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» Non-technical summary

Guarantees undoubtably form an integral part of the European Union’s External Investment Plan (EIP) and Global Gateway
initiative, and these are arguably a favourable tool for development finance because they can achieve a much larger
amount of lending to individuals or enterprises in need through leverage effects (i.e. the ratio total loans issued that are
backed by the guarantee to the actual amount of the guarantee portfolio, without taking into account the costs of the
guarantee operations). The challenge of evaluating the impact of the credit guarantees, and in particular the impact on
employment, is exactly due to these leverage effects.

This paper explains the possible ways of assessing the employment impact of guarantees in the context of sub-Saharan
Africa, but the methodologies are not limited to these countries. An initial assessment of the potential employment impact
of a guarantee programme is clearly feasible, but it would require certain stylised assumptions, including the countries in
which the guarantee operates, the amount of guarantee allocated, and, more importantly, the target leverage ratio. It
also emphasises the need to use administrative data (for accounting and financial reporting purposes) as collected by the
development banks and national financial institutions to improve the quality of the employment estimates. These
assessments should also be supplemented by business surveys to capture how these guarantee-backed loans are being
used (or are planned to be used) to support the economic development of communities. The ex-post evaluation of
employment impact, which is often conducted at the firm-level, could also benefit from access to such administrative and
survey data.
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» 1. Introduction

Showcasing a strategic partnership between the European Union (EU) and the International Labour Organization (ILO),
the STRENGTHEN2 project was launched in 2020, with the overall goal of leveraging employment impact assessments to
promote the creation of more and better jobs in sub-Saharan African countries. One of the major outcomes of the project
is to streamline employment impact assessments with particular attention to European Union (EU)-sponsored actions, via
the EU's External Investment Plan (EIP) and the Global Gateway initiative, which come in the forms of grants, blending
(often mixed loans with grants), guarantees and other financial operations.’

The main objective of this paper is to study the feasibility of conducting employment impact assessments of guarantees
in sub-Saharan African countries. The geographical scope makes the assessments all the more challenging due to data
availability issues. This paper explains the need for minimum data requirements for any basic quantitative and evidence-
based analyses of employment impact of guarantees (both ex-ante and ex-post), thus contributing to the STREGTHEN2
employment impact assessment toolkit.

Both macroeconomic and microeconomic approaches are used for employment impact assessment of guarantees. The
two distinctive advantages of macro-analysis using the input-output technique (including the use of input-output tables,
supply and use tables and social accounting matrices) are: (1) that it is one of the few techniques that can be used for ex-
ante studies, and (2) that it captures the indirect and induced effects through an interconnected economy. However, ex-
ante studies rely on often unrealistic assumptions about the leverage ratios of the credit guarantees and firms’
expenditures. Meanwhile, the micro-approach can pinpoint the employment impact while controlling for external
interference such as macroeconomic conditions (i.e. firms in the treatment group and the control group face the same
macroeconomic conditions such as inflation, exchange rates and government policy, etc.), but with a significant time lag.

This methodological note is structured as follows. Section 2 explains the purpose of guarantees and the importance of
guarantees within the EU’s development cooperation activities. Section 3 highlights the challenges of evaluating the
impact of guarantees. Leveraging the literature review carried out as part of the STRENGHTHEN2 methodology
assessment (Soumaré, 2022), Section 4 recapitulates the existing methodologies that are frequently used for impact
evaluation of guarantees, not merely focusing on the employment aspect of it. Section 5 emphasises the possibility of
using financial institutions’ best practices in reporting and monitoring tools to improve the impact assessment of
guarantees. Section 6 concludes and offers some recommendations for advancing employment impact assessment of
guarantees.

' The major implementing tool of the European External Investment Plan (EIP) is called the European Fund for Sustainable Development (EFSD). Under its
new strategic framework, the European Commission has launched the Global Gateway Initiative, which is financed by the EU's long-term budget instrument
for development cooperation - the NDICI-Global Europe. Global Gateway is a strategic, transformational agenda - to accelerate achievement of the SDGs and
the Paris Agenda. Global Gateway aims to mobilise infrastructure development investments of up to 300 billion in the years 2021-2027. The European Fund
for Sustainable Development plus (EFSD+), continuing the EFSD, has been established under this budget instrument, and its geographic coverage is now
global. The EFSD+ supports investment in partner countries to promote decent job creation, strengthen public and private infrastructure, foster renewable
energy and sustainable agriculture, and support the digital economy. The EFSD+ in an innovative instrument that will help generate investments in a variety
of Global Gateway sectors through its guarantee capacity and blending grants.



» 2. Guarantees: Important Instruments for the EU’s External
Investment Plan and Global Gateway Initiative

Credit Guarantee is a frequently used financial instrument that helps those who otherwise would not be able to obtain a
loan. All guarantees have a common purpose of creating greater access to formal financing for promising individuals and
companies to promote growth of priority sectors, and of avoiding market failure. Credit guarantees reduce the risk of
default for lenders by promising to cover the borrower's debt in the event of default, thus making it easier for the
borrowers to secure financing.

About one third of the EU's European Fund for Sustainable Development Plus (EFSD+), the continuation of the early EFSD
programme, nested under the Global Gateway Initiative, is in the form of guarantees. More recently, EFSD+ set aside €6
billion in financial guarantees in December 2022 to support 40 investment programmes in sub-Saharan Africa, Latin
American and Asia Pacific, which are expected to generate more than €50 billion in investments for MSMEs and for
identified key sectors, such as renewable energy, digital infrastructure, climate resilience, and health.?2 Guarantees are
often designed to encourage lending to micro-, small- and medium-sized enterprises (MSMEs) and the remainder of this
paper is focusing on such MSME credit guarantee schemes.? By reducing the risk of lending to MSMEs, credit guarantees
can help to increase the availability of credit to these businesses, and therefore have a positive impact on job creation by
enabling these firms to access the financing they need to expand their operations and hire new employees. However, the
exact number of jobs created through credit guarantee schemes can be difficult to estimate, as it depends on a variety of
factors, including the sizes and types of the businesses being funded, the amount of lending provided, the sectors
concerned, and the local economic conditions.

The guarantees often follow a standard procedure (see Figure 1) before reaching businesses in need:

e The guarantor (i.e. the EU) offers a guarantees to a development bank, such as the European Investment Bank
(EIB) and other European financial institutions;

e The development bank signs contracts with commercial banks/national financial institutions with mutual
agreement on general terms of the guarantee;

e Commercial banks/national financial institutions issue loans to MSMEs or businesses in identified strategic sectors;
and

e With improved access to finance, MSMEs and businesses in strategic sectors can invest and pay back their loans
in the future if their businesses are successful.

Guarantees as an instrument have become more innovative over the past years too. First, the approval of a credit
guarantee can happen at the portfolio level - for example, as long as the new loans issued by the national commercial
bank satisfied the pre-agreed criteria, these loans can be added to the portfolio without going through an additional
approval process. Second, the default risk of these loans has also shifted from solely taken by the guarantors to shared
risks between the guarantors and operational banks (i.e. operational banks cover a certain percentage of the losses).
Typical examples of portfolio guarantees that capture these market dynamics are the joint FMO-EU NASIRA Loan Portfolio
Guarantee and SIDA-USAID Zimbabwe Loan Portfolio Guarantees.

2 https://ec.europa.eu/commission/presscorner/detail/en/ip_22_7799.

3 Guarantees can be also used to reduce the risks of large investments, such as in big infrastructure projects, where there is often a market failure: without
the support of guarantee, the investment is unlikely to take place. However, this type of guarantee is outside the scope of this methodology paper.



» Figure 1. The standard operation of a guarantee (simplified)
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» 3. Challenges of Evaluating the Impact of Guarantees

When it comes to evaluating the impact of guarantees, the first and foremost question being raised is the extent to which
guarantees can be effectively translated into greater and more affordable access to credit for MSMEs or for the businesses
in identified priority sectors, which in turn generates more investment, decent employment and economic growth. The
standard approach to evaluating employment and economic impact, especially in developed countries, is known as the
quasi-experimental approach, which can only be done after the project is fully implemented (ex-post). In practice, it pulls
together the treatment firms who received guarantee-supported loans and firms of similar characteristics but without
guarantee-supported loans as a control group, to compare and gauge the difference that the guarantee-enabled access
to credit has made in firms’ performance. It is challenging to carry out this analysis in the sub-Saharan African (SSA) context
due to low availability of firm-level data.*

A less frequent approach to evaluating the impact of guarantees is through macro-modelling using input-output tables or
social accounting matrices for example®. This methodology has often been opted out of because of the difficulties of
making realistic assumptions and of being associated with “losing touch with reality”. However, it remains an important
tool that allows the estimation of the employment impact of guarantees at the time of signature of a guarantee
agreement, at the early stages of project implementation or ex-post.

Indeed, when carrying out an employment impact assessment using the input-output technique, assumptions are
adequate for investment projects with large capital expenditures (such as in infrastructure and energy-related
investments), because of fixed production coefficients associated with fixed capital expenditure (either through bills of
quantities or project documents). However, this estimate hardly holds for guarantees due to their flexibility: even with the
same amount of guarantee available, hypothetically speaking 1 million euros, the amount of loans issued can still be vastly
different. This variability in loan size is due to the fact that there are country- or programme-specific characteristics that
make one guarantee more effective than another, and such differences are further increased by the leverage ratio.

A leverage ratio - defined as the ratio of the value of loans issued that are backed up by the guarantee to the total capital
of the guarantee - is a key indicator capturing how well the fund has been capitalized in the financial market. In other
words, the leverage ratio is an indicator of usage intensity of a guarantee. As not all borrowers default, and in most cases
only part of the credit is guaranteed, the total amount of guaranteed credits is larger than the capitalization of the scheme.
For example, if one in ten businesses defaulted, the guarantee fund could actually be promised to ten businesses (the
number could be higher if credits are partially guaranteed). Leverage is thus one of the main arguments in favour of
guarantee schemes.

Leverage ratio is time-variant during the project implementation too, often calculated at the end of the financial year. Its
value depends on the operation on the ground (e.g. the guaranteed loan portfolio as reported by the financial institutions).
In most cases, changes in the leverage ratio are due to a varied degree of loan disbursement in the target country, but
can also result from changes in the capital endowment of the guarantee. For example, when new capital is injected into
the scheme (see Korea Korean Credit Guarantee Fund as in Cusmano's study, 2018), the leverage ratio could temporarily
decrease. The total cumulative effect of the leverage ratio can be calculated at the end of the guarantee programme by
adding up all the loans issued during the period when the project is active, which provides an overall effectiveness of the
guarantee programme.

In practice, the term ‘leverage ratio’ has been used very loosely. It may also refer to the multiplier effect of a particular
guarantor that seek greater market influence by mobilizing additional capital with other co-financing partners. For
example, if the EU EFSD+ has financed guarantee operations around the world to the tune of 100 million euros, and FMO
and other private investment partners have doubled this amount—this effect may be considered as a leverage, but
different from the leverage ratio explained above. Similarly, when a guarantee offers partial coverage, e.g., 20 per cent of
the individual loans in case of define, one could simply consider the loan to guarantee ratio to be 5. While relevant, this
‘leverage’ doesn't provide the usage intensity of the guarantee.

41IFC (2022) conducted an analysis for developing countries leveraging on the World Bank's long-existing enterprise survey and supplemented this with their
own surveys. The sample size for the treatment group (about 1700 firms) is much smaller than the similar work carried out by the EIB and European
Investment Found (EIF).

® An input-output modelis a quantitative economic model that represents the interdependencies between different sectors of a national economy or
different regional economies. A social accounting matrix extends the classical input-output framework, including the complete circular flow of income in the
economy.
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There are also some misconceptions about the calculation/estimation of the leverage ratio of guarantees. The heart of the
debate is on what should be the denominator when calculating the leverage ratio of a guarantee. The promised amount
of the guarantee (e.g. a guarantor promises 1 million funding in euros available to support MSMESs) is not the same as the
amount of the fund that will be paid out in case of default (e.g. a commercial bank requires 400,000 euros due to the
default in loans). Conceptually speaking, the leverage ratio should be calculated as amount of loans issued to the amount
of committed guarantee from the guarantor(s); not to the amount of guarantee paid-out, because the latter will only
roughly give the default rate of the loans.

There can be wide variation in the leverage ratios achieved. Historical data shows that leverage ratios (as defined in this
paper) range from 0.33 in Greece (where loans represent 33 per cent of the guarantee fund) to about 35-fold in France
(where loans are 35 times larger than the amount of guarantee available) (see UNIDO, 2003; Cusmano, 2018). The leverage
ratio reflects the type and the purpose of guarantees.® The type of guarantees to a great extent determines how the
guarantees are set up and operated. For example, guarantee initiatives focusing on fostering start-ups and MSMEs (by
supporting the commercial apparatus) could be different from guarantees with an objective of helping businesses to
export, as their default rates vary.

There are other operational concerns that could determine the leverage ratio too. The demand for guarantees depends
on whether there is a sufficient level of awareness in the intended communities about the availability of the fund. It also
depends on how willingly the bank staff promote the fund. Furthermore, it is, at least in part, explained by the way the
fund is capitalised, how the guarantees are delivered, when the guarantees are delivered, and whose loans are guaranteed
etc.

The guarantee may have different objectives depending on their source of finance, i.e., whether it is backed by government
and development financial institutions or by private businesses. For example, those guarantees with economic
development as the primary objective (linked to development finance) often provide interest-free loans or loans with
lower-than-market interest rates, while guarantees backed by private businesses are more inclined to pursue the objective
of self-sustainability’. The former type of guarantees is likely to have a lower leverage ratio due to its high operational
costs that have not been passed on to borrowers (see Figure 2 for a simplified numerical example for the purpose of
illustration). The investment loans with socio-economic goals often have longer maturity periods than other operational
loans. Moreover, differences can be explained by their respective operating environments and business climates (i.e.
existing financial sector condition, the social and cultural background, the rules and regulations and macroeconomic
conditions etc.) in the host economies (see Figure 3).

Currently, the most-commonly used benchmarked is 1 to 10 - every one euro committed from the guarantee is expected
to generate 10 euros investment overall in the EU neighbourhood and sub-Saharan Africa. Preliminary evidence suggests
that many guarantees in developing and emerging countries, and especially SSA countries, are far from achieving the
optimal leverage level due to insufficient demand for loans (e.g., partly due to ignorance of the scheme’s existence) or the
results of excessive caution in extending guarantees (bank staff refuse the loan due to high risks involved). The question
boils down to whether this 1:10 ratio can be achieved in SSA countries. Answering this could lead to an understanding of
the actual size of additional capital which the guarantee fund can raise, and otherwise would not have been invested (see
EIB's Banking in Africa Survey 8).

 Guarantee products are designed according to their purpose and targeted outcome, for example sectoral guarantees, export credit guarantees, individual
loan guarantees, portfolio guarantees, co-guarantees, tender and performance guarantees. The vast majority of these guarantees are short-to medium-
term with repayment terms of less than 10 years.

7The costs of a guarantee fund include the cost of money (such as inflation and the interest rates), the defaults on guarantee operations and other operational
costs (such as staff time), while the sources of income consist of guarantee fees, administrative fees, and income from investment. However, if a guarantee
fund has a development focus and socio-economic objective in mind (e.g. to increase employment and improve employment conditions), donors may
consider losses to be justifiable.

& The EIB conducts the Banking in Africa Survey annually to shed light on financial situations of the banks in Africa and how financial instruments help to
shape the economic and social development goals; i.e., to steer investments towards priority sectors (e.g. climate change and digital transformation) and
businesses in need (e.g. female entrepreneurship and MSMEs). The survey is sent to over 70 banks in Africa, and results can be broken down by the Central,
East, Southern and West Africa. A small section of 2023 survey targeted on credit standards and guarantees in hoping to gain some knowledge on the
leverage ratios of all guarantee programmes that are operated by these African banks.



» Figure 2. Optimal leverage ratio can be achieved after deducting operational costs
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» Figure 3. What determines the utilization of a guarantee
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» 4. Existing Methodologies of Evaluating Impact of
Guarantees

Soumaré (2022) carried out a thorough literature review of impact assessments of credit guarantees and stated the need
to “have a better understanding of the theory of change underlying the programme” and to “choose the right impact
evaluation approach depending on the programme design and its ecosystem” (both on page 10). The micro-assessment
techniques involve experiments or quasi-experiments, Randomized Control Trials (RCT) or Propensity Score Matching
(PSM) respectively.® The RCT requires the experiment to be designed before the implementation of the guarantee
programmes, while the PSM offers slightly more flexibility, and can be planned after the programmes have started, but
requires additional data on firms which do not receive guarantee-backed loans, and often applies in conjunction with an
econometric technique called Difference-in-Differences (DID) regression analysis.’® Meanwhile, the macro-assessment
techniques can be used to analyse the direct and indirect effects in the real economy and financial markets ex-ante or
during the early stages of implementation. Soumaré (2022) suggests developing a general equilibrium model to assess
the impact of the credit guarantee programme.'" The differences between macro- and micro-modelling (more specifically,
quasi-experimental) approaches are explained below. It also explains how surveys and case studies have been used as
stand-alone employment impact assessments and as supporting tools for both macro and micro analysis.

Macro-modelling Approach

Macro-modelling tools using input-output techniques, including input-output tables and social accounting matrices, can
provide an estimate of the direct, indirect, and induced effects on job creation of a given investment project. By extension,
these apply to the guarantees too. The direct effect refers to the additional number of jobs created directly because of
loans made available to businesses, which would not be made without the support of credit guarantees. In other words,
it is equal to the additional number of people hired directly by the businesses which benefited from the guarantee-
supported loans. The indirect effect refers to the number of jobs created through the supply chain due to increased
demand (i.e. purchases of intermediate inputs or capital goods/services) from the businesses that received the loans. The
induced effect refers to the jobs created because of increased income of employees (due to both direct and indirect
effects), and therefore additional spending that generates more demand.

The Joint Impact Model (JIM) uses a simple input-output multiplier technique. It treats guarantees as finance enabled
impact, which combines capital data from clients and the average asset turnover ratio according to social accounting
matrices to estimate private sector turnover (additional output), which is then subsequently used to calculate the number
of jobs created. 2

The Asian Development Bank (ADB) (Elhan-Kayalar and Oum, 2022) used both the input-output multiplier sourced from
the Multi-regional Input-Output database maintained in-house and the computable general equilibrium (CGE) model
based on data from the Global Trade Analysis Program (GTAP) to conduct their portfolio analysis for Thailand, Fiji and
Indonesia from 2010 to 2019. Thailand is worth well noting because of its bond guarantee operation for renewable energy
and energy storage project in 2017, as well as its regional credit guarantee and investment facility projects (Bangkok's
Mass Rapid Transit project in 2018 and an additional project in 2019) among other typical blending operations. These
guarantee programmes are likely to be treated like any other blending investment projects. In fact, what are defined as
the direct and indirect effects of job creation are different in the JIM methodology and ADB report (Elhan-Kayalar and
Oum, 2022) (see Box 1 for an explanation).

° Propensity score matching (PSM) is a quasi-experimental method in which researchers use statistical techniques to construct an artificial control group by
matching each treated unit with a non-treated unit of similar characteristics. Using these matches, researchers can estimate the impact of an intervention.
' The difference-in-difference (DID) or double difference is an econometric technique often used in impact evaluation. It is defined as the difference in
average outcome in the treatment group before and after treatment minus the difference in average outcome in the control group before and after
treatment.

" The following three models by order of preference are suggested by Soumaré (2022): (i) small-scale Dynamic Stochastic General Equilibrium (DSGE) model;
(i) Input-Output impact analysis model; or (iii) Computable General Equilibrium (CGE) model.

2The Joint Impact Model is developed by Steward RedQueen and it is maintained and regularly updated by JIM Foundation. It uses social accounting matrices
available for 75 individual countries, 17 regions and 65 sectors, which are derived from the Global Trade Analysis Program (GTAP) data.
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The ILO proposed a computational model that is referred to as the Structural Model for Sustainable Development (SMSD)
(Jiang and La Marca, 2021). In a nutshell, it adopts elements of the input-output modelling framework while incorporating
additional features such as price effects and capacity constraints to meet the needs of employment impact assessments,
and therefore provides an estimate for the economy-wide response to the additional investment induced by a construction
project or guarantee project. The model uses a CGE-type of approach but market clearing conditions are different, for
example, in that they incorporate “factual features of low-income developing economies with chronic underemployment
and commodity dependence.” An SMSD-based tool has been designed for evaluating investment projects with fixed
project expenditures, but it can be extended to evaluate guarantee programmes.'

» Box 1. What is Direct Effect in Employment Impact Assessment?

The direct jobs created by an investment project should be the easiest to measure but there are still debates about what
should be counted as direct jobs. From an investment project management point of view, the number of direct jobs can
be measured on the businesses’ site (e.g., the site of construction), and it should be equal to the number of full-time
equivalent employees (as defined in the local labour market) working for the company or project at the end of the
reporting period, including individuals directly hired or hired through third-party agencies if these workers provide on-
site services related to the operations.

In the absence of the capacity to collect the employment data on the site, the number of direct jobs can be estimated
too, but the definitions are different in the Joint Impact Model (JIM) and in input-output tables. The JIM proposed that
direct jobs can be estimated by multiplying revenue or project value by employment intensity of the corresponding
industries, which is then adjusted to the employment formality (JIM, 2021, p.25).

The input-output methodology as used in the Asian Development Bank (ADB) (Elhan-Kayalar and Oum, 2022), however,
defines the direct jobs as the number of jobs created because of additional final demand, which drives output increases
not just in the sectors where the investment project is located (in the construction or energy sector for example) but
also jobs in the supplier sectors; while the indirect jobs are the so-called first-round, second-round,..., and N-th round
effects that are created due to additional demand.

The JIM measures direct, indirect and induced jobs through project expenditure - i.e., the amount of project finance
paying for wages or local procurement; while the input-output technique, as documented in the Elhan-Kayalar and Oum
(2022) report, calculates direct, indirect and induced effects by focusing on the mechanism of how additional output is
created. Therefore, the number of direct jobs calculated using the JIM methodology is not comparable to the number of
direct jobs produced by the input-output framework as defined in Elhan-Kayalar and Oum (2022).

However, the nature of guarantees is completely different from that of any other type of investment project. For
guarantees, the direct jobs are hard to measure because going to all the businesses to collect employment data from each
of the beneficiaries of the guarantee-backed loans is time-consuming and costly. Even after such data has been amassed,
the total number of employees in a business cannot simply be correlated with the amount guarantees (i.e. not all
employment is created due to the availability of guarantee-backed loans); what matters are the changes in the number of
employees hired before and after receiving the guarantee-backed loans. In fact, micro-analysis works best in these
circumstances while controlling for other factors that could potentially influence employment. In the absence of
microdata, estimating direct jobs in a guarantee operation using the input-output table technique is straight-forward: in
this case, it is equal to the number of jobs created due to the initial increase in the final demand.

Quasi-experimental Approach

The econometrics approach of assessing employment impact of the credit guarantees is also referred to as the quasi-
experimental approach. In the absence of the pure experimental approach - guarantees are rarely allocated randomly -
the quasi-experimental approach is considered the best alternative, and it is well-adopted in economic research (EC and
EIF, 2015; Brown and Earle, 2017; OECD, 2017; EIF, 2019a; EIF, 2019b; EIB, 2020; IFC, 2021; Ayyagari et al., 2021). It uses
the PSM and DID techniques to demonstrate that guarantee-backed loans have helped targeted businesses to grow in
terms of employment, production, productivity, and chance of survival, in contrast to the control group (those businesses
without guarantee-backed loans). One of the advantages of the DID technique is that it separates the employment impact

* There is a possibility of incorporating financial accounts into a SAM, and therefore to better reflect the role and financial market in an economy (see Array
2017). Even with this financial sector integrated, the leverage ratio and business expenditure are still essential to evaluate the employment impact of
guarantees.
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of credit guarantees from the macroeconomic conditions and other factors that potentially affect employment, and points
out only the impact of additional finance made available to businesses due to guarantee-backed loans. However, the
guarantee programmes can only be evaluated many years after they have been fully executed by the lending agencies.
The quasi-experimental approach does not offer an overview at the whole economy level, i.e., no tally of total number of
direct jobs created by the support of guarantees, nor the indirect and induced jobs created. It also pays little attention to
how the type of guarantees (i.e. whether they are more concessional or not) could impact recipients differently.

Surveys and Case Studies

The employment impact assessments of credit guarantees can also be conducted through surveys and case studies. These
can be executed during project implementation or after project completion and are often associated with higher
operational costs. Surveys involve collecting data from financial institutions and businesses that have issued/received
loans, as well as social-economic characteristics of the businesses that benefit from the guarantees (EIB, 2021' and
Hennecke, Neuberger and Ulbricht, 2017 for example). The survey data provides valuable insights into the employment
and economic impact of credit guarantees.

Case studies involve analysing the experiences of specific businesses that have received guarantee-backed loans in depth,
or at times follow the entire credit guarantee programme during implementation. They often focus less on the
employment or economic impact of credit guarantees per se, and put more emphasis on the implementation of the credit
guarantees through a monitoring framework in order to improve the effectiveness and self-sustainability of a guarantee
fund (see GIZ, 2015 and the pilot studies on the SIDA guarantees in Bosnia and in Guatemala conducted by the ILO Social
Finance team?).

Surveys and case studies are not only more flexible alternatives to both micro- and macro-modelling approaches, but they
can also constitute valuable support for the analyses based on input-output tables and modelling using firm-level data.
An example is the IFC (2022) study that uses the World Bank’s long-running Enterprise Survey and a survey specially
designed to gather data on firms who have benefited from guarantee-backed loans to construct a counterfactual and
factual group respectively before using the econometric technique (DID) to evaluate the impact of credit guarantees in
developing countries.'® Surveys and case studies will also improve employment estimates using input-output tables by
backing the assumptions with first-hand data collection.

“The EIB and Global Development Network started a programme in applied development finance in 2017 to better understand the results and impact of its
financial instruments through Impact Financing Envelope, which targeted the Africa, Caribbean and Pacific (ACP) countries. The research was carried out in
three twelve-month cycles (often done by local consultants with the guidance of the advisory committee that was made up of EIB staff, academics, and
experts from various international organizations). The three reports published under this initiative include case studies from various countries, among these
many on microfinancing (see GDN-EIB, 2021, GDN-EIB, 2020, GDN-EIB 2019). The final publication summarizes lessons learnt and opportunities for future
work.

"> https://www.ilo.org/empent/areas/social-finance/WCMS_835996/lang--en/index.htm

'® For developed countries, data availability is less of an issue. Development finance institutions and government agencies can leverage the existing
administrative data or dataset commercially available (ORBIS for example) to conduct impact assessments of credit guarantees.
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» 5. Leveraging Best Practices of Credit Guarantees for
Employment Impact Assessment

An initial assessment of the potential employment impact of a guarantee programme is clearly feasible, but it would
require certain stylized assumptions, including the countries in which the guarantee operates, the amount of guarantee
allocated, and, more importantly, the target leverage ratio. To further refine the initial estimate, this paper argues that
the leverage ratio - which is the ratio of the total outstanding loans (time-variant) to the amount of guarantees available
(often time-invariant) - is an indicator that can be easily calculated at any point in time if a guarantee fund has a proper
accounting system. All of the socioeconomic performance monitoring frameworks put in place in the context of
guarantees contribute to the overall impact assessment of a guarantee (see ILO 2004), only a fraction of these measures
are specifically designed to assess employment impact. Macro-level employment impact assessment requires additional
information on business expenditures (such as the data collected in establishment surveys used in national accounts).
Meanwhile, micro-level employment assessment requires measures of business operations, such as turnover/sales,
employment, and other performance indicators before and after receiving the loans to benchmark to businesses that did
not receive the loans. This section explains the potential of using financial reports (and their underlying data) of the
guarantee fund as well as the financial data of the businesses to support Employment Impact Assessments.

Accounting and Financial Reporting

The performance of the guarantee fund, and in particular its financial performance, are often monitored through a proper
accounting system, and reported periodically. This should be able to provide the exact leverage ratio highlighted above
(as well as its evolution over time if needed), and is thus extremely beneficial for impact evaluations.

ILO (2004) systematically summarized the best practices for guarantee fund managers as regards to recommended
reporting on guaranteed loan portfolios from the lenders’ perspective (Annex1 Table A1) and on the proceeds after pay-
out from the guarantors’ perspective (Annex1 Table A2). In a nutshell, a well-monitored fund should have a financial
accounting system that provides information on:

e The size and quality of the guaranteed portfolio;

e The liquidity position of the guarantee fund (i.e. capacity to cover its financial obligations in the short- and medium-
term);

e The profitability of the guarantee fund (i.e. capacity to cover costs with its income); and

e The financial structure of the guarantee fund and its capacity for growth.

Socio-economic Performance Monitoring

Apart from the obvious financial indicators, the performances of guarantee funds should also be monitored by socio-
economic indicators. Socio-economic indicators describe factors like the number of business clients that have been able
to access a loan as a direct consequence of the guarantee scheme, and they could also track the characteristics of these
businesses (their operating industries, their size and growth over a period of time for example). These performance
indicators generate the data to monitor business developments over time, allowing one to compare actual results with
the economic targets which were originally set through impact assessment.

Recording firms' socio-economic characteristics helps impact assessment of credit guarantees regardless of the choice of
methodology, but the macro- and micro-approaches emphasize different aspects of the data. A macro-analysis using
simple input-output multipliers or a social accounting matrix-based model like the ILO-STRENGTHEN2 estimation tool
based on the SMSD (Jiang and La Marca, 2021) would benefit from using data on firms' expenditure. Business expenditure
surveys, for example, are widely used to collect information on capital expenditure, including breakdowns such as
investment in building, machinery and equipment, and research and development, as well as other business expenses on
wages, and intermediate goods and services. This survey data will provide an important indicator of economic activity and
growth, and can be used for macroeconomic simulation and forecasting. In contrast, micro-analysis requires data
concerning firms' characteristics and finance from both the target group (those who benefited from the guarantees) and
the control group (those firms without guarantee-supported loans), such as information about their operating sectors,
actual sizes of the firms, turnover and profits (see Figure 4).
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» Figure 4. Project timeline of a guarantee and the choice of evaluation method
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Indeed, there are several surveys that focus on MSMEs in Africa and their business characteristics and expenditure, which
could potentially be used as a means of collecting additional data for employment impact assessments (such as surveys
operated by the African Development Bank and the World Bank). One example of such a survey is the African Development
Bank's Enterprise Survey, which collects data on the characteristics, challenges, and performances of MSMEs in various
African countries. The survey is conducted in partnership with local statistical agencies and covers a wide range of
industries and sectors. Another example is the World Bank's Enterprise Survey, which also collects data on the business
expenditures of MSMEs in developing countries (including Africa). The survey is conducted in collaboration with partner
organizations in each country and covers topics such as access to finance, corruption, regulations, taxes, and labour

market conditions.
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» 6. Conclusion

Credit guarantee is a flexible tool of development finance, and it often targets MSMEs and start-ups, with far-reaching
socio-economic impact for the businesses in needs. And because of its flexibility, it renders any assessment of its impact
much more challenging than is the case for other financial instruments: depending on how the guarantee fund has been
operated and on what the objective of the guarantee fund is, the amount of loans it may raise could vary by a hundredfold.
Furthermore, the potential economic impact in the short- to medium-term is determined by how the newly available
finance is being spent, which is not always clear for the evaluators.

Evaluating the impact of credit guarantees using firm-level data can be carried out by comparing the performances of
firms that received loans backed by guarantees with those of firms without the support of guarantees (a carefully selected
control group often identified through propensity score matching). This methodology permits an ex-post evaluation of
the economic additionality of guarantees by establishing the causality between the amount of loans received and firms’
growth in sales, productivity and employment. However, this methodology cares less about the multiplying factor—the
leverage ratio—of the credit guarantees or about the terms and conditions of the loans. It also disregards the way that
the indirect and induced jobs are created through the multiplier effect in an interconnected economy.

Less frequently used in the literature than the micro-approach is the macro-modelling approach, mainly due to the
difficulties of working with assumptions, notably the leverage ratio and expenditure structures of the borrowers. But the
advantages of using a macro-modelling tool (i.e. input-output tables or social accounting matrices) are evident: the
assessment can already be conducted ex-ante at the time of signature or during implementation, and the estimates can
be refined by incorporating the quantity of the loan through the leverage ratio. It may also reflect the quality of the loan
because less risky investments can aim for higher leverage. Moreover, it provides an estimate of the number of indirect
and induced jobs created through the guarantees, which the micro approaches do not. However, it is important to
underline that macro-modelling could benefit from existing financial reporting and performance monitoring data to
improve the estimates—the leverage ratio can be derived from the report on the guaranteed loan portfolio, for example.
This performance monitoring report should offer an overview of the number of and socio-economic characteristics of
businesses that benefited from the guarantees.

Each of these methodologies has its own strengths and weaknesses, and the choice of methodology will depend on the
specific contexts and goals of the evaluation projects. These quantitative exercises will not only enable employment impact
assessments of guarantees, but they will also help guarantors and financial institutions to improve their operations and
to formulate best practices in issuing guarantees to achieve greater economic impact, hence more decent job creation.

The purpose of this paper is to highlight the data gaps that have hampered the conduct of employment impact
assessment, particularly in the African context. Hopefully, identifying the data needs for the development of employment
impact assessment, as well as mapping the data needs to different methodologies, could lead to more refined empirical
studies.
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» Annex 1

» Table A1. Lenders: Report on the guaranteed loan portfolio

11y (1

(4]
(2)
(3)
)
(5)
()
()
()
(@)
(10)
1)

z)

List of all borrowers to whom the lender has extended a guaranteed loan.

Balance of the loan principal due for payment as of (date) according to the initial repayment schedule.
Effective payments of principal made by the borrowers (borrower's account as the source of data).
Balance of principal due by the borrower and still unpaid (calculated as 2-3).

Contractual interests due on the unpaid principal (according to the repayment schedule).

Penalty interests charged by the lender in case of non-payment.

Legal expenses charged by the bank in crder to recover the past amount due by the borrower.

Total amount due by the borrower (calculated as 4+5+6+7).

Amount of the remaining outstanding principal (i.e. principal not yet due for payment).

Total amount due if the remaining principal has been called in by the lender.

Number of days since the first instalment of the loan has been missed by the borrower (same amount as in column 8 or 10 depending
if remaining principal called in or not).

Explanation on the extrajudicial actions carried out by the lender and explanations on the reasons behind absence of payments.
This column should also include the type and the value of the collateral pledged by the borrower in favour of the lender.

Source: ILO, 2004.
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» Table A2. Guarantor: report on proceeds after pay-out

M
()
(3)
4)
(3)

(&)
™)
(8)
©)

(10)

(11)

Each individual borrower for whom the guarantee fund has paid out to the lender should be listed.

Borrowers are listed per lender.

Amount paid by the guarantee fund to the lender in compliance with the guarantee contract or certificate of guarantee (pay-out).
Proceeds received by the guarantee fund on recoveries from the borrowers.

In some cases, the amount of the pay-out from the guarantee fund to the lender may be transformed into a 'loan’ to the guaranteed borrower.
Under such an agreement, the guarantee fund agrees the reimbursement of the amount due by the borrower under new terms and conditions.
Amounts indicated in this column reflect the instalments due according to the repayment schedule.

Effective payments from borrowers.

Instalments due and unpaid.

Qutstanding principal amount.

Number of days since the pay-out has been processed by the guarantee fund (this number of days is required so as to re-evaluate the value

of the collateral provided by the borrower).

Estimation of the value of the collateral pledged by the borrower taking into account the number of days since pay-out has been
processed so as to reduce the value of the collateral in the calculation of the potential final loss.

Remarks consisting mainly of an estimation of the final loss that the guarantee fund may record in its financial statements as well
as the status of the legal actions carried out by the lender and by the guarantee fund.

Source: ILO, 2004.
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