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1 SME

One efficient way to promote small and medium-sized enterprises (SMES)
financing is through credit guarantee schemes, by which the government guarantees a portion (ratio)
of a loan provided by a bank to an SME. In this research project, we developed theoretical models
for calculating the optimal credit guarantee ratio and the optimal guarantee fee (the fee that needs

to be paid by the SME) and empirically calculated the “ ratio” and the “ fee” using data of
various Asian economies. The ratio should be at such a level that it achieves the government’ s goal
of minimizing banks’ nonperforming loans to SMEs. In addition, the ratio and the fee should
realize the government policy objective of supporting SMEs by reducing information asymmetry. In an
economic recession, the ratio needs to be increased, and the fee needs to be reduced to facilitate
SME financing and economic growth.
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Difficulty in accessing finance is one of the critical factors constraining small and medium-
sized enterprises (SMEs). Given their importance for national economies, it is imperative to
find ways to provide SMEs with stable finance. One efficient way to promote SME financing is
through credit guarantee schemes, by which the government guarantees a portion (ratio) of a
loan provided by a bank to an SME. Due to the asymmetry of information between banks and
SMEs, total loans to SMEs are smaller than the desired level of SME loan demand. Therefore,
providing credit guarantees reduces information asymmetry between SMEs and banks, which
increases the amount of loans to SMEs. The government's ultimate goal is to provide a desired
level of loans to SMEs by reducing information asymmetry. However, it's essential to have an

optimal credit guarantee scheme with a sustaining business.

2. WD HRY

This research aimed to:

2-1- Provide a theoretical model and an empirical analysis of factors determining an optimal
credit guarantee ratio. The ratio should be at such a level that it achieves the government’s
goal of minimizing banks’ nonperforming loans to SMEs and realizing the government policy
objective of supporting SMEs by reducing information asymmetry.

2-2- Developing a model for calculating the optimal credit guarantee fee. The credit guarantee
fee is a fee that SMEs need to pay to the credit guarantee corporation for receiving the credit
guarantee. A high credit guarantee fee will create another financial burden for the SMEs, and
it's a barrier to their growth. On the other hand, a low credit guarantee will not provide sufficient
financial resources for the credit guarantee corporation.

This research project aims to develop theoretical models and calculating the optimal credit

guarantee ratio and fee using the data from Asian economies.

3. WDk

The methodology was developing a theoretical mathematical background in both studies. In
addition, for the empirical part of the first paper, we calculated the impact of macroeconomic

factors on the credit guarantee ratio. We calculated the optimal credit guarantee ratio for 32



Asian banks. For grouping banks, we used a statistical analysis technique called Principal
Component Analysis (PCA). For the econometrics work to analyze the impact of
macroeconomic variables on the credit guarantee ratio, we used the Vector Error Correction
Model (VECM).

In the empirical part of the second study, we examined whether selected macroeconomic
variables and the financial health of SMEs have a statistically significant impact on the default
risk ratio of loans to SMEs — the main determinant of the fee. PCA and two VECM models

were applied to a sample of 1363 SMEs.

4. WFIERRE

As for the optimal credit guarantee ratio: Our results show that three factors determine the
optimal credit guarantee ratio: (i) government policy, (ii) macroeconomic conditions, and (iii)
the behavior of banks. To avoid moral hazards and ensure the stability of lending to SMEs,
governments must set the optimal credit guarantee ratio based on macroeconomic conditions
and vary it for each bank or each group of banks based on their soundness.

The published paper:

https://doi.org/10.1016/j.eap.2018.09.011

As for the optimal credit guarantee fee: The study examined whether selected macroeconomic
variables and the financial health of SMEs have a statistically significant impact on the default
risk ratio of loans to SMEs — the main determinant of the fee. Empirical results support our
hypothesis that the credit guarantee fee should be different for sound and risky SMEs to avoid
moral hazard and according to the macroeconomic state.

The published paper:

https://doi.org/10.1016/j.econmod.2020.03.003

The published book:
https://doi.org/10.4324/9780429401060
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