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The OECD Eastern Europe and South Caucasus Initiative 

Launched in April 2009, the OECD Eastern Europe and South Caucasus Initiative is part of the 
OECD Eurasia Competitiveness Programme, which aims to contribute to economic growth in Armenia, 
Azerbaijan, Belarus, Georgia, Moldova, and Ukraine. Its objective is to share with the governments of the 
region the knowledge, experience and good practices of OECD countries to create a sound business climate 
for investment, enhance productivity and support entrepreneurship, develop the private sector, and build 
knowledge-based economies to render its sectors more competitive and attractive to foreign investment. Its 
approach comprises both a regional policy dimension, which entails peer dialogue and capacity building, 
and a country-specific aspect supporting the implementation of a number of prioritised reforms. A sector 
analysis is also included, covering the formulation of targeted policies and strategies requested at the 
industry level. Within the framework of the programme, public authorities, the private sector and civil 
society within these countries have been engaged in a dialogue and collaborative process to support policy 
actions and identify key barriers to sectoral competitiveness.  

The participation of all stakeholders in the reform process, including foreign investors, is considered 
to be crucial for guaranteeing the effectiveness and transparency of the recommended policies. 
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Foreword 

Since 2009, the OECD Eurasia Competitiveness Programme has supported the 
Government of Ukraine in advancing national economic reform through its “Sector 
Competitiveness Strategy for Ukraine” project. This handbook contains the conclusions of 
the second phase of the project. It addresses specific policy barriers to improve 
competitiveness in one of the sectors with high investment promotion potential identified 
in the first phase, namely agribusiness, with a focus on access to finance.  

During phase II (2011-12) the OECD worked with the Government of Ukraine, the 
private sector, international organisations and civil society to advise on how to remove 
sector-specific policy barriers, exploiting its industry and policy expertise to focus on the 
most practical and effective measures.   

The project is conducted in collaboration with the Government of Ukraine and 
financially supported by the Government of Sweden.
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Executive summary 

Unlocking SME financing is a major policy priority for 
Ukraine’s agribusiness sector 

Unlocking access to finance in Ukraine’s agribusiness sector is a key policy priority 
to improve productivity and attract more domestic and foreign investment. 
Agribusiness has traditionally played an important role in the country’s economy and 
has the potential to be a source of growth in the future. The sector represents more 
than 20% of the country’s exports. However, it accounted for only 4.6% of Ukraine’s 
Foreign Direct Investment (FDI) in 2010 and loans to agribusiness only 5%.  

Ukraine’s agribusiness sector benefits from several advantages: first, favourable 
natural endowments; second, significant cost competitiveness in production; and, 
third, proximity to key consumers. For example, the attractiveness of the grain value 
chain lies in the natural fertility of the land and low production costs, which are almost 
half those of other international players. Domestic and foreign investors are also 
encouraged by the possibility of exporting abundant output in a context of rising 
commodities demand and prices.  

Nevertheless, the country still faces some challenges in fully exploiting its potential 
and successfully attracting higher FDI. The Sector Competitiveness Strategy of Ukraine 
report (OECD, 2012a) identified access to finance as a major constraint hampering the 
productivity and growth of agribusiness players and in particular small and medium 
enterprises (SMEs). Despite accounting for more than half of the country’s agricultural 
output, SMEs do not receive enough credit lines to finance working capital and 
investment. Commercial banks are reluctant to lend to these firms and hedge 
themselves against risk by raising either the interest rate applied to loans or collateral 
requirements. For example, the interest premium on loans to agribusiness was around 
10% in 2010 and credit rationing has intensified as a result of the global financial 
crisis. The OECD Country Capability Survey (CCS) conducted in Ukraine in 2011 
provides evidence of this credit gap: more than half (58%) of firms surveyed reported 
difficulties in receiving both short- and long-term credit from commercial banks (OECD, 
2012a).   

This assessment is based on two OECD frameworks, notably the Policy Framework 
for Investment and the Policy Framework for Investment in Agriculture. As the Policy 
Framework for Investment highlighted, better access to finance for SMEs could 
contribute to an environment attractive to private domestic and foreign investors 
(OECD, 2006). Furthermore, the Policy Framework for Investment in Agriculture 
identifies financial development as a key policy area in this specific sector (OECD, 
2012b).  
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Different policy barriers currently hamper access to finance 
for SMEs in Ukraine 

Several factors contribute to credit rationing in Ukraine. For example, the financial 
sector suffers from weak competition. High risk aversion makes commercial banks wary 
of lending to smaller businesses. This aspect is even more relevant when dealing with 
agribusiness, as the sector is exposed to specific risks such as high price volatility on 
commodity markets, weather disruptions and a wide range of diseases. Also, the legal 
and regulatory framework is still limited, for example land ownership is still not fully 
documented. While active in the country, microfinance institutions have been impacted 
by the recent financial crisis. Finally, financial education is limited, with SMEs trusting 
family or friends, rather than financial institutions.  

Current public support programmes, which include an interest rate compensation 
scheme and an agricultural machinery leasing programme, could be further improved. 
First, emphasis is put on lowering the cost of borrowing rather than targeting credit-
constrained SMEs. Second, these programmes usually do not have eligibility criteria or 
if present these are too broad, so that companies are eligible to apply regardless of 
whether or not they are financially constrained. Third, they currently do not address 
important regional imbalances. For example, the regions of Cherkasy, Vinnytsia, 
Poltava and Kharkiv have high agricultural outputs but receive modest allocations from 
these programmes. Fourth, the assessment of their results shows that only a small 
proportion of firms benefit from the programmes, usually large agribusinesses (USAID, 
2012). Finally, interaction with market players (e.g. private banks, credit unions, co-
operatives) is weak. Greater co-operation with market practitioners is potentially 
important, since they have the relevant expertise to identify agribusiness SMEs with 
viable projects but lack access to finance.  

International experience in credit guarantee schemes 
shows potential benefits and ways to overcome risks  

Different sets of policy initiatives could be envisaged to address these policy 
barriers and often work in a complementary way. They might include, for instance: 
strengthening the regulatory framework and the collateral and provisioning 
requirements; developing diversified non-banking financial institutions; supporting 
microfinance institutions; improving financial literacy and entrepreneurial skills; and 
introducing insurance mechanisms, credit guarantee instruments or options contracts 
to hedge sector-specific risks.  

This report focuses on the design and implementation of a credit guarantee scheme 
(CGS) to reduce and, more importantly, share risks. This policy option could fit the 
Ukrainian country-specific context and, if properly managed, would offer recognised 
benefits and contribute to private sector participation. A credit guarantee is a 
commitment by the guaranteeing agency to reimburse a lender for all or part of a loan 
in the case of default. CGSs can be operated by the public or the private sector. 
However there is international evidence that private sector participation is desirable at 
least in some operations, such as in the management, credit evaluation, risk 
management and recovery phases. This is due to the technical expertise of private 
players in comparison with that of their counterparts in the public sector. Private 
players would be more likely to hedge operations from risk and losses.  
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Ukraine could leverage the experience of OECD countries that have implemented 
CGSs, consider their key success factors and learn from any shortcomings. These 
drawbacks include, for example, the risk of moral hazard and the need to monitor the 
scheme’s results. Through the review of the literature and case studies this report 
outlines six elements required to properly design and implement a CGS: its mission, 
eligibility criteria, funding and involvement of private players, pricing, risk 
management, and regulation and governance aspects.   

To start the design of a CGS, Ukraine should: involve 
public and private players, target farms with 100 to 2 000 
ha of land, allocate limited funding to key priority regions, 
carefully monitor risks and impact  

Based on the analysis of Ukraine’s baseline situation and the good practices 
observed in OECD countries, Ukraine can start the design of a CGS for credit-
constrained SMEs by addressing six key components:  

Mission 

 Having agreed on a mission, start discussions on governance and assignment 
of roles and responsibilities between stakeholders. First, public and private 
players participating in the scheme need to reach an agreement on a mission 
with clear objectives that reinforce the fact that the CGS has to i) support 
credit-constrained SMEs, ii) focus on regions with the highest needs and iii) be 
financially sustainable over time. Given the constraints on the state budget this 
element is particularly important for Ukraine. Second, a discussion needs to 
start on the governance of the scheme and the assignment of roles and 
responsibilities between stakeholders.  

Eligibility criteria 

 Design eligibility criteria to target credit-constrained SMEs. Existing market 
players (e.g. banks, credit unions) could be involved in determining a clear set 
of eligibility criteria, which would allow the identification of the desired target 
group. Based on the information available, it is recommended the scheme 
initially targets a segment of agribusiness SMEs with between 100 and 
2 000 ha of land. The average yearly financial requirements of these players 
range from UAH 300 000 to UAH 1 million (equivalent to USD 37 000–125 000). 

Funding and involvement of private players 

 Prioritise limited funding to key regions: given the existing constraints on the 
state budget the initial focus of the CGS could be key regions with high 
agricultural production and low access to finance such as Cherkasy, Vinnytsia, 
Poltava and Kharkiv, (in order of priority). Currently these regions receive both 
low support from public programmes and low loans from commercial banks. 
This would allow targeting regions with the highest financial gaps. For example, 
the region of Cherkasy has a very low ratio between gross agricultural output 
and financing to agriculture (9%) while it should be around 50% to adequately 
finance agribusiness activities.  
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 Allocate small funding and then scale-up once the scheme has shown a positive 
performance and operate through pilot projects. An initial proposal might be to 
start with a small CGS within the range of a few hundred million UAH. This 
would allow focusing on one or two pilot regions. Financial institutions with 
experience in the SME segment should also be consulted on the initial size of 
the fund to make sure it gives them confidence that the scheme is sound. 
Starting from this commitment, it is recommended that the government 
discusses the interest of private players, international financial institutions and 
donors in contributing financially. The calculation of funding requirements will 
take into account the leverage effect of the scheme, which will be low in the 
initial stages of the fund and then improve as the scheme operates successfully. 
For example, the estimated credit required to bring the region of Cherkasy to 
the average level of other regions is around UAH 5 billion (USD 618 million), 
while it would be UAH 15 billion (USD 1.8 billion) for all four priority regions 
(Cherkasy, Vinnytsia, Poltava and Kharkiv). 

 Identify and operate with commercial banks and market participants active in 
rural areas. It is recommended that suitable partner banks are identified. These 
should have i) expertise in agribusiness, ii) be present in rural areas, and iii) 
have an interest in expanding their lending activities to the SME segment. 
Second, it would be beneficial to establish closer contacts with market players 
in rural areas, such as rural co-operatives, credit unions and farmers 
associations.  

These specific recommendations relating to the initial setting up of a CGS will be 
more effective if followed by a comprehensive set of initiatives, which address the 
following issues: 

Pricing 

 In order to reduce moral hazard, pricing mechanisms should be risk-adjusted 
and aim at a partial coverage ratio. The OECD experience shows that riskier 
borrowers are usually charged a higher commission fee. Also, an average 
coverage ratio of 60% would be appropriate for the agribusiness sector.  

Risk management  

 A credit-risk rating system could be developed and linked to a pricing model. 
An SMEs scorecard could cover both financial and non-financial criteria. It 
could include, for example: i) total sales, ii) payment history, iii) debt leverage, 
iv) repayment patterns, v) years of experience in business, and vi) legal form 
(e.g. personal, partnership, limited).    
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Regulation and governance 

 Start discussions on the regulation and supervision of the CGS; define a set of 
transparent measurement indicators to assess results and impact. The CGS 
could be regulated as a financial institution or receive another status; also, its 
supervision could be the responsibility of a dedicated authority, such as the 
Central Bank. In all these cases, accurate control, transparency and detailed 
reporting of issued guarantees are recommended. This would facilitate the 
assessment of operational results and the final impact of the scheme.  
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Introduction 

As part of the OECD Eastern Europe and South Caucasus Initiative, a sector 
competitiveness review of the Republic of Ukraine was conducted as Phase I of a wider 
project to improve the country’s sectoral competitiveness and investment framework. 
The project follows a three-phase approach lasting five years (2009-14): first, it develops 
a sector competitiveness strategy (Phase I); second, it advises on specific policy options 
to address existing constraints (Phase II); finally, it creates mechanisms to embed 
sustainable reforms (Phase III). The aim of Phase II, financed by the Government of 
Sweden, is to provide advice on specific policy recommendations that can be 
implemented to overcome the existing barriers to competitiveness. 

This report constitutes the output of Phase II. Phase I (2009-11) identified the 
sector-specific sources of competitiveness for key sectors: agribusiness (with a focus on 
the grain and dairy value chains), energy efficiency and renewable technologies (with a 
focus on the biomass value chain), and machinery manufacturing and transport 
equipment (with a focus on the civilian aircraft value chain). The analysis identified 
existing challenges and suggested targeted policy recommendations in each sector. For 
example, access to finance and human capital development were identified as 
important barriers to competitiveness in the grain and dairy value chains, respectively. 
The findings of this part of the project are summarised in the Sector Competitiveness 
Strategy of Ukraine report, which was released in 2012. Phase II (2011-12) focuses on 
specific policy options, particularly on CGSs. The scope of this report is to summarise 
why this policy option could be effective for Ukraine and to provide a detailed 
implementation plan for policy makers. Phase III (2012-14) is then intended to put in 
place the mechanisms embedding sustainable reforms.  

This study is structured in two Parts. It presents an analysis of the issue of access 
to finance for Ukraine’s agribusiness SMEs and suggests the use of CGSs as a policy 
option to share risk and increase commercial loans. It first describes the issue of access 
to finance in Ukraine and presents a framework of possible policy solutions, among 
which CGSs have been identified as an interesting application (Chapter 1). Second, it 
describes the issue of access to finance in the agribusiness sector (Chapter 2). Third, it 
presents international good practices on CGSs which could serve as a benchmark for 
Ukraine to design its own scheme (Chapter 3), followed by a set of specific policy 
recommendations (Chapter 4). Finally, it presents an action plan for policymakers 
(Chapter 5).  
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PART I 

Unlocking Access to Finance for SMEs in Ukraine:  
A Focus on Credit Guarantee Schemes 
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Chapter 1 

Unlocking finance for Ukraine’s SMEs by using credit guarantee 
instruments 

This chapter examines the issue of access to finance for Ukrainian SMEs. It describes the factors 
impacting SMEs’ access to finance in Ukraine and the policy tools available for policy makers to address 
these market failures. It then focuses on Credit Guarantee Schemes as a policy option to better share risks 
and information and involve the private sector in the provision of credit to financially constrained SMEs. 
Finally, risks to be monitored in the design of Credit Guarantee Schemes and key success factors are 
outlined.  

Access to finance is as an important obstacle to SMEs doing business in Ukraine, 
according to the Business Environment and Enterprise Performance Survey (BEEPS) 
compiled by the European Bank for Reconstruction and Development (EBRD) and the 
World Bank over the period 2005-08 (EBRD-World Bank, 2009).  

Several factors contribute to credit rationing in Ukraine both from a demand and 
supply perspective. For example, Ukraine’s financial sector is dominated by the 
banking sector, which suffers from weak competition. Risk aversion makes financial 
institutions wary of dealing with smaller businesses. Also, lack of collateral is 
considered a major obstacle to access to finance. The legal and regulatory framework is 
still limited, since land ownership is still not fully documented. Credit information 
systems are in place, but access is limited to financial institutions. While active in the 
country, microfinance institutions have been impacted by the recent financial crisis. 
Finally, financial education is limited, with SMEs trusting family or friends, rather than 
financial institutions, especially in rural areas (OECD, 2012b). 

A number of policy tools could be considered for a coherent approach to SME 
financing in Ukraine and will be further detailed in the following section. Among these 
options, credit guarantee mechanisms are an interesting tool that could support SMEs 
in closing this financial gap. They provide multiple benefits and reduce information 
asymmetries, if properly managed. However, they also present risks linked to 
governance and risk management, which need to be properly monitored.  

This chapter is organised as follows: it first illustrates the issue of access to finance 
for SMEs in Ukraine and the factors determining credit rationing for SMEs. Second, 
among the possible policy tools to address the issue it focuses on is Credit Guarantee 
Schemes, describing the benefits, risks to be monitored and key success factors. 
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Access to finance for SMEs is a key policy barrier in Ukraine 

In 2010 Ukraine’s SMEs represented more than half of the country’s total 
employment and turnover, accounting for 58% and 51%, respectively (OECD, 2012b). 
Nevertheless, their contribution to the economy has decreased since the recent global 
financial crisis.1  

According to the BEEPS, in 2009 firms perceived access to finance as a major 
obstacle to doing business in Ukraine: 10% of the survey’s respondents reported credit 
rationing as the most important hurdle to their operations. According to the survey, 
access to finance is perceived overall as the fourth-biggest problem after political 
instability, the tax system and corruption (EBRD-World Bank, 2009).   

As a further example, access to finance is a major challenge hampering the 
development of important sectors such as agribusiness, which in 2009 accounted for 
8.2% of Gross Domestic Product (GDP) and represented around 15% of total 
employment (World Bank, 2012). Ukraine’s commercial banks are reluctant to lend to 
agribusiness players, particularly to those that are small. This is problematic because 
households produce 55% of gross agricultural output (State Statistics Committee of 
Ukraine (SSCU), 2010).  

What characterises the issue of access to finance? Analysis of demand and 
supply factors  

Credit rationing refers to a situation where either i) loan applicants who appear 
equal, do not always granted a loan even if they are willing to pay a higher interest rate, 
or ii) a pool of applicants is unable to obtain a loan at any interest rate (Stiglitz-Weiss, 
1981).  

SMEs generally fall into the second category. In other words, viable SMEs are 
unable to access financial services, even if they have a profitable project. The issue can 
be analysed from both a demand (the agricultural SME’s) and supply (the financial 
institution’s) perspective. Below we illustrate each of these aspects and their impact on 
access to finance.  

On the demand side, there is evidence that SMEs are more likely to be credit-
constrained than large firms (Beck et al., 2005; Beck and Demirguc-Kunt, 2006; Beck 
et al., 2006; Kuntchev et al., 2012).2 In emerging and developing economies, small 
businesses are usually very vulnerable, their profits are low and their quality of output 
is generally poor. Second, SMEs are geographically dispersed and often located in 
remote areas, with limited interaction with retail bank networks. The lack of physical 
and technological infrastructures, especially in emerging economies, hampers the 
penetration of financial services to customers in rural areas and increases the 
transaction costs for SMEs accessing these services. Third, SMEs face multiple sector-
specific risks. For instance, agribusiness SMEs are exposed to high price volatility on 
commodity markets, weather disruptions and risk from a wide range of diseases.3 
Insurance mechanisms or options contracts hedging some of these risks might not be 
affordable for players, who lack the basic financial literacy needed to use these 
instruments.       
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On the supply side, private financial institutions do not consider SMEs to be 
particularly profitable and they are therefore not attracted or committed to financing 
the sector. Commercial banks are generally not fully able to evaluate loan applications 
from SMEs, due to the lack of key parameters such as collateral, credit history or 
accounting records. A lack of underlying collateral, for example physical assets or land 
titles, is particularly problematic since banks and other creditors will not be hedged in 
case of default. Second, banks’ administrative and management costs are usually 
higher for smaller loans and for customers in dispersed geographical areas. The 
specificities of SME lending require additional costs to increase the expertise in this 
segment. For example, employees need to be properly trained in risk-management 
tools.  

Different sets of policy initiatives could be envisaged and will often work 
in a complementary way 

A comprehensive framework to assess access to finance  

The issue of access to finance for SMEs can be analysed through a comprehensive 
framework summarising demand- and supply-side factors (Figure 1.1) (OECD, 2011).  

Figure 1.1 Assessment framework, access to finance 

 

Source: OECD (2011), Competitiveness and Private Sector Development: Eastern Europe and South Caucasus, OECD, 
Paris. 
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Inefficiencies in the judicial system and the ensuing lengthy processes create additional 
costs and uncertainties for banks.  

Weak competition and imperfections in the banking system and capital markets 
have acute consequences for the behaviour of financial institutions. Competition in 
Ukraine’s banking sector is low. According to the International Monetary Fund (IMF), in 
2010 more than half (53%) of total banking assets were concentrated in the 10 largest 
banks operating in Ukraine, and 77% in the 25 largest banks (IMF, 2010).   

Furthermore, collateral requirements in Ukraine are high overall. Compared to 
other countries in the region, Ukraine’s banks require on average 137.5% of the loan’s 
value as collateral (Figure 1.2). This is higher than in countries such as Kazakhstan 
(91%) and the Russian Federation (116.5%), according to the BEEPS (EBRD-World 
Bank, 2009).   

Finally, financial literacy is generally poor. Entrepreneurs and consumers have 
limited knowledge of financial options and a lack of investment readiness, which limits 
their ability to obtain financing. Also, a national strategy for financial literacy has not 
been implemented yet (OECD, 2012b).   

Figure 1.2 Collateral rates in various countries of the region (% of loan’s value)  

 

Source: EBRD-World Bank (2009), BEEPS 2009, http://beeps.prognoz.com/beeps/Home.ashx, accessed 7 November 
2011.  
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A coherent response to the issue comprises several policy options 

A number of different policy options could be considered to remove barriers to 
finance and overcome market failures, such as information asymmetries. For instance, 
these could range from the development of co-operative banks or credit bureaus to 
supply-chain financing or the establishment of an insurance market. Among these 
tools, CGSs have been identified as a focus of Phase II of the project, given their risk-
sharing mechanism and the possibility of actively involving the private sector.  

Credit guarantee schemes are a policy tool to better share risks and involve the 
private sector 

CGSs can be an effective instrument to alleviate the market failures described in 
the previous section. Also, their performance does not seem to be affected by a 
country’s level of development or the size of the fund (Beck et al., 2010), which makes 
them interesting for emerging economies. However, they need to be adequately 
managed to control important aspects such as the risk of moral hazard.4 

Functioning and features of credit guarantee schemes  

A CGS is a fund committed to reimbursing a lender if a borrower fails to repay a 
loan. The fund acts as a “guarantor” or an insurance mechanism against default. Three 
players usually take part in this operation:  

i. State (a government agency): sets the legal and regulatory framework and may 
initiate and financially support the scheme. In some cases, the state acts as a 
counter-guarantor, providing indirect protection to the CGS in case of losses.  

ii. Private players (banks): receive the guarantee coverage from the CGS and lend 
to SMEs, which would have been credit-constrained without the CGS.  

iii. SMEs: receive the loan and provide repayments. They also pay a guarantee 
commission fee to cover the administrative costs of the scheme, either directly 
to the CGS or indirectly through the bank.  

In the event that the SME defaults, the CGS reimburses a proportion of the loan to 
the bank (e.g. usually 60% or 70% for the agricultural sector). Through this 
mechanism, the risk is shared between the banks and the CGS, while SMEs pay a fee 
for the service (Figure 1.3).  
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Figure 1.3 Three players interact in a CGS 

 

Source: Financial Services Authority (2005), “A Framework for Guarantee Schemes in the EU: A Discussion Paper”, HM 
Treasury, London. 

The pitfalls of a “one-size-fits-all” strategy 

There has been wide experience of CGSs with various designs and different results. 
Nevertheless, there is no consensus on a “one-size-fits-all” strategy (Beck et al., 2010). 
Different countries will have different market and government failures and the setup of 
a CGS will have to respond to these specific needs. First, the general market 
environment needs to be analysed, to understand the current level of transparency, the 
behaviour of banks and the incentives of different players.  

CGSs present a variety of features  

Several countries around the world have operated CGSs in very diverse ways. 
Several studies analysed major features in both developed and emerging economies 
before the recent financial crisis (Green, 2003; Beck et al., 2010). New schemes were set 
up during the 2008-10 period to support SMEs and the OECD has conducted a review 
of the changes that affected CGSs during the global financial crisis (OECD, 2012c).  

First, it is important that the scheme hedges itself against large-scale losses, 
otherwise banks will lose confidence in honouring claims. The scheme’s credibility and 
financial sustainability will be threatened. Also, the experience of some schemes shows 
they can actually cover their costs and make a profit, which can in turn be re-invested 
in the scheme (Table 1.1). Also, different legal forms are possible: CGSs can be mutual 
associations, limited companies, and development banks. They can be subject to 
corporate tax or be tax exempt.  
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Table 1.1 Some CGSs have been profitable 

 

Source: KODIT (2010), Annual report. Lithuania Rural Credit Guarantee Fund (2010), Annual report. Slovak Guarantee 
and Development Bank (2010), Annual report.  
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correct mechanisms should be put in place to avoid banks selecting too risky or 
unconstrained borrowers.  

The involvement of the government in credit risk assessment and recovery tends to 
result in high default rates. These functions are more effectively conducted if they are 
done by private financial institutions rather than by the government.  

CGSs represent a partial insurance in the event that a borrower is unable to pay 
back a loan. Therefore, the risk is shared between the scheme and the participating 
banks. Second, opacity and informational asymmetries (such as lack of relevant credit 
information on SMEs) are reduced. As a result, banks will charge a lower interest rate 
than they would have asked for in the absence of the scheme. Banks will also require 
lower collateral, since the scheme works as a substitute for collateral.  

A process of learning-by-doing with a leverage effect  

Banks benefiting from the guarantee might also learn that SMEs, initially perceived 
as risky, are instead good borrowers. Through experience and learning-by-doing, 
informational asymmetries are overcome (Meyer and Nagarajan, 1996).   

This element is significant for the agribusiness sector, since asymmetric 
information is a root cause of credit rationing. Through this learning-by-doing process, 
financial institutions improve their capabilities because experience helps banks 
distinguish between “bad” and “good” borrowers. Bank officers also gain a better 
understanding of producers’ needs and risks, which they then learn to manage.  

An appealing element to policy makers is also the fact that CGSs achieve an 
important leverage effect. Since only a percentage of firms covered by the guarantee will 
default, CGSs manage to reach a higher number of businesses with the same amount 
of capital. The leverage ratio is calculated as the ratio between the guaranteed loans 
and the capital of the guarantee fund; it can range from low levels of 2-3 up to 15-20 
for more efficient schemes.  

Risks to be monitored  

Despite these benefits and the fact that CGSs compensate for some market failures, 
a number of risks need to be monitored and addressed for their successful 
implementation. In Ukraine’s context, major risks are linked to governance, risk 
management and corruption.  

First, the governance of the CGS needs to be properly designed to avoid moral 
hazard. The correct incentives need to be set up to avoid banks taking advantage of the 
scheme to lend to risky borrowers or those relying on eventual debt forgiveness.  

Second, the success of the scheme depends largely on how risk is managed. 
Aspects such as who assesses risk, who monitors it, and who participates in loan 
recovery need to be tackled early on, when the scheme is set up. 

Third, these delicate mechanisms need to be managed in a transparent way, with 
clear criteria and efficient monitoring to reduce corruption.  
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Key success factors: what makes a CGS successful?  

In addition to more technical features that will be further analysed later, some key 
success factors can be outlined for the development of a successful CGS. These 
fundamental aspects include:  

 Developing strong risk management skills within banks: these capabilities 
allow the assessment of clients’ strengths and weaknesses and mitigate risks. It 
is also important that banks evaluate qualitative and “soft” aspects, such as the 
entrepreneur’s profile and the quality of the project.  

 Putting in place mechanisms reducing moral hazard and improving 
transparency: additional measures need to be taken to reduce devious 
behaviours by financial institutions and borrowers. Accuracy and transparency 
in reporting by banks and the CGS scheme need to be achieved.  

 

Notes
 
1  For example, in 2007 SMEs accounted for 62% of total employment and around 60% of total 

turnover.  

2  Definitions of SMEs might differ among countries or sectors, but they are usually based on three 
criteria: employment, turnover and balance sheet total. Even if classifications differ among 
economies, the OECD recommends applying the same definition across institutions within the same 
country (OECD, 2012b).  

3  For example, in 2006-07, world wheat prices increased at a very sharp annual rate of about 65%, 
and then declined by 20% over 2007-08 (OECD-FAO, 2011). 

4  Moral hazard describes behaviour where agents do not bear the full cost of their actions and are 
thus more likely to take such actions (OECD, 2001). For example, in the case of a CGS, the agent 
(the bank) has an incentive to take actions (e.g. lend to existing clients or to risky borrowers) that 
would affect the return of the principal. 
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How to Design a CGS in Ukraine for Agricultural SMEs 
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Chapter 2 

Baseline situation in Ukraine: access to credit for 
agribusiness SMEs remains difficult 

This chapter analyses the challenges hampering access to finance for Ukraine’s agribusiness SMEs.  

Despite its contribution to GDP and high potential, Ukraine’s agribusiness does not 
receive enough funding.1 Loans to agriculture are around 5% of total loans to non-
financial corporations, according to the National Bank of Ukraine. Banks currently 
seem to be addressing the financial constraints of large agro-holdings firms based in 
the capital region, while not meeting the needs of farmers in rural areas.2 

The Sector Competitiveness Review of Ukraine shows the important potential of the 
grain value chain, which accounted for 7% of global wheat exports in 2009 (OECD-
FAO, 2011). This mostly results from Ukraine’s strengths, including favourable natural 
endowments, cost competitiveness in production and strategic access to growing 
markets. For instance, cost of wheat production per hectare in 2008 was USD 220, 
compared to USD 700 in Brazil or USD 630 in Romania – two of the largest wheat 
producers. Access to finance is a major challenge constraining the productivity of 
Ukraine’s grain value chain (OECD, 2012). Credit demand for agribusiness SMEs is not 
met. For example, around 58% of the firms surveyed in the OECD Country Capability 
Survey said they had difficulty in obtaining credit, mainly through commercial banks 
(OECD, 2012).  

This chapter puts into context the issue of access to finance in Ukraine’s 
agribusiness sector.  

Despite the potential of Ukraine’s agribusiness sector, SMEs do not receive 
enough credit  

The agriculture sector represented around 20% of Ukraine’s GDP in the 1990s but 
its share has slowly declined following a reallocation of labour to other sectors. In 2009 
agriculture accounted for 8.2% of GDP and represented around 15% of total 
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employment (World Bank, 2012). However, investment in the sector was on average 5% 
of the total in 2007-09, while it used to be around 21% in the early 1990s (SSCU, 
2010). 

Even without taking into account the size of firms, banks operating in Ukraine 
perceive agribusiness to be risky. The National Bank of Ukraine used to apply stringent 
mandatory reserve requirements for agricultural loans, which were relaxed in 2012 as a 
result of a tight credit environment. Banks hedge themselves against risks by raising 
the interest rate applied to loans.  

Banks charge an interest rate to agribusiness which is almost twice the rate 
charged to other firms (Figure 2.1). This risk premium was around 4% in 2007; 
however, it widened to 10% by 2010 as a result of credit rationing (National Bank of 
Ukraine 2011; Ministry of Agriculture Policy and Food of Ukraine, 2011).  

Figure 2.1 Interest rates charged by financial institutions and interest rate premium on 
agribusiness (%) 

 

Note: The premium is calculated as the difference between the average interest rate charged on loans to the agribusiness 
sector and the average interest rate charged by banks for loans to all sectors.  

Source: Ministry of Agriculture Policy and Food of Ukraine (2011), Actual Expenditures for MAP Funding in 2005–2011, 
Ministry of Agriculture Policy and Food of Ukraine, Kyiv. National Bank of Ukraine (2011), National Bank of Ukraine 
Bulletin 2011, National Bank of Ukraine, Kyiv.   
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Credit rationing affects in particular input suppliers such as household plots and 
small private farms  

Household plots and small farms are input suppliers that dominate the upper 
stream of Ukraine’s agriculture value chain, but they are also cut out from the credit 
market to a large extent. More than 58% of agricultural players with land have less 
than 100 ha and 22% have less than 2 000 ha (SSCU, 2010).3 They are considered as 
individual players. Corporates and agro-enterprises account for around 5% of total 
land, while bigger industrial farms control more than 10 000 ha, representing only 
0.2% of total land (Figure 2.2).4 

Figure 2.2 Agricultural enterprises by plot size (hectares) 

 

Source: SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv. 
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obtaining long-term funding which is important for investment. They also attract 
leasing companies, although not as much as bigger industrial players.  

Figure 2.3 Sources of financing across Ukraine’s value chain 

 

Source: Kododiy, R. and A. Bondarenko (2008), “Value Chain Approach to Rural Finance”, Working Paper presented at 
IAMO Forum 2008.  
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Figure 2.4 Farmers surveyed who reported problems in obtaining credit on formal markets 
(%) 

  

Source: OECD (2012), Competitiveness and Private Sector Development: Ukraine Sector Competitiveness Strategy 2011, 
OECD, Paris. 

One of the causes of this challenge is the fact that grain producers, like 
agribusiness SMEs in other segments, do not own land. With the exception of state-
owned farms participating in the survey, the other respondents did not own land. 
Almost half of the firms surveyed considered the incomplete land reform a major barrier 
to the development of the grain production segment.  

Furthermore, restrictions like export taxes and quotas on grain reduce available 
profits and cash flows for producers. The unpredictability of such measures, which for 
example in 2011 saw the scrapping of grain export quotas and their replacement by 
duties on grain exports, add another element of complexity to the assessment of grain 
producers’ activity and risk.  

  

22%

37%

41%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Short and long‐term credit

Only short‐term credit

Only long‐term credit



34 
 

Notes 
 
1   As a reference, agriculture accounts for almost 2% of GDP in France. However, loans to the 

agriculture sector were around 3.5% of total loans. 

2  The breakdown of financing to agriculture by region shows these loans are directed mainly to Kyiv 
and Kyiv city, a region with a big concentration of agro-industrial production and agribusiness 
headquarters. 

3  These percentages have been calculated by the State Statistics Office of Ukraine with regard to 
agricultural enterprises with land, which account for nearly 87% of the total. A small proportion 
(13%) of total agricultural companies does not have land.  

4  According to the IFC definition corporate and agro-enterprises have between 2 000 and 10 000 ha of 
land. 
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Chapter 3 

Good international practices in designing a CGS could serve 
as a benchmark for Ukraine 

This chapter first presents good practices for setting up and efficiently managing CGSs based on the 
experience of OECD countries in this field. It identifies six elements that are essential to their success and 
sustainability. Second, it describes public support schemes for agribusiness and examines the current 
barriers hampering the development of guarantee schemes in Ukraine. 

The OECD has exchanged good practices on improving finance to SMEs and, 
especially after the global financial crisis, considers the issue one of its priorities 
(OECD, 2012a). It has also been very active in analysing CGSs as a policy option used 
by governments to alleviate SMEs’ financial constraints (OECD, 2012b).  

There is evidence that the governance, design and implementation of CGSs – how 
they are set up and run over time – are essential to their success and sustainability. 
Even if a “one-size-fits-all” approach cannot be envisaged given each country’s 
characteristics, six important dimensions have been outlined, constituting the 
minimum requirements that need to be met to properly design and manage CGSs. They 
are: mission, targeting, funding, pricing, risk management and governance.  

Despite the existence of successful CGSs in countries with a similar agribusiness 
sector, Ukraine has not yet implemented such a scheme. Early intentions to put a CGS 
in place have not been followed up by action. Other agricultural policies funded 
through the state budget are in place, such as an interest rate compensation 
programme and a leasing scheme, but they have shown mixed results.  

At the other end of the spectrum, some initiatives driven by international financial 
institutions and the private sector represent an interesting example of how market 
players create links along the value chain to share risks. 

This chapter describes in detail the six dimensions identified to make CGSs 
effective. It outlines some important questions to be discussed and tackled by policy 
makers in Ukraine when structuring the scheme. Secondly, it illustrates the shortfalls 
of the existing state support programmes. Third, it presents some existing private 
sector initiatives driven by international financial institutions and private players to 
share risks and overcome the financial gap.    
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This handbook outlines six elements of a properly designed and managed 
credit guarantee scheme  

There is a general consensus that “how” a CGS is designed and run is fundamental 
to its success. In particular, the failure of some CGSs in the 1980s triggered a revision 
of their fundamental design features and led to new efforts to identify key design issues 
and management requirements by comparing CGSs (Green, 2003; European 
Commission, 2006; Beck et al., 2010; Saadani et al., 2010). The recent global financial 
crisis heated the debate over whether CGSs are an effective instrument to improve 
access to finance for SMEs (OECD, 2012b).  

The review of the literature and of some case studies led to the identification of six 
aspects that need to be considered to make CGSs financially sustainable and effective. 
The following sections describe these six areas of intervention and will answer the 
following questions (Figure 3.1):  

1) Mission: What is the scheme’s objective? 

2) Targeting: Who does the scheme target? 

3) Funding: Who provides the funding? 

4) Pricing: How do administrative costs get covered? 

5) Risk Management: How are risks assessed? 

6) Governance: How is the scheme set up, run and supervised? 

In the short run this study focuses on the first three elements: mission, targeting 
and funding. This choice is motivated by the fact that to date Ukraine has not set up a 
CGS; therefore, these three elements are the most important for structuring a new 
scheme. However, a discussion among stakeholders has to start with various key 
aspects, for example the governance and assignment of roles and responsibilities 
between parties. The last section of the chapter concentrates on these factors. Further 
directions which could be developed in the medium term are also discussed in Chapter 
4.  
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Figure 3.1 Six key elements in the design and management of a CGS 

 

Source: OECD (2012c), “Ukraine Sector Competitiveness Strategy, Agribusiness Working Group”, internal working 
document, OECD, Paris.  

An agreement on the mission is needed as well as its communication 

The first element is agreeing on a clear mission statement. Different players 
funding or participating in the scheme will have conflicting objectives. Therefore, an 
agreement has to be negotiated and clearly stated (Saadani et al., 2010).   

A trade-off will arise between conflicting objectives. For example, policy makers will 
have to find a balance between a very narrow outreach (e.g. to fund only micro-farmers) 
and properly accounting for the higher risks linked to lending to a limited segment of 
clients.  

Overall, financial sustainability and stability over time is a priority objective 
because without them, the scheme will need continuous contributions from the 
government. Given the constraints on the state budget, this element is particularly 
important for Ukraine.  
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Eligibility criteria could help target credit-constrained SMEs 

It is important to identify a desired target group of credit-constrained firms that will 
benefit from the CGS. Eligibility criteria could be set up to define which firms are 
entitled to request a guarantee. Restrictions can be imposed on a number of elements, 
such as the number of employees in the firm or by putting a ceiling on the firm’s 
turnover or working capital. Sometimes specific sectors or regions might be targeted. 
While these criteria help identify and target a specific group, they should neither be too 
broad nor too stringent, whilst remaining flexible.  

A limit might be set on the loan size. This varies greatly between funds (Figure 3.2). 
For example, Canada’s Small Business Financing Programme has a limit of USD 0.5 
million since it specifically targets small firms. The Lithuanian Rural Credit Guarantee 
Fund is an interesting example for Ukraine, since it specifically targets farmers and 
agricultural entities, rural SMEs and processors. It seeks to understand their needs 
and adjusts its business model with tailored solutions (Box 3.1).    

Figure 3.2 A limit might be set on the loan size 

 

Notes: The Funds are OSEO (France), Romania’s National CGS for SMEs, SBA (United States), BMKB (Netherlands), 
SLFP (Canada), FOGAPE (Chile), Saudi Industrial Development Fund and Credit Guarantee Company (Egypt). 

Source: Saadani, Y. et al., (2010), A Review of Credit Guarantee Schemes in the Middle East and North Africa Region, 
World Bank, Washington DC.  
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Box 3.1 Lithuania’s Rural Credit Guarantee Fund (Garfondas) 

Lithuania’s Rural Credit Guarantee Fund (Garfondas) was established in 2007 by the Lithuanian 
government, which also received financial support from the European Union for this project. The initial 
capital was around EUR 6 million. 

The fund targets farmers and agricultural entities, rural SMEs and processors. In 2010 the majority of 
customers who borrowed with a guarantee were farmers engaged in crop production (52%) and animal 
husbandry (25%). More than half of loans were used to purchase agricultural equipment. In order to 
understand the agribusiness sector the fund relies on a network of banks active or specialised in 
agriculture.  

Source: Rural Credit Guarantee Fund (2010), Annual Report 2010, 
www.garfondas.lt/uploads/documents/METINES_ATASKAITOS/Fondas2010_EN.pdf, accessed 15 February 2012.  

 

Involvement of private players is desirable in the funding and management 
of various operations 

If possible, a number of different players, including private financial institutions 
and international donors, need to be involved in funding. A survey conducted across 76 
CGSs around the world shows that the private sector funds on average 42% of 
schemes, while contribution from the state (either government agencies or central 
banks) accounts for 36% (Beck et al., 2010).  

The government usually has a primary role in funding the scheme. This helps 
improve the credibility of the CGS in the eyes of other players. Also, the state plays a 
pivotal role in setting up the right regulatory framework and supervision.1 Private 
players usually contribute to funding, reducing the scheme’s dependence on public 
funds. It is even more important to involve private players in the management, credit 
evaluation, risk management and recovery phases. This is due to the greater technical 
expertise of private players in relation to their counterparts in the public sector. Private 
players will be more likely to hedge operations from risk and losses. Beck et al. (2010) 
found a strong correlation between the government’s role in CGSs and defaults: 
interestingly, default rates are higher when the government is involved in credit risk 
assessment and recovery of defaulting loans.  

The participation of private financial institutions allows the scheme to have closer 
interaction with credit markets and to reach a greater number of financially 
constrained firms (Saadani et al., 2010). For example, Hungary’s Rural Credit 
Guarantee Foundation (AVHGA), which was established in 1991 to promote credit to 
agribusiness SMEs, has involved more than 150 financial institutions and rural co-
operatives (Box 3.2).  

The size of the scheme varies greatly among countries (Figure 3.3). For instance, in 
2006-08 mature CGSs like Korea’s KODIT and France’s OSEO issued USD 25 billion 
and USD 4 billion, respectively, in guarantees per year on average. These CGSs are also 
mature. At the other end of the spectrum, smaller funds in emerging economies issued 
less than half a million dollars in guarantees (IFC, 2011; Saadani et al., 2010). In terms 
of sizing, an interesting example, of particular relevance to Ukraine is the Lithuanian 
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Rural Credit Guarantee Fund, which in 2009 had around USD 78 million in 
outstanding guarantees.  

Figure 3.3 Size of CGS varies greatly 

 

Source: IFC (2011), “Scaling Up Access to Finance for Agricultural SMEs”, Policy Reviews and Recommendations, IFC, 
Washington DC. Saadani, Y., et al. (2010), “A Review of Credit Guarantee Schemes in the Middle East and North Africa 
Region”, Policy Research Working Paper, No. 5612, World Bank, Washington DC. 

Box 3.2 Hungary’s Rural Credit Guarantee Foundation (AVHGA) 

Hungary’s Rural Credit Guarantee Foundation (AVHGA) was established in 1991 by the Hungarian 
Ministry of Agriculture, based on a memorandum signed by the European Union and the Hungarian 
Government to improve access to finance for SMEs operating in the countryside, in particular agriculture.  

Initially, five banks participated in the scheme: Agrobank Rt, Budapest Bank Rt, Magyar Hitelbank Rt, 
Mezőbank Rt and Országos Kereskedelmi és Hitelbank Rt. By 2010 the number of financial partners had 
increased significantly to reach 150 financial institutions and, among other players, rural co-operatives. 
The participation of these financial intermediaries is very important in reaching financially constrained 
farmers. The Hungarian State counter-guarantees a proportion of the guarantees offered by the 
Foundation.  

 Source: Rural Credit Guarantee Foundation (AVHGA) (2011), corporate website, www.avhga.hu/, accessed 8 February 
2012. 
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Pricing mechanisms need to be linked to risk exposure  

In order to operate without losses, CGSs usually charge a guarantee commission 
fee, covering their administrative and management costs.2 Fees vary between schemes, 
and in benchmark countries they range on average from 0.8% to 2.3% per annum 
expressed as a percentage of the guarantee (Saadani et al., 2010).3 

Proper pricing mechanisms need to be linked to risk exposure, providing an 
insurance mechanism and also a guide for banks. For example, riskier borrowers will 
be charged a higher commission fee than safer borrowers. If fees are high enough 
(higher than a good borrower would pay on the formal credit market), banks will not 
use the guarantee to back up loans for good borrowers with existing access to credit.  

A credit risk rating system could be developed and linked to a pricing model. Credit 
risk rating models are widely used in both OECD and emerging countries, although 
their success depends on the availability and frequency of historical data.   

Risk management needs to be conducted by market players with risk 
assessment capabilities 

Proper risk management is vital to ensure the sustainability and performance of a 
CGS. This function usually leverages the involvement of the private sector, sharing risk 
management tools, credit evaluations and good practices. Interaction with participating 
banks is essential to understand the risk of a specific business and sector (e.g. the risk 
linked to agriculture).      

Understanding and assessing the risk of a particular sector will help set the correct 
guarantee coverage ratio – the percentage of the loan covered by the guarantee. For 
example, on average, coverage ratios vary between 60% and 80% for SMEs, but they 
are usually lower for agriculture, reflecting the uncertainties of this specific sector 
(Table 3.1).4 

In order to avoid systemic risk, the portfolio of guarantees needs to be diversified. 
In the case of Ukraine, this could translate into a CGS targeting agribusinesses in 
several segments exposed to different degrees of commodity price volatility and 
seasonality (e.g. crops, animal husbandry, and forestry).   

Finally, the claims rate needs to be minimised and within the 2%–3% range. Any 
debt-forgiveness policy needs to be avoided as it encourages moral hazard. A set of data 
and indicators can be collected to monitor the scheme’s exposure to losses.  
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Table 3.1 Coverage ratios are linked to the risk of a specific sector 

 

Country Coverage Ratios 

 
Hungary 

 
Max. 60% on agricultural loans 

 
Lithuania 

 
Max. 60% on agricultural loans 

 
United States 

 
75% on loans > USD 150 000 

 
Chile 

 
80% on loans to SMEs (max. sales 

USD 750 000 and loans 
USD 100 000) 

 
 

Source: Saadani et al. (2010), “A Review of Credit Guarantee Schemes in the Middle East and North Africa Region”, Policy 
Research Working Paper, No. 5612, World Bank, Washington D.C. Rural Credit Guarantee Fund (2010), Annual Report 
2010, www.garfondas.lt/uploads/documents/METINES_ATASKAITOS/Fondas2010_EN.pdf, accessed 15 February 2012.   

Operations and governance are key to running and operating the scheme 

This sixth element contains operational and governance aspects that are key to 
effectively running and operating the CGS. They are: regulation, supervision, allocation 
of responsibilities and decentralisation through a regional network. A discussion has to 
start among stakeholders on how to tackle some of the questions related to this 
important element.  

Great attention needs to be paid to regulation, responsibilities and governance 
aspects 

Regulation relates to the status of the CGS, which could be a financial institution 
or another structure. Second, CGSs can be subject to the supervision of a specific 
regulator, for example the Central Bank, or a similarly dedicated authority. In some 
cases CGSs have the status of a financial intermediary, in others they are licensed as 
single-product banks. In few cases, they might not be supervised at all (Association 
Européenne du Cautionnement Mutuel (AECM), 2010).  

Responsibilities between banks and the CGS need to be properly allocated. The 
interaction between these players is a delicate mechanism, which needs to be carefully 
set up and managed. For example, banks might have an incentive to use the CGS to 
lend to their existing clients, who are not credit-constrained or particularly risky, and 
to use the guarantee to back up the loans. This would decrease the scheme’s impact on 
SMEs who cannot access financing. In order to avoid such a moral hazard, the bank 
should retain part of the risk and the guarantee coverage should not cover the full 
amount (Green, 2003). 

The evaluation of the applications could be done by the participating banks, since 
they will have adequate expertise in the field. Banks will have the resources and staff in 
place to review and assess viable projects. This split of responsibilities will also make 
the structure of the scheme lighter, since the scheme will not be responsible for 
screening and monitoring the applications.  
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Due to the geographical dispersion of agricultural SMEs, a CGS needs to reach 
rural areas through a decentralised network. This means setting up regional branch 
offices in targeted areas. This will also allow dialogue with local banks and local actors 
to be reinforced. For example, France’s OSEO has a highly decentralised business 
model operating through an extensive network of 25 regional offices and 37 office 
points (OSEO, 2012). This allows for an active co-operation with local banks and SMEs 
(Box 3.3)  

Box 3.3 OSEO operates though a decentralised network  

OSEO is the French Credit Guarantee Scheme set up to assist and financially support French SMEs 
in all sectors and to share risk and facilitate access of SMEs to financing by banking partners.  

It is a public-sector holding company, managed independently by the private sector. Its structure is 
highly decentralised at the regional level to increase contact with borrowers. The scheme operates through 
25 regional offices and 37 contact points at the local level.  

This structure allows a strong partnership with banks and the sharing of due diligence; it also fosters 
a network with incubators, business angels and venture capitalists, which support innovative start-ups 
and high-growth SMEs.  

Source: Leloir, J. (2010), “Guarantee Schemes for SMEs”, Presentation of OSEO Group, OSEO, Paris.  

Additionality and measurement of results are important to evaluate the 
impact of the scheme 

The term “additionality” refers to the provision of additional credit which would not 
have been available without the existence of the scheme. Referring to the final 
beneficiaries of the scheme, a CGS creates additionality if it reaches credit-constrained 
firms, which would not have obtained a loan otherwise.  

Recent studies have evaluated the impact of CGSs using various econometric 
techniques. Significant additionality was found for several schemes in OECD countries, 
such as Canada (Ridding et al., 2007), France (Lelarge et al., 2008) and the UK 
(Cowling, 2010). However, other studies found no effects on real outcomes, for example 
in the case of a CGS in an Italian region (D’Ignazio and Menon, 2011). 

Information and data need to be collected to assess the impact of the CGS. This will 
provide stakeholders with a tool to assess the impact of the scheme.  

Gap analysis: current support measures do not address the financial gap in 
Ukraine 

CGSs have not been implemented in Ukraine, but other support measures are in 
place 

In 2010, a Resolution of the Cabinet of Ministers of Ukraine on “Certain Aspects of 
Provision of Credit Guarantee Support to Small and Medium Enterprises” determined 
that the budget for 2010 and following years should allocate 0.15% of revenues to the 
establishment of a CGS for SMEs in general.5 The provision expired at the end of 2010 
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without implementation.6 However, this experience shows the government’s interest in 
such a policy tool.    

In 2012, UAH 822.2 million was allocated from the state budget to various 
programmes supporting agribusiness. Current measures include an interest rate 
compensation programme and a leasing programme, which in 2012 are expected to 
cost UAH 206.4 million.7   

It has been argued that these programmes actually create market distortions, since 
support is not allocated through a market-based mechanism but rather through direct 
state subsidies. Furthermore, these measures do not target SMEs and have very broad 
eligibility criteria, meaning that the actual beneficiaries are mainly large players (von 
Cramon-Taubadel et al., 2007).  

Previously suggested policies include allocating part of the budget funds provided 
for interest rate compensation to rural finance infrastructure development (OECD-
World Bank, 2004). This would include creating market mechanisms and involving 
private players such as banks, insurance companies, leasing firms, credit information 
providers, and others. The government has been moving in this direction and has 
progressively reduced funding for these two main support programmes (the interest 
rate compensation and leasing schemes) and reallocated them to a broader package of 
measures.8  

Current state support measures target neither key agricultural regions nor 
credit-constrained SMEs 

 In 2011, UAH 624 million was allocated to the interest rate compensation 
programme for agricultural loans and the agricultural machinery leasing programme 
(Ministry of Agriculture Policy and Food of Ukraine, 2012).   

The regional breakdown of the fund allocated to these state support measures 
shows that regions with relatively high contributions to agricultural production do not 
receive support proportional to their needs. This is the case in the regions Cherkasy, 
Vinnytsia, Poltava and Kharkiv that have high agricultural outputs but receive modest 
allocations from state programmes. The regions of Cherkasy and Kyiv and the city of 
Kyiv have similar agricultural outputs but very different access to state support: in 
2011 the latter received almost five times the support of the former. This can be 
explained by the fact that most agro-industrial complexes have their headquarters in 
the Kyiv region and the city of Kyiv. As another example, the region of Donetsk has less 
agricultural product than the region of Vinnytsia. However in 2011 it received UAH 94 
million of agricultural state support, while Vinnytsia was allocated only UAH 4.3 million 
(Figure 3.4).   
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Figure 3.4 Regions with an important agriculture sector still have low state support 

 

 

Note: Agricultural state support programmes include i) interest rate compensation programme, and ii) the leasing 
programme. 

Source: SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv. Ministry of Agriculture Policy and 
Food of Ukraine (2012), “Implementation of Financial Support to Agricultural Entities Through the Mechanism of 
Interest Rate Compensation and Lease Payments”, internal working document. 

With regard to the interest rate compensation scheme, the subsidised rate was 
15.5% in 2011, lower than the 19% average interest rate banks charged agribusiness 
borrowers (Figure 3.5). According to data published by the Ministry of Agriculture 
Policy and Food of Ukraine, the subsidies were given to around 60 agribusiness firms, a 
small percentage of the actual business population. These 60 borrowers were agro-
holdings and big players (USAID, 2012a). Therefore the measure satisfies only a small 
fraction of the demand for finance in the agribusiness sector. Two findings emerge from 
the available information: first, the programme does not reach a large number of 
agribusiness firms; second, the firms benefitting from the scheme are not necessarily 
credit constrained. 

There are a number of problems with the interest subsidy programme. First, 
eligibility criteria for the programme are not defined: all businesses can apply, 
irrespective of their size, turnover and the purpose of the loan. Second, subsidies are 
not capped relative to loan size. Therefore, players obtaining big loans receive large 
subsidies, with the result that the programme reaches fewer businesses. Third, the 
application process is complex and lacks transparency. Fourth, banks have an 
incentive to raise the interest rate for agribusinesses, knowing that the borrower will be 
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subsidised by the scheme. Finally, the subsidy is extended only to loans from 
commercial banks and not those from other lenders (e.g. credit unions).    

Figure 3.5 The interest rate compensation programme: interest rates for agribusiness and 
compensated by the State 2005-11 (%) 

 

Source: Ministry of Agriculture Policy and Food of Ukraine (2011), Actual expenditures for MAP funding in 2005–2011, 
Ministry of Agriculture Policy and Food of Ukraine, Kyiv.  

UkrAgroLeasing, a state-owned company, has been in charge of the agricultural 
machinery leasing programme since 1999. The firm has suffered operational losses and 
has been criticised for its dominant market position. Also, it does not have the capacity 
to satisfy all of the applications received from farmers, meaning that on average only a 
small proportion of applications are met (FAO, 2010).  

The environment for commercial banks is also fragile 

After a rapid expansion until mid-2008, the global financial crisis significantly 
affected Ukraine’s banking system, which remains fragile. The credit boom seen during 
the 2004–07 period peaked with a 77% annual increase in domestic credit in 2007, 
according to the EBRD. However, credit growth slowed in 2008 and fell sharply in 2009 
when domestic credit increased by only 3.9%. Real credit has been shrinking since 
2010 as a result of the Euro area crisis.   

Significant regional discrepancies in financial penetration exist 

Regional discrepancies are further highlighted by the regional breakdown of bank 
loans to the agricultural sector compared with gross agricultural output (Figure 3.6). 
This is in line with the trend previously described for state support measures (Figure 
3.4). In April 2012, the region and city of Kyiv had almost UAH 17 billion in 
outstanding loans in the agricultural sector (National Bank of Ukraine, 2012). This 
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could be partially explained by the fact that several firms have their legal headquarters 
in the capital region.  

The regions of Dnipropetrovsk and Odesa are examples of regions with similar 
endowments but different levels of financial penetration. First, they have similar 
endowments of land, around 2 200 000 hectares. Second, they also have a similar 
yearly average number of employees in agricultural enterprises, around 36 000. 
Nevertheless, the number of agricultural enterprises in Odesa is bigger: around 6 900 
agribusiness firms compared to 4 000 in Dnipropetrovsk (SSCU, 2010), suggesting 
agricultural production in Odesa is more fragmented and has a larger number of SMEs. 
Despite these similar features, the level of agricultural loans in Dnipropetrovsk is much 
higher (more than UAH 5 billion compared with UAH 869 million in Odesa) and the 
same could be said for the gross agricultural output.9 An explanation of this 
discrepancy could be that financial penetration in the region of Odesa is low. 
Conversely, Dnipropetrovsk is an industrial district specialising in cast-iron production, 
textiles and aerospace, among others, which over time has attracted banks and other 
providers of financial services.   

The regional breakdown of data on the number of financial institutions confirms 
this hypothesis. The region of Dnipropetrovsk has around 60% more financial 
institutions than Odesa (1 220 in 2010, compared to 770 in Odesa) (Figure 3.7).  
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Figure 3.6 Bank loans to agriculture versus gross agricultural output (UAH million) 

 

Source: National Bank of Ukraine Statistics: Monetary Statistics, 
http://www.bank.gov.ua/control/en/publish/category?cat_id=47418, accessed 1st June 2012, National Bank of 
Ukraine, Kyiv. SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv. 

Figure 3.7 Number of financial institutions by region, absolute number in 2010 

 

Note: The region of Kyiv and Kyiv city has been removed from the sample, since it has a much higher number of 
financial institutions (more than 6 300 in 2010). The average presented in the figure has therefore been calculated 
excluding Kyiv and Kyiv city.   

Source: SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv.  
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Even though both regions have similar agricultural workforces and similar 
amounts of available land, it seems that the region with the highest financial 
penetration has better access to agricultural financing. Without implying any causal 
relationship, the fact that more banks are present for other business reasons in 
Dnipropetrovsk could have helped agribusinesses in obtaining better financing.  

Drawbacks of current support measures further highlight the advantages of 
CGSs  

The experience of current agricultural policies in addressing the issue of access to 
finance highlights the following drawbacks of the system:  

 Eligibility requirements are not in place. Current policies are not targeted 
specifically at credit-constrained groups, but have wide eligibility criteria so 
that all companies can apply, regardless of whether or not they are financially 
constrained. 

 State support does not currently focus on key regions that have high 
agricultural production and potential but low loan level.   

 Emphasis is put on lowering the cost of borrowing (e.g. through the interest 
rate programme), rather than on financial inclusion (e.g. through programmes 
that reach SMEs).  

 Involvement of practitioners and market players (e.g. private banks, credit 
unions, co-operatives) is weak at the moment. These stakeholders could help to 
identify agribusiness SMEs with viable projects but that lack access to finance.  

 So far, government intervention in the operational aspects of these 
programmes (e.g. screening of the applications, allocation of subsidies) is 
dominant. 

A CGS could help to address these issues. First, the eligibility criteria specified in a 
CGS would help the government identify a specific target group. Second, the scheme 
could initially focus on key agricultural regions. Third, the participating banks could 
manage the operational process, ensuring efficiency. Banks will slowly become closer to 
the agribusiness sector and understand their customers’ needs.  

Existing private sector initiatives represent an interesting example of how 
market players create links along the value chain to share risks 

Existing initiatives driven by international donors have been set up with the 
involvement of private players. They represent an interesting example of how market 
players create links along the value chain to share risks. They also highlight how 
foreign companies that have invested in Ukraine are involved in this aspect.   

Some risk-sharing facilities between international financial institutions and private 
banks have been set up recently. For example, since 2011 the IFC, a member of the 
World Bank Group, has partnered with Raiffeisen Bank Aval, a subsidiary of Raiffeisen 
Bank International (Austria) in Ukraine, and Bayer Ltd., a multinational company 
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specialising in healthcare, nutrition and high-tech materials. They have developed a 
risk-sharing facility allowing farmers to buy products from Bayer on credit and to repay 
this credit when the agricultural output is sold. A similar facility was set up in Ukraine 
in 2012 between the IFC, Credit Agricole, a subsidiary of Credit Agricole (France), and 
Bayer. A risk-sharing scheme is also under discussion between the EBRD, the largest 
single investor in the region, and Raiffeisen Bank Aval, which would provide a 
guarantee for the bank’s agricultural loans.  

Other initiatives include the AgroInvest project supported by USAID, which 
provides technical assistance and capacity building for banks, credit unions and actors 
in the value chain to share good practices in agri-lending (Box 3.4). 

 

Box 3.4 The AgroInvest project by USAID 

AgroInvest is a project funded by USAID, the American development agency. It aims to provide 
technical assistance to the agribusiness sector. One of AgroInvest’s main objectives is to promote 
agricultural policies that are more predictable and market oriented, leading to increased investments and 
sustainable sector growth. Since 2011 the AgroInvest project, in partnership with the World Bank and 
relevant government agencies, has also been undertaking a study to assess land governance in Ukraine. 

The project consists of three components: first, the compilation and implementation of a policy reform 
strategy; second, the improvement of access to financial services for small and medium-scale producers; 
third, the development of agricultural marketing channels. Within the context of the second component, 
the project supports the improvement of banks’ agri-lending capacity, including in rural regions. It also 
provides training to credit unions lending to agriculture.   

Anticipated results are: 

 Less volatile and more market-oriented agricultural policies resulting in greater sector 
competitiveness and increased investments; 

 Sustainable access to financial services, particularly for small and medium-scale producers;  

 A more effective market infrastructure for SMEs and other value-chain actors. 

Source : USAID (2012b), “AgroInvest Project Overview”, USAID AgroInvest in Ukraine Project, Kyiv. 
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Notes 
 
1  While the presence of the State is significant in Asian countries, there are also CGSs that operate 

without government involvement (Beck et al., 2010). 

2  This fee can be calculated as a percentage of the loan or of the guarantee. It can be either paid 
directly by the SME to the scheme, or paid upfront by the lender. 

3  Standardised fees are usually calculated for cross-country comparability. In the calculation of 
standardised fees, when there are several rates, the basic rate is taken. 

4  The coverage ratio may also be adjusted on the basis of the borrower’s credit score: for instance, 
Korea’s KODIT covers around 50% of the loans to firms with high credit scores, and 90% of the loans 
to firms with lower ratings. This can be explained by the fact that banks will require more support to 
lend to riskier borrowers.  

5  Budget revenues, calculated as consolidated government receipts (including grants received and loan 
repayments), were UAH 315 billion in 2010, according to estimates provided by the Economist 
Intelligence Unit (2012) based on data from the Ministry of Economic Development and Trade of 
Ukraine.  

6  Resolution of the Cabinet of Ministers of Ukraine, 27 January 2010, No. 68. 

7  Resolution of the Cabinet of Ministers of Ukraine, 11 April 11 2012, No. 247.  

8  The allocation to the interest rate compensation programme for agricultural loans and the 
agricultural machinery leasing programme was UAH 624 million in 2011 and it is planned to be 
UAH 206.4 million in 2012. This shows the government is reducing the use of these direct state 
supports.   

9  Outstanding bank loans to the agricultural sector at the end of April 2012, as reported by the 
National Bank of Ukraine.   
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Chapter 4 

Policy recommendations to improve access to finance for 
agribusiness SMEs 

This chapter proposes specific policy recommendations for the establishment of a CGS for SMEs in 
Ukraine’s agribusiness sector. 

The following policy recommendations should be considered as a means of 
improving the current conditions for setting up a CGS in Ukraine and increasing access 
to financing for agribusiness SMEs. The next sections will first describe these aspects 
in detail. Second, they will discuss the more general and comprehensive long-term 
directions needed to make this policy option sustainable over time.  

Stakeholders should agree on mission, governance and responsibilities 
between public and private players 

A reasonable mission statement should be agreed and communicated 

It is recommended that funders and participating banks agree on and 
communicate a reasonable mission statement. Given the assessment of the current 
state support measures, it is recommended that the CGS focus on achieving a balance 
between the following important objectives:  

i. Additionality: In the presence of a CGS, credit-constrained SMEs would receive 
credit, while without a scheme constrained firms would remain cut out of the 
financial market. The analysis of existing state support measures shows this 
element is currently lacking and that support is diluted by the participation of 
firms that are not financially constrained. 

ii. Financial sustainability: An effective CGS would need to cover its costs over 
time. This is particularly important in Ukraine, since other state support 
programmes have incurred losses. Any debt-forgiveness policy needs to be 
avoided and this aspect needs to be communicated and enforced with 
sanctions.  

Initially, the outreach of the CGS could be to a middle segment of SMEs. These 
should neither be too small, since that would become more a microfinance facility, nor 
too big, since loans would be too large, threatening the scheme’s financial 
sustainability.  
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Eligibility criteria should be established to clearly target credit-
constrained SMEs  

The scheme needs to provide support to a specific target group of credit-
constrained firms. Conducting a market-sizing exercise is recommended to determine 
the number of agribusiness SMEs to be targeted as well as their features and their 
financial needs. This demand-side assessment needs to be matched with an analysis of 
the credit supply by region. The exercise could be done through a survey or by 
obtaining detailed financial data at the firm level.  

An initial assessment suggests the scheme could initially target a small 
segment of farmers with 100 to 2 000 ha 

In the absence of such information, the following estimation provides an initial 
assessment to quantify the features of the SMEs’ financial gap in Ukraine. The 
estimation takes into account the following data:  

i. Breakdown of number of enterprises by size of land holdings. 

ii. Average financial requirement of farmers per year: this depends on a number of 
factors, such as the type of cultivation and the degree of capital and labour 
intensity. An estimation model has been provided by experts from the USAID 
AgroInvest in Ukraine Project and then checked with other market players.  

iii. Percentage of credit-constrained firms: this estimates the percentage of firms 
that are credit-constrained within a given group.  

iv. Percentage of loans covered by banks: this assumes that banks lend a 
percentage of the financing needed. It is applicable to medium-sized farms but 
is not for other segments since they are cut out of the credit market.  

Based on the information available, it is suggested that the scheme initially targets 
a small segment of farmers with 100–2 000 ha (Figure 4.1). The micro-farmers segment 
is too small to be the focus of the CGS, but could be supported by separate 
microfinance programmes. On the other hand, the medium-sized segment, which is 
made up of firms with 2 000–10 000 ha, has high average financial requirements (e.g. 
UAH 2 million per year), which would demand significant funding from the CGS.  

Several caveats need to be noted regarding the estimation, such as the lack of 
differentiation of agribusiness farms on the basis of their type of cultivation. However, it 
provides a point of reference to size unmet demand for credit from SMEs. Secondly, it 
suggests targeted solutions needed for the government to support different types of 
farmers.   

When designing eligibility criteria, it is recommended that not only farm size is 
taken into account, but also elements that could help evaluate a business’s activity, 
such as turnover and average profitability.   
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Figure 4.1 Average financial requirements per year by agribusiness SMEs in Ukraine 

 

Source: OECD analysis based on data by SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv. 
Estimates of the average financial requirements per year have been compiled on the basis of information provided by 
USAID (2012a), “Remarks on Current Status of Agri-Lending to Small and Medium Producers”, internal working 
document, USAID AgroInvest in Ukraine Project and interviews with market players.   

Focusing on key regions would allow prioritisation of limited funding  

The unmet demand for credit is too high to be tackled across the whole country, 
given existing financial constraints. A targeted approach with a focus on key regions 
with high agricultural production and low access to credit is recommended, with 
priority being given initially to lending to these key regions.   

In the absence of more detailed data at the firm level, an initial estimation could 
also be done by looking at discrepancies among regions. This estimation does not 
distinguish between SMEs and large firms due to the lack of a suitable breakdown of 
the data. Comparing financing to agriculture and agricultural output, it is possible to 
calculate how much more financing each constrained region would need to reach the 
regression line (Figures 4.2 and 4.3). The results of this exercise identify the biggest 
financial gaps (Figure 4.4).    

The estimation suggests that the initial target of the CGS could be the regions of: 
Cherkasy, Vinnytsia, Poltava and Kharkiv (Figure 4.4). These regions have both high 
agricultural production and a low level of loans to agribusiness. Interestingly, state 
support to these regions is also very low, as already seen in the previous chapter 
(Figure 3.1).  
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Figure 4.2 Suggested focus on four key regions with high financial gaps 

 

 

Note: Financing to agriculture is calculated as the sum of bank loans to agriculture and state support to agriculture. The 
latter is the sum of the interest rate support and leasing programmes.  

Source: SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv. National Bank of Ukraine, Statistics: 
Monetary Statistics, http://www.bank.gov.ua/control/en/publish/category?cat_id=47418, accessed 1 June 2012, 
National Bank of Ukraine, Kyiv. 
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Figure 4.3 A comparison between an under-financed and an over-financed region 

 

Source: SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv. National Bank of Ukraine, Statistics: 
Monetary Statistics, accessed 1 June 2012, National Bank of Ukraine, Kyiv. 

Figure 4.4 Financial requirements (UAH, m) and desired benchmark ratio (%) in key focus 
regions 

 

Note: The ratio is calculated as financing to agriculture over gross agricultural output. Financing to agriculture is 
calculated as the sum of bank loans to agriculture and state support to agriculture. The latter is the sum of the interest 
rate support and leasing programmes. 

Source: OECD analysis based on data by: SSCU (2010), Agriculture of Ukraine Statistical Yearbook 2009, SSCU, Kyiv. 
National Bank of Ukraine, Statistics: Monetary Statistics, 
http://www.bank.gov.ua/control/en/publish/category?cat_id=47418, accessed 1st June 2012, National Bank of 
Ukraine, Kyiv. 
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Commercial banks and market participants active in rural areas should be 
identified 

It is recommended that the scheme co-operates with banks active in these regions 
at the local level. This is a way of maximising limited funding where most needed. An 
interesting example of this type of co-operation is provided by the case of a CGS 
operated in Afghanistan by Deutsche Investitions und Entwicklungsgesellschaft (DEG), 
a German development bank, focusing on rural regions (Box 4.1). 

To identify participating banks, OECD recommends approaching commercial banks 
that: i) already deal with agribusiness, ii) are present in rural areas and iii) are 
interested in expanding their lending activities to SMEs. 

At a later stage, it would be beneficial to develop a CGS network of offices in rural 
areas: for example, one office in key regions to have closer contact with market players, 
rural co-operatives, associations of farmers and other actors. 

Box 4.1 CGS in Afghanistan: a regional network covering 11 provinces 

In 2005 a CGS was established in Afghanistan with initial co-funding from USAID and the German 
Ministry for Economic Co-operation and Development (BMZ). Current capital stock has been stable ever 
since at about USD 9 million. Implementation and management have been handled by DEG.  

The target group of the scheme are Afghan SMEs needing for loans between USD 5 000 and 
USD 1 million. Operations have been widespread in 11 different regions, to ensure inclusion of SMEs in 
rural areas. For example, in 2011, 57% of disbursed loan volume was outside of Kabul. The innovative 
concept includes guarantee coverage of up to 72% of the outstanding loan amount, a risk-adjusted 
guarantee fee and a technical assistance component to develop SME credit technology. 

The accumulated SME loan disbursement was above USD 80 million with three local partner banks 
and more than 2 500 SMEs. Approximately 26 000 jobs were secured and over 200 000 family members 
have benefitted from the programme so far. The net loss ratio has been less than 1%; operational results 
are breaking even. 

Lessons learned from this innovative CGS model are that sufficient capital stock and hands-on 
technical assistance with SME credit technology are necessary, along with tailor-made structuring. These 
aspects are important to avoid moral hazard. 

Source: DEG (2012), “DEG‘s Innovative SME Financing (Afghanistan‘s) Credit Guarantee Fund”, SME frontier facility, 

presentation at the OECD-DEV EDFI Thematic Workshop on “The Role of Development Banks in Mobilising the Private 

Sector in Developing Countries”, Paris, 13 June 2012. Interview with Dr. Thomas Koch, 30 July 2012.   
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Small funding can be initially allocated and scaled up once the scheme has 
shown positive performance 

Government commitment is needed to give market players confidence that the 
measure is sufficiently supported. Overall, the size of the fund depends on the 
objectives of the scheme and needs to be agreed between public and private parties. It 
is also a function of the number of targeted credit-constrained firms and the loan size 
covered by the guarantee. It is advisable to discuss with banks whether the proposed 
fund size gives them enough confidence that it can meet outstanding guarantees in 
case of defaults.  

Initial funding could come from the state budget for 2013. A reallocation of funding 
from other agricultural support programmes to a CGS could also be considered.  

The allocation of funding would require interaction with market players to 
determine the right initial amount to kick start the scheme. An initial proposal could be 
to start with a small CGS, within the range of a few hundred million UAH. Starting from 
this initial commitment, it is recommended that the government discusses with and 
gauges the interest of other private players, international financial institutions and 
donors in contributing financially to the scheme.    

An illustration of how to calculate initial funding, taking into account the leverage 
of the scheme, is provided in Box 4.2. 
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Box 4.2 An illustrative example of how to calculate funding requirements taking into account the 
leverage effect 

Based on the initial estimate presented in the previous section the four identified regions would 
require around UAH 15 billion of credit.  

At the initial stage of the CGS, and depending on the default rate, the leverage could be around five 
times. In this case, total funding requirements would be UAH 3 billion which could be shared between 
public and private players. With a higher estimated leverage of 12 funding would need to be around 
UAH 1.2 billion. With some participation by the private sector, the required public funding would be in the 
region of UAH 800 million (Figure 4.5).  

Figure 4.5 An illustrative example of how to estimate financial requirements in focus regions 

 

Source: OECD analysis conducted on the basis of data from the National Bank of Ukraine (2012) and the Ministry of 
Agriculture Policy and Food of Ukraine (2012). 

Source: OECD analysis conducted on the basis of data from the National Bank of Ukraine, Statistics: Monetary 
Statistics, http://www.bank.gov.ua/control/en/publish/category?cat_id=47418, accessed 1 June 2012, National Bank 
of Ukraine, Kyiv. Ministry of Agriculture Policy and Food of Ukraine (2012), “Implementation of Financial Support to 
Agricultural Entities through the Mechanism of Interest Rate Compensation and Lease Payments”, internal working 
document. 
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Long-term directions include risk management mechanisms and starting a 
discussion on governance 

These specific recommendations related to the setting up of a CGS in Ukraine 
would be more effective if a comprehensive set of reforms were put in place. Box 4.3 
outlines some broader suggestions that would help to create a context supporting the 
improvement of access to finance. 

 

In order to reduce moral hazard, it is recommended that pricing mechanisms are 
risk-adjusted and aim at a partial coverage ratio. 

Due to limited data availability in Ukraine, an SME’s scorecard could cover both 
financial and non-financial criteria. It could include, for example: i) total sales, ii) 
payment history, iii) debt leverage, iv) repayment patterns, v) years of experience in 
business and vi) legal form (e.g. personal, partnership, or limited liability company).    

The OECD experience shows that riskier borrowers are usually charged a higher 
commission fee than safer borrowers. Also, an average coverage ratio of 60% would be 
appropriate for the agribusiness sector. Both suggestions would help to prevent moral 
hazard.  

Box 4.3 A CGS would benefit from a set of sustainable reforms to improve access to finance in 
Ukraine 

Issues in agricultural finance are also closely interrelated with a country’s general legal framework 
and its macroeconomic environment. 

To ease lending conditions to agribusiness, further reforms of the collateral requirement regime could 
reduce unnecessary restrictions limiting lending to the agribusiness sector. First, the peculiarity of the 
moratorium on land registration impedes agribusiness firms from using land as collateral, requiring them 
to use other assets as collateral. Second, market players report that collateral requirements currently 
stand at 150%-200% of the value of the loan, which is much higher than the actual assets agribusiness 
firms can provide.  

Risk assessment capabilities also need to be upgraded. Special attention needs to be paid to the 
identification and quantification of risks along the agricultural supply chain. Market-based tools to manage 
agricultural risks can be improved both at the farm level (e.g. extension services) and at the bank level (e.g. 
risks transferred to third parties or shared among supply-chain participants).  

The creation by the state of a favourable framework for a CGS is also very important. However, once 
established policy makers need to delegate the operational aspects of the scheme, such as the screening of 
applications, risk assessment, and other aspects to the private players. While assigning roles and 
responsibilities, it is recommended that roles are assigned to the private sector as well.  

Finally, it is important to establish a dialogue with market players such as rural co-operatives and 
credit unions to understand the actual needs of farmers.  

Source: OECD (2012), “Ukraine Sector Competitiveness Strategy, Agribusiness Working Group”, internal working 
document, OECD, Paris. 
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In addition, decisions need to be made on the regulation and supervision of the 
CGS. The CGS could be regulated as a financial institution or receive another status; 
supervision could be the responsibility of the Central Bank, or another dedicated 
authority. In all cases, accurate control, transparency and detailed reporting of the 
issuance of guarantees are recommended. It is advisable to define a set of transparent 
measurement indicators. This would facilitate the assessment of operational results 
and the impact of the scheme over time.  
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Chapter 5 

The way forward 

This chapter outlines a possible action plan that could support policy makers in the design and 
setting up of a CGS.   

Suggested steps: an action plan to design and set up a CGS  

The recommendations listed in Chapter 4 are specifically related to the design and 
establishment of a CGS. The following implementation plan suggests a strategy to 
complete the tasks within the next two years (Figure 5.1). The activities could be 
organised into three work streams:   

 Work stream one will entail agreeing and communicating the mission. First, 
the Government will discuss about a possible mission of the CGS. Second, a 
meeting with private players and potential donors could be organised to 
align on the proposed mission. Finally, the agreed mission will be 
communicated to the public.  

 Work stream two will identify the target of the CGS and design appropriate 
eligibility criteria. First, the features of agribusiness SMEs will be assessed. 
Second, eligibility criteria will be set up and discussed with participating 
banks. Finally, the co-operation with rural banks operating with 
agribusiness SMEs will be strengthened.  

 Work stream three will cover the allocation of funding and the involvement of 
private players. First, initial funding will have to be allocated to set up the 
CGS from the State Budget. Second, private players’ participation to the 
funding will be explored. Finally, potential banks who could participate to 
the scheme will be identified.  

A discussion on the governance of the scheme also has to be started among 
relevant stakeholders. It is recommended that key stakeholders are identified and 
involved. These might include the National Bank of Ukraine, the Ministry of Agriculture 
Policy and Food, the Ministry of Finance and the Ministry of the Economy. Banks 
operating in the agribusiness SME segment in the identified pilot regions also need to 
be involved.  

The action plan should be finalised with specific time frames on each action.  
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Figure 5.1 Suggested action plan  

 

 

Source: OECD (2012), “Ukraine Sector Competitiveness Strategy, Agribusiness Working Group”, internal working 
document, OECD, Paris.  

Moving forward, the OECD will continue working in collaboration with the 
Government of Ukraine to support actions to improve access to financing in the 
agribusiness sector.  
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