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Couniry ' Curr'ency . Averaze Exchange Rate
Argentina Argentine Peso ¥1 = - - US$1.00
Australia Austratian Do!lar AS10 = US5$745
Belgium Belgivm Franc BF.100 = US$339
Brazil Real ' R$ = US$1.03
Canada Canadian Dollar C$10 = US$136
Chite Chilean Peso Ch$1,000 =  US$238
Hong Kong Hong Kong Dollar HEKS$10 = US$1.29
Indonesia .Rupiah | Rp.]O;O(}D = US$4.31
lialy Lira Lit10000 =  US$6.26
Tapan Yen ¥100 = US$C.97
Korea Won W.1 ,000 = _USS 1.29
Malaysia Ringgit RM.10 = US$3.90
Mexico Mexican Peso N§10 = US$1.33
Singapore Singaborc Dollar 8510 = Uss7.09
South Alfrica Rando R.10 = Us$2.13

Above exchange rate figures were calculatod from the aciual purchases of the currendies
made by the Study Team menbers during the visits to those countrics concemed

in the period between June 1995 through March 1996,
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Summary and Recominendations

Based on a national economic census performed in July 1994, there are about
00,000 small and medium size enterprises in the manufacturing sector in Argentina
employing over one million people.

“The industrial production of SMEs covers almost all the industrial sectors, and it
is estimated that they gencraté more than 40% of industriat production. The three
important scctosal groups of foed and beverages, textiles and clothing, and mictal
méchanics account for almost 70% of total the manufacturing by SMEs and contripute to a
karge pari of their export.

(,‘omparéd with targe firms, SMEs in the past grew through engaging in labor-
intensive activities with less advanced technology, resulting in lower productivity. They
found their market niches and were local-market oriented, without being influenced by

foreign countries because of the high import tasiff.

tHowever, Argentina’s dramatic economic reforms, which include teade
liberalization, have created both compelition with foreign manufactured goods and the
theans (o meet the competition. The opening of the cconomy sent clear signals to local
firms to increase efficiency to avoid losing their market share or be ceplaced in: the market.

In vicw of the néw macrocconomics, many SMLS st'mu] to modumn, and S
resteucture their production activities by introducing new technology and obmmmg fumls
forinvestinent, There are other firms, however, hat arc unable to change lhexr conapt or
philosophy, suckmg to teaditional W't)’ without rcspondmg to s!ruclural changes in the i

cconomy. Soorier or later these firms will be expelled from the market.

At the same time, a considerable number of SMEs exist which are struggling to
‘cope walh the new situation but suffer from lhe insufficient resources sm,h as l’unds
tcchnology, and humai resources.

The govcrnmcnt s role is very unpomnl o thcsc firms. T hcy are able to grow
further by recciving government- based support. Through developing good business
environments wilh adequate supporting programs, competitive firms will be established

‘and grow. The goveminent suppohing prograins should be changed, modifted, or
eénhanced agcording to the needs of SMEs in the changing ¢économic summoundings.
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The publrc suppon syslun should also be dlru,lcd (o new businesses, because the
birth of new businesses is a key factor in maintaining and increasing employment, and
also in sustainting the vital contribution of SMEs to the overall performance of the
Argentine economy. o '

The efficient distribution and use of the fiscal budget is another iiporiant point to
be considered, especiaity under a tight fiscal budget. It should be altocated to supporting
programs aécording {0 their priority and the importance of SMEs' néeds.

The function and initiative of the privale sector is also unponant not only from lhe '
standpoint of saving government cxpcndllure but also in view of the potential and’
effectiveness of large firms supporting § SMEs. The government decision to promote and
accelerate the Supplier Development Program, as expre: ssed in Law 24467 of M'm,h
1995; is the correct way to eéncourage SMEs by mvolvmg large private fims in the
supporting programs. ‘

As agreed to by the Argentine government,, we studied the SMES' present
circumstances and the obstacles SMEs face relevant to their access to credit or financing,
acquisition of new technology, and improvement in the quatity of manufactured goods.
We have adopted the auto parts scctor as the subject of our case study of Argentine

SMEs. We visited auto part manufacturers in Argentina as well as automobile
“assemblers, because !he auto parts mdustry is strongly influenced by the strategic policy
_of assemblers.

Wc, also S([IdlCd public and er‘ltt‘ supporl programs :md their framework in olher
E coumnes including sonte countrics competing with Argenum in the international market.
‘We visited eight countries (Brazil, Chilé, Mexico, Australia, fialy, USA, Malaysia, and
Korea) in addition to Japan, collecting information on the three items included in our
study. '

 Many nicéisﬁrc_s have béen taken in cach countey. Some of them aré unique and
‘othes are prevalent in many countries. There is a common trend, however, in many
countries (o enhance support to SMESs in recent years, being conscious of the importance
of SMEs to the dynamic growth of the cconomy and to create jobs.

As a supplement to our study on Argentine SMEs, we reférred to the research-
performed by KPMG and CEPAL. in Buerios Airé’s'rcgarding the SMEs' status quoand-
problems they are facing. Both researches were informative and helpfuj to our work, but
we must mention that while KPMG's research, which is inainly based on a questionnaire,
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covers atniost 100 SME's in the auto parts indlstry, CEPAL's reséacch, mainly based on
interviews, covers 39 SMEs only in the four industrial sectors.

Since the number and sectors of the sampled firms are limited, the results of their
rescarch, which are patially quoted in this report, do not atways reflect the general trend
and problems of Argentine SMES. Ne\-'cnhclcss, their research was helpful tn confinming
our findings. :

After considering the applicability of other countrics” support systems to
Argentina taking account of the probleins of Argentine SMEs and the present Acgentine
government-based SME support we prepared our recommendations and suggestions
relevant to financing, technology, and quality control, which are suamatized betow (the
itlustration of our tecommendations and suggestions is given in page 9).

We believe that the development of Argentine SMEs will not only contribute to
macroeconomics' growth and job creation but also to the growth of underdeveloped local
regions and an increase in export to many other counlries.

1.  'The Financial Problems of SMEs and the Recommendable
Measures' to Facilitate Credit Access for SMEs

The dramatic macrocconomics reforms implemented by the Meitem Administration
have brought about the recovery of the financial system al;ld capital market. The ef ficiency
and competitivencss of financial institutions have bécn improving throigh ré orgzmiﬁlion
and pnvahzauon despite !he sudden economiic crisis of NILX!LO which had a sumus
ncgalwc impact on ‘Argentina's ﬁmncml system.

According to our sufvey it s stilt difficult for SMEs to access credit, primarity for
the following reasons:
- High interest rate for borrowing;
- Insufficient resources for toans from financial institutions, csp’cciaily: long tesm;
- Strict ru]mrcmcuts for mortgage and guamntees,
- The complexity of the procedures and formalities for granting loan;
- The special finaricing program for SMEs by BICE and Banco de fa N'lClon is not
' Well-known; |

- Difficulty to obiain equity financing.
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'In view of the problems mentioned above and as a result of our study of support

programs from other countsics, the following rwommcndauons are nw.lc to the Argentine -

government to facilitate credit access for SMEs:

(1

(2)

(3

)

(6)

K¢

Strengthen the furction of public financial institutions, especially BICE and Banco
de la Nacién, through increasing the eéndowment fund, diversification of funding
sources, and increase of the direct financing by B*mco de la Nacién to bon owcrs

' (SMF,S) The pubhuiy and lmrkclmg of the spcual funding allowances for SMEs

is qlso necessary, mdlc'umg the requirements and conditions of thosé loans.

* Creale an instilutional guarantee system for borrowing, initiated by the

govemmém but allowing for pm_ﬁcipalﬁ:»n by the private sector. This guarantee can
limit the puipose of the loan {for instance the purchase of machinery or
equipment).

Promote lending on a cash flow basis instead of relying lot'llly on personal assets

- or guarantees; making use of financial Lonsullams both by SMEs and financial

institutions.

Promote equily finance through the creation of a developmeit fund program for
investment under a governmental support which includes tax incentives or

- guarantee for fund raising by mwsmrs l)welopmg the stock market is another

key ﬁctor in eqmiy finance.

Create a matching program bctwccn investors (individuals O:l' investing companies:
‘secking equity invesiment) and irivestecs (SMEs) looking for equity financeto
increase their productivily and efficiency.

" Promote diversification of financial sources like Ieasing or factoring reviewing and

studying the legal and physical aspeets and possible incentives of the operations,

Conducl‘a_pcri(:)dic survey of the financial problems and bariiers to SMEs in ‘order

to reflect them in the government policy in a timely mianner.
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2. The Technological Problems of SMEs and the Recommendable
- Measures or Framework forthe Acquisition of
New chhnology and Know-How

According to the survey made by CEPAL, Argentine SMEs have the following
obstacles impeding the developmerit Of technology:
- Insufficient finaricing
- Shortage of expert human resources
- Expensive inachinery or équipment
- Shortage of technological information and know-how
- [Insufficient support for innovaling activitics

In order to overcome these obstacles, SMEs wish to receive the following external
support:
- - Finaiicing
- Process development
- New technology mformanon
- chhnologlcai training
- New product development

“To cope with this situation, the Argentine govcrnmcm started "Small- and
Medium-Size Enterprises Promotion 3-Year Plan" in 1992, which inctudes a plan for the
development and acquisition of new technology. ' :

As a governmental support institution, INTI offers téchnbl()giml services such as
tests and analyses, product certification, tcchnolog:cal guld'mw tcchnology dcvdopmult
and transfer. . : , , . : o

- CIEI {Industiial Information and Statistics D:Edai Center) has providcd SMEs with
database information from the Sceretary of Industry, including industrial and trade
statistics and a dicectory of local SMEs. However, this database did not include
technological information.

In the Three-Year Development Plan, there are three financial su'ppon programs;
credit for the acquiring technology, the Argentine Techinology Fund (FONTAR), and
national programs for technological innovation and transfer of information,

In order to improve access to the existing government support programs and
improve the services quality of the cntities concemed, the following measures are
suggested: '
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(1) - Provide and disseminate (to SMEs) siniple and réadily understandable promotion
materials segarding technologicat su ppon schcmcs lmludmg success stoncs of
SMEs that applied the public suppoit scheine.

(2} Utilize the functions and coninections of the local administration, public research
laboratories, and industrial associations in the private sector as a communication
vehicle to convey the intentions and contents of the public tca,hnologlcal support
programs to cach SME across the nation.

(3)  Explore the tax reductions for research and development which would be useful in
motivating SME:s to initiate new technology development,

(4)  Organize a specialist training system for (he support progeain to improye the
abilities of public advisors. Inviting experienced technology expeits from other
countrics and continuously seading Argentine expeits abroad is recommended.

“(S)  Create a computer-based information network system for technical support and
- substantialize network of the technology support system by invelving both
national and foreiga public and private organizations.

3. The Obstacles for Argentine SMEs' Quality Improvcmem
© Activilies angd Our Rcconunendatuons '

- According to lthtirvey done by CEPAL on leather produ'cts chemical/plastic
'producls neh!llc products, and scientific machlnery 'md equipment nmnul"tclumm, the
“main obstacles to conducung qualaty development activilies are the lack of financial
resources, difficulties in ch'mgmg the enlerprises' culture, and the insufficient institutional
suppoit.

Auto part manufacturers noted the need for (raining services to obtain the
ISO9000, subsidies to pay for consultant fees, information services, and an in-house
* quality controt auditor.

Some SMEs have been enthusiastically running qualily improvenient programs

© since 1990, introducing S-S programs, problem analysis tools, the cell's system, quality
self-control and fool-proof systems in plants. Over the past five years, some hav
succeeded in significantly reducing theic defect rates.
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However, many SMEs still exist which subject their final products to little more

- than visual checks or inspections that cely only on venire niicrometers and other

unsophisticated instrumentation. These companies must work on quality improvement

and strive for scrious increases in their product quality by sceking assistance from quality-

control organizations of consultants.

M

(2)

)

@)

The l‘olldwing items are suggested in view of the present obstacles:

evelop pmchcal programs in Argentine quality-control
research and ¢ducation organizations

A sizable share of SMEs want miore pmcllcal seminars 'mdfor lr'umng courses
which have an'immediate effect. Argentine quality-control organizations are
neéded to develop such programs, Those programs should include references to
succcssful SMEs. If the organizations have difficulties in developing the programs
that SMEs neced, lhcy should work together with selected forelgn organizations.

Construct a nationwide quality service network

* Since Argentina is a refatively large country with SMEs located nmlon\wdc that

prefer to access assistance at the local level, the government ust support the
establishment of provincial organizations and create a nationwide quatity
improvement service network. '

ubs;dles for SMEs guality improveinent pmju:ts

g Most SMEs lack thie finaricial resources (o pmcuce quahl) improv LII\CIll progr*uns
The government should explore submdmng the consullmg and halmng cos!s like
" Chile, Australia, and Mahysn do. ‘

licrease the supply of long -term Yow-interest fi nancmg for SMEs B

In order to cut the rates of defective products, it is essential to enlarge and
reinforce the existing quality control systems and pursue full modcrmmuon
campaigns aimed at replacing outdated plant facilities. "

* Since most of the firms do not have enough capital for mvcslmenl the
‘ gavernment should increase the supply of long teem, low-interest ﬁmncmg, such '_
-as the special financing program by BICE and Banco de la Nacién. An investment

tax credit and an accelerated depreciation system are also reconumendable because
they have almost the same effect in assisting the replacement of plant facilitics.
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The Process of Introducing TQM

:SN[ES

Do the Quality Control (QC) activities have been
sufficiently conducted in the plant or not?

NO+

~ Promotion of QC systemi and Activities -

* Intioduction of TQM

* 58 Program

* Quality Self-Control System
- * Poka-Yoke System

¥ QC Circle

* Proposal System

Introduce thé sysiem and

aclivities which satisfy the

Crequirements of 150 9000,
- Deming Application Prize,

etc.

|

Establishment of TOQM

Challenge and Oblain
SO 9000 Certificate ,
Deming application

‘Prize for Overseas, ¢ic.

Argentine SMEs

" The main miporianl pmms lomlroduca and diffuse I"QM o .

- Quality Control

organizalions

* Strengthen the leadership of management and factory rnanager
* Deepen the undérstanding of workers about the importance of

* Provide practical programs for training by Quality Control
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The Summarized Rec‘omliicndaliohlsn_ggcstion. Relevant to
Financing, Tcchnologies  and Quality.

Problems and Barriers for SMEs

Recommendation/Suggestion

Exanmples of
Other Coustries

T gh interest rate and

Financing | Strengthen the function of BICE | Japan, Brazil,
: insufficient resobrces of loans of - | and Banco de 1a Nacitn Chile, Mexico
financial institutions Promote the pubticity of their
' special financing menu '
- Institutional supporting Create the institetional guarantee | Japan, USA,
programs are urkfown system for borrowings Chile, Brazil,
: o ' ‘ _ : Mexico
- Strict requiremeots for imortgage | Promote of Iénding on cash low | Chile,
and guarantoes base _ Australia, lualy
S Create development fund for Auvstralia,
- The complexity of procedures | investment asid matching program | USA, Japoan
and formalities for granting loan | | between investors ard SMEs
: Promote capital markel -
_ development .

-Difficulty to obtain equity Promote other sources of USA, Japan,

finance . financing especially {easing Chile
Technologies | -Insufficiént financing or fundiag | Provide SMEs with readily Australia,

for the purchase of machinery or | understandable information on Japan, Korea,

acquisition of new techaology technological supposting program | Brazil

and harness industrial ‘
organizations of the privale sector .

-Shortage of expertise human Explore the tax reduction Australia,

[ESOUICES frameworks for R&D Malaysia,

_ _ : : : _ Japan, Korea
-Shortage of technology-related - | Organize a specialist training Japan
information and know-how progrant to improve the quality of

: advisors : .
-Insufficient technical assistance [ Create computer netwosk system | Australia,
and training : for information sharing of new Japan, Korea,

technology and technical support | Mexico, Brazil,
-Costly machinery and "| Malaysia
equipnients : . ' :
-Difticulties to change the Develop practical programs in Brazil, Chite

Quality

enterprise's collure
Insufficient institutional
supparts including information
services and subsidies for
consvltants and training
-Underdeveloped level of quality
control system

-Insufficient financial resources
for quality development activities

qualily-control organizations

Build a nation-wide quality
improvenient service network

Mexico, Brazil

Provide SMEs with subsidics for

Chile,

quality improvenient projects and | Australia,
activitics . Malaysia

Increase supply of long-term low-
interest financing for SMis”
modernization of obsolete plant

Japan, USA,
ete. ]

and facitities
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4, The Automolnlc Industry and Autop'\rts SMEs in. Argentma'
Policy Rcconnncndwuons

Incn,ase supply of long-term, low- interest ﬁnancmg for SMEs evaluate the
r«,htw altraction of the MERCOSUR region and Argentina as well as'the capability of
" their plants and local auto parts suppliers, Despite "Tequila Shoc_k. assemblers have thus
far remained oplintlislic about expanding the market in the MERCOSUR couiteics. The
MERCOSUR Trade Agreciment / Psotocol 21 ehables themi to buitd a iore efficient plant

The scale and direction of the auto parts (rade within and between MERCOSUR
countries dep‘en’ds not only on the trade agreement bi:t also on the automobile regime of
each country. The Automobile Regime was intsoduced in Argentinain 199 15 @ simitar
regime is also being introduced in Brazil in 1995-96. The former has raised the merit of
manufacturing in both Argentina and Brazil, while the latter might tilt the balance towards
Brazil again. In that event, assembler_s in Brazil could produce aliiost a coﬁlplel_é ling-up
due to its large market, but ass_cmbIcrs in Afgénlina might be forced to reduce their model
. range to only ore or two per brand. |

 Production of brand-new models will not be allowed if the assembling plant fails
to satisfy the productivity and quality standard of the headquarters. Assemblers would
then have a small number of superior suppliers deliver sub-assemblies. They have a
~ classification system for their supplicrs based on peiformance and capabilit'y:

Rank A: These who have demonstrated excellent perfounanm, in cost, qualn(y, and

' dehvery manageiment. They arc usually joint ventures with overseas OEM ;

“suppliers or Ilcensecs of their technologics. Many of them have some

- research and development abilities and an 1SO9000 or equivalent
cestificate. Public support is not requircd for Rank A firms,

- Rank B: Those who are reasonably well-managed and quality-conscious but
without the resources necessary to introduce new production technology
and facilities.

Rank C: Mainly family businesses with management closed to drastic changes in
' (he economic situation. They usually depend exclusively on a single

assembler.

In order to use the limited resources as effectively as possible, the government
policy should be primarily targeted at Rank B finms. Assembless have already raised their

10
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techno-managerial capability but cannot take risks (o provide Tong-term financing for a

fixed investment. For Rank B firms, therefore, the role of INTI is less important than that

'_ of financial institules in the SDP framework.

Although Rank C firins will probably be cut oftf from assemblers, they could still

grow as second-tier or after-market suppliers. They need to acquire more sophisticated

techno-managerial capabilitics before spending public financial assistance wisely. As first-

lier suppliers are not accustomed (o tooking after second-tier suppliers, INTI and CIEI

play miich more important role than in the case of Rank B finms,

(h

(2)

(3

C)

Therefore, the recommended policies are (sec Figures 1 and 2):

To revise the Automobile Regime jointly with ADEFA in accordance with the

© progress of the MERCOSUR Agreement. Although trade policy is not the primary

focus of the cument study, this may have a more powerful impact than any other
PyME policics. In addition, it is an area where govermment initiative is uniquely

“ demonstrated.

To make the current SDP framevvork more flexible so that public and private

participants, and their divisions of labor, can be modified case by case (i.c.
“whether the supplicr is a Rank B or Rank C firm).

To reinforce BICE, BNA, FONTAR and SGR so (hat they can p'rovitic timely

financing for the investment plan of Rank B firms as soon as they are endorsed by
“assemblers and approved as financially and technologically viable. © '

“To assist the transition of INTI by offering financial inccnt.ivcs‘; so that the

inslitute may become more oriented to solving practical probieins. More |

- concretely, the subsidy to INTI should be based on the amount/number of
“contracts for joint R&D (Rank B) and consulting services (Rank C).
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Figure 1 Policy Framework for the Rank B Firms
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Figmc 2 Policy Framework for the Rank C Firms
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The Financial Supporting Measures for
Argentine Small- and Medium Enterprises (SMLIs)
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1.1 The Currerit Trend of Angentme I*mancna! Market
‘and Main Problems for SMEs

Since the con\?cnibility Program was iniplcmentc’d in Aptif 1991 by the Menem
Adminisieation, Argentina has succeeded to realize a strong economic recovery reducing
the hyperinﬂ:aligjh to lhc normat level and regaining the high economic growth. The
dramatic macrocconomic reforms have also brought the recovery of the financial system
and the capilﬁ_l inarket.

Since the begmnmg of 1995, however, the sudden ccononuc crisis of Mexico has
brought senous problem to Argentina through Ihe outflow of short term capital from the
country. Allhough the country has already overco_mc this problem regaining capital:
inflow during 1995, financial _in'sti;ulioné cspécial'ly those small or regional ones have
been sufl feriné from the decréase of deposits and lack of liquidity.

Undcr.lhe circumstances, the borrowing from financial institutions has become
more and more difficult for small and imediom enterprises (SMEs), and cven if they
succeed to obtain it, the interest rate is much higher in comparison with the rate applied to
large firms. In addition, since the country’s capital market has not been well developed,
equity finance for SMEs is extremely difficult, including the listing in the stock market.

Through the merger and acquisition of small and medium banks and lhrough the
pn\mlszmion and re- orgammhon of provi incial bnnks the efficicncy and compumvcncsq
of financial institutions will be lmprovuj by reducing the mtcrmcdnllon cost, However,
the access to credit of SMEs will not be facilitated nmncdlately mmmmg the pmblcm for.
SMEs how to obhm finance; eithes debt or cquity capml

According to the survey conducted by KPMG in July-Auogust 1995, on the
Argentine autoparts manufacturers (inembers of CIFARA and CAIA}, the current -
situation and the problems that SMEs facing are suimarized as below:

Of lhe total compames survcycd {mnong 221 surveyed LOI]’lp'llllCS 93 ell fwnvdy

-replied to questionnaire), to date approximately 71.2% received loans from
financial institutions mainly for the purpose of working capxlal and replacement of
outdated machinery or equipments.

Private banks are the main financing source followed by credit unions, provincial
banks. However, ncither the Banco de Ia Nacion Argentina (BNA) nor the

15
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provmcnl banks are an #nportant source of financing for the surv¢ycd companics,
and nonc of them has ever used BICEs finance. 1t should be noted that a large
“number of respondents (45.45%) stated that they had no knowledge of special
financing programs for SMEs by BICE and BNA.

A significant aumber, 40% of respondents, answered (hat those special programs
offer no 'ldV'mlagt‘ over olhu sources available i in the financial market and 30% of
'lhem comicnted that they did not use those progranis due to the strict
requirements such as securities and formalitics for obtaining loan.

In the case of BICE, SMEs must first a'pp.ly'f_or d loan t the financial institution

. approved by BICE and_in= IN0St CAsEs guarantees arc ref';uirédf Since this system
is two-step {oan, it is likely that the spread added by the intermediary ﬁn:mc'iali
institution lift the interest rate up_to the leve! c!osic to the usual one in the _nn’(rk&:t.-
Otherwise agent banks are unwilling to finance SMEs because of the higher credit
risk.

‘The financial measures in need or expecied by amtoparts SMEs are as follows:

- Decrease the high inte'rcsl rate for borrowing

- Simplify the procedures and formalities for granlmg loan (especially those of
BICE and BNA)

- Increase the resources of loans of financial institutions for gruucr ﬁnanrmg
availabitity

- Mitigate lho rcqusrcments for morlgagc and gmmnu.cs

- Cua{o msutuuomi loan guarantee systcm with Icss smnguu requirements for
- guarantors

- Increase the availability of trade finance

- Providé SMEs with subsidics for toan interest

: tn order to decrease the high interest rate for boirowing, it is necessary to take

~account of various elements which influence the mlermedmlc margin of financial
institutions. They may include hlgh funding cost in the market, degree of money supply,

trend of domestic savings, administration cost of financial inistilutions, etc. Those _
macroeconomic issucs or those peculiar internal issues of financial institutions are bejrond
the scope of this report, and thus have not been analyzed.
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The following items arc our fecommendation to facilitate the access to credit of
SMEs taking account of the Argentine SMEs' necds, and the current support systems,
and as a result of our study'on those supporting programs / measures taken in other

countrics.
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1.2 - Principal Recommendatwns and Suggesﬁom
on Financial Mecasures -
Poteritially- Appllcable to Argcntma

1.2.1 Measures to Strengthen Public Financial Institutions

[.2,1.1 Issues

SMEs have more difficulty than larger enterprises in obtaining finance from -
financial insfitations owing to their t’ragilc' financial stan'ding or insufficient guarantee ot
collateral.” §t is much more difticult for them to obtain long term finance for i mvcsunwl of
capital goods. The lehding conditions espectally interest rate applicd to SMEs ate in
general inferior to those applicd to large firms.

In order to solve those problems, the public financial institutions, i.e. BICE and
Banco de la Nacion, have been supporting SMEs, increasing their lending (o them which :
includes medium and long term loan under better terms and conditions. However, those
SME’s financial need especially for incxpensive money is quite large and the avaitable
fund of thosc institutions is not c:iough to meet their need at present. Therefore many
SMEs especially those located in provinces are unable te borrow from those pu:blic
institutions.

1.2,1.2 Rccommcl'ldalion's {Short-term measures)

tis widely recognized lhal public financial msmunons have the following
funcl:on to suppon SMEs: '

(1) Supply SME:s the necessary fund to grow when private banks are reluctant to lend
' them for various reasons, especially for reason of higher credit risk. '

(2 Supply loans under more favorable conditions than those of private financial
institutions.

(3)  Supply working capital to SMEs during periods of govcrmncnl;s light money
policy when such loans are miost acutely needed.

4)  Induce or prompt the lending of private banks to SMEs by the initiative of the
public institutional financial suppoit (motivate other private financial institutions to
supply their loans to SMEs).



Vol. VI {Chapter 1)

For the reason mentioned above, the existence and function of public financial

lnSlllUHOHS is VCT)’ ll'}lp{)ﬂalll in cvery LOllmr)’

In order to strengthen the support of public financial institutions in Argentina, the

following measures are recomniended:

{a)

(o)

To increase the endowment fund and enlarge the lending capacity of BICE
and Banco de Ia Nacion

It is necessary for them to raise fund continuously in the capital market to
increase their lending capacity, and also the constant increase of
endowment fund subscribed by the government will be required.

However, since the government fiscal budget as well as the bormowings
from the international financial institutions like World Bank, IDB, J-
EXIM are limited, the new funding source should be found out enfarging
the funding source, for example, to other financial institutions of ather

~ industrialized countrics.

In the case of Brazil, the working capital of “SEBRAE”, which provndcs
comprehensive support service to SMESs, COHCS from the contribution of
firms through a retention of 0.3% of the commercial and industrial

enterprise salaries throughout the country. Although this inay be regarded |
as a kind of corporate tax, this system has been contributing gwatly o

enlarge the supporting activities without mlposmg a burd:.n on tlm ﬁscwl

budget of the country. - - P o

To increase the supply ofdmct loan to SMEs instead of im'mung through

‘agents

BICE in Argentina is mainly specialized in financing mvcslmenl and
mlelmnoml tmdc and they supply fund in the forin of two- su,p loan
through their agenl banks (second tier banks). In this way ihey can :woui
lending risk of final borrowers, but this biings some n,stmmt of Imdmg ;
on the part of ageat banks.

Agent banks are not always willing to finance SMEs because of lending
risk, high cost in assccsmg the project and high administeation cost of
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(c) ;

follow-up study. Unless they can secure sufficient margin spread of loan
and montgage of guarantecs, they are unwilling to finance SMEs. -

In the case of Japan, there are three public institutions specialized in’
different aspects of SME finance, the Simalt Business Finance

Corporation, the People’s Finance Corporation and the Central Bank for
Commercial and Industrial Cooperatives (The Shoke Chukin Bank) which
supply loans with very favorable interest rate -- ustally shoit term or long
termn prime rate -- to SMEs. ' ' '

tn the case of Small Business Finance Corp., they supply loans directly to
SMES or indirectly through agent banks as the case may be. Other two
institations provide SMEs with direct loans.

In view of the bitter experience of Banco de Desarollo, it may not be easy
{0 confer such direct loan function upon BICE. Instead of il, the activities
of Banco de la Nacion should be enlarged and strengthened further placing -

' more emphasis on SMEs’ loan, lightening at the same time, the relatively

strict or bureaucratic procedures to obtain loans. Since Banco de la
Nacion has wide network all over the country (550 branch offices), even
the regional SMEs are able to ulitize their financing. Special attention,
however, should be paid to avoid any unfair financings maintaining the
highest impartiality in its lending activities.

To let SMIEs be well informed aboul institutional supponihg progeams

Since SMEs 'es;nc"éially those in provinces have litlle knowledge about

- institutional supporting programs, it is necessary that they will be well

informed through various public institutions, govemment offices, private
banks, etc., as to the details of those programs together with the explicit

terms and conditions of financing and minimum requirment for eligibility.
':(Th'éir lending criteria should be clearly communicated to and understood

by SMIEs.)
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1.2.2 Guarautec System to Facilitate Bouowmgs
Br0|11 Financial Institutions

1.2.2.1 Issucs

Many factors including the high risk and uncertainty of investment impede the
supply of funds to SMEs,

Some banks in other countries have implemented a initiative (o grant loan to SMEs
on'cash flow base or project analysis base (see 1.2.3. 1}. However, most of banks in
' Asgentina are not well prepared to assess cash flow or future business ptan and still they
regard guarantee or collateral as an essential element for lending.

In Argentina in order {o solve this problem the system of the Reciprocal Guaranty
Societics was institutionalized in 1953, regulated by the Corporations Act. However, this
system covers limited number of SMEs (120-500 participant firms), and, therefore, (hosc
SMEs which do not paticipate in the system are unable 10 enjoy the benefil to maké use
of this system.

1.2,2.2 Recommendations (A medinm-to leng-term measures)

One of the most effective and useful measures to fdcilimte the borcowing of SMEs
from finaacial institutions would be the creation of a credit guarantee syétcm withan -
endowment fund by the govcmment It will be possd)h, and realistic to establish seimi-
‘publlc guarantee system with the participation of private ﬁnancm! mstalullons to reduce the
burden on governinental budgel ' :

n comparison wilh pub]ic ﬁnamﬁihg by 8ICE or B}\nc(); de fa Nn'cion:, this :
guarantee system dose not require huge amount of endorment fund or fund raising for
lending. Because the intention of this system is to draw the funds of private institutions
to finance SMEs, and usuatly guarantee is provided many folds of the endorment fund.

The objective of this system is (o'help SMEs by guaranteeing loans which
otherwise they could not gét from financial institutions. Such guaraniee system helps

SMESs obtain loans and also helps their business grow.

- The essentéal parts of the typical credif guarantee system like (he one peacticed in-
Japan are summarized as follows:
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Guarantee should be used for medium long term loans which are not casy to
obtain for SMEs. ' : :

The purposes of the toan under this guafanlcc system should include the
investment in equipment, real estate, and expansion purchases, working capital,
export and 0 on, but the maximum amount of guarantee shoutd be regulated
according to the purpose. -

Financial institutions that prdvide loans should sharg a certain pcri:e'm"lge of the

guarantee risk {e.g., 20 - 50%) in or der to avoid their unpnnc:pled or at random

finance to SMEs.- (In other words, this guarantee system does nol cover the full
amount of loan only 50 - 80%.)

The interest rate applicd to the guaranteed loans shiould be set as a reasonable and
noderate level.. (Higher than the funding cost but lower than the usual interest

rate applicd by financial institutions.)

Reasonable percentage of guarantee fee should be collected to cover the sunning
cost of guarantee agency.

Such guarantee agency should be establishéd in each province.

~ Since the governmental fund to be used for guarantee is limited, the objectives
- should be sclective in accordance with the preferenual sectors in promoting the
, mduslna! pollcy of thc countey.

! In establishing guacantee agency or institution, two systeris are conceivable:

©(a) Credit guarantee system directly responsible for non-fulfilliment of debt
“(b)  The two-tier structure of credit supplementation -- credit guarantee system

- and the credit insurance system (Japan's case as illustrated below)

(S?n:z‘;l-l‘?ust_ncs_s: Credit Guraniee | : : Financial
redit Insurance _ Corporation & : Institutions
Corporation Insutance ' : Guarantee SR

*" Loans

Small Busincsses

22
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1.2;3 Promotion of Lending on Cash Flow Base

1.2.3.1 Essnes

- Traditionally financial institutions have been supplying loan to SMEs on a fully
collateralized basis. For this reason those SMEs, which are not endowed with sufficient
assets or guarantee, have not been able to obtain loans feomt financial institutions.

In recent years, however, banks in many cauntrics like Chile and Australia have
started to finance SMEs on the basis of cash flow regarding it as a key factor in the loan
ASSESSINCNt Process.

Cash flow, which means the funds flowing in and out of a business and the
consequent accwmulated profit, represents the degré.c of the soundness and strength of the
company. Therefore, the SME's ability of business to generate positive cash flow is very
impoﬂan'l.

Banks look into the past and future chas low stream to assess the ability of
;iayment of interest and repayment of loan principal. Tn order to confirm the capability to
generate sufficient cash flow, the lender must examine theborrower's performance of
business revxcwmg the recent (inancial tigures proﬁ tand toss and cash flow strcams.
also the lender must examine the business strategy, busmcss surroundmgs as well as the
ability of the management. S

lt is also neccssuy for lenders to chcck rcguhrly the pcrfornmnc» of the busmcss
: '\I' ler granting loan, Nﬁlumlly, on the pan of SMEs, !hcz propcr CE_lSh flow managc,mcm is :
'mdlspenmblc for their survival, [ RIS A A

- In Argenting, banks are exteemely reluctant to lend on the basis of cash flow and
future business plan. Two reasons are conceivable for such bank’s attitude: .

(1) Many SMEs have not produced cash flow statements as part of their :icconjllting
and thl‘bel‘b they are not capable of preparing an adequate and qu’lllt'lhvc cash

flow which are well 'u:cep!able to financial institutions.

(2y  Banks, ontheir pait, are also not capablé_ or not skitled in propesly and efficiently
assessing the cash flow or future business plan of SMEs.
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1.2.3.2 'Rccommemlations (Medinm term measures)

There should be adequate consulialion tb cover lhe.insufl'ﬁciént ﬁna:ncial skills of
the proprictor of SMEs. Some financiat experts like an exterial accountants or
consultants should suppon SMEs to prepare elaborate and reasonable present 'md future

cash flows and business plan.

Also there need the cxpestized internal or external ﬁn“tnual '\n'llysts for ﬁnancml
institutions to asscss the cash flow.

To prepare (raining courses provided by private or public institites for both
partics is one way to solve this problem, but to make use of thase financial consultants is
the fastest way to remove the impediments to cash-flow based lending.

Government support in the form of subsidies for consultant fec is highly
recommendable to promote this scheine.

1t should be noted, however, that cash flow lending does not mean banks ignore
security. It means that they do not rely heavily on moitgage or guarantee focusing
principally on the payment ability by cash flow surplus. They are therefore entitled to ask
legitimate security if they consider it necessary after assessment.

'1.2.4 - Promotien of Equity Financing: Creation of
Development Fund for Investment and the Matching
. System Between Investors and Growing SMEs
‘1.2.4.1 Issues o | '

Business éhier'priscs usually go through various stages of dcvé!opmcm: seed,
start-up, growth, maturity and decline. Those enterprises of a seed stage may require’
external equity at an early stage because of the longer time before they generate rcguhr
‘cash inflows and profit and also because of the difficulty of borrowings from banks.

* Affter the formation of enteiprise, those growing SMEs may also require external equity
finance to achieve growth because their retained eamings and credit from banks are

usually limited,

.In Argentina, equity financing is exlremely difficult duc 1o the rchuvely under-
developed stock market and the insufficient eqm!y investors.
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In blhcr counries, like the United States, Canada, Japan, Austealia, private or
msmuuoml investors, like a so-called “business angles™ or venture capital and
development fund companics, are the source of equity. Through their investment they
support enlreprises to grow and their contribution to SMEs has been increasing year by

year.

1.2.4.2 Recommendation and Suggestions
- {Medium-to long-term measures)

(n - Creation of development fund schemie backed by the government

In spite of the l't,]'l{l\'t,l)’ underde\'eloped stock market and the genieral trend of the
“unwillingness of SMEs to mtroducc external sharetiolders; the role of equity

financing should not be ignored. Especially dcvelopment fund, which aims at

making investment in the established growth companics, will play a supplemental

sole to cover their financial needs.

In recent years, some investment companies were cstablished in Argentina mainly
by foreign capital. Their busincss activitics range widely from the merger and
acquisition to the investment in stock market, and equity of private firms.

The opportunities for those companies (o make investiment in Argentine firms
have been increasing, because many growing comipanics are emerging especially '
after the privatization of the state-owned companies. o ‘

In ordcr to promole lhe mvcstmenl in growmg SMLS 1hc followmg suhemc by
the initiative of the govermment can be suggcstcd |

- Funds (investors funds): Private sector funds lhal_providc growing SMEs
with long term equity. Investors in funds will benefit ia later years froin the
increase of value of investee companies. '

At present in Argentina, pension funds are not allowed to invest in the equity
- of SMEs, but in the future sonic portion of this funds should be allowed to -

allocate to such investment.

On the other hand, life insurance system has not been well developéd yet in
“Argentina, After prevailing such system in the futuce, some parts of insurance
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)

premium should also be directed to the investment in the equity of growing
enterprises including those listed in the second-tier stock markelt.

~ In the long run, development funds should include pension funds, life
insurance premium, private investors’ funds, private banks’ and companies’
funds and so on.

~ Investee companies: Established SMEs seekilig funds for futther growth.

- Share of ownershiﬁ by the irivestor: 10 - $0% (Ii‘lanagemém will be kept in
the hand of the proprietor of the company).

- Gavernment support: Tax incentive on income, on capital gains and R&D
expenses of registered development funds, i.e., tax free upon capital gains,
lower tax upon the income of the companies who manage funds.

Just like the SBIC (Small Business Investment Companies) program in the
United States, government assistance for fund raising (e.g. credit guarantee
for medium and long-term debentures or securities issued by firmns under
certain terms and conditions) will be also useful to promote this progeam.

- Chdn‘aele_risfics of funds: Long term investment funds which aim at higher
return from higher risk investment. o ‘

- ; Thé é:ligibilily of the managing corﬁpany of the development funds: -

" In order (o receive generous tax concessions, the applicant of such fund must

 satisfy the criteria sel by the govemnicnt which may include the management
capacity of raising and investing funds as well as the avaifable résources of the
company. Annual business results should be reported to the government
periodically. |

Creation of the matching systém between investors and SMEs which are looking
~ for equity investment - ’ '

By the governinent initiative, the following matching program can be created to
support business finance of SMEs. ' |
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Computer IRitiates
Listing and Matching
Prograi

Investor's Piofide,
Reyuircawny; including
Prefemed Sector of
Investmest, Kind ol
Tnvestinent

Match is Made

Business Profile to
Invéstor
{(No Wdenlity Given)

Busincss and Investor Start to
Negotiate

tIdentity witl be Supplied
Afer Both Panties Sign

" the Relevant Authorization)

In this scheme annval listing fee for both business fiom and investor can be

charged.

Adter match is made, the government agéncy ‘which carry oul such business

“finance support progrmn docs not p’lmCl p'm, ot lI'l[(.‘I'Vt. ne in the m,golmlton

between the two pamcs

i

Dévclopmeht of local stock market

There dre about 160 companies listed in the Buenos Aires stock markel. Market

operations are highly concentrated, five comp*tmes account for 70% and 25

© companies for 90% of the market capitalization.

On the other hand, the number of the listed companics in the scond- llcr nnrkct is
limited and its (rading volume is rather small. '

In the case of US.A, NASDAQ is qn_si_(c well known for listing SMEs. Many
present large firms like INTEL, Microsoft, Apple Compuiter grew up through the
iliéiing in the NASDAQ stock market. (sée 1.3.2.7. (c))
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1.2.5

(b

@

tis recommendable o sludy deeply how to develop stock market l'rom the long

term point of view.

One of the measures to make the sccond-tier stock market more active would be
the allocation of new penston fund, which started in August 1994, to investin the
listed companies of the same stock market.

The eligibility for listing in'the market should also be reviewed.

‘Other Recommendations and Suggestions

The diversification of financing sources is also i'mpoﬂanl for SMEs

In other countries, leasing and factoring are often used as a supplementat
financing vehicle to SMEs. Both operations usually do not réquire special
guarantee or collateral except the leased machinery or equipment.

Astothe factorring operations, the government has initiated o introduce the
system @:alted “Factura Conformidad” legislating new law. This new regulation of
invoice will certainly promote the factoring transactions prolec.ling at the same
time the interest of the parties concered. |

It is advisable to review lcgal and phys;cal aspul of Itasmg becausc leasing is
. very uscful vehicle for financin, gand it has not been pn,valent in Argumm Tax

iricentive for_ leas;ng is worth conSIdcnng to promote this operation. {sce 13.2.1
{4) Japan's Case)

{tis important to recognize '\ccumtcly the financial need or problems of SMEs to

'ensure that govermment policies are targeted ruahsucally and effectively. Their

prob!cms and need are variable according to the change of economic environment,

~ and they should be reflected timely in the government policy.

“In Naly, Mediocredito Centrale, which is government-owned financial institution,

engage in comprehensive survey on 500 SMEs every 3 years,
Reserve Bank Siall Business Advisory Panel in Australia also effects such
survey to provide assessments of banking conditions and advise on prob!ems in

raising finance from the perspective of SMEs.
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Periodical survey on small business problems or bawiers is mostly
recommendable 1o be underiaken in Argentina either through government financial

institution or through private rescarch institute for such purpose.
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1.3 Public and Private Financial Suppmtmg Measules
Taken in Various Countries '

1.3.1 Snmmm‘izaﬁon of Measures in Accordance with
the Type of Support

1.3.1.4 The financial institutions specialized in providing loans
mainly to SMEs

There are many counteies which have a public financial inslitution speciatized in
loans to SMEs.

In the case of Japan there are three public financial institutions, the People’s
Finance Corporation (Kokumin Kin )"M Koke), Japan Finance Corporation for Small
Business (Chushokigyo Ki;iyu Koka) and the Central Bank for Commercial and:
Industrial Cooperatives (Shoko Chukin Bank). They were established in 1949, 1953
- and 1936 respectively.

The Peopte’s Finance Corp. supplies loans to simall enterprises and Small
Business Finance Corporation is mainly engaged in long-terin toan for investment in plant
- and equipments and for use of long-terin operating funds in line with the needs of the
time and governmend policy. o ' '

The Shoko Chukin B'mk (The Central Bank for Commercial and Induslml
: : Coopcnlnes) whlch is nmnly owped by the govermncnl primarily t,ngagc in lhc direct

ﬁnance boih long- term and short term Ioan to their member ﬁrms (SMEs). (sce 1.3.2.1

oy

While the People’s Finance Corp. and the Shoko Chukin Bank supply loan to
SMEs directly through their offices, Japan Finance Corporation for Small Business {(JFS)
jprovide loans both diréclly and indirectly through their agent banks. (sce 13.2.1(1)

" The outstanding loans of the JI'S and the Shoko Chuki;\ Bank as of end of
December 1994 amount to US$90 billions and US$115 billions respectively.

Backed by the governmental support such as equity investment, supply of fund,
guarantee for bond issuing, those government affiliated financial institutions are able to
“grant loan through their nation-wide network under very'favorablé conditions, normally
tong-tetm or short-lerm prime rite is applied to their lending rate. -
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-~ In Latin Auicrican countrics there are many financial inslitutions which supply
‘loans to SMEs. Tzli_ce Mexico, for instance, NAFIN provides SMEs toan for various
purposes through their special program called “PROMIN™. (see 1.3.2.4 (1)) However,
different from the Japanese institutions, most of them, like FINAME, FINEP of Brazil
anid CORFQ, SERCOTEC of Chile, grant toan for some specilic purposces like
technotogical development and equipment acquisition.

To maké use of the limited fiscal budget, such differentiation i pﬁce with the
government industrial poticy is worthwhile in the public financial support to SMEs.

In the private banking sector, there exist soimne banks in many countries which are
mainly specialized in financing to SMEs.: Banco Concepcion, Banco de Desarrollo of
Chile, Cariplo of Italy are the examples of this type of bank. Their approach to lending is
based primarily on cash flow or praject anatysis rather than on collateral or guarantee.

1.3.1.2  ""The public guarantee system for borrowing

Many countries have a public guaraniee institution which facilitate SMEs to obtain
loans, especially long-term loans from financial institutions for enhancement of their
activitics.

The method of those guarantee systems can be divided into two ways according to
_their purposc and function, one is a ‘guarantee for many kmd of long- -term loans, anothu
18 for some spccrﬁc purpose of toans tike a !mn for pun.h’tsc of mauhmcry ‘

(@ Guarantee system for various ptirposcs 0f loans

The typical guarantee institution of this kind is the Credit Guarantee Corpor'uions
in Japan. T here are 52 corporalions in all over hpan and lhcy prowdu guaramcc
to many financial instilutions including local banks. o

In the case of Credit Guarantcé Co'rp_ordtion‘of Tokylo (sce 1.3.2.1 (2)), it hds 10 |
branches in Tokyo Metropolitan Asea and it serves around 308,000 of the _
754,000 SMEs in that area {more than 40% of SMEs are utilizing this guaraitee
system)
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® :

The use of funds range from working capital to the acquisition of new lmchinery,

-rescarch and developmcm star-up of new business, anti-pollution measures and
50 on. '

They usually do not collect any coltateral for loans less than ¥20 millions
(US$200 thousand), ang gufmnu.e fees vary according to the purpose of Imn but
maximum 0.90% per year (in any case less than 1%).

The corporation receives funds from the national government, local bodies and
also from Smatl Business Credit Insurance Corpomuon with whlch they usually
make credit insurance contract. (see 1.3.2.1 (2))

U.S. Small Business Administration (SBA) also provides guarantees for many
kind of loans. (see 1.3.2.7 (@)} The loan purposes are to finance augment
working capital, increased receivables, existing debt (refinance), purchase of
machinery and equipment, purchasc of real estate, ete.

The term of loan is t'lsually 5t0 7 years for ivorkiug capital and up to 25 years for .
real estate or equipment. The maximum amount of their guarantee is US$750
thousand and covers 90% of a loan made by a lender. Usually they receive all
cotlateral avaitable including personal property.

The SBA has offices located around the countey and their guarantee covers 30 -
40% of all the medium long-term loan of the States.

Public gﬁudra:mec:sjslém for specific purpose of loans

In many countrics, since their fiscal budget is limited, they confine the guarantee
to some specific purposes of loans,

‘The followings arc examples of such specific guarantees.

- Banco del Estado of Chile Non Traditional Exportérs Guarantee Fund

(FOGAEX)

This is a guarantee of up to 50% of the amount of the loan with maxinuim
equivalent to 212,480 UF! for exporters of non-traditional goods.

" The Financial Unil (UF)is set by the Cenlml Bank of Chilz on a daily basis, according to the

average geomelric rate cotresponding te the consumer price index variation of the previous month:

32



Vol. VI {Chapter 1}

- " SDEBRAE (Brazil) loan _gu:lrdntcc fund for new project and new loan

guarantee system implemented as test project in July 1995 for the acquisition
of néw technology.

BANCOMEXT {Mexico) supplics export credit gearantee starting from pre-
export smger(w()'rking capital for production of cxport goods) covering up to
90% of the amount of loan (usually 70%). {see 1.3.2.4 (2))

In some cotintries the private or seni-private guaraniee system has been

functioning:

Guarantee for loans by a bank and SERCOTEC (Chilean technical corporation

service)

A group of members of an citceprencurial association established a fund
through individual _cohlﬁbu(ionsL “This fund is deposited at a fixed termin a

bank to guarantee a credit line for its mnembers.

The bank receiving the deposit establish a credit line for the members of the
group, for an amount equivalent (o thrce imes as much as lhe dcposucd fund
(Entreprencur’s contnbuuons plus SERCOTEC’S lo:m} '

Consorzio di Gardnziﬁ FIDI (CONFID])_

In Ytaly there are 90 CONFIDI as a meinber of FEDERCONFIDI (Federazione
tra i Consorzi di Garanzia Collectiva dei FIDI) throughout the country.
CONFIDI provides guarantee to a bank with a maximum of 50% of loan

amount (o their member firms (SMEs).

The term of guarantee is from one to five years (average 18 months).

Under this guarantee they can borrow foans with the interest rate under prime

plus one percent tevel.

: The funds of CONFIDI consist of endowment fund paid by each member
" firm, conlnbuuon from (,hfimbcr of Commeice and Industeial Association.

- (details of CONFIDI see 1.3.2.6 (2))
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1.3.1.3  Venture éapital, (lcvélopinenl capital, investment fund
' which support the equity financing of SMEs

- Sinaller companies are usually financed by baik debt, famity loans, supplicrs’
credit and retained profits. However, under-capitalization is orie of the more serious
problems facing SMEs.

In other countrics especially in the advanced countries, there exist many fitms of
venture capital or 'de'vclo'pmem fund which involve sinall and medium 'businc_sscs unlisted
in the stock markel. They participate in the equity of prospective businesses which have a
new or innovative products or service and which promisc high rate of growth.

After keeping their shares for certain period (usually 3 - 10 years) the investors
are able to obtain benefit by disposing the shares of investee finms cither by selling in the
market or to other inveslors. '

In the case of Japan theré are about 120 investment companies of venture capital.
The first one was established in 1972 and most of them were sel up as subsidiarics of
commercial banks and securitics houscs. As of end of March 1993, the totat balance
" invested in SMEs amount to J¥876 billion (about US$8.76 billion). Investment in
- foreign firms especially U.S. or Asian firms has been increasing very rapidly.

The bigges! one is mlled JAFCO founded by Nomura Sccunucs Company in
1 1982 and lhelr 1mesimenl find amounts o 1¥166.8 billion (about USSI. 67 billion) wilh
. more lhan: l,IQ()_ mvestc»s {all SM[_,s}. .

" In the case of Japan, however alimost all the venture capital companies invest in
the established company which seeks funds for fuither growth and they place the highest
priofily on short-term capital gains. Their investments in start-up and other young
companies are necessarily limited.

. Jap"mesé semi- pﬁblic’irﬁsliiution Small and Medium Business Investinent &
'Consulhuon Company, Ltd. (‘iBlC), whu,h was founded in 1963, has a different policy.
'SBIC has a !ong -term perspcciwe holding shares for an éxtended pcrlod 5o their investees
have enough opporiunity to strengthen their position. They invest even in new fions
subscribing to their initial share of offerings (from 15% lo 50% of initial share of] fen'ng).

In Australia, the Pooled Development Fuads (PDF) progr'nn encoumgcs the
supply of equity capital to SMEs. (se¢ 1. ’i 2.5 (’5))
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This progrflm wis s!mtcd in 1992 by the Governnient’s initintive. PDFs are

* private sector funds that provide long-term cquity foi SMEs of staut-up s{agu. While
strong dividend flows are less Iikefy in the carly years, the investors in PDEs can expect
to benefit in tater years froni the substantial growth in the value of investee cdmpanics.

PDF companies can receive concessional tax freatment on profils af a rate of 15%,
and all investors arc exempted from capital gains tax on the disposal of (heir shares in a
- PDF. Theré are now 26 companies registered as PDFs. In the first six months of 1995,
more thar A$21 million was raised, which brings the total capital raised by PDTs to more
than A$56 million since the PDF progeam started in 1992, '

In the United States, Congress créated the Small Business Investment Company
(SBIC) program in [958, Licenscd by the U.S. Small Business Administration (SBA),
under the Small Business Investinent Act, SBICs are private investment firms that
independently make their own investment decision. Utitizing their own private capital
plus funds obtained on favorable terms through assistance from Federal Government, -
SBIC provides finance to SMEs for growih, modernization and expansion.

There are two types of SBICs: The regular SBICs and the Spécializqd Small -
Business Investment Companies (SSBICs). '

* SSBICs are specifically oriented towards the needs of enteepreticurs who have
some social or economic disadvantages. Within lhe SBIC program, an SBIC ih good
st'mdmg can receive funds by i msmng its securities cnher directly to the gov cmmcnl or
with a government gummw e AT

A regutar SBIC may receive leverage of as much as 300% of ils p'rivme ﬂ:mds_,
and for an SSBIC up to 400%. The most basic type of leverage is a 5 or 10-year
debenture that is sold in the pubhc markets and whlch carries Lru!ql guarantee of both
pnncnpal 'md interest by the U.S. Govermmnl ' '

1.3.1.4 The matching program between investors ‘and;S'I\'I:ES

In Austratia, Victorian Employers’ Chamber of Commerce and [ndiislry (VECCI)
together with Department of Industry Science and Technology introduced the Business
Finance Support Program.
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This program was dcsi'gncd'to help mmch investors with SMUEs and is modeted on
successful overseas programs such as COIN ((amda Gpportunitics Investment Nt,lwork)
“and VCN (Vcnlurc Capital Networks) in the u. S A.and UK,

Canadian program COIN is the first national investors/ entreprencurs matching
" service in the world. The investment poo) exceeded half a billion Canadian dollars.
Since its inception, COIN has matched more (han 21,800 investors and businesses.

 VECCUI’s program is to identify people with investment funds who are tooking to
make equity investments in smiall and growing citerprises.

They may be speciatized investment group, retired people, individuals or -
company interested in the development of small businesses.

Investees {business participants) are usually well-established company looking for
equity financing which will complement thei¢ operations for products increase, overhead
cost savings, access to markets and technology and so on.

After collecting information both from investors and investees by scndmg the
: mfo:mahon pack (including questionnaire), VECCI makes database enfry and matching
' be_gms.

- Once a match has been made participants will be inforimed by leiter with an
attached undomicited profite. ‘If both partics wish to enter the negotiation stage, they
; must provtdc VECCI wﬂh written authonly to disclose their ldcnhly VECCI will not
pamcmte lll lhc negolmuon of p'um:]pants but will follow thein to a conclusion.

Asof Sepicmber _l995, the winber of participants inputted to the database arc as
follows:
Business firms: 600
Investees: 150
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1.3.2 - The Detailed Information on Supporting Measures
' - Taken in Various Ceunfrics

1.3.2.1  Japan

(1) Japan Finance Corporation for Small Business (JIS)

JFS is an independent government financial institution providing stable long-term,
fixed-rated funds, that would be difficult to obtain through ordinary private financial
institutions, for the development of smalt bissinesses. The corporation was established in
August 1953 in accerdance with the Japan Finance Coipomiioif for Small Business Law.

JES extends loans to small businesses for investment in plant and equipment and
for use as long-term operating funds. As a government financial organization, JES
maintains the highest impartiality in its lending activities.

In addition o lenditig opetations, JES offers information and consultation
services to smaftl-businesses such as the supboﬂ for start-up of new business,
establishment of subsidiary/factory in overseas country, re-organization or inodemization
of the company, etc.

(a) Corporate data {As of December 31, 1994)
Purpose of Establishment:  To supply long-terin funds necessary {or the promotion of
' ~ small busincsses whi'_ch would be difficult for them to
 obtain lhr_ou‘gh ordinary private ﬁnhnciai institutions
(Article liof the Japan Finance (foi_pbration for Small

Business Law)

Capital: -~ ¥IS73biltion -
Loans Qutstanding ¥8,985.9 billion |
Number of Employees: 1,760

Number of Offices: 59

Number of A gencies: 795_

(b} JFS’s source of funds _

JFS’s source of funds include borrowings from thc'lapdn'(:sé Government and
proceeds from small-business bonds guaranteed or underweitten by government, which
are based no fiscal investments and loans.
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Qutline of Fiscal ‘Invesiments and Loans

Postal Savings _
—_— : b5 T . i. > : >
Employees' Pension ; rust Fund .
’ . Burcaw Fund . ) :
Public ! Inusrance H H JFS 2nd H Public
! : H Others : w
: i Postal Life : :
i National Pension ' ' '
H H fasuraiwe H H
M L " :
' Posts! Life fusurance H i .
: ' :
H . A :
H H ' H
C H HE i
" Savings and : ) Fiscal Invesimwil T Luans amd
8 B u: T
Insurance Promiuns Pt and Loan Progeans Servives
. 3 :

(c¢) Lending operations
Kiids of loans:

The Corporation offers two kinds of foans: general-purpose loans, which arc
extended to all types of small businesses under certain tesms and conditions and are
primarily used for investment in plant and equipment or as long-term operating funds; and
special-purpose loans, which are provided to small businesses needing funds for specific
reasons in line with certain governimental policies. The termis and conditions for special-
purpose loans are more favorable than those for general-purpose loans.

Lending system;

' JFS loans are available to borrowers through either disect loans of agency loans.
Direct loans are managed from application, credit analysis and project cvaluation through
1o contract and toan disbursenient by the Corporation’s 59 of! fices. During the lending

- procedures, IFS exétljin_cs the potential efiectivencss of funds as well as the gn)\'vl‘h

. pro,spéc(s of the borrower. - | |

Agency loans are haridled by such private financial institutions as city baoks,

-regional banks, member banks of the Second Association of Regional Banks, credit

associations and credit cooperatives acting, throughout the lending procedure, on behalf

“of the Corporation.

38



Vol. ¥ {Chapter )

Lending conditions:
General-Purpose Loans _ :

e Direct Loans - . E ~ Agoacy Loans
Use of Loans Plant and equipment investment (¥1) and long-term operating funds (¥2)

Maximum Amount. | Y400 million (of which ¥200 mitlion is | ¥100 milion
-| for long-ferm operating funds)

Lending Rate Fixed rate, same as fong:feim prime rate

Lending Period (*1) Within 10 years (within 1 year) (*1) Within 7 years (within | year)
(doferred) (¥2) Within 35 years (within | year) . {*2} Within 5 years (wilhin 6 months)
Repayment Terms - | Every lwo months for cemainder

Collateral : Real estate

Guasantor - { Management

Source: JES

Changes in JFS's Loans Outstanding

{As of March 31) (Rillion yen)

100000

90000
20000
7,000.0
£000.0
50000
40000
- 30000
2,000.0
10000 2149

06 2 N %J—“——L B . . :

155 960 1965 S 19 1975 1980 V85 1990 S

Source; JES

.]'P‘S"s.Loans QOutstanding by Iadustry

Loans for Equipment-lcasing Instilutions
and Small Business Investment Companics
o . Other L%
Printing and Services 7.1%
Publishing 5.3%

4.3%
Transportation and Mannlaciuring
Delivery Services R T T-
5.3% '

Wholesale and Retail Trade
20.5%

Construction
9.24%

Source: JFS
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(2) Credit Guarantee Corporation of Tokyo {CGCT)

The CGCT is one of the 52 credit guarantee corporations in att over Japan. The
CGCT was established in 1937 as Japan’s first public credit gudrantor basing on the
Credit Guarantee Corporation Law. The CGCT helps SMEs by guarariteeing loans that
otherwise SMEs could not get froim financial institutions. This helps SMEs grow to their
full potential.

‘The CGCT acts as a bridge (hat brings- SMEs together with fiancial institutions. -
The CGCT works in close cooperation with'ciiiy banks, rn,gioml' banks, sub‘mgional
banks, Shinkin banks (m,dnt 1ssocmuons) credit cooperatwes the Shoko Chukin
Banks and other financial msmutlons Credit Guarantee Corporalton of Tokyo hasten
branchies and two annexes in addition to its head office and currently serves around
308,000 of the 754,000 small and medium enterprises operating in the Tokyo
Melrcipdlitan Area.

{a) [‘nterprlses to which the credit guarantee system applics
Range of companies '

Small and medium entcrpnscs under The Small and Medium Enterprise Basic
Law are applicable in principle. Enterprises that fulfill the requirements in either capital or
number of employees qualif; y for 1pplicauon

T)pe of Busmess - Max_ Capital Max, Employees
Manufaclurmg {including ¥100 million 300
transportation and construction) L :
Wholesale trade ¥30 million 100
Retail rade and services Y10 million 50
lleahh car_e, elc. — 300

Requ lrcmenl

‘  Its sales case shou[d be in Mclropohs of Tokyo In principle, itis expected to
‘manage one business af the same location for at least one year. However, as to funds for
mdelpendent establishment in the same business, a guarantee system is exceptionally
available. '

Source: The CGCT

~ (b) Type, term, and maximum amount of guarantee

‘Type of Guarantee Use of Funds - Max. Terin Maximum Amount
Individua guarantee “| Operation 10 years*
: : Equipment -
Maxirmum Guarantes : Operation -} Y year ¥200 million
Maxinum Business loan Operation 2 years
guarantee for {Equipmeat)
overdrafts : : o

Business card loan 1 and 2 years ¥10 million -

* In the case of special fong-term loan, 15 years or less for operating funds and 20 )cars or less for equipment
funds. - :
Soucce: The CGCT
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. Financia} Institutions

= (7) Paymcl i subrogatioa

Fund Yoan
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{4) loan
" A ———— ¥ P T Y

== {1} Credit insurance cobiract

e {24 Pay et of insurance premiam ﬂ \ \___

() Paymept of insund amount

— {4) Pyament of subrogaicd funds
; recaverd from bomowers

Small Busm-:ss .j'
Credi fasurance
. Comosation -

Source: The CGCT

{d) Statislics

Quistanding Guarantee Liabilities
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¥

Sonatl and Medium
Enterprises
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Subrogation
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Sou rc:-.\'.l The CGCF-

(3') i .'Sllllélli L’m‘sillmissE C!‘Cd?if'lllSl.ll‘al.l(‘é C(iri)o'j'alion (JAPAN'CIC)

Japan CIC was founded in [958 as a government affiliated institution having the
role of facilitating SME’s access to funds needed (o run their operations. Japan CIC is
"‘one of the key players in Japan’s unigue system to overcome the financial disadvantages

fﬁcilig small businesses.

- “Hts main function is to insure loan guarantces given by the Credit Guarantee

~Corporations, i.¢., it reinsures the guarantee liabilities of the CGCs covering their risks in

“order to help promole their guarantee aclivities. This two-fier structure of credit
supplementation is unique by intemational comparison.
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The success of the system is well verificd by the fact that approximately 1.8

million small businesses -- about onc fourth of total Japancse SMESs -- were utilizing this
“system (o obtain loans at the end of fiscal 1993.

Crodit Tnswranes System Crodit Guarantoe Systeim

Financial {astitutions

Guarantee

¥ {nsurance . .
::I;EAN CGCs Loan

Snwall Businesscs

(a) Insurance rpqmrunenls
Al guarantees provzded by a CGC must meet all the requirements shown below
for insurance coverage.

- Bligible financial institutions
Guaranteed loans made by such financial institutions as banke credit ‘1‘3‘4001&110“8
credit cooperatives, govermncnt financial institutions, labor credit associations and
insurance conpanies can be insured. Loans from ngncullun. LOOle“llth.S and monecy
lenders cannot be covered by the insurance system. ‘

' thﬁed types of industry . _
[Intenpnses in the mmuf*\cturmg, consirucimn wholcsahng, M‘ulmg and scmuc
sectors qualify for guaranteed loans. ‘The 'lgm,ullun, I'mcs{ry, ﬁshmcs and ﬁmnce
sectors are not eligible. ’

- Small and medium sized enle[pnses
‘Firms usmg guar.mlucd loans should fall undcr the “small and medmm sized
enterprises” category. In most industries, the borrower should be an enterprise w:lh
capital of ¥100 million (US$1 million) or less, or -with ’%00 cimployees or less.

- Purpose of the loans ‘
Guaranteed loans can be used only for opcrating funds and cquipment funds needed
lorun the business. Funds not directly linked to business operation such as funds for
consumption, living expenses or speculation are not covered by the insurance
scheme.
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- Maximum amount of insurance _ o . :
The maximum amount of insurance that an enterprise can use is fixed by insurance

type. For instance, the maxinum amount of insurance for Ordinary Insurance is
¥200 miltion.

(b) Types of insurance _ _ .

‘This insurance systém has been improved by bringing in various new types of
insurance to enstre the smooth flow of funds to ineel the needs of smatl businesses.
Alsa, the maximum amount of insurance cover which one company can obtain has been
frequently increased.

The Japan CIC offers seven types of insurance. Théy are:
- Ordinary Insurance to facilitate the borcowing of funds for general purposes,

- Non-collateral Insurance to atlow small businesses to borrow money without collateral,

- Special Smal Sum Insurance to give very small comp'ahi‘cs access to loans without
collateral or a surety, '

- Environmental Pollution Preventive Facilities Insurance, Energy Saving Facilities
Insurance, Overseas Investment Financing hisurance and New Business
Development Insurance to promote the flow of funds for special projects without -
difficultics. |

* The type of insurance to be applied depcn:ds‘ on the nature of the guarantce.

Insurance conditions by type

IMaximum " Coverage Annual
Amiount : Premium Rate
A - (¥ million) .
Ordinary | 200 0% 0.57%
Non-collateral 20 80% 04.6%
Special Small Sum ' ' 3 80% 0.33%
Environmental Pollution Preventive Facilitiés 50 80% 0.50%
Energy Saving Facilities 200 80% 0.35%
. Overseas Investment Financing - - 200 80% 0.55%
* New Business Development 150 . 0% 0.55%

~ Source: Japan CIC

{0 Result of operalion.s .
“The amount of insurance accepted by the CIC more than doubled from fiscal 1983
to 1993 when it reached ¥12.2 trillion (US$122 billion).
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Breakdown of Iusurance Accepted (Fiscal 1993)

£2.2 trillion yen

Ordinary Insurance

61.3% [nsurance

Others 0.1% 1 0%

Wholesale Trade

16,75 Retail Trode 16.1%

12,2 Gillion yen Yo

- Construction
2220

Manufacturing :
28.4%

Sourve: Japah CIC

(d) Other activities of Japan CIC

Non-collateral
Intsrance 37.6%

Special Small Sum

Services 9.9%

Others 6.7%

- To promote the CGCs’ guarantee qctwmes the Japan CIC also extcnds (Wo kmds of

long-term, low-u_\teresl loans to the CGCs, ie., “ordl_nar_y foans™ to increase the CG(‘s

capacily to provide guarantees and “special loans” to help promote special purpose '

guarantees such as new business development guarantees. The loans outstanding al the

end of march 1994 amount to ¥498 billion (US$4.7 billion).
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- The Japan CIC insures tease contracts and inslallmcn_t—énlcs contracts for machinery
(including software programs to rimn the inachincry).- This system makes il easier for
Teasing compa’nics:’ of machine supplsiers (manufacturers or distributors) to lease
machinery or sell it on an installment basis without running the risk of a serious foss
caused by the default of the u'scr's. or buyers. Over the past three years the Japan CIC
accepted around 240,000 - 250,000 applications for hachinery credit insurance in the
total amount of ¥1.2 - 1.6 trillion (US$12 - 16 billion) each year,

Mechanism of Machinery Credit Insurance System

Users

Buyers

zE Insurance Eguipment-loasing Agepcies | Lease Contract
. Nl B Conlracs for Small Businesses
Contributions Uk : -
2 g8
-5k
E g0
o Z . )
> dg Manuficlurers
@A
3 ol ,
3 ] Distributors ' :
Superyision E & 3 {nstallmenl-sales
Ay Y — : N .
Supe Insurance . . . Congact
e Equipment-leasing Agencics g
Contract : .
for Small Businesses

* The Quiline of the Lease Credit Insurance
Eligibtc Companies .
- - Leasing Companies of Dcéignaled Machinery (37 types)
L. Equipm:cnl-ié:ising Agencies for Small Businesses

C_Qm:l_nugﬂs

- Lease Term' over 3 years
- Number of Payments " over 12
i Coverage, | - 50%
: g&ﬂli!!ﬂ'l Rafg ' . . .
' ‘ 36 months 60 months
Basic Premium Rate (*}) 0.47% 0.782%
Equipment-leasing Agencies for Smail Businesses 0.362% 0.602%

(*) Higher or lower rates could be applicd in accordance with the rate of jnsurance 1isk
incurred inthe previous ycar with an enlerprise.

_:‘(4) 'Leasing operation’
(a) The trend of teases
In Japan, leasing transactions have grown in excess of 20% a year for (wo

decades, outpacing expansion in the overall cconomy.” today, more than 8% of total
cquipment investment is lease-based. ' ' '
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_ Opcralihg‘ in arcas previously the cxclusive domain of banks and securitics firms,
leasing companies are adding new (ools to their rosters of financial instruments. As a
result, standards in the highly compét_iiivc Jap{inc'sc'?easing fiidustry are rising and
companies are tuming from clementary leasing packages to sophisticated financial
engincering services.

Although the slow growth of the Japanese leasing indusiry has been observed in
recent years, the industry has made a tremendotis growth as illustrated on the next gage.

In the speech made al the Thmecnlh General Assembly of the Asian Leasing
Assocnuon on April 28, 1994, Mr. Mitsuru Nochiide mentioned the following foue
points as the main reasons for the suecessful growth of the Japanese leasing industry.

Ficst, the industry has been supported by the business sector. In most cases,
leasing companies were created by iiﬁjor banks, trading companies md'lt‘ading
manufacturers, For exampie banks and olher financial msmutlons established their
subsidiaries as part of their financial services to their customers. The Icasing eomp')mcs
were expected to play a certain role in the total expansion of the business group.

Second, there was a prc\miling need, padicularly among SMEs to use lcasing as a
method to finance cquipments purch'iscs so that lhey da not have lo borrow money from
banks. '

Changes in (he Value of Lease Conlracts S :
: : (Irilli{)_‘n ¥}

i
*

B Valog of kaw contrwts

1 Acgeicition grice of kaw grope

Sourve: Japan Leasing Association
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¥
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Source: Japan Léasing Association

Third, Governinent support and guidance (m’uniy by MITH has been available.
For example, “leasing Credit Insurance Program” or so-called “Mccalromcs Investiient
Tax Credit”, a program that gives (ax credits to SMEs which introduce mecatronics
equipment through leasing, wherce typical cases in tlu, early stage of the development of
the industry in J'\pan

~ The fourth reason is that the leasing induslrja has taken initiatives on its own,
conducted fact-finding surveys regarding user nceds, and addrcsSed these needs
‘appropriately. The industry established itself as a viable and imponanl industry By
‘making itseif abie to respond to the diversified needs of the nnrkct For example, the
industry could provide a way for SMI*,S to procure tac:hue aud eqmpmcnts which would
‘not be qble to satisfy the lending criteria of banks.

Those reasons of the growth are very informative for future development of leascs
in Argentina.

(b} The 'advanlagcs of the use of leasing
“The following points are widely 'td:mlled as the advannges of leasmg
- s poss:ble to set up an adequate pcnod of lmsmg in accordance with the pme of '
- tcchn010g|cal fcvoiuuon and the durable period of machinery or eqmpments
Therefore, it is possible to update the necessary machinery or cquipments
systematically and efficiently.

- The huge amount of investment funds for the purchase of capital goods is not
required, because the monthly payment of leasing fec is relatively small. Tt is
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“possible, therefore, to niake vse of the unused or extra portion of cash flow for -

other puzposes to make profit.
1.casing fee can be accounted totally as administrative expense.

The cost of products can be calcutated precisely because the fixed monthly Ieasing
fees can be added to the cost of finished goods antomatically.

Leasing contract produces the same cffects as raising long-term funds for the

purchase of machinery or equipnienis from the leasing company without need of

any mortgage or collateral which, in turn, can be used for debt finance from banks
if necessary.

It reduced the administration cost because the accounting of depreciation cost, tax
onl fixed asscls, insurance, clc. is not necessary.

The lease assets are not included in the fixed asscts of the batance sheet. -

Therefore, the sound financial ratio can be maintained.

Since the leasmg fees are fixed al the time of the conlmc( there is no need to
concern about future inflation. '

(¢) Tax merit of leasing transactions

The mecatronics investment tax credit IR
In 1984 lhrough the tax reform the govcrnmcnt muoduLed the concessmnnl tax :
incentive to promote the acqmsmon of new nnchmery 'md uqmpmcnts |

This tax incentives are oriented only towards SMEs which have a capital of less
than 100 million yen or less than 1,000 employces.

“The !easmg tcrm should be more than 5 years and the amount of cach machinery '

mecatronics instruients, computers or terminals should be more 1han 1,900
thousand yen (US$1.9 million). For such leasing contract _spcc:al tax trt,alme.ni is

_applied (7% tax discouni for the 60% of the leased amount, but maximum up to

20% of the corporate tax)

Leveraged lease (tax-oriented lease)
Towards 1985 a leveraged lease came to emerge in Japan, following the examples

of the United States and Buropean countrics. Known as the “Japanesc-style
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leveraged Jease®, it is a transaction where, with the leasing companics acting as
intermediary, large equipment is leased out by two or mor¢ busingss cOrpbr‘ations'
who are its owners over the period longer than the legal uscful life of that
equipment. -

The characteristics of the transaction can be summarized as follows:

a) The Leesor is a group of general business corpbmlions {(not the leasing
compames)

b) Most of leased propesty are large equupment, such as aircrafl, ShlpS _

¢) The term of tease extends longcr than the legal useful life of teased propeity;

d) Differences belween ex-ante depreciation expenses allowed under tax laws
and rental payments for cach term constitute the tax benefits (reduced taxable
income) for the Lessor, the beneficial effect of which may be reflected in
leasing charges; .

e) The longer lease term enables the Lessee to reduce rental payments for each
term and hence tower burden to shoulder;

f} The leasing companies receives a cominission by acting as intermedianry in the
transaction/

Thete is MOF Leasc Regulation of 1988, howcvc.r, which restricts the leveraged
leasc transactions to brake tax abuses. If the following four requireiments are all
met and lease tetin exceeds 120% of the fegal useful life of leased property, sale
and Jease back transactions shall be treated as financial transactions or purchase
and sale tﬂmacnons lllSlt,Ild of leasing transactions.’

a) Full pay- -out lease

_b) Non-_cancelablc lease

¢) Sale and lease back transactions _

d) Lease not allowing the lessee o purchase property at fair market value.

[n spite of the regulations mentioned abovye, leveraged leases lower the cost of
.equipment to lessees while generating ample returns for investors and lenders.

The necessary funds are raised partly from investors able to claim tax benefits
equal to the entire purchase price and pa'nl'y from lenders levying interest charges. Thus,
" the lessce obtains the equipment at a fower cost than that incurred with teaditional loan
arrangements.
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Typlcal Leveraged lease Arrangement

Equity Tnvestor

Enjoys tax benchits

Enjoys
cquipment at associaled with
costs below 1004 of equipnicat
conventional costhy providing
leans only a portion of the
funds uscd ta
: : purchase the
Purchases equipmaent and Lquipmoent
feases It at a fow rate
Lender

Provides remainder
of funds

1.3.2.2  Brazil

In Brazil, small firms (less than {00 employees) account for 98% of all Brazilian

business firms.

‘They generale about 60% of the nation’s cmploymenl and contribute 42% of all
the value produced by the private sector. ' '

- According to the survey conducted by SEBRAE in 1991 the unjonly of small
firms do not use computers or mfox malion tcchnoiogy of 1ny kind, cither at nnnagement ;

level or al nnnuﬁclunng tevel.

2T hey have lutlc orf RO capml of their own for mveslment and do not have easy
access to the credit facilities offered by the ﬁmncml system, 'md mtergst mtcs on’
financing from private banks are much higher than those applied to largc firms.

In order to cope wilh such situation, there are various supporting institutions or

organizations in Brazil.

The major supporting institutions are suammmed as follows _

) govemmental agencies, responsible for industeial pol:c:cs oullmcs such as the
Industrial Pohcy Secretariat of the Ministry of Economy, Commnierce and
Tourism and its Micro, Small and Medinm Enterprises Coordination Office;

b) financing institutions such as Banco do Brasil, BNDES, CEF, FINEP,
"¢) technical organization such as ABNT, IBICT, INMETRO, INPI, S1PR1 and

SEDAL
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d) entrepreneurial institutions such as CNI and SEBRAE, which provide support
to MSMESs.

In the field of finance the majer instruiment addressed to industial firms is long-
term financing. The financing has been provided on subsidized terms and, duting some
periods, with favorable interest rates.

The main supporting financial institutions are Banco do Brasil, BNDES (National
“Bank for Economic and Social Development), CEF (Federal Savings Bank) and FINEP
(Project and Studics Financing Ageéncy) whose main programs arc as follows:

{1) Banco do Brazil (BB)

The Banco do Brasil is owned by the federal government (519) and private sector
(49%). It provides assistance to enterprises of relatively smaller size through morc'lhzm
5,000 subsidiarics {agencies, offices, mobile assistance points, etc.} in almost all the
country. It has Eagrc'cmenls with other institutions, with which it operates on a joint basis
-- in the spreading of inforination on credit lines and programs. The Banco do Brasil
finances projects on S&T research, technological development, and management system,
it has ﬁgrct:mén’ts with SEBRAE for the promotion of regional and municipal
development programs through the wide network of branch offices of both institutions.

MIPEM-QURO (Support Pr'ogf:ﬁn’ to Micro and Small Entefpliscs) is BB's

~ specific SUppor program. ftis he outcome of the agreement signed with SEBRAE. It
'aims'_ at supporting iﬁvéstqncnt projects, basically related to technology and expenses of -

introduction of entfci)rénétniial mafnifgc’ment systems and working capital, providing a

. fixed loan. - L ' - '

The maximum amount of financing is 80% of the project value for micro
enterprises and 70% for smali enterprises with grace period of one year and rc’pay'menl of
© up to 1wo years. For entreprenenrial management project's,jhe limits are similar to the
mentioncd_ one with g_race period of 6 months and repayment of one year.

(2)  BNDES

* The BNDES is a public enterprise related (0 the Ministry of Economy.: It was
 created in 1952 as BNDE (National Bank for Economic Development). Tts present
denomination appears in 1982 when it was dc'signated as admiinisteator of past of (he
resources of FINSOCIAL (Social Investnent Fund). -
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BNDES basiéaﬂy suppoits major projects for the development of Brazilian

~ economy, stimulating pn_i\fatc initiative. ' The financial action of BNDES aims at boosting
the goodsand services production, promoting technological updating and training,
generating employment and widening the competitive product supply in abroad.

The BNDES system consists of the National bank for Economic and Social
Development and two subsidiaries, namely: FINAME (Speciaf Agency for Industrial
Financing); and BNDESPAR.

: FiNAME_has the objective of promoting development and updating of machinery
nianufacturing of Brazilian indusiry. 1t operates, basically, through other financia!
institutions. Thus, the machinery and equipment purchaser, regardless of the size of his
firm, submils his proposal to the bank he bas selected.

BNDESPAR performs high technology implementation and development,
updating and expanding industdal productive capacity, strengthening the firms’ financiat
and investinent structure and promoting rcorganizalion (M&A) to improve
compclitivé.ncss. '

BNDESPAR and FINAME have the following programs to serve Micro, Small
and Medium Enterprises (MSMES) in a specific and differentiated way: .

BNDESPAR operates the CONTEC -- Condominium of Technotogical Small
Enterprises Capitalization. Its objective is to supply risk capitat 'to‘lhc technological based
emcrgmg SMEs which are specialized in lhe development of ncw products or Processes
with scientific and technological knowledge. This eqmly finance is limited to a maximum
_ of 40% of the firm’s total capital. ' ' !

FINAME has two programs specifically aimed at MSMEs:

- The Automatic Program (Two Step Loan) suppcming the acquisition of
machinery and serial production equipment with favorable financing
conditions for MSMEs. . |

- The Financing Program for Machinesy and Equipment Expaoits - destined to
export industries with pre-shipping financing. '

The payment teqins of the loans vary from of the loans 12 to 60 months with grace

peﬂod ranging front 3 months to one year. The amount of the loans oscillates belween
40% and 70% of the prOJcct value.
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(3) CI*,F (Federal S'wmgs Baink) '

It is a public entity connected with the Ministry of Txonomy, pamu pated by
Social Bank and a Cominercial Bank. ‘The foriner finarices socnal ﬂCllVlllCS and 1he httu
operates ordinary financing seivices with credit lings.

| The CEF has a specific program for MSMEs: the CEF-GIRO which operates on
the basis of an ‘agreement with SEBRAE. It provides short teim loan up to R$10,000
(around US$10,000) without grace period. 1t requires credit insurance.

Besides, there are some benefits for micro enterprises such as the exemption of
certain expenses, reduction of bureaucratic procedures and simplification of operations.

(4) FINEP (Financing Agency for Projects and Studics)

The FINESP is a public enterprise related (o the Secretariat of Science and
Technology of the National Presidency. it has been working for more than 25 years as
an organization dedicated to the promotion and financing of vanous researches such as
basic research, rescarch on the technology transfer, rescarch on the infrastructure
projeéts.

_ “The FINEP is characterized as the sole public agent in Brazil -- and one of the few
in the world -- having instruments capable of operating in any of the stages of the

. knowledge creation. T_hlis, it operates at technology démanding enterprise tevel, and at -
pniversity tevel, rciscarch centers leved, or technological institutes level.

oo s resourucs come fmm dif! femu sourccs, among them, the National Treasury, '
specml developm'cnt funds financial lnsuluhons with which FINEP reaches agreements
~ in addition to the interational banks fike 1IDB, World Bank.

| The amount gmnled by FINEP for linancing programs and projects in 1993
amounled to $175.6 million. That amount was assigned as follows: 43.7% was destined
o technologlcaldevelopmcm prcgcc!s 25.6% to equipment acqmsmon 18.1% to
; admlmslmtnc and finaneial training, 6.7% to industaal asscmbling projects and 3.2% to

basic research. Additionally, in FINEP's budget for 1993 a credit line destined to
- Brazilian enterprises which participale in the Mercosur Technological Cooperation
Program was added with the amount of $50 mittion.

The following are some of the operational instruments of FINEP:
- ACN -- National Consulling Agencics Support Line
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Tt aims at training and strengthening consulting and engincering enterpriscs.

-~ ADTEN -- Technological Development Support Program for National Firms

“Its objective is financing and investing in the projects of technological

development or improvement.

- AUSC -- Support to Consuhiing Services

[t provides public and private entities with the financial resources necessary to

hire national consulting agencies.

- Credit Guarantee System

It was recently incorporated -- jointly with the SEBRAE -- and aims at

suppotting MSMEs access to financing with a guarantee fund. 1tis limited to

90% of the total project’s cost (maximum R$120,000); with terms of up to 5

years with 3 years of grace pericdd; guarantees are required (120% of the

financed value in the case of real estate and 135% in the case of machinery.)
- FNDCT -- National Fund for Scientific and Technological DLVC!OPIHCIH

it finances specific projects performed by non-profit institotions such as

postgraduate centess, universilies, research institutes, ete.
- © LAGQ -- Quality Manageinent Support Line
It fiancees expenscs for the implementation of total quality systems.

- 'PADCT -- Competitiveness and Technological Development Support Program |

[t was created to suppont technological and scientific development, covering
the activities oflhe FINEP the CNPq and the CAPES.
- PATME - MSEs 1 echnotoglcal Supporl Progmm

It operates through an agreement with SEBRAE and us Objt’.'(.ll\’t, isto pmwdc

donations for quality unprovemcnl and produuw:ly increase, annung may -

" geach 70% of the total cost of the project.’

~ PETI -- Indusirial T‘echnologml Extension P:og,ram for I\HLS

It works thraugh an ﬁgrt,cmcnt with the CNI. Tts objccmc is to prov:de

assistance to facilitate the access to available technologics and the developinént

of new technologies.

Fmancing Lines for Produclinty and Qualily Mamgement and
]nduslrial - Technologleal Training

National -

lnstiiuiioanm gram/Linc

] ~ - Objective

Modality

BANCO DO BRASIL.

FBB (Banco do Brasil Founding)

Science and Technology rescarch -

Semi-annua! amortization after

grace period, with neither inflation
monetary adjustment por inicrests,
according to schedules.

FEPEMI (Special Suppor{ Fund for
lndus[nal SM Es)

structare

Technical and Training assistance
to improve firms' administrative -

Financing with payments to scivive
firms. Semi-annual services ol up
10 five yoars werms and a two year.
prace period; with neither inflation
mvoneiasy adjustment nof inteecst,
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FINEP—OURO (with FINEP) .

Technological devetopment,
cquipmenl acquisition

Financing of up o 706 of the lotal
project value, - Aongal interest from
6% o 129 plas inBation monglary
adjustment. Grace poriod: wpto
iwo years with an amorlization eom
of up o (hres ycdrs upon
completion of grace period.

MIPEM-OUROQC (with SEBRAE)

Investment on echnology,
cafreprencusial management
systems and ineremental working
capilat for updating

Beacliciages: Micro (RO of
investment) and Small (704)
Snlerpiises. - Amounls up 10 35.00K)
UFIRS, cquivalent to $28,000 (July
1995). Temis of upto 36 months
with 12 months grace period,
Guarantods for 1309 of the financed
value: real or endorsemoents.

BNDES

BI\DESPARJ'CO\H'.L‘C o
(Condominium «r Tecknological
Enterprises Crpitatization)

Participation in shares operated by
BNDESPAR in technological firms,
al start-up, expahsion or
developnient slages

Padticipation of up 40 40% of he
¢apital.

FINAME

Eguipment and machmery
&CQUISIIIUD

Quality and Productivity

Incorporation of pmduumn
managerial and organizational
techniqoes

Annual rates of 9% plus intlation
monctary adjustment. Financiag of
up to 80%- of projéct value.
Ambrlization of up to 4 yoars with 4
grave period of 6 months,

FINED.

ACN (National Consulling apenvies
Support Linc)

Incrcasing competitiveness of
caginecting consulling agencics

Up to 704 of the project value, etel
guarantees covering 120% of
tinaricing.  Anaual iaterest from 6%
to 12% plos inffation adjustoent,
Grace poriod up to {wo yoars.
Amaotization vp 1o thiee years upon
completion of grace period.

ADTEN (Technological
Development Support Progrant Jor -
Natipnal Firms)

Developing test lines, assembling
and productive processes projects,
lrom pre-industrizlization o
lawnching

Financing up 1o 709% of project
valpe. Stock participation up o
50% of vapital. Annual inlerest of
12% plus infatior adjustment.
Antortizatian of up to 1) years,

Grace period up the thice yoars.

AUSC (Supporl to Cunsuhang
Sorvices Users)

Contract of consulting firms

financing ap 1o 70% of project
value; Annval imsterest of 124 phus
inflation adjustioaentl. "Amortization
of up to thiee years upon
completion of prace period. Grace
period up O LW0 years,

FNDCT (National Fund for
Scicntific and Technological
Development}

Scieatilic and Technological
developmient; human zesourees;
technological management and
nciwork methods

a) Non-reimbursable grant of up 1o
{00% of project value.

b) Reimbursable financing,
considered case by case.

LAGQ (Quatity Management
Support Line}

Iniroduciion of new total quality
management ‘methods

Participation of up to 70% of totat
project value,  Annual infeeest Irom
8 1o 12%. Torms of up to 6 yoars
ang grace period of two years, '

PADCT (Sc. ientilic and
Technological Development
Support Program)

Improving the wehnical scientific
compeience; financing scientilic
and technalogical development
projects

a} Donation of up to l()O‘Z of

project value,

b} Reimbursable Ilnanc:ng of up to
70% of project. ‘valug. annual

inteiest Irom 6% 1o 12% plus

inlatién adjvstment,

Grace pedod of up i thice years.

PACDT (chhnolngii‘al Extension
and Competitivencss Support
Program} (with CNPy} -

Technological development and
human resources, [orntation on-
quality and preduclivily

Schofafships in the munlry and
broad; denations
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PATME (MSEs Technotogical
Support Program) (with SEBRAE)

Technological assistanee 1o
facilitate acc2ss v available
technologics, development of now
techhotogies and to stimulale
productivity lmpmummls Any
industrial and sdovice secter, Micro
eaterprises of up to 20 employecs
and Small Entorprises with national
decisive controld.

Ik xrdnlq with counterpaits.

Adjustable limit values depend on’
the preject.

PROTAP (Training Program on
Technologival and Scientific
Rescarch Administration)

Management of basic research
aclivities

a} Donations of up 1o 100% of
praject valog,

b) Reimbursable findncing subjoct
Lo individual negotiation.

Loan Guaraniee Sysiem gagreement
with SEBRAE) (Implemented as tost
project on Joly 1995)

Providing a foan guarantee fund for
ADTEN tincs of FINEP

Up 1o 90% of the project value for
vihues of up to RS120,000, Terms
of up to €0 months with 24 of grace
pesiod.” The Tond of loan goarantee
supplements Lthe deficicacics when
applying fot a Toan,

1.3.2.3 Chile

In the case of Chile more than half of the toan portfolio of financial institutions is

dirécted towards SMEs including micro companies. The ratio of the non-peiforming loan

of those institutions is very low (lcss than 1% at present) which encourages them to

increase their 1oans to SMEs,

However, as in other countrics, SMEs still face restrictions which are not only

linked to the lack of available resources but also to the difficulty in gaining access to

them.

The govenunt’nt supporling programs are oncmcd lowards supplymg resourccs in

the long term wilh the interest rate compatible with prof hble investment projecis |

improving SMEs’ aceess to collaterals, developing a spu:nhced financial consu[lanl

market for SMEs. The instruments may be classified as two groups a) those related (o

financing, and b) those related to improvement of SMEs® access to fi inancing.

- a) Relative to financing
- CORFO BANKS Financial Intermediation Program
- CORFO-LEASING Financial Interinediation Progmm
- $MEs-Banco del Estado de Chile Program -
- crcdlt line for non traditional exporters
- credit line for refinancing !oans oriented to purchase of capital goods and use

of engineering services

- credit card
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b) Relativé to access to financing _

- SUAF (CORFQ), subsidy to reduce financing cosls :
CUBOS {(CORFO), suppkmcnt of guaranm deficiencies through toan
insurance system

- CUBGOS for exporteis (CORFO) supplement of exports guarantee deficiencies

- ASSOCIATIVE GUARANTEE FUNDS, SGRCOTEC AND
ENTERPRISES; supplement of guarantee deficiencies

- PRIVATE GUARANTL!* FUNDS, FUN[)ES ele., supplemcm of

- guarantee deficiencies

- FONDO DE GARANTIA PARA EX PORTADORES NOT RAI)[C[ONALES
DEL BANCO DEL ESTADO (FOGAEX) BANCO DEL ESTADO NON
TRADITIONAL EXPORTER GUARANTEE FUND, guaranteeing loans for
exporters of non traditional producls

- GUARANTEE FLEXIBILITY, BANCO DEL ESTADO DE CH[LE
promoting SMEs cvaluation criteria

- CORFO CONSULTANTS RECORD, developing the speciatized consultants
mavket

‘a) Relative to financing _
CORFO S Fund Intermediation Program . .
~ ltaims at providing financing to the financial sector with favorable terms and
_condlilons, so that, in turn, banks may assign larger resources to the SMEs financing.
Aéting asa ﬁhancial intuhnedhxy, CORFO picks up resources from external capital
nnrkels (basnc*ﬂly long-lerm loans from the Inles-American chlopmcnl Bank), and
penodlc'\lly holds fund auctions open to the solvent fin ancial institutions.

Bauk and other ﬁ'na'_néial institutions usc' those funds to grant loans to SMEs
éntrcpreneu'rs'to cover investment projects. SMEs must self-finance at least 15% of the
total cost of the project. These loans are oriented towards the acquisition of capital goods
under the maximum term of 12 years and with three year grm:.c periods.

L Wllhm the framework of the 'lgrwmcnl with the Inter- Amcncan Dx,\elopmcnt

~ B'mk (Progrfun of Muliisectoral Global Loan CORFO-1DB, 1DB Loan 576/0C-CH), the
~ current loan programs include loans to banks for the increase of SMEs’ produclive
capacity, loans to leasing companies for the purchasc of new assets by SMBs and
CORFO's loan for exports of capital goods, non-dirable goods and engincering services.
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Theve ate also CORFO’s other supplementary eredit lines like a bilateral loan tied
to capital assets imports form various European companies and loaas to university
professionals for their postgraduate studies in abroad.

The global results of the CORFO’s fund intermediation program show that fifteen
banks, a financing association and sixteen leasing enterprises have patticipated in it
These institutions have granted resources, which amount to $638 million to
approxiniately 2,700 enterprises. Leasing enterprises have bidden off 54% of the total
resources, indicating a grbwing presence. This is very important, taking into account of
its orientation towards SMESs as target market. Qutconies also show that in the last bids,
the resource demand of leasing companics exceeded greatly the supply. This system has
become as the normal funding source for leasing enterprises and banks are ifot so much
attracted by this bid systein. The possibility of canceting the bidding system for banks is
being considered, and in return of it the implementation of rediscount credit line is under
study. '

- Direct loans from The Banco det Estado to SMEs
The Banco del Estado (state-owned institution) has a specific loan lines for SMEs.
Small enterprises reccive special Ireatment as regards risk assessment analysis,

The Bank reptaced (he traditional evaluation system which was based on the
available guarantees and collaterals, with a flexible evaluation system. This system places
emphasis on the quality critesia of the project and the entrepreneur’s hislory The
mlmmum guarantee is 40% of the total loan and thc maximuin, an zm,mgo 70% in the
case of established enterprises and 80% in thc case cfnew entupnses

It must b noted that SMES éeékiné loans for \vo:rkillg capital or _im}cSlmc'nl can
request a subsidy for the fees of a financial consultant which helps to draft the
background information requested by bank (Subsidy Financial Assistance Program -
SUAF). The banks must be the institutions authorized to access to ‘_SUAF.

“The Banco del Estado also manages a guaraiitee fund in order fo facilitate the
access to working capital loans granted by financiat institutions to SMEs exporters of
non-traditional goods. - B '

The following are the existing financing lines:
- Working capital financing

- Promotion loans for smail enterprises

_ Investment financing
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- Capital goods financing via leasing
- hmport loans
- Export loans

The loan program of the Banco del Estado has been outperforming its goals.
During the 1992 - 1994 period, the Banco del Estado granted loans for UF33.5 million
(equivalent to $837.5 million as of December 1993), concentrating on smatl business
{79% of the tolal). : ' '

The outstanding line among viuious credit fines is the non-readjustable small
enterprises promotion line. This line grants up to a maximum of UF1,000 at a variable
term (42, 24, 36 or 48 months), with'a possible grace period of up to six months. A
morigage, collateral or guarantee is required. By June 1994, a total of almost 25 000
operations had been completed, which aniounted to UFS.5 million (equivalent to %137.5
miltion in December 1993). In order to be eligible, the enterprise must have annuat sales
below UF25,000 {equivalent to $625,000 as of December 1993).

- Leasing Pro Enipkcsario
This program aims at financing capital goods for SMEs whose annual sales do not
exceed UF15,000 (equivalent to $375,000 as of December 1993), with no need of real
- guarantees. It can be obtained at Leasing Pro Empresario, Banestado Leasing and Banco
del Estado de (‘hlle {} opcrales as a machinery or cqmpment le'tsmg agreement with a
purchase option.

il Banco Concepcuin s producuon credit card

' lt is a credit card which operates bclwccn supplicrs and industriat firms for the
purch‘isc of materials, inputs and cash advances to solve shori-terim shortage of cash
flow. The main beneficiaries are micro enterprises.

“This was an initiated by SERCOTEC and Banco de Concepeidn in May 1992.
Thts card operales in a similar way as the Consumption Card, The difference lies in that
.‘liS users are industrial firms which tse the card to purchase from supplicrs who belong to
“lhlS system.

This card allows access of firms to the automatic credit facilitates for working

capital and cash advances. The credit line is established according o the entrepreneur’s
indebtedness capacity. This credit ling is reviewed once a year.
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b) Relative to access to finan'cing
- Subvencion a la Asistancia Financicra (SUAF) dec CORFO -- CORFO’s subsidy to
financial assistance

Aiming at reducing the transaction costs ﬁccd by entreprencurs and financial
institutions, CORFO grants subsidized financing to the smatler size enterprises for hiring
of specialized consultants. They take responsibility for preparing and submilting the
necessary. information requested by banks, other financial institutions, leasing
ent&rprises, credit cooperatives and the Technologicat Developmient Fund (FONTECQ).

Consultants are selccted fram the Consultant Record of the SMEs Téchnical
Assistance Subsidy Program. Their inain tasks are collecting the necessary information
to fill out toan or leasing a’ppliéatiohs as well as making and evaluating technological
innovation projects. For short-term loans and leasing operations, the consultant must
draw up balance sheets, profit-loss statenients and cash flow budgets. In the case of
investment projects, the consultant must also evaluate it and prepare cash flow.
projections. The consultant should also cooperate with the entrepreneurs in the
negotiations with bank. '

Ail enterprises with annual sales (before VAT) approxumlcly less than UF‘ZS 000
($625,000 as of December I99’i) may request this subsidy. 1t covers up to 75% of the
consultant’s fees with a maximum of UF50 ($l 250 as of December 1991) for teasing
and other short tert operations, and up to a maxinum of UFZ5 ($1,875 as of Dcuembcr :
1993) for long term operations,

From November 1991 to Junc 1994 1,221 appli'mtions' were fnp:prbv:cd‘ the
largest nunber is from the industrial scclon (16% of the total). The progmm hqs hmzd
280 consultants, who performed an average of 3.7 consultations. ' '

- Programa de Cuponcé de Bonificacion de Primas de Scguros de Credito (CUBOS) de
CORFO -- CORFO’s Loan linsurance Premium Bonus Coup{)n Program

In order to solve the SMES’ scarce capacity to offer the collateral required by the
financial msmuuons CORFO created system of Loan Insurance Pfumum Bonus
Coupons (CUBOS) Through this systen, the demand for real guammce is comptclcly
(in the case _oflcasmg) or partially (in the case of banking institutions) substituted by a
loan insurance. |

The insurance covers at least 70% of the non-payment risks of their debtors. The

State subsidizes the premium of this insurance through CORFO with the CUBOS, for
which, until recently, the interest financial institutions should bid. This system solves
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guarantee problents to haVe_écccsé ta loan operations with alinost no additional cost for
SMEs.

This subsidy may be requested by en{rcprcncufs with net anntial sates below
UF25,000 ($625,000 as of December 1993). guarahteed operations should not exceed
UF3,000 ($75,000 as of December 1993} with terims ranging from 18 to 48 months.
Operations taking advantage of C_UBOS may belong to any productive economic activity,
with the exception of the purchase of houses and personal use and urban transpoit
vehicles.

From December 1991 up to June 30, 1994, there have been six bids for a total of
44,908 CUBOS which have been granted to 686 ehtc’rprises.' These CUBOS have
granted access to loans for a total of UF665,394 {$I6.6 million as of Decentber 1993).
The average per benefited firm is UF970. This instrument has been welcomed by leasing
companies. '

* Duc to the fact that there is only one loan insurance firm in Chite participating in
the program and little competitive pressure for the CUBOS, CORFO has recently decided
to modity its operative mechanism, Financing agencies may acquire their CUBOS
directly at the Support Corporation, at a price set periodically by CORFO. The price valid
unti! October 31, 1995 is UF0.28 per CUBOS and the effective subsidy granted is 72%
of the guamntee cost. Thcy have a val_id term of 365 days.

“CORFO i !S about to hunch the szpo:ts CUBOS, a 'subsu]y to lhc primic cost of an
ex polts foan i insurance lo cov er the exlcrnal p'lymcnls for small ex porim g enterprises.

: - SERC()TEC Associalivé Guarimlcé Funds (SERCOTEC is a technical cooperation
* service, public agency under CORFOQ)

This is an initiative of SERCOTEC for the promotion of medium and small
industrial enterprises. This program consists in encouraging small enlrepreneurs to get
‘: togelher, ne;\\?orking; in order to build guarantee fund for their borrowings.

_ The fund is dcpos'{tcd at a timited term in abank to guarantee a loan credit for its
- members. The start up of this instrament jdépc_nds’ almost exclusively on the

“entreprencurs’ initiative and on the bank’s receiving of the funds.

Small enterprises also have private guarantee funds such as FUNDES,
~ ASIQUINTA, ete.
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Chile belongs to alLatin Amcnc'\n Prlvm Foundations network. This network

was created i 198‘3 by Swiss en!rcprulcura. and ¢ritreprencurs from each Latin American
country. In Chile, it was introduced in 1991, FUNDES provides the SMES’
entrepreneut with consulling services and guarantees to support credits, through its

Program for Credit Access. For that purpose, it has reached agreements with Banks and

financing entitics. Normally, the firm submits a project to FUNDES, which analyzes and

studies it, thus facilitating its application to financing enfities.

- Fondo de Gamnua para Expoﬂadoms ino Tradicionales del Banco ded Estado de Chile:
(FOGAEX) (B'mco del Estado de Chile’s guarantee fund for non- lmdmoml exporters)
This fund is used to guarantee operation capital loans granted by financiat

institutions to expotters of non-traditional products. it consists of a guarantee covering

50% of the total loan up to a maximum of $212,480 a year for each non-traditional

exporter, with a maximum of one year term.

Table Vi-1-3-1

Financial Support System

- Methodology

. Beneliciary

to short term financing

SERCOTEC. The bank
which receives the fund opens
a credit line for each member
of the group for an amount
equivalent lo three times the

) Instrument Institution
Financial Intermediation o CORFO Bidding for multilateral [.easing {irms and
ensure the cash flow of the external eredit to finance commercial banks
financial system investment projects. .
SUAF to apply for credit CORFO Subsidizing contracts of SMEs (anaval
and/or leasing, formulate or SMEs specialized consultants. | invoicing up to
‘evaluate FONTEC's Such consultants are selected | UF25,000)
investment and technological from CORF 0’5 Consul{ant ' :
innovation project - Record. ' -
CUGOS to solve collatérals © { CORFO | Suhsidy for insurance SMEs (annua!
insulficiency ! ' contracted by financial invoicing inferior {0
institutions. The CUBOS are | UF20,000)
| the premium of such i S
! | insurance an they are paid by -
| CORFO which, in turn, offers §
them in bid periodically | " E
_ angong financial institutions, S
Small Enterprises Credit Banco del Fioancing small enterprises’ - | SMEs (annual
Program Estado de Chile | investments needs (0 fixed invoicing up to
assets and or working capital, | UF25,000)
with a flexible guarantee o
, 5 . : systen. - L
Production Credit Card for Banco de Rotating ceedit granted by the | Micro-enterprises and
| temporal financiog of input - | Concepeidn ;| bank to the benefited | small entreprencurs
purchase and for guick cash entrepreneurs after the o
availabitity : corresponding evaluation, L '
Endorsement and Guarantee | SERCOTEC Fund constituted by a group SMEs
Funds to facilitate the access | and banks of enterprises and

deposited fund.
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FUNDF.S... ASIQUINTA to . | FUNDES, | Fund censtituted by ﬁri\iate : .F.nteiprises with assets

facililate the access to credit | ASIQUINTA | foundations offering. . | value between
. - - | consulting services and [ UF2,000 and

| guarantees to endorse credits - | UF25,000
1o simall enterprises : ;

1.3.2.4  Maexico

" The main financial institutions which support SMEs are NAFIN and
BANCOMEXT. Although their financial supporiing programs are now under review
because of the adverse effect of the c'ur.rency devaluation, the foIIO\vitlgs are ain:
characteristics of the financial pogroms of both institutions. '

(13 NAFIN (Nacional Financiera)

NAFIN is a pubtic devetopment bank established in 1934, Up until 1989 NAFIN
together with BANCOMEXT and Bank of México administered trust furds for financing
SMEs directly. After 1989, however, NAFIN was re-organized to finance SMEs
- indirectly through its agent financial institutions (41 I institutions as of 1992),

NAFIN integrated various trust funds such’as FOGAIN, FOMIN, FONEP into
“the following 6 programs in 1989, shifting its borrowers from a public sector to a private
- sector. 7 ' _
a) : Micro and small business development prograin (PROMyP)
(b} Business maodernization progrant (PROMyP)
(<) : chhnofogy'ddvclo;)mem prograin
() Ibffastmcl_ure development program
{e) " Environment improvement progréun

m Stu_dy and consultation program for investiment

- 1n 1995, the above 6 programs were integrated into onc modernization program
_called "PROMIN”. PROMIN provides SMEs or even large firms which have production -
linkage with SMEs, with financing for modemization of méchinc(y and cquibmcms, re-

- financing (shift of loans from private or non-banks to NAFIN) technological
{"dévclopman environmental in\*eStnﬁent. etc.

“The extension of loan term is up to 20 years selective either in local currency or in

U.S. dollars. In the case of U.S. dollar loan, the interest rate varies from libor + 2% to
tibor + 5% according 1o the length of loan period.
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Up unlll lhe end of 1994, the amount of the finance puformui by NAFIN under
the prograny of PROMIN amounted to 49918 mllhon New Pesos for total of 136,900
enterprises, 70% of which arc MSMEs.

NAFIN also pravides SMEs with credit guarantee facility, although NAFIN is
now reviewing those programs for possible modification. The outline of the programs is
as inentioned below.

(a} Guaranteg for issue of bonds in the capital markel
(b)  Guarantee for loans to develop technology
(¢) Guaranteg to facilitate borrowing from financial institutions

This program includes “automatic guarantee” program which covers 50% of
financing with relatively speedy procedure.

() BNACOMEXT

BANCOMEXT was cstablished in 1937 to promote foreign trade especially
export. It is speciatized in finance for export related businesses, exportfimport trade
finance and credit guarantec for export promotion. '

“About 90% of their finances have been granted through their agent baiks as two-
step loans. However, it has been increasing direet loans to SMEs in recent years because
of their difficulty to obtain credit from private ﬁnancial iusliiulic}ns. :

Durmg 1994 BANCOMBXT financed US$ 16 billions for aboul 20,000 f inns,
90% of which are SMEs. To promote the SMEs’ expon is one of thCll‘ most :mporlant
targets.

Two-third of their loans are short-term financing. Their financing ranges from
working capital or project finance Lo the finance for commercialization or sales promotion
of Mexican products in forcign markets.

The main features of BANCOMBXT‘S guarantee progran are as mentioned
below: , .
" Purpose of the g(mmhtcc: . To cover the financing risk of financial institutions
o : ' {(from pre-export (o after-expoit {inancing)
Maximum amount of guarantee:  US$500 millions
“Coverage: - 0% of the amount financed
Length of guaranice penod - Within one year
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LG fee: 1% | -

Others: ' BANCOMEXT covers the palitical and commercial
risk for pre-expoit finance. However, after export is
effected, conmercial risk is covered byg"COMESEC"'
(Compaifita Mexicana de Seguros de Credito) in which
BANCOMEXT panticipate 10.34% of their capital.

© During 1994, BANCOMEXT granted guarantee fro about US$| billion.

'1.3.2.5 Australia

Just like in many other countees; it is generally regarded in Australia that SMEs
have more difficulty in obtaining appropriate debt and equity finance than targer firms.

Many factors hinder the supply of funds to SMEs such as high risk of financing,
uncertain return of investment and the high cost of reviewing.

The governmenl has taken various initiatives to increase the avmlablllly of finance
to small and medium enterprises. '

The main initiatives include the expansion of the lending capacity of the
Commonwealth Development Bank, expansion of the role of the Nationa! Investment
- Council, and supposting programs to improve the flow of equity capital to SMEs. -

(l) 'é'_Conmmnwea!lh Development Bank (DevBank)

DévBank has been incieasing its lending to SMEs in response to the continuing
- need for devetopment capital by SMEs and DevBank undertook a national campaign to
© . raise awareness among SMEs about its range of services.

- Dch'mk works on the campaign together with goverinent advisory group such
| as Auslndustry AUSTRADE ctc.

- DevBa‘nki focuses on growing businesses, in particular those with export
potential. OF particutar note for small and medium sized businesses is that DevBank’s
approach to lending is based primarily on cash- ﬂow rather than on colhtcrat This, of

“course, depends on applicants to have a sound business plan as an unportam indication of
potential business success.
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- DevBank is providing lenger term and more flexible financial support through
cash-funded term loans (geierally for five years and longer) and equipment finance.

The conditions and structures of DevBank’s financial preducts are flexible to meet
individual needs.

DevBank receives an annuat subsidy of $20 miltion {rom the Commonwealth
Government.’ In addition to this annual subsidy, the Government injected $30 million
into the DevBank 1o expand its portfolio in 1994,

{(2) National Investment Council

“The National Investinent Council (NIC) is the primary source of private sector
advice to the Commonwealth Governiment on investment issues.

The membership of the NIC consists of the Minister for bidusiry, Science and
Technology, Minister and Private sector representatives. '

The main objects of the NIC are 1o provide high leve! private sector advice on all
issues which influence on investment cliniate, trends in domestic investment and capital
flows into and out of Australia.

in addmon to the Govcrmncm s c'unpalgn to zmmct rcgmnal hc'tdquarters of
overseas companies 1o Australia, theif program mcludcs the developmenl of pmjccl
outlmcs, terms of reference for exanining the s:gmﬁmncc of assels such as vcnlun, and
“development caplt'\l infrastructure and SME finance in the ponfohos of supcrannuailon
funds. Their program also includes a study into capllal availability for SMEs. _

{3) Business Equity Informalion Scrvice -
" Thé Business Equity Information Service aims to increase capital inflow to the
small business sector and raise awareness about equity capital as an effective fop'tion for

financing business éxpansion,

The following two projécts are being supported under the program.
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The_Victorian Enl"plgy[gl‘ﬁ' Chamber of Commerce and Indusiry (VECCD

~ VECCI has designed the program to help match investors with small business
enterprises. '

The program is an cquity informalion service, and is modeled on s_ucccssi'utly,
cSlablished overseas network piogramis such as COIN (Canada Opportunitics Investment
Network) and VCN (Venture Capital Networks) in the U.S.A” and UK.

The program targets firms seeking equity funding, human resource skills and |
affinity partnerships. |

Both investors and enterpriscs use a comprehensive questionnaire to provide
information on their needs. Once the matching has been imade, a inceting can be arcanged
belween the two perspective parties. VECCI does ot participate in the negotiation
withdrawing from the negotiation.

VECCI has been building o database of small business investment opportunitics -
and potential investors (more than 600 in total) and is going to expand the database to a
national on-line facility.

. Pooled L_Development F]!ﬂd_&ﬂ]_)jj)

. The PDF program is the go»cmmcm s I\ey milmtwc for mcrmsmg lhe provision
of eqully capital of SMEs.

The progrﬁm"pr_orﬁotes the establishiment of Pooled Dc\'(::lopmc'nt Funds (PDFs).
- PDFs are private sector funds that provide long-term equity for SMEs.

The investors in PDFs will benefit in later years by receiving strong dividend
+ flows or by disposmg the share of increased value as a result of the substantial growth of
' mvestec companies.

PDFs must invest in newly issued ordinary shares in Australian companies with
total assets of less than $50 million. PDFs cannol invest in companies whose primary
activity is retaining or property development, nor can PDFs invest more than 30% of their
capital in any one company. The government encourage PDFs by giving both PDFs and
their shareholders generous lax concessions.
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PDF sh; eholders receive their income by way of concessionally taxed dividends
~ or tax-free capital gains on disposal of their PDF shares.

The extent of the concession on dividends paid to PDF shaureholders is dependent
upon a number of factors such as the source of the PDTF income, the standard rate of tax
applicable to the sharcholder, and the extent of franking on any dividend paid by the
PDF. The table below illustrates the c¢ffective tax rate on dividend flows for two classes
of PDF shareholders, a high marginal tax rate individual (normally facing a 48.5% tax
rate) and a superanriuation fund (normially facing a 5% tax rate), when the company rate
of tax is 36%.

Effective Tax Rates 1o lmes(ors on  Dividends are Paid by PDFs

Form of PDF Income .

Capital Gain Interest Franked Unfranked

--‘ ' fram Equily Inconk Dividend Dividend

Typeof [ High Marginal Tax 15% 25% 6% 0%
Investor | Rate Individual

| (48.5%) . .
Superanavation Fund ' 6% - 1G% 15% 0%
(13%) : ' 2

Source: Dépl. of Indusiry, Scienee and Technology, Austsalia.

1.3.2.6 Italy

In lialy the number of SMEs exceed 200,000. 120,000 SMEs 'm, registered wuh
CONFINDUSTRIA (The Italian Confederation of Industry). The 95. 2% of lhOSL SMEs
belong to small cnlupnses which havc cmplo) ces-less than 100 pcoplc

Since lhc lialmn ccouomy has dwa,lopgd on the basc of ‘SMES lhe cumral 'md
-~ local government have taken various financial supporting measun,s lhrough the cnacimuat :

of laws mainly for the purpose of Iechnologlcal innovation, R&D activitics, markumg
research and investment for capital goods.

From the viewpoint of ﬁnancml support, thc l‘ollowmg mcasur:,s pmcucad in
ltaly, are considered to be very informative for Argcnlma _

(1)  Financing program of MEDIOCREDITO CENTRALL'

MEDIOCREDITO CENTRALE was incorporated in 1952 as a credit institute o
provide medium and long-term loans to SMEs and to support export credits.
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Today MEDIOCREDITO acts as an industrial policy agency implenienlihg various
laws providing incentives to businesses on behalf of the govcmmcnl MEDIOCREDITO
alsoactsasa dcvclopmem bank offering LOI!IP(\HICS innovative financial solutions to-
finance investments, exports, various pn)]cus and cquity needs.

L.oans to SMEs

MEDIOCREDITO CENTRALE, in cooperation with banks extends long-term -
corporate loans, finance for new business initiatives, expansions and investments in new
technologies undertaken by SMEs.

This is performed through CO-financing and re-financing opc'mlions o favorable
market rates. In paiticular, MEDIOCREDITO CENTRALE proﬁdes'rc-ﬁnancing/co-
financing facilities, pariicipating loans and short-term debt consolidation loans.

_ The borrowing enterprises have generally the following features: no more than
500 employees, net fixed assets not exceeding 75 million ECU, and not owned by large-
sized enterprises to the extent of over one-third of their capital.

Re-financing facilities, for instance, have the following characteristics:

Purpose of loan: - Reat cstate intended to be used by corporate
o - Machinery, plauts, equipment _
- Permanent stocks of caw materials or semni-finished goods

Extent of financing: Up 10 70% of the investment scheme (or 80% in specific areas
o ‘ listed by the European Union - EU), and up to a maximum of ’&
billion Lirc

Interest rale; Floating raté calculated by the most widely-accepted market
' ' - parameters
Duration of loans: | (}cncially_not beyond seven years
- Procedure: The Applicalion for financing must be forwarded by enterprise to

a bank authorized to handle ME DIOCRFDITO CENTRALE re-
financing facilities
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(2) - Guarantee system for financing

In ltaly the system of collective guarantce consortium has been widely developed
all over the country in order to facilitate the access to borrowings from financial

institulions.

Under the FDERCONFID! (Federazione tra i Consorzi di Garanzia Collettiva dei
FIDI), there are 97 consortiums (CONFIDI) all over the country with 32,000
membership SMIZ s. ‘The first CONFIDI wis established in 1961 in Como, and during
1970s many other consortiums weic created.

‘The nxain fusiction of CONFIDI is to provide finarcial instifutions with guarantee
for short-term borrowings. In addition to that, they provide guarantee for leasing,

factoring and real estate financing with duration of beyond 2 years.

_ The total balance of guarantee as of December 1992 amoumed (0
3,233,600,000,000 Lire covering 19,673 loans.

The system of CONFIDI can be illustra_tcd as mentioned below.

Government : ' Local Goicenent | | Chaniber of Commerce

) . | cravibation tor
Conlribulions _ N .| risk fund Contribetioa for
' risk fund
CONFIDE ¢ | FEDERCONFIDI
Contribution for - _ = : - e
sk fund (guaranc fee) : ;
Guaraniee consignmicm o © - Contribution for
conlract : | Gearantee | _risk fuinf
f o N
SMEs - Financial Institutions
i Lending {Loans)

While FEDERCONFIDI belongs to industrial séctor thére are other federations
such as FEDERASCOMFIDI for mmmen.nl sector, CONFAPI for SMEs, FEDART-
FIDI for artisans.

Geheral féatire of CONFIDI

- CONFIDI is non-profit making consortium and therefore they are exempted from
tax payment. ' '
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- The basic fund for glnmntee consists of t,ndorsemem fund (prllale socmle) risk
fund (Fondo rischi) and pooled guarantee fund (Fidejussioni)

- Extent of guarantee is usually up to 50% of lending amount

- Guarantee fee (contribution of risk fund) ranges from 0.075 (o 1.50% oflendmg
amouat

1.3.2.7 U.S.A,

Sm_a“ businesses are a critical part of the U.S. economy. They employ almost
60% of the work force, account for about 40% of GDP. More than 600,000 new firnis
have been created annually over the past decade.

The main extémat sources of financing available to small businesses are debt
capitat from financial institutions or bonid issues and also equity capilal from venture
capitalists or small business investiment companies, -

In recent years while comimercial and industrial loans outstanding from U.S.
© banks have shown no increase or decling, business loans by the U.S. Small Business
Administcation (SBA) have made significant increases.

A continued strong stock market has been prdviding a str‘ong stimulus to'the initial
public of] fering aud vcnlure capital markcts ‘Funding in these markets have been
continuing at a high level! The fo!lowmgs are bricf features of the SBA’s loan programs
and NASDAQ stock markel whlch is very important and dynamic stock market for the
initial public offering of SMEs.

{a) The SBA’s guareinty loan program to small businesses

SBA’s basic guaranty program is generally used to fund the varied long-tenn
capital needs of small businesses. Guaranteed loans are made by private lenders; usually
banks and guacantecd up 10 90% by SBA.

- Eligibitity
The business generally must be operated making profit and within the size standards
set by the SBA. In the case of manufactuting sector, maximum number of employees |
may range from 500 to 1,500, depending on the type of product manufactured. There

r)



Vol. VI (Chapter D)

are SonKe excmpllons of loans for those busmcsscs tike newspapers, magazines or
specuIallonfuwes(mcnt in rentat real estate.

Use of proceeds
L.oans are available for many business purposes, such as real estate, expansion,
cquipment purchases, working capital or inveatory.

Termis of loans
The lengih of time for repayment is usually 5 to 7 years for working Lapllal and up to

25 years for réal estate or equipinents.

Both fixed and variable interest rates are available. Generally interest rate cannol
exceed 2.75% over the New York primé rate.

The SBA guarantees up to 90% of the amnount of toans up to $155,000 agaiﬁsl

loss due to borrower default. On larger loans, the SBA usually guarantee 85%, up 1o a

maximum guarantee of $750,000.

“The SBA takes all collateral available mcludmg personal gmnntces or licns on

personal assets of the principal owners.

{b) c;peclahzed {oan programs of lhc SBA

In addition to its regular loan progmm SBA makes a number of specnlmd

© programs to meet the particular needs of sma!l businesses. -

Small loan prograin

This program allows lenders making SBA guamnlccd loans of $50,000 or less with
greater than 12 months. The guarantee fee remains at 2% of the amount that SBA
guarantees on loans,

‘Microloan program

Under this progeam, loan ranges [rom less than $100 toa maximum of $2‘S 000 ) llt.. :
proceeds of the loan can be used for the purchase of machinery and eqmpmcm
furniture ’md fixtures, inventory, suppllcs and working capital. A muroloan must be
paid on ihc shortest term possible -- no longer than 6 years.
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- - International trade loan program :
This is designed to help small business obtain long-term ﬁnancmg o develop or
expand mlemanonzﬂ markets to assist sinall business adversely af fected by
competition from imports.

Loan funds may be used to buy land and building(s); build new facilitics; renovate,
improve or expand existing facilitics; purchase or upgrade cquipment and fixtures;
and to inake other improvements.

SBA can guarantee up to $1.25 million and up to $250,000 for working capital. .

- Other programs
There are many other loan programs such as contract foan program, pollution control
loan program, export revolving line of credit program, seasonal line of credit
- program, etc,

(c) The listing siock market of SMEs
[n many countries it is not so easy for SMEs to be fisted in a slock market up until
" they successfully grow up and fulfill the financial requirements for initial listing.

In the case of Japan there are two main slock mzirke!s for big comp:'miics (first
section and second section matket) for smaller companies, there is an over-the-counter -
. markel and riow under discussion whether or not to create the sccond over-the-counter
“market for small businesses.

The ndst ﬁmous :mrkct for hstmg SMEs is NASDAQ in the United States.
:Tod'ly, NASDAQ is the fastest growmg and the second largest stock market in the Umtcd
States. H is also the second largest equity market in the world on the basis of its dollar
- volume.

-~ The NASDAQ Stock Markel is composed of two segments:
1) . The NASDAQ National Market, which has more l_han' 3,400 well-
capitalized companies including iany well-known names tike Apple

computer, INTEL, MICROSOFT.

2) The NASDAQ Small-Cap Market, which has more than 1,300 smatlér,
cinerging growth companies. The requirements for listing in this market
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are significantly tower than those for NASDAQ National Market
companics.

Those emerging companics after Bccoming more cstablished, they often move to
the NASDAQ National Market from the NASDAQ Smalt-Cap Market. Increasingly,
well-known and successful companics oftcn move to the New York Stock Exchange
fromi the NASDAQ National Market later on.

“Fo be listed on the NASDAQ Stock Market a company must mgistef its sccurilics
with the SEC which ineans that cach NASDAQ company niust publicly disclose
inforniation about its business, resulis of operations, financial condit.ion, principal
sharcholders, and management. In making these disclosuies, a NASDAQ company must
follow uniform standards prescribed by the SEC.

In addition to SEC registration, those coinpanies st meet various qualitative
~and quantitative standards before listing on NASDAQ and to retain their listing, they must
meel maintenance standards.

The suminary of financial requiremnents for initial listing on the NASDAQ Small-
Cap Market is as follows: ' '

Entry - Maintenance’

- Requirements . Requircinents
Total assets “$4 million = - - $2 miillion
* Total stockholders’ equity - $2 million : $1 million
Registration under Section 12(g) of ' ; o
the Secunities l*xchqnge Actof 1934 : :
orequivalent . 0 Yes : Y(,s
Pubtic float (shares) - S 100,000 - 100 000
- Market value of public ﬂoat : $Simillion - $200,000
Sharcholders - 300 - 300
Minimum bid price per share 83 B K
Number of market makers 2 - : 2

Since NASDAQ Market is opened {0 OVerscas non- U.S. based conipanics
Argentine companies are able to raise equity ﬁnanung in this market as long as lhey meel
the financial requirements and a corporate governance standards of the 1mrkel
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2.1 Introduction

‘In recent years, the role of SMEs in industdial developmeit and the impoitance of
policy implication to strengthen SMEs have been widely recognized in a number of
countries under market cconomy.

The major reasons why SMEs are important and why various supporting
measures have been reinforced by the governmients are as follows. Firstly, it is perccived
that SMEs’ potential growth is high and they will becone the driving foree for fuither
expanston of the entire economy. The second reason is that reinforcement of SMEs’
competitiveness will be indispensable in the era of real global competition, SMEs need to
maintain industrial finkages with targe enterprises.

It is imminent that SMEs must keep up technological iiihovation in order to sustain
their growth.

“Needless to say, private enterpriscs improve their technical activilies by their own
decision. However, it is not easy for SMEs with fimited resources suchas funds,
expertise, human resources and information to :mpmve their lC(.thﬂl activities without
exlernal assistance. Therefore, public support are needed to qupplcmenl their self efforts.

‘Under a closed economy in Argemiha:ﬂmil the‘chd of.1980's, the binsincf:ss
environment did not promoted innovativ > activities of SMES through free conipetition.
The closed economy was converled toan opcn cconomy in the carly 1990 s and lh:, :
Afgcntme market was tinked more tighlly with mlem‘\lmnal markel

Though SMEs have been making their innovation efforts since then, the lag
resulted in 1980’s has not been completely recovered until today. A lot of SMEs with
weak compelitiveness have already disappeared from the market.

Fu'rlher:intematibnal competition will inevitably result in more severe cpnzdii_ions
of the selection and survival of enterprises in the future. However, SMEs with adequate
competitiveness will be able to catch a chance of growth. The Govermineat shoutd help
such SMEs.
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2.'. 2 Issues ah(l Recommicidations

2.2.1 Current Acl1v1l1es and Needs of SMEs
in Technology Acquisition

The study team examined in cooperation with CEPAL the activilics and needs of
39 enterprises active in technical ficlds ranging from leather processing to fine cheimicals,
metal products, and scientific instrumentation. '

All SMEs in the sample engaged in technical innovation financed their necessary
ex'pe:ndilurés with their own funds. Though the vast majority were pursuing independent
technical innovation solely by their own, another 40 percent (the second targest share) :
were engaged in programs supported by outside private organizations. Such support eame
primarily from the clients, consultants, suppliers, or other private firms. By contrast,
almost none of the enterprises in the sample were receiving suppott from public
institutions or programs. What is more, they apparenily saw no difficulty in obtaining
technology information, perse.

Lack of funding was cited by the largest aumber of SMEs in the sample as an
- obstacle to future effort in'tcchnologica! development, Inadequate support was the
second-most item. As to the type of support desired, funding was cited the most followed
by support in the areas of prdccﬂs development, the acquisition of information on new
technologles, and trammg, rclalwcly few ﬁrms cited a need of support in the area of
| producl developmenl

! Thcs¢ ﬁndingé suppoﬂ the following conclusions.

' ("l) To date, the sample SMEs have assumed a cautious stance in pursuing their
technological development. They have held their technological dcvclopmenl to a level
they can finance with their own internal funds. In effect, their technical innovations |

hoare for the most past an extension of past accomplishment.
(b} - The sample enterprises recognize a need (o enlarge their developmient activities and
ihéreby strengthen their future compelitiveness.
(¢) In pursuing shat lofty objective, however, it is anticipated they will face various
difficulties in the area of technological dévelopmcm. For that reason, they now look
forward to receiving technical support, albeit apparently from private sector sources.
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Tabte VI-2-2-1 Potenlla! Obslacles to \e“ Efforts in Development
{As Percelved by S‘implc Manuhcturmg SMEs)

. : {Unit: M)
1) Personnel Héavy cost | _l_gurden o 18
Intemal personnel shortages 10
Difticuliies in contracting qualifie d pcrsonr!g_l ______ . )]
Troining related difficultics ey 8
: Poor access to consulling services - 0
2) Facilities and Technologies Expenseinvolyed ¢+ B T b
: ' Inadequate technological information | 10
© Daadequite expertise : 8
3) Othars’ * |inadequate funding © 46
Inadequate development assistance R 1
High business risk ' - 15
inadéquate technical assistange 10

Source: CEPAL

Table VI-2.2-2 ’[‘ypes of Quitside Assistance Desired (By Sample SMEs)

(Unit : &)
Financing 62
Process development 26
Technological m!‘ormauon 23
Training = . ) 21,
Product development : i L
Technical assistance . 15

Source; CEPAL

The study team also visited approximately 20 SMEs in the automotive parts
industey and queried each about its business strategies, financing, qmliiy con"lr(‘)], and
technologies. The majority were either blue-chip supphers or unaf filiated manufacturers -
of aftér-parts. Pmnanly for the reasons outlined below, it wpears lhe teuhmcal nccds of
these enlcl]mscs are for lhe most part belng met.

(a) - Automotive assemblers and other carporate cliernt:elc fi tirﬁish téchrﬁcal :gu!idémce_‘lo
blue-chip suppliers. |
(b) ltis relatively easy for blue-chip suppliers to obtain licenses from forugn
' compames
{cy Most unaffiliated manufactures of after-pans have a m'isscd arscnals oft,xcluswc
technology. Whereas some hiave developed their owa, mdepcndcnt hc1ht|cs and
processes, others have pursued produchon -line mod;ﬁcauons wilh the assistance
“of locally based machine-tool dessgn and development firmis. Foreign suppliers of
plant equipment and technologies have typically provided needed information and
consulting on new technologies.
(d)  Automotive component firins basically utilize INTI testing, analysis and
- evaluation services and p'rodu:ct-ceﬁi_ﬁcalion {rameworks.
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{¢)  These firms have been active in gathering information on techiologiés and
-~ technological trends in the industrialized cconondies, and often participate in
international business shows and industry seseaich seminars.

2.2.2 Current Programs to.Suppm‘t SMES

in 1992, the Argentine Government Iaunched a3 -year SME mdusiml promotlon '
_pfogram that bundle sub-programs of public sector Support for SMbs undestakings in
technology development, the acquisition of new technology and enhancements to existing
technologies.

Technical Support Progranis

(1 INTI1 (National Institutc of tndustriat Technology)

INTI was éngaged in the development of industiial tectinologies and assisted
public and private sector firms with technology development undertakings prior to
implementation of the above mcmioﬁcd 3-year government progra'm. Under said
- program, it is now responsible for providing various forms of technical assistance to
- SMEse.g., in such areas as testing, analyses, and evatuations, product certification,
tech nic.al guidance, technology developent, téchnology transfer and collaborative
development projects. OF course, these aclivitics are also being provided to large
- enterprises, they have rot been limited to SMEs in any sense. - At present, however, major
- activities of INTI arc c&né_cnlratcd on testing and analysis.

In addmon to supemsmg tcchmc'\] assistance in the area cited above, Ihc lNTI
'1Iso servcs as the government institution responsible for running the technical support -
program under the jurisdiction of the Subsecretariat of Siiall and Medium-sized- industry,
and as such; it co'opcral'cs closety with that agency.

2y CIEl (Center f_of Information and Industrial Statistics), Information Center for
- SMEs ‘ |
This program consists of information services aimed at supplying enler:priscs with
informaﬁon held in the Central database of the Seerctariat of Industry. ‘The systei for the
' proﬁision of those services is a computei‘—b'ased' information network linking together
ocal information centers for SMEs that have been set up across the nation. Presently,.
though the system sérves primarily as a data source for industeial and trade statistics and
corporate directories, not for technology-related information, per se.

3 Suppliers Development Program
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Launched in August 1994, this is a rciaiivciy new program. lts mission on is to
assist small and medivm-sized su'pp'licrs of large enterprises in cultivation and improving
their strcngths in the area of quatlity, desigi and technology enhancement. As of July

11995,14 targe enterprises were engaged in program-based efforts to assist or train their
suppliers.

Credit Programs for the Acquisition of New Techanologics and the Pursuit of
Technological fnnovations

(1)  Credit for Acguisition of Technology

This program was set up as a course of funding for low-interest, medium-term
loans aimed at assisting SMEs in effort to modernize their technologics and management
practices. It provides credit for SMEs undertakings in process and product tu:hnology
development, thly controt, and the modemization of organizational structure
(Administrated by the Secrétariat of Industry, 4% subsidies for the credit fumished”
lhrough commercial bankmg channcls)

(2)  Argentine Technology Fund (FONTAR)

FONTAR provides medivm-terin credit with concessional rate for various
undertakings of SMEs: e.g., in new technology ot product development, the eahancement
~ of existing technologies or process the establishment of pilot plants or production of _
~ prototypes, and the introduction of producllon control tuchnologles Ehg:b!t, projects st _
exceed 12% of internal rate of n,lum ‘

(3)‘ : Nauoml Program for TCLhnol()glC"tl !nnovauons and T ranslus _

~ Set up with the ob;ectwe ofbols{crmg compcum reness through the promonon of
R&D and Technology transfer, this program provided medivm- term financing with a
concession rate and subsidies (Administrated by National Institute of Science and
Technology, with credit fumished through the BNA)

The governhient programs which have n,ccnlly becn launched in Argcnhm for
provndmg SME:s with technical support have yet to bear fruit ‘as envisaged because of the
limited availability of fund and cxpemsc ‘The Government is, however, on the process
of enhancing these programs as demonstrated by the enactment of the Law 24467 in
March, 1995, which stimulates the establishment of Sistema Unico Integrado de
Informacion y Asesoramiento (the Integrated System of Infonmation and Advise for
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SMEs)!, and the expansion of the Supplicrs Development ngiam.

It is certain that these programs will eventually bring forth expected achievement
in the future by the Govermment positive supposting policy for SMEs, involving as many
SMEs as possible in the programs.

2.2.3 - Issues and Récommendations for
Public Support to SMEs

Recommendation 1 Promote publici'ly_ to make the programs
understood by SMEs '

Issues ,

Programs now in progress provide the foundation of ass‘istanc_é for core SME
acliﬁlics in the area of technological development. Thcy include programs of téchnical
guidance, of publlc institution-led t«.uhnology dcvelopmenl zmd of credit for lechnology
acquisition and development. Nonetheless, most SMEs remain relatively cautious about
the idea of wtilizing public support programs for Va(IOLIS season. Judging from the
experiences of the firms which we surveyed, SMEs in general have apparently reccived
little information on programé. Another factor etTeci'wclyf hmnp{:n"ng'thc ulilization of the

progeams of ¢redit for technological activities s the strong aversion SMEs generally have

“about putting up collateral in order to receive such credit. This, however, is
fundamemally a credll SYSlt m issuc, and as such is oulside the scope of thls section of
the repon ’

: -Rg; ommiendation - |

| Muitual underslandmg between supphcrs of public suppon and the SMEs who
apply that support will be an essential precondition for the effective promotion of these
programs.

- Tothat end, the government should take action in impraving the level of dialogue
- and root out causes of misunderstanding. Specific measures for that purpose are outlined

" below.

{(a)  Supply information to SMEs in a readily compreheiisive format

1 According to the Article 32 of Law 24467, the syste m will be established {o provide SMEs
with various information and advice such as technology, organization, accounting, finance and marketing
in the whole country. Related information useful to SMEs will be collected both from public and private
sectors.
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At present, most of the documentation on public programs of technical support
provide overly abstract explanations of program content and objective. There is certainly
ample room to reconsider whether the SMEs who reecive such materials actually find the
information contained therein to be easily understood or of interest. Jwill likely be
essential to also take steps toward providing as many companics as possible with concise
and clear information on program benefit. One practical method, for example, would be to
work togethier with companies that have already participated in and benelited from such
schemes of public programs, and produce and distribute one-page accounts of their
“suiccess stories”.

In publicity-oriented undentakings of this Kind, it wiil be important to draw on as
many comniunication channels as possible: ¢.g., newspapers, private trade publications,
letter corrcspondencc, telephone contacts, facsimile transmissions, and E-mail networks.

* == Action program =
“h Establishment of a working team composed of the membcrs who n,pn senl cach of
existing organizations concerned.
(2) The team will work as follows. : .
(i) Identification of successful cases in which technologicat dwdopmcnl or
iimprovement have bcc_n suppoﬁcd by the public technical support
: MEASUes, . ‘ o
Sy . Apalysis of the succcss hctor of each msc ldml|ﬁcd, and
v (i) iProducmg ‘Suecess slory ofe'ach lypc of mduslry
An 'tppropmtc model for l‘Lle’LI‘tCL of the Argmum would be the * success slory
of the Australian supp{m program. : ‘ : o
K)) The Suchcretanat of SMEs will dmsummtc the “success story“ to all en_icnpriscs
registered in the RIN.

{(b) Slrcnglhcn the initiative of private sector’ enlreprencur assomalmns
in conscnsus- bmldmg _

Secking the full cooperation of local administration, research aboratories and -
private enlrepreneur associations, and striving to have them play a conlinual suppoItive
role, consensus building will be vital. ' '

“This can be expected to eﬂcc!wely increase SME contact and famitiarity wnlh
puhhc programs, and spont'meously improve private sector receptiveness to, and
understanding of, the intention of central governinent institutions. Smoother
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communication will result as well because program cx_ponénts and targels alike will be

private business and businessmen.
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= Action pro'g'r'am =
Under the initiative of the Subsecretariat of SMEs, cach public technical support

(b

Issues

entity will collaborate with the provincial governments and private industrial

associations in order to implément the following activities.

(i)

(i)

(iii)

{iv)

vy

The provincial goveimments or private industrial support will hold -
seminars for guidance of existing technical support programs, co-
sponsored by the public éupp:oﬂ entities. The seminars will be held in the
capital and major cities of each province, depending on the number of the
SMEs located in the region.

In each seminar questionnaire survey with be conducted on the
participating SMEs to identify their technical assistance needs.

Each provincial administration or private industrial association will
undertake the function as the gateway to the public suppost prograllls :
helping each SME to find an appiopriate progeam.

Each provincial administeation or privatc_indiis(riai association will hold
regularly a “technology consulting day”, to guide technotogical problems
of eachi local SME, with cooperation of the public support entities
concerned. - '

A *technology SMEs club™ of technology oriented SMEs would be
6rgailized without charging meriber’s fee under the management of each
gateway. To support the galeway's activilies, ptlbiit, technical support
entities would offer the latest lechnology related infornation and also hold ‘

a scmmar for this club mcmbers

i

Recommcndat:on 2 hxplore a possibilily of mtloducmg lhc mcentwe for

R&D activily

More than anything cise, SMEs crave financing for technology development.

‘Already, no less than three public programs have been set up to fumish cn,dat for’

undertakings mmed at achieving technical innovations or breakthroughs. As nnplc:mnled
though, they place practically all the burden of risk associated with development work on .

the shoulder of the eligible SMEs. Necdless to say, onl y a limited number of blue-chip

SMEs are positioned to take advantage of these credit sources.
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Development work on any promising new technology exposes the developer toa
formidable burden of risk. R&D-criented tax breaks count as one way of providing
private seclor enterprises with enough incentive to accept and confront that risk.

The Argentine Government has :'l!re:idy introduced a number of measures aimed at
promoting private investine;m; these include its industsial testructuring and specialization
regime, the elimination of import duty on capital goods and the automotive industry
regime. Such actions have been effective. Moreover, tax breaks for R&D aclivities, if
intcoduced, could show impressive results.

It therefore seems advisable (hat tax incentives of this kind be explored and
implemented at an early date if demonstrated to be justifiable.

= Aclion program =
“A committee for R&D tax concessions system’” consisting of members who
represent all the organizations concerned will be set up.

The committee is responsible for the following task.

(i) Definition of the target R&D (o be covered by the tax concessions

@) Survey on the enterprises regarding the current taxation and R&D activities

" (i) ~ Examination of effcctive lax concessions systems based on surveys on various

~ countries. (Tax concession systems of Japan and Australia are reported in section
3 of this chaplcr ) — ‘ .

: (iv) The Govemmenl shouid make thc tax concess;ons systein pcrfcci!y known to

C individual SMES if its adepuon |Sjusl|ﬁed

' Rec_ommendatlon 3 Fslabllsh a comprehenswc l‘ramc“ork for efforts in
technical support

Issues

Govemmem in many countrics world-wide have amched growmg importance (o
‘SMEs 'md taken extra pains to reinforce and expand their SME-orientéd support
programs. In view of the fiscal constrains and the relatively short span that has elaptsed
since implementation, Argentine measures of this kind are still in their formative stages.
A challenge now is to add substance to an emerging support framework without wasteful
investment. | '
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| Rg_c‘onnﬂi_acndalig;l

(a) Prepare programs aimed at strengfhening the capacity of
personnel responsible for technical support

The qualification of each technical advisor will be an important factor determining
(he effectiveness of any undertakings aimed at furnishing technical guidance. Onc issue at
present, however, is that most such personnel have not been teained to serve as advisors
specializing in the provision of technical guidaice to SMEs.

To address this issue, we recommend that Argentine entities concerned, including
INTI, invite advisers froin a country with an established track record in providing such
supportt to SMEs, establish domestic frameworks for the training of Argentine advisors,
and in tandent with that undcnakihg, set up training programs overseas for the tocal
enlerpriscs or organizations that play an advisory role in the provision of technical -
support. The saine measures would apply to thic personnel responsible financing for
technicat sUpport.(A:shmt-rangc issuc) '

= Action progrant =

(i)~ The Government will conduct a survey to identify the primary fields of lechmcal
support for SMEs, which are of great neéessity and can be easily accepled by the
local manufaclunng SMEs in Argentina. Based on the conclusion of the _survcy,
the Governiment will provide sbecial programs as llléxilidaxcd below, to train
Atgentine expeits as care pcrsmncl for the SMEs assistance. '

(i)  The Govemmenl will m\me foreign experts of SM Es techaical suppon field,
'Ihrough an cffective means such as an international tcchmml cooper'mon program,
etc. In addition, training courses will be established so that Argentine experts of
public entities concemed can be given intensified expertise. |

(iii) = The Govemment will establish a program to dispatch Argentine experts of publlc
technical support entities for training in forugn lnshlu!mns

(b)  Strengthen institutional networks for technical support’

Unless Argentina can create a framework for technical support that is suppoitc.d
by the cooperation of public and private institutions, such support will be extremely
limited in its scope, i.c., in terms of the number of beneficiary SMEs. Accordingly, the

_Govemment must have maximuin possible participation from those institutions with
expertise in technical support for SMEs. To bring that cooperative net work into being,
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hewever, it will be unpgmlwe to drastically sucnglhcn the pow ers and capabllmes of
those institutions expecled to form its core.(A mcdmm to Iong tenm issue)

= Action program =
~ The framework of action progeam for this issue is primarily same as that of the
case of the Recommendation 1 (b).

(¢)  Create a computer-based information network system
in the technical support ficld

Hamessing the capabilities of a fully computer-based information network would
enable the activities outlined in (b) above 1o make significant strides. That network should
be put together, however, for reasons beyond those of its usefulness to the immediate
goats of technical support. Argentina currently lacks systeis of electric distribution of -
information on new technalogies, industrial patents and property tights, and so forth.
Further, it still Iags in terms of certain elements of information infrastructure vital to lhe
- provision of technical support. Therefore, to cope with this situation, one has to explore
* the possibility of establishing a compulér«bascd information nctwork that connects the

valiable dalabasé run by the institutions and organizalions involved in technical suppost
- activitics to SMEs. The existing information systems in Japan, Australia and Mexico are
- meditioned in seclions 2.2 and 2.3 of this chapter. {A medium-to long-term issue)

o= Aclmn program = :
The team suggcsls that thc Govemment sheuld ﬁrsl carry out a study on design
and developn_lent of a computer-based technology mfonl_mllon network system.

© As for this study, an international lechmcal cooperation will bc taken into
consideration,

ln lhe study a feasibility analysis will be made on the technical and economic
aspcc(s of mlroducmg a new information nelwork system. Terms of reference of the
study should include the following aspects.

(i) Suitable relation between lhc'new‘informatioﬁ network Sysiem recomimended and
the Integrated System of Information and Advice for SMIEs
The study results will recommend an appropriate relation between the computer-
based information network for technical support and the lnlegr'ited System of Information
and Advise for SMEs (Sistema Unico lntcgmdo de Informacion y Ascsoronnuuo) which
is indicated in Article 12 of Law 24467,
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(i)  Category and specification of the information network and its databasce
The study will examing the purpose of and the way 10 use the information network
system most appropriately.

(i}  Framework of the information fcgiélmlion mnder the system

The study will draw a regisirition system for the information network system.
Private large cnterprises which are the treasure house of technology information should be
invited to register their techirology information.

{iv)  Framework for the use of the nelwork _

The study will provide framework for users lo approach the information network
system. It is timportant lo assume that any partics including individuals can use the
inforimation nétwork system. The system wilt be bitingual; English and Sp’zinish.

(v) Evaluation of compulerized conmmunication technologies 1o be adopted

Such technological innovation will be realized probably by the use of the
INTERNET. The study team analy.gc the merits and demerits of thc lNTlfRNET system '
as against the other computerized communication systeins.

(vi)  Estimation of the developiment and Op'cmiion costs
The study will estimate the dCVLIOleCﬂl wsl and the optmuon cost of lhc

lnformauon nctwork syslcm

“(vii) ~ Examination of serv;cc f'm,s chargcd to uscrs .
The level of service fares of the information network systcm should be fixed not
-pased on the dcvclopmcnl and operation costs bt according to the SMEs' wullmgncss to

pay.
‘(viii)  Plans for cash-flow projection of ihe mformauon fictwork syslcm

The sludy will provide fund raising plaus for *md incone st’ltcmcnt projection of § -
the information network system. '

(ix)  Organization plan _ _
The study will provide an organizational framework for the information network

systent,

(x)  Tender for buitding the information network system
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The study will prepare specifications for the international tender to contract the
construction of the information nietwork sysiein, ' L
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2.3 _ Measures for Supportmg SMEs
“in Brazil, Chile, Mexico, Australia, Malavsaa, Korea
and Japan

2.3.1 Framework for Cross-national Review

The team has reviewed technical support measures to SMEs implemented by the
public and private institutions in Brazil, Chile, Mexico, Australia, Malaysia, Korea and
Sapan.

Based cn the field survey, the team has compiled, in this chapter, a report on the -
programs with remarkable performance, and/or with some unique aspects.

Measures practiced can be classified into several categorics; technical training,
technical guidance, R&D suppoit, léchnology-rclated information & technological
ekchange and fostering of small and medivm-sized suppiiers Thus, the struclure of the
supporting measures could be suinmarized as shown in Figure 3.2.1, allhough none of
these cowntries has full coverage of all the categorics mentioned above.
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