more
focus on gender equality, societal values, jobspwation and entrepreneurship.

Analyzing the GEM data form 2016-2016, Brazil peniance in the expert rating of
the Entrepreneurship Eco-system is similar to thaluation of WEF GCI. On
entrepreneurial finance Brazil ranks 33 betweencébntries, with an index of 4.41; on
governmental policies: support and relevance Braziks 49, with a an index of 3.47; on
governmental policies: taxes and bureaucracy Bramks 64, with an index of 2.19 (the
worst index result in the dimensions evaluated)y€Boment e-ship programs Brazil ranks
54, with an index of 3.38; E-ship education at sttstage Brazil ranks 57, with an index of
2.22; E-ship education at post school stage Branks 52, with an index of 4.10; R&D
transfer Brazil ranks 57, with an index of 3.03oercial & legal infrastructure Brazil
ranks 52, with an index of 4.48; internal markebawyics Brazil ranks 13, with an index of
5.69; internal market burdens or entry regulatioaz ranks 55, with an index of 3.68;
physical infrastructure Brazil ranks 65, with adex of 4.65 (the worst ranking result in the
dimensions evaluated); and cultural and social sdBnazil ranks 52, with an index of 3.87.
As WEF GCI, for GEM many indicators, especiallythe expert rating can be related, affect
or be affected by credit access. Figure 2 show®theil position in comparison with Latin

America and Caribbean countries.
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Figure 2 — GEM - Brazil Expert Ratings of the Entrepreneurial Eco-system

—— BRAZIL 1 = highly insufficient, 9 = highly sufficient

Entrepreneurial finance

4.41 33/65 o
Cultural & social norms 9 Government nolices:
387 52/65 support and relevance
) / yal 3.47 49/65
Physical infrastructure 5 t:fg:;nnrgi':}rgggz';i
4.65 65/65 Y
/ 219 64/65

Internal market
burdens or entry
regulation 3.68 55/65

Government e-ship
programs 3.38 54/65

E-ship education at
school stage 2 .22

Internal market .
dynamics 5.69 13/65

57/65
Commercial & legal E-ship education at
infrastructure 4 48 post school stage 4.10
52/65 52/65
R&D transfer 3.03
57/65

Source: Global Entrepreneurship Monitor — Global Report 2016-2017 - (ranked out of 65).

4.1.1
Inequality measurement

Ortiz et al. (2011) analyzed the distribution imf@tion across country income groups, as
showed in Table 6. It's possible to identify thetrerely high level of inequality that
characterizes middle-income countries and the ivelabss of income—or absence of
change—of the middle and lower classes in favahefwealthier, upper-income groups in
both low- and high-income countries over time.

Table 6 - Income Distribution by Income Levels, 1990-2007 (or latest available) in PPP constant
2005 international dollars

Low-income Middle-income High-income

1990 2000 2007 | 1990 2000 2007 | 1990 2000 2007
Q5 47.1 46.5 48.1 64.9 58.0 55.2 44.2 45.4 44.4
Q4 21.3 219 22.4 16.4 19.9 20.6 23.5 23.0 22.9
Q3 14.7 14.8 14.1 9.4 11.2 12.2 16.0 15.7 16.0
Q2 10.5 10.4 10.5 5.9 7.0 7.4 10.8 10.5 11.2
Q1 6.3 6.4 4.9 3.4 4.0 4.7 5.5 5.3 5.4
# of observations 31 26 17 49 70 74 33 31 31
% of global population 4.8 7.9 9.9 66.1 69.3 69.0 15.2 14.0 13.5
% of global GDP 0.6 0.8 1.0 29.7 320 38.5 55.0 54.5 49.1
% of sample population 5.6 8.6 10.7 76.8 76.0 74.7 17.7 15.4 14.6
% of sample GDP 0.7 1.0 1.2 34.8 36.7 43.4 64.5 62.4 55.4

Source: Ortiz et al. (2011).
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According to Ortiz et al. (2011), Gini index estit@s based on Solt (2009) shows that
Latin America and the Caribbean is the region i highest levels of income inequality,
and Sub-Saharan Africa is not far behind. On theeroside of the spectrum, high-income
countries emerge as the most equal group of casrtfby a wide margin—with Eastern
Europe and Central Asia ranking as the second emstl region as demonstrated in Table
7.

Table 7 - Gini Index Values by Region

Region 1990 2000 2008 2008-1390 | 2008-2000
Change Change
Asia 36.4 40.0 40.4 4.0 0.6
Eastern Europe and Central Asia 26.7 33.2 354 | 8.7 [ 2.2
Latin America and the Caribbean 46.9 49.2 483 i 1.5 -1.3
Middle East and North Africa 39.2 39.2 39.2 | 0.0 0.0
Sub-Saharan Africa 49.1 46.1 442 -4.8 -1.8
High-income Countries 27.4 30.8 309 | 35 0.0
Number of Observations 137 140 141 132 132

Source: Ortiz et al. (2011).
According to the World Bank (2017), Brazil has aiGndex of 51.48 in 2014. This is

still a very high inequality, and still higher thaatin America Average. Figure 3 compares

the Brazil situation with the rest of the world.

Figure 3 — Gini Index - World

Gini Index
(Income equality = 0)
B 25- 30
B 30-35
. 35-40
40 -45
B 45-50 .
50 - 55
55 - 60
60 - 66
No data

Source: World Bank, (2017)".

! Map by By M Tracy Hunter - Own work, CC BY-SA 3.0,
https://commons.wikimedia.org/w/index.php?curid=83866
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Figure 4 shows Gini Index evolution for Brazil owhe last 40 years. We can identify
a more significant drop in inequality since the ibagqng of 2000’s, coinciding with the
intensification of conditional cash transfer pragsa@Bolsa Familig and improved social

security in Brazil Beneficio de Prestacdo Continuddieri, Vaz, Souza; 2013).

Figure 4 - Brazil Inequality — Gini Index

60~

Brazil
Gini Index, Market Income

;Gin'f Index, Net Income

45- vV
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Year

Note: Solid lines indicate mean estimates, shaded regions indicate the associated 95% confidence intervals,

Source: Solt, 2016.

4.2
National Development Banks and Guarantees

The way a NDB provides support to long-term investhndepends of each bank life-
cycle stage, financial and equity markets developgno¢ the specific country. Either way,
the goal of the NDB should be leveraging privateficing; the aim should be crowding in
private capital and use indirect origination, esgéc through guarantee schemes and
provision of long-term funds. Following this, NDBsanaged guarantee schemes in many
countries.

Guarantee schemes supported by NDBs have covenpges80% of the value of the
credit. The actual coverage can vary accordingh® type of loan (working capital,
investment or innovation. Table 8 shows some NDBgsert to SMEs in selected countries.

Usually, NDBs support SMEs using diverse instrureghesides guarantees, like technical
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support, loans, equity and new innovative wayse lilevolving credit, crowdfunding
platforms, rankings and monitoring, between othératives.

Table 8 — NDBs support to SMEs

Item KFW ICO/ENISA/CERSA | BNDES BPI France

Country Germany Spain Brazil France

Technical | Entrepreneurship | Training, Guarantee | Training, support | Advisory (CMS)

support education Associations to Agents

Loans Working capital, | Working capital, Working capital, Working capital,
investments, investment, investments investments innovation
innovation innovation innovation

Guarantees| - Up to 80% FGI—upto 80% | Up to 80% Quasi-capital

Equity Venture capital, Direct and indirect Start-up funds, Start-ups, venture capita
seed funds, equity venture capital
indirect capital

Other Start-up monitor | Securitization Revolving Credit | Crowdfunding platforms

Source: Prepared by the author.

In the case of Brazil, when the new guarantee fumei® created in the late 2000’s,
the law specified that only public financial ingtibns could be appointed as administrators.
NDBs can provide guarantees for funds in eitheegaty: direct and indirect. In the case of
FGlI, initially the Fund operated only with indiregperations using resources from BNDES
that were lended through financial agents to theviS beneficiaries. Since, 2015, it starts
the provision of guarantee to operations usinguess from the financial agents or other
sources, like FINEP.

FGI guarantee support is consistent with Studatt@allagher, view of NDBs support
to sustainable projects, especially for leveradingnce, reduce the cost of capital to the

borrower, crowding-in private capital, and imprayigovernance and inclusiveness.

4.3
Guarantee schemes around the world

Table 9 shows credit guarantee schemes perforn@msdering Income Group and
Region as analyzed by the World Bank Survey (Cafiéd6). We can identify the measures
proposed by Jonsson (2009). The percentage ofdimgnn the country for SMEs with
guarantees as an indicator of the global impacthef system shows that the Western
Hemisphere has the best performance with 3.4% anopé has the worst performance. The

degree of leverage, considered an indicator ofstleeessful exploitation of the stabilizing
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resources of guarantees again shows the Westerrsptegne with the best result. Analyzing
the default rate Asia has the best results anc¢c&the worst.

Table 9 - Credit Guarantee Schemes Performance — median values - 2014

SMEs served Outreach (%)* Productivity** Leverage (X)*** Default rate (%)****

All CGSs 1,383 1.6 29 3.3 2.5
Income group

High Income 6,507 2.0 30 4.1 29

Upper Middle Income 1,139 0.9 29 2.9 3.0

Lower Middle Income and Low Income 887 1.6 21 1.0 1.0
Region

Africa 77 0.3 8 17 A7

Asia 17,293 2.7 2 E) 32 12

Europe 1,139 0.9 17 3.8 29

MENA 829 2.2 22 4.4 38

Western Hemisphere 6,531 3.4 164 3.0 2.0

*Number of SMEs served divided by total SMEs in the country.
** Number of guarantees issued divided by number of employees.
**% Qutstanding guarantees divided by total capital.

**£x Nonperforming guarantees divided by outstanding guarantees.

Source: Calice (2016)

AECM that congregates guarantee schemes in EuradeRede Garantias, that
organizes the Iberoamerican Forum of Guaranteemregates guarantee schemes in Latin
America tried to consolidate data over their atgg. However, much focus is given to
structure, contract, claim and credit recovery psses (AECM, 2016; Foro Iberoamericano
de Sistemas de Garantia, 2016). Additionality mesments are still incipient and there is a
lack of standards over the adequate indicatorsetaided and the best methodology to
evaluate guarantee schemes effectiveness, whicangpatible with Saadani et al. (2011)

expectations.

4.4
FGI — Case study

This section presents the case study. To analyzedke is important to understand
that FGI is part of a public policy that reestdiid guarantee funds in Brazil, starting in
2004, after the failure of the public guaranteedtuoreated in the 1990’s. Table 10 presents
the nine guarantee funds that were authorized toréated by six federal laws. Some of

these initiatives failed and other were not esthigld yet.
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Law Fund Goverment Management Fiscalization
maximum
participation
11.079/2004 | Fundo Garantidor | R$ 6 bilhdes | Federal public bank
de Parcerias
Publico- Privadas
(FGP)
11.786/2008 | Fundo de R$ 5 billion Federal public bank Comité de
Garantia para (CEF) Participacdo no Fundo
Construcdo Naval de Garantia para a
(FGCN) Construgédo Naval —
CPFGCN
11.943.2009 | Fundo de Not defined Federal public bank Conselho Diretor do
Garantia a (Banco do Brasil) Fundo de Garantia a
Empreendimentos Empreendimentos de
de Energia Energia Elétrica —
Elétrica - FGEE CDFGEE
11.977/2009 | Fundo Garantidor | R$ 2 billion Federal public bank Comité de
da Habitacao (CEF) Participacdo no Fundo
Popular (FGHab) Garantidor da
Habitacdo Popular
(FGHab)
12.087/2009 | Fundo de R$ 4 billion Federal public bank Conselho de
Garantia de (Banco do Brasil) Participacdo em
Operacdes (FGO) fundos garantidores
Fundo Garantido Federal public bank de risco de crédito
para (BNDES) para micro, pequenas
Investimentos e médias empresas e
(FGI) em operagoes de
Fundo Garantidor Federal public bank crédito educativo
de Crédito (Banco do Brasil)
Educativo
12.712/2012 | Fundo Garantidor | R$ 14 billion | Agéncia Brasileira
de Comércio Gestora de Fundos
Exterior Garantidores e
Fundo Garantidor | R$ 11 hillion | Garantias S.A.

de Infraestrutura
(FGIE)

(ABGF)

Source: Prepared by the author.

To analyze FGI case in this context is importarfottow some steps. First, there is a
profile of the financial agents that is importantunderstand the environment of the inter-
organizational trust. The section also presentgytheernance analysis based on documents
and comparison with the FGPC and the internatitwesichmark. The interviews present
FGI management team view over the governance,ellagianship with the agents and the

fund performance. Finally, the section presents dperational data compared with

theoretical framework and guarantee schemes bemkhma
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4.4.1
Financial Agents Profile

We can identify 3 different profiles of financialgents operating with FGI:
commercial banks, development banks/agencies amgdk trmanufacturers’ banks.
Commercial banks, also referred as multiple baimkBrazil can be public, private or mixed

economy

Multiple banks are private or public financial istions that carry out the active, passive and
ancillary operations of the various financial ihgions, through the following portfolios:
commercial, investment and / or development, retdte credit, leasing and credit, Financing
and investment. These transactions are subjecheéosame legal and regulatory rules
applicable to the singular institutions correspogdio their portfolios. The development
portfolio can only be operated by a public banke Thultiple bank must consist of at least two
portfolios, one of which must necessarily be conuiaror investment, and be organized in
the form of a joint-stock company. Institutions hwe trading portfolio may receive demand
deposits. The company name should include the ssiore "Bank” (Resolution CMN 2.099,
1994).

Regional development banks and agencies - definedr@ding to Resolution CMN

2,828/2001 as:

The purpose of the development agencies is to gedunancing for fixed and working capital
associated with projects in the Federation Unitretirey have their headquarters. They must
be constituted as a private corporation and be rutidecontrol of the Federation Unit, and
each Unit may only constitute an agency. Suchiesthave financial institution status, but
cannot raise funds from the public, use rediscobold a reserve account with the Central
Bank, interbank deposits as depositor or depositorg have no equity interest in other
financial institutions. Its corporate name mustude the expression "Development Agency"
plus the indication of the Unit of the Parent Fedien. It is forbidden to transform it into any
other type of institution that is part of the Na@b Financial System. Development agencies
must establish and maintain, at all times, a liguifund equivalent to at least 10% of the
value of their obligations, to be fully appliedfederal public securities.

Truck manufacturers’ Banks - constituted as commkbank or multiple bank.

Commercial banks are private or public financiadtitutions whose main objective is to

provide the necessary resources to finance, instioet and medium term, trade, industry,
service providers, individuals and third partiegéneral. The acquisition of demand deposits,
freely movable, is typical activity of the commecibank, which can also capture time
deposits. It must be incorporated as a corporadiwh its corporate name must include the
expression "Bank" (Resolution CMN 2,099, of 1994).

This profile is important to understand the indtdnal environment of the FGI case.

Commercial/multiple banks have a greater partiaypabn the Brazilian market share; have
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many agencies spread to the country. Developmgences usually are restricted to a
specific state or region of the country and somesirdo not provide loans using their own
resources, but from other sources like BNDES, FINERoNstitutional funds. The number
of operations associated with these agencies mifis@ntly lower than commercial/multiple

banks. However there are important to provide Iltargs funding, support investments and
innovation. Finally, truck manufacturers’ banks pogt trucks and equipment’s

commercialization, usually are associated with anrtraicker manufacturer (like Mercedes-
Benz, Volkswagen/MAN, Fiat, etc.). They have a nemtif operations usually higher than
development agencies and lower than commercialifpriltbanks. They usually use

guarantee schemes as a way to access more ristomars and get liquidity, since they

execute the trucks in case of default.

4.4.2
Governance Analysis

The FGI sought to correct the deficiencies of tl&PE, which it replaced, having
been established with a private nature, aimed a¥il&Sand individuals (individual micro
entrepreneurs and freight carriers), not subjedbudgetary constraints and more flexible
rules, Processes that are more agile and apprepoidhe dynamics of its segment.

BNDES acting as manager of FGI is consistent wghrale as national development
bank (NDB), helping to expand credit access witlitdoeconditions, considering both
indirect operations (with BNDES resources) operdigdhe banks as financial agents and
providing guarantee to financial agents own fundpdration for investments, innovation
and working capital. It fosters project developmand scaling up, leveraging finance,
reduces the cost of capital to the borrower, cragiin private capital, and improving
governance and inclusiveness. FGI setting triesoimpensate for credit market failures,
helping to improve Brazil competitiveness. Tabled&sents the comparison between the
structure of the two funds, considering the chaastics identified in other funds in the
world and relating then with the items of Globahgetitiveness index when applicable.
The table is based on the analysis of the fundiayg, regulations and manuals.

Table 11 — Characteristics of FGI — Fundo Garantidor para Investimentos versus FGPC - Fundo
Garantidor para Promocé&o da Competitividade

Scope FGPC FGI Mechanism of trust building
(Theoretical reference)

Type of entity Public Private The FGl is a jointtgre with
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Resources Public budget. Subje¢ctABGF, BNDES, financial | interdependence between the
to budget constraints. | agents. Segregated in fungdparties (Gulati and Sytch, 2007)
Equity Federal Government af Public (ABGF and which promotes the alignment of
Structure shareholder BNDES) and private participants' interests. This
shareholders (banks) institutional setting mitigates

opportunistic behavior and favors
dispute settling. (Handley and
Benton, 2013)

Management N/A 0.15% p.y. on managed | Clear limitation of costs, consisten

fee (BNDES)

funds + 1% p.y. On the
total assets (contracting
services directly paid by
the IGF)

with the structural perspective of
alliances and the theory of
transaction costs (Faems et al.,
2008).

Governance Administrator and Shareholders’ Assembly, | The FGI has an institutional
Structure Audits Federal participation structure with greater possibility of
Council, Administrator e | monitoring.
Audit, actuarial Ease of understanding the
Consulting. administration of resources and
Resource Annual Federal budget  Active with fixed and evolution of results. It strength the
Management / variable income, having as auditing and report processes. (Das
application benchmark IRF-M and and Teng, 2001)
Ibovespa
Scope of Operations with Operations with BNDES | Possibility of securing credit from
coverage BNDES resources resources and credit from| the institutions themselves, with a
financial institutions long-term perspective and an
themselves expectation of expanding the
Purpose of Investment, working | Investment, innovation and relationship. (Lewicki and Bunker,
guarantee capital e exports working capital 1995; Faems et al, 2008)
operations

Beneficiaries

Micro and Small
Enterprises, besides th
Medium Exporting
Companies or the
Export Chain

Micro, Small and Medium
eEnterprises; Self-employe

Freight Carrier; Individual

Microentrepreneur

[oN

FGI has greater safeguards and

limiters.

The form of guarantee, limits and

stop loss have the effect of
ogenerating greater confidence in

limiting losses and concern with

opportunism providing structural

security (Gulati and Sytch, 2007;
Das and Teng, 2001).

Theory of transaction costs. (Faen
et al, 2008)

Type of By operation/loan Per transaction (linked td

guarantee the stop loss rule in the
Agent's portfolio); By
portfolio; Indirect
guarantee as a second flo
to Credit Guarantee
Companies and FIDCs.

Guarantee Up to 80% From 20% to 80% of the

Coverage / loan. Guarantee limited to

Limits by R$ 10 million

Beneficiary

Stop loss N/A 7% each 5 years’ period

mechanism

Leverage limit

8 times the capital

12 times theitzhp

Claims payment

Subject to Governme
budget fiscal
constraints. Default
rate methodology
based on debit balancg

noOn first demandDefault

((Honored - Recovered
> Value) / Guaranteed)

rate methodology based o
the net loss of the portfolig

Payment on first demand mitigate

nthe inefficiency of Brazil legal
system (Schwab and Sala-i-Martin
2017).

oY

Credit recovery

Restriction restricted ta

Pre-approved policy with

Behavioral control (Boehs and

responsible rules or approval by the recovery delegated to the| Segatto-Mendes, 2007).
Board in each Agent and subject to audit.
agreement.

Financial Qualification linked Contract with FGI subject | Input control, from a structural

agents’

only to the possibility

to quota contributions and

perspective (Boehs and Segatto-
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habilitation / of operating with approval of the Credit Mendes, 2007). Better information
qualification BNDES. Recovery Policy. exchange (Gulati and Sytch, 2007)),
higher frequency of communication
(Becerra e Gupta, 2003).

Source: Prepared by the author based on BNDES information.

The table analysis demonstrate that FGI being rat jpenture with interdependence
(Gulati, Stych, 2007) foster interest alignmentwestn the parties, limiting opportunistic
behavior (Handley, Benton, 2013). Since the fungrigate, is clear that the management
cost is covered by the funds revenues and own rese@and the fund has a better structure
(Faems et al, 2008). The governance structure re articipative, with better auditing and
monitoring (Das, Teng, 2001). There is a long t@emspective and credit for the financial
agents can be guaranteed (Lewicki, Bunker, 1996miSaet al, 2008). The fund has more
institutional safeguards. The inefficiency of theaBlian legal system is mitigated by the
payment mechanism adopted (Schwab, Sala-i-Mart¥1,7R2 There are more structural
controls in place (Boehs, Segatto-Mendes, 2007jtelbecommunication mechanisms
(Gulati, Sytch, 2007) and higher communication @rency (Becerra, Gupta, 2003).

443
Interviews

The interviews analysis indicated that the FGI'segoance structure considered that

international and national benchmark for guarastd®mes.
BNDES has patrticipated for several years in SME@utaes’ international forums, such as
the Ibero-American Forum of Guarantees. In additionthe fund restructuring process,
international experience was analyzed, with vistSOSEO (now BPI) in France, FNG in
Colombia and Nafinsa in Mexico.
We held a discussion group with Banco do Brasilnager of FGO, and Sebrae, manager of
Fampe, to discuss the evolution of guarantee fliod8SMEs in Brazil. The exchange of
experiences on accounting provision, credit reopwaerd regulatory affairs has been very
rich.
... One of the discussions subjects with Banco dasiBand Sebrae is the operation of the
FGI as a second floor fund to work together withtuall guarantee associations, whose

creation has been stimulated by Sebrae, basecddtatian experience.

The interviews analysis indicated that the FGI'sggaance structure sought to correct
the flaws identified in the FGPC, such as its pubkature, which led to budget constraints
and delays in payments and its rigid credit recpvales. In order to repair banks’ trust in
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the guarantee, the Fund initially emphasized theicgtral perspective, reinforcing

trustworthy behavior in line with Gillespie and Bis (2009) proposal, given that, despite
its private legal nature, most of the fund’'s assetee composed of public resources. Efforts
were also made to divulge information about thedfand build a relationship with partner

banks, in a perspective that was consistent Faealsse(2008) relational perspective:

The FGI's governance structure sought to correetdéficiencies identified in BNDES's
previous experience with guarantee funds. The F&H siructured as a private entity and is
therefore not subject to budgetary postponements.

Trust in the FGI has improved, especially becaustha beginning the FGI was seen as
potentially a new FGPC... But the FGI gradually dredo gain credibility and its operation
was quite different from the FGPC's. Guaranteenctaiare always paid promptly.....the
banks’ requests for changes are being complied mibhe frequently ...because, as it is a
private fund, the FGI's rules can be altered measily than if it were a public fund based on

government budget allotments, like the FGPC, wisctubject to much greater constraints.

The interviewees show that FGI strives to behavasistently and predictably,
broadening its relationships as proposed by Levacki Bunker (1995):

...seek to meet the deadlines informed to the banks

...the direction of changes is clear for the banks.

| believe that they see us as being committed lodators but | also think that they realize
that we won'’t be able to do everything and | thivk usually emphasize this point during our

visits to banks.

The FGI tried to distinguish itself from the FGP® building a reputation for
credibility to repair trust. Decisions are justifiand partners are told when they depend on
external agents, in accordance with Tomlinson aagiévls (2009) proposals.

Banks’ demands are assessed and prioritized. WHese tdemands are made by more than
one bank, they tend to be implemented. In somescaéisey require approval by the general
meeting of fund investors which congregates alldhieks who participate in the FGI.

In various cases it is not possible to comply viiémks’ requests due to legal restrictions or
because they conflict with the guidelines adoptgdHhe government which is the fund’'s
biggest investor. In these cases the reasonshfordéecision are communicated to the

requesting party.

Managers explicitly recognize the role of the freqcy of communication, as
proposed by Becerra and Gupta (2003). Informati@misg is used to create trust, with prior

discussions of proposals for changes to rulesegpig with Gulati and Sytch (2007, there
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is a concern to keep channels of communicationghatide accurate, complete and timely

information open.
A team makes regular visits to banks for meetitrgéning sessions and discussions; there is
a monthly schedule of visits...
The banks receive information regarding the valod performance of their shares in the
fund on a monthly basis.
Changes are discussed and banks are informed thieontin advance.
Since its inception the fund has always listenethéobanks. The fund set up a relationship
department. Banks are informed in advance aboutgdsato rules, systems and processes to
enable them to adapt their internal systems, gthiahthe FGI's processes, especially after

guarantee hiring, are IT intensive.

A change was also identified in the nature of tles governing contracts with banks,
seeking to make them less binding and based moma@peration between parties, in line

with the approach proposed by Zaheer et al. (1888)Malhotra and Murnighan (2002):
| think that the fund’s contracts and rules usedhtwve a negative effect on agents’
perceptions, but this has changed, because eveeywiie change the statute and rules we try
to simplify processes in order to align them wigfeats’ usual practices. | believe that agents’
trust in FGI is increasing day by day.
During the course of the operation the penaltissdawn in the rules were attenuated and an
adjustment of conduct provision was created to dé#l cases where a financial agent has
behaved in a way that is inappropriate or evenraonto some rule of the fund, but acted in
good faith. These provisions stipulate that thenagaust adjust his operation and may
provide for some penalty, but this penalty is neged and is usually more lenient than the
one foreseen by the general rule.

| think that the application of rules used to berenagid but has become more flexible...

We can identify the use of some mechanisms desthpeBoehs and Segatto-Mendes
(2007) such as standardization of operations willesr and procedures similar to those
adopted by banks; socialization of values, throtrgining programs and seminars; and
personal involvement and a specific hierarchicalicstire, with the creation of an
Institutional Relationship Department responsilde ¢ontacts and assessment of banks’

procedures:
We have a department which deals exclusively withftind’s relationship with banks. It is
responsible for capturing new banks, organizinming programs and publicizing the fund.
...The BNDES has sought to simplify processes iteoto make them more compatible with

banks’ business routines.
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... Procedures were examined together with the d@mlorder to identify any doubts they
might have regarding the fund guarantee applicapimtess. Various doubts were indeed
identified, thus leading to improvements in rulesl &nabling banks to fix problems before
requesting guarantee claim from the fund.

As regards conflict, the interviews identified awldevel of conflict and disputes
between parties. Conflicts are mostly functionak@duita, 2007) and their solution can lead
to improvements in performance, with collaboratiprevailing over control and thus
breaking the negative cycle identified by Sundandhyuand Lewis (2003).

We have practically no conflicts with banks ...theatment of cases outside the parameters
or in which interpretations diverge have improvéde BNDES has made a greater effort to
meet banks’ requests.

... The level of conflict is low and.... when cactft arise it is because a bank has not
complied with a certain point of the rules and themegotiation process begins...

In general that have been very few conflicts ana&mwkhey occur they are resolved in a
friendly fashion.

The main benefits from the fund mentioned by thenagament team confirm the
guarantee schemes literature (Lanz, Tomei, 20Iaksdm, 2009; Green, 2003).

The financial agent earns liquidity in the guarantavhich allows him to accept good
transactions that he would not normally contraa ttuinsufficient collateral.

[...] The financial agent has the benefit of leged for capital allocation when using a
guarantee fund. The effect is the same as a matdagd the execution of the guarantee is
much faster.

[...] Qualified agents can offer financing to mamestomers, increase credit limits and can
gain market share with the fund's guarantee.

The clients of the fund are the financial agertisythave to “buy the idea” of the fund and
see value in the guarantee offered.

The benefit to MSME is access to credit. [...] tharshof firms and individuals who had
never had access to the BNDES's credit lines is 50&6 of total beneficiaries, which shows

that the fund is achieving its aim of increasingditr access.

The managers provided some examples of the eféédfse governance structure on
FGI's performance, highlighting qualitative aspeatdich can be linked to trust building
and long-term relationship perspective (Faems,&(418):

The fund’s performance has improved significantlyqualitative terms... [...] in regional
terms, the North and Northeast regions’ share @ ftimd’s operations is higher than the
BNDES'’s overall average, showing that the funde#pimg to de-concentrate operations to
Brazil's less developed regions.
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[...] The fund [...] has been successful in conwigca great number of banks to become
shareholders. FGI is the guarantee fund with tleatgst number of financial agents in Brazil.
[...] FGI currently have 26 financial agents asrghalders [...]

The Fund’'s market share in eligible operations foe fund’'s guarantee passed the

international benchmark of 10% for this type oftinment.

In general, one can verify that the changes in Ed's governance structure in
relation to the one adopted by the FGPC and otlwbish have been implemented in the
course of its relationship with the banks, havepsuied the trust repair process and

improved the alliance’s performance.

444
Additionality

The aim of this subsection is to present the omerak data of the FGI, compare them
with similar operations or the international benetnknwhen applicable and try to relate the
measurements with inequality and competitiveness.

Table 12 shows that the finance gap in Brazil camgathe situation with Latin
America and the rest of developing countries. Taa thdicate that lack to access to finance
is a greater barrier in Brazil than in in similauatries, which corroborates the importance
of guarantee schemes as a tool to reduce thigeliife. This can be understood as seeking
equality of opportunities, trying to level the fiefor firms with less initial capital for
investments, in a concept similar to Atkinson (20JBoposal. These results are also
compatible with GCI and GEM results, which showttBeazil has several problems in its

institutional framework and financial market eféocy.

Table 12 - Finance Gap - Brazil x Latin America x Developing Countries

ltem Brazil Latin America | Developing countries
# of Enterprises 16,030,344 52,477,854 399,735,661
Total credit gap, US$, millions 237,429 619,833 2,382,041
Total deposit gap, US$, millions 66,8p7 151,317 3,579,642
Access to finance as major/severe barrier 42% 35% 25%

Source: SME Finance Forum - IFC Enterprise Finance Gap, 2016.

The percentage of financing with FGI guaranteeselation to the total number of
eligible operations up to December of 2016 is 5.B¥Hspite this, it passes the 10% mark in

seven banks and 50% of the operations in anotrerThe default rate is 3.10% (December
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2016), which is lower than the default rate of imancial system, which was 5.7% for the
same period (BCB, 2017).

Table 13 shows the new borrowers. The results ateievider access to credit for
operations with FGI guarantee. Almost 50% of therdwers had never had access to
BNDES credit, more than double the average operatrathout guarantee during the same
period, which is demonstrative of its financial dighality, in accordance with Jonsson
(2009). However, this same table demonstratestiieatund has a high potential to growth,
if the Fund aggregate new financial agents andagape if the current financial agents

expand the fund guarantee to other operations.

Table 13 - Financial Additionality — New borrowers

Without Guarantee With Guarantee
New Value R$ Value| N° OPE (#)] N° OPE| Value R$ Value | N° OPE (#)| N° OPE
borrower | Millions (%) (%) | Millions (%) (%)
No 96.782 83,1% 442.968 79,4% 3.205 55,8% 15.667| 50,1%
Yes 19.745 16,9% 115.171 20,6% 2.543 44,2% 15.589, 49,9%
Total 116.527) 100,0% 558.139 100,0% 5.748| 100,0% 31.256 100,0%

Source: BNDES. Operations up to 31/12/2016.

Table 14 compares the risk of operations and shbatsthe fund enables SMEs with
greater risk to enjoy access to credit from the B$DThis credit has the lowest rates on the
market for this segment. Risk C represents 39.6%Gifoperations, which is almost double
the operations without guarantee, in which only42d.are risk level C or lower. The
indicator shows that companies enjoy better comuftiin terms of cost and term, in

accordance with the expectations of Jonsson (2009).

Table 14 - Risk attributed by the financial agent

Without Guarantee With Guarantee
Risk* Value (%) | N° OPE (%) |Value R$ Value (%) |N° OPE (#) [N° OPE (%)
Millions

AA 47,3% 28,4% 1.062 18,5% 5.375 17,2%
A 20,9% 20,8% 1.296 22,6% 7.095 22, 7%
B 22,2% 29,4% 1.341 23,3% 6.408 20,5%
C 4,0% 12,7% 2.048 35,6% 12.378 39,6%
D-H 5,6% 8,7%

Total 100,0% 100,0% 5.748 100,0% 31.256 100,0%

Source: BNDES — Operations up to 31/12/2016. Resolution 2682/99 (BCB)
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Figure 5 shows the distribution of operations bynmaality. The FGI guarantees
operations in all Brazilian states. The fund hésrger share in the North and Northeast than
the other operations of the BNDES. This demonstrétte economic and social additionality
of the FGI, as these are the least developed statszil. This demonstrates the potential
of this type of instrument to have countrywide impavhich is an important feature to

future correlations with inequality.

Figure 5 - Distribution of Operations by Municipality
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Source: BNDES. Operations engaged up to 31/12/2016.

Figure 6 shows that operations with FGI have higraues, with is consistent with
financial additionality effect as expected by Grd@003). It occurs for all firms’ sizes.
Therefore, is clear that the guarantee provideteibebnditions to access credit to these
firms, resulting in more resources available forestment and growth. The same graphic
shows that larger firms required less guaranteerame to access credit, microentrepreneurs
has an average coverage of 74% and medium-sizedpeses has an average coverage of
63%.
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Figure 6 - Average Financed Value by firm Size With and Without FGI coverage
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Source: BNDES. Operations engaged up to 31/12/2016.

Figure 7 shows that operations with FGI have highem for two firm sizes, micro
and medium, showing a mixed result. Further analgéithe data is needed to understand
why the term for other sizes do not increase as@&rgd. Other effects like risk composition,
different credit lines participations (working cegpiand innovation have a high participation
in FGI operations than the average) and regiortheftountry may explain this result that
seems inconsistent with the theoretical framework.

Figure 7 - Average Term (in months) by firm Size With and Without FGI coverage
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The results indicated that the FGI is fulfilling imission to provide credit access to
MSMEs. However, further analysis is needed to isotdher possible effects and assure that
the results are statically consistent. Other teqpes besides descriptive statistics should be
employed, like Propensity score matching, Regressiscontinuity, Natural and quasi-
natural experiment or Randomized experiment, apga®d by Saadani et al. (2011). The
use of employment data and revenue variation dveryears could be used to measure
economic and social additionality, which would faéate correlations with income growth

and inequality reduction.
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5
Conclusions and Recommendations for Further Researc h

This thesis analyzed the potential role of credmargntee schemes to promote
financial inclusion in Brazil, using the case studhethodology. To promote financial
inclusion through credit access, FGI had to burlgstt the financial agents that use its
guarantee. Lack of credit access can be relatedt teast three pillars of the Global
Competitiveness Index were Brazil does not perfavell: Institutions, Macroeconomic
Environment and Financial market development. Thames occurs with Global
Entrepreneurship Monitor, Brazil, according to terts has a low performance in items
related to Government support and institutionatirsgs. Brazil also performs badly on
inequality compared to other Latin American andildsran Countries, with results worse
than some less developed African countries.

Therefore, the process had to take this institati@nvironment into account and
involved repairing trust in its relationship witlarks, which had been shaken by the failure
of a previous initiative involving the FGPC. Theadysis focused on comparing FGI with
credit guarantee schemes for microentrepreneursSafigs around the world and tried to
identify best practices, suitable governance giinest and evaluate its effects on credit
access and financial, economic and social addiitgnaThe analysis of the interviews
revealed that managers were committed to buildimglaionship of trust with the banks,
with the BNDES'’s previous experience providing samteresting elements to help avoid
repeating mistakes.

The use of BNDES, a National Development Bank tmage the guarantee fund is
also consistent with international practices asdale in developing financial markets and
promoting long-term investment.

The results showed that to build and repair trast @btain a better performance it is
necessary to find a balance between structuratysafechanisms that limit untrustworthy
behavior, as analyzed by Gillespie and Dietz (208®) Faems et al. (2008), using the
mechanisms suggested by Boehs and Segatto-Men@@g)(2and a relational approach
which reinforces trustworthy and predictable bebayLewicki, Bunker 1995). The latter
uses non-binding contracts, as proposed by MallastdaMurnighan (2002) and establishes
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information communication and exchange mechanisausati, Sytch 2007; Becerra, Gupta
2003) and joint work on tasks, while restrictingnflizts to business-related issues
(Mesquita, 2007; Tomlinson, Mayer, 2009), in a ldegn perspective with common
objectives that reinforce inter-organizational truBhese perspectives are complementary
and can contribute to the success of inter-orgéoizal alliances, in which collaboration -
as put forward by Sundaramurthy and Lewis (20(Q8gvails.

There is evidence of additionality in guaranteeesabs, as can be seen by World Bank
survey (Calice, 2016) and the analysis of FGI dasBrazil. However, the relatively low
penetration of these schemes in the total targetilption of MSMEs (3.4% is the best result
in the Western Hemisphere), lack of consistency ¢he data and methodologies used to
evaluate additionality by country (and even by tgbguarantee schemes within a country)
prevent a better assessment of their effects owsguiality. Even with these limitations,
guarantee schemes seems to have additionalitytetied so they help MSMEs to growth,
fostering economic growth and contributing to in&gy reduction.

The operational results analysis showed that FGinpte credit access (almost 50%
of the beneficiaries were new borrowers), regiahetoncentration (North and Northeast
have a greater share compared to loans withoutgtes), accept more risky takers, have
financial additionality (higher values and morenteio pay) and significant participation in
eligible operations.

Furthermore, the fund monitored and identified thain benefits for the parties
involved, including the guarantor, the banks and Heneficiaries, using these in their

communications to make its use more widespread.

5.1
Opportunities for further research

Some recommendations for future studies includenslihg the study to include other
guarantee mechanisms, such as mutual credit gearassociations and guarantee funds for
other risks, in addition to credit risks, such asfgrmance, engineering and failure to
comply with contractual obligations.

To better evaluate additionality the first stepermse to be initiatives like the World
Bank Survey, AECM and Rede Garantias diffusionestlpractices converging to a dataset
similar to Solt's SWIID about inequality. Anotheogsible way to do that are case studies,

with a quantitative approach to evaluate financedpnomic and social additionality,
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including jobs, revenue generation and income &ffaging to correlate then with income
variations in selected regions. Future quantitasitglies could try to correlate inequality,
using Solt (2016) Database with additionality imf@tion from guarantee schemes from
World Bank Survey, AECM and Rede Garantias.

The trust building and repair process can be appte other types of inter-
organizational relationships, such as those betwappliers and buyers, joint ventures and
capital and contractual alliances, seeking to useappropriate mix of structural and

relational governance mechanisms.
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