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Credit guarantees are often promoted as an instrument to overcome the lack of lending to
businesses in the Pacific region. Guarantees can take several forms, with the main variants being
guarantees of individual loans and guarantees of a portfolio of loans. Within these variants, there are
many alternatives for allocating risk — ranging from a 100% guarantee of a loan or portfolio to a
lesser proportion, depending on types of loans, risks and maturities — and for allocating fees and
charges.

There is no theoretical justification for the use of credit guarantees, however, especially when the
reasons for the failure of banks to provide business finance is more to do with an unwillingness to
lend than risk aversion.

Practical experience also suggests that there is a weak case for using credit guarantees to increase
business access to finance. There are isolated examples of success, but few rigorous evaluations of
guarantee schemes have been undertaken. Where they have been, they do not demonstrate an
increase in lending relative to what would have occurred without any guarantee. Nine credit
guarantee schemes are operating in the Pacific, but none have resulted in any appreciable increase
in lending and several have suffered significant losses. In addition, in order to make a substantial
difference to the amount of credit granted, guarantee schemes would have to be very large, and well
beyond the scale of the schemes operating in the Pacific region.

Rather than increasing the use of credit guarantees, a more effective route to increasing business
access to finance involves comprehensive reform of the business environment, alongside the
promotion of trade credit and a greater use of secured transactions frameworks. Furthermore, there
is a real danger that resort to credit guarantees will stifle the development of credit assessment and
risk management capabilities in Pacific banks.



