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Description of the approach (aims, delivery, budget etc) 

As with Enterprise Estonia, Kredex was established in order to consolidate a number of existing but 
fragmented activities. It was set up in 2001, and is under the jurisdiction of the Ministry of Economic Affairs. It is a 
credit guarantee agency, with three main objectives:  

• To develop SME’s 

• To encourage export growth 

• To support housing for young families 

This report concentrates on the first two of these, as the services most relevant to business support. 
Kredex’s client base comprises new starts and SME’s, to which it provides loan and leasing guarantees as well as 
export credit guarantees. 

Whilst the Estonian commercial banking sector is relatively mature, there remains a market gap facing 
higher risk start-ups and SME’s generally. These continue to find it difficult to raise finance from the commercial 
sector for a variety of reasons: insufficient collateral, limited equity, limited credit history. The local leasing market 
also remains under-developed. 

The range of financial services available from Kredex include: 

 Equity loans: These are for established small firms with a good trading record, who are seeking to 
expand but have been unable to secure a bank loan. The product therefore aims to support second stage 
development of such businesses. There is no requirement for collateral, and the loan is not generally 
repayable until the end of the loan period. The banks are therefore prepared to consider it as equity, and 
their willingness to lend increases. The funds can be used for, for example, mergers, acquisitions and 
new product development. Loans can be in the range of EEK 1 million to EEK 16 million. 

 Business loan guarantees: These are for businesses with less of a trading record, and can take two 
forms: investment loan guarantees and working capital loan guarantees. The former is for longer term 
investments, for example in equipment or premises. The latter is for shorter term needs, such as stock 
purchase or marketing campaigns. In both cases, the target businesses are those with limited security, 
short credit history, involved in new business areas or high risk sectors. Investment guarantees can be 
offered up to the value of EEK 15 million, and working capital guarantees to EEK 8 million. Kredex 
charges both a management and arrangement fee. 

 Export credit guarantees: A number of types of export credit guarantee can be provided. These include: 
short term risk guarantees, where payment deadlines are in the 3-6 month range and purchases cover, 
for example, consumer goods and raw materials; long term cover, for capital goods; and pre-shipment 
risk guarantees, covering the risk of customers withdrawing from a sale after the goods have been 
produced. 

 Leasing guarantees: These are to help businesses to enter into lease agreements for machinery and 
equipment. Kredex will guarantee up to 40% of the unpaid redemption price of leased property, up to a 
maximum value of EEK 15 million. 

In all cases, the finance is provided by the commercial banks, and applications to Kredex are channeled 
through the banks rather than directly from the SME’s themselves except for very small guarantees. The terms of 
the guarantee vary by the type of loan, but Kredex charges an arrangement fee and an annual guarantee fee: the 

                                                      
1 Source: Discussion Paper “Entrepreneurship in the Districts Uckermark (Brandenburg) and 
Parchim (Mecklenburg-Western Pomerania) “, OECD LEED Programme, October 2006. 
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latter varies from 1.3-3.5%. These charges, and a very low incidence of guarantees being called in, have enabled 
Kredex to become self-financing and indeed profitable in a very short period of time. Applications are assessed 
against a business plan, and visits are made to most applicants for further investigation. 

The latest available financial data are for 2004. By then, Kredex had entered into 653 business loan 
guarantees and 635 export guarantees. It had enabled EUR 89 million of business loans to be made, with Kredex 
guaranteeing 47% of this amount. Over EUR 60 million of export turnover had been supported. Just under 2000 
jobs were estimated to have been supported through Kredex’s activities. 

The provision of credit guarantees is a well established means of intervening to support SME’s. A number of 
factors make Kredex worthy of attention however: 

 It has successfully achieved financial viability in a relatively short period of time, with no drain on public 
funds.  

 It has also won credibility with the commercial banking sector in a short period, becoming an established 
player in the local financial market. 

 It is relatively unbureaucratic, making for easier and quicker access to capital for local SME’s. 

 It has developed and refined its product range to match the development of its client base, for example in 
introducing equity loans for businesses entering into second stage growth phase. 

Why the approach is relevant to the two districts/to East Germany? 

The two districts share certain characteristics with the Estonian situation, such as a low rate of business 
formation, a preponderance of SME’s, a larger than EU average manufacturing sector, declining population and a 
recent history of emerging from a planned economy into a market economy and EU membership. Policy 
objectives for the business sector are also likely to be similar, such as increased competitiveness, technical and 
product innovation and exporting. Both areas have established, mature banking sectors but with the likelihood of 
the same risk aversion when dealing with new starts, relatively small companies, low levels of security, and high 
dependence on loan rather than equity finance. 

For all of these reasons, the experience of Kredex in addressing a gap in the financial market through a 
mechanism that has become self-financing will be of relevance in the East Germany context. 

There are a number of particular characteristics of the Kredex approach that may be especially relevant in 
Uckermark and Parchim: 

 Like Enterprise Estonia, Kredex is prepared to back growth potential irrespective of industry sector. 

 Kredex tackles the issues of limited security and collateral that constrain investment in other emerging 
economies. 

 It helps to lever additional development-oriented capital into the business sector. 

 It directly involves the banks in working with client SME’s in a more supportive and advisory capacity. 

 It offers specific support for exporting companies, reducing dependence on local markets. 

 Its close working relationship with government and with Enterprise Estonia indicates a well integrated 
policy network. 

 It remains highly specialised in its purpose, and is not therefore diverted by multiple objectives. 

Reasons for the success of the approach  

Credit guarantee agencies and funds are common across most EU member states, and in this regard there 
is nothing unique about Kredex. It does however display a number of features that have contributed to success: 

 Kredex has a very systematic approach to the appraisal of applications. This has helped ensure a limited 
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degree of call-in of guarantees. It has also guarded against the “deadweight” of guarantees being 
provided where they are not absolutely necessary. Provision is therefore very focused on the genuine 
areas of market need and failure. 

 Kredex has also built strong relationships and credibility with relevant partners: the commercial banks, 
Chamber of Commerce and government departments. It has built partnerships with international 
guarantee agencies, for example in Scandinavia and Russia. It also has a co-guarantee con-tract with the 
European Investment Fund. 

 These partnerships and Kredex’s own financial success, has enabled it to continually refine its ser-vices, 
for example through offering better conditions or higher credit limits. 

 Kredex operates in a very sophisticated and commercial manner. For example, where guarantees are 
called in, Kredex does not normally pay the banks until 24 months after the end of the loan agreement. 
This ensures that the banks do everything possible to recover the loan without drawing on the Kredex 
guarantee. 

The obstacles that were faced and the quality of the response taken  

Kredex has been in most respects a clear example of success, but it has faced a number of challenges 
since its inception and continues to do so: 

 Initially it had to establish its credibility and reputation, especially with a banking sector that was primarily 
foreign-owned. It achieved this through building strong relationships with partners, for example through 
having private sector participation on its Board, and through adopting from the start a disciplined and 
commercial approach. 

 As Kredex’s portfolio has grown, the level of guarantees called in has increased. This is however seen as 
an inevitable and acceptable consequence of growth. In fact, by handling claims efficiently, it has 
enhanced the organisation’s reputation. 

 The increased volume of work has brought organisational and administrative challenges. This has 
required some restructuring, increased application of IT, and new administrative processes. 

 Kredex operates in an increasingly competitive financial market and has had to change its approach to 
adapt to that. This has included improvements to products, terms and procedures. For example, it has 
given more emphasis to higher risk export markets and to longer term projects. It is also considering an 
equity loan product. 

 Operating a successful guarantee fund does not necessarily increase the capacity and sustainability of 
the SME sector. Kredex has recognized the need to support its clients to improve their management 
skills. For example, it has provided training in risk management for exporters. It is also cooperating with 
the Estonian Business School in offering risk management training to students there. 

 Similarly, credit guarantees do not necessarily deliver wider policy objectives of business and economic 
growth. However a 2004 survey showed that net sales growth amongst Kredex clients exceeded the 
national average by around 50%. Export growth from Kredex clients also exceeded the national average. 

As activity has increased, Kredex has on occasion reached the state’s limits on guarantee exposure and has 
had to suspend applications. This has been resolved by seeking legislative changes, and these have been 
granted by government. 

Considerations for adoption of this type of approach in the two districts and in East Germany  

A fundamental question must be whether the same type of market gap and failure in the financial market 
exists in East Germany. There is no case for state intervention on the Kredex model if this cannot be shown. If 
there is such a case, however, key considerations would be: 

 Is there the political will to provide a guarantee fund through a separate, discrete agency such as 
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Kredex? Although accountable to the state, Kredex has been allowed to operate along commercial lines 
without significant political interference, and this has been an important contributor to its success. 

 Can the necessary partnerships be built with the commercial banking sector? This has been an-other 
essential factor in Kredex’s success, and is based on commercial discipline combined with mutual 
respect and confidence. 

 Are the appropriate management skills available to run this type of operation? Kredex has a small staff of 
around 30, but has been able to attract high calibre people with the necessary financial and commercial 
skills. 

Contact details and website for further information  

Mr Andrus Treier 

Chief Executive 

Estonian Credit and Export Guarantee Fund (Kredex) 

Pärnu mnt 67b, 10134 Tallinn  

Estland 

Phone: +372 6 819 950 

E-Mail: andrus.treier@kredex.ee    

Website: http://www.kredex.ee  
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