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FOREWORD

The 11th RED conference is back again live. After two years of of virtual conferencing
experience we are glad to host another RED conference at Faculty of Economics in Osijek. We
hope that live meeting, networking, our panel and workshop on scientific publishing, as well as
the social acitvities will provide a value added experience to all the conference participants and
bring us all one step closer to the ,,0ld normal* that both we as organizers and our guests have
enjoyed in the past.

Toghether with our partnering institutions: University of Tuzla, Faculty of Economics in Tuzla
Croatian Academy of Sciences and Arts, The Institute for Scientific and Artistic work in Osijek
and University of Maribor, Faculty of Economics and Business, we gave our best to once again
provide a memorable conference to all our participants. This year we have focused on papers,
i.e. scientific input quality.

This proceedings include altogether 60 papers in the three areas that we try to cover: region,
entrepreneurship and development. Our studies come mainly from Croatia, but they also include
a few cases of international collaboration (Slovenia, Nigeria, Bosnia and Hercegovina), which
is warmely welcomed. Additionally, some studies come from Portugal and Hungary.

Since this is a first live meeting after two years, we have provided few interesting events:
keynote speaker, prof. Zsolt Bedd, from Faculty of Business and Economics, University of
Pécs, Hungary how will present his study and experience on university as the platform of
entrepreneurial activity; secondly we have organized a workshop on publishing in good scientific
journals, which will be led by Dino Krupi¢, assistant professor from Faculty of Humanities
and Social Sciences of JJ Strossmayer University of Osijek. Our third event is the panel on
CROVIZONE (EU project: Adaptation of vineyard zones to climate change in the Republic of
Croatia). Finally, our social event includes trip to Baranja, with wine tasting in tradional wine
cellar (gator), visit to Street of forgotten times and conference dinner.

As we have introduced during past few conferences, this year we also announce the best paper
award. The best paper award for RED 2022 goes to the paper entitled: CLUSTER ANALYSIS
FOR PROFILING PUBLIC SECTOR BUILDINGS OF CONTINENTAL CROATIA AS A
SUPPORT FOR REGIONAL DEVELOPMENT, co-authored by Kristina Hodak, Adela Has
and Marinela Mokris, from Faculty of Economcs in Osijek. This article deals with a problem
that is significant for the public sector (energy efficiency of buildings) and makes up a huge
share of total costs and energy consumption. The problem is approached from different aspects
and complex methodology is extremely well-described and conducted. Congratulations to the
authors and we hope to have them next year with similarly good input.

We hope to have interesting sessions, fruitful discussion and that all our participants will enjoy
all the conference events...and, of course, join us next year.

Finally, I would personally like to express my gratitude to all the partners in the RED project —
Organizing and Program committee members, our reviewers, keynote speaker, workshop leader
and authors for continuous support. You all made this event best possible.

Mirna Leko Simi¢
RED 2022 Organizing Committee Chair
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A scientific paper
Marijana BarSi¢ Barun, M. Sc.
Croatian Agency for SMEs, Innovations and Investments
E-mail address: marijana.barsicbarun@hamagbicro.hr

Barbara Brada¢ Hojnik, Ph. D., Full Professor
University of Maribor, Faculty of Economics and Business
E-mail address: barbara.bradac@um.si

THE ROLE OF GUARANTEE INSTITUTIONS IN SUPPORTING SMEs
IN EU COUNTRIES

ABSTRACT

The objective of this paper is to provide insight into the increasing role of guarantee institutions
in selected EU countries in supporting micro, small and medium-sized enterprises (SMEs) to
access finance and to analyse their activities during the COVID-19 pandemic. Guarantee
institutions offer programmes that are an important part of government policies in most
countries (especially in times of crisis such as COVID-19). Guarantee institutions provide
guarantees (e.g., individual, portfolio, and counter-guarantees) to SMEs through commercial
banks, which use them as risk insurance in case SMEs default. On the other hand, SMEs have
several advantages when using guarantees, especially if they do not have a credit history or
track record with the bank if they do not have sufficient or adequate collateral. This is the
reason why guarantees are becoming more popular in the financial market. During the COVID-
19 pandemic, most commercial banks cut back on lending and approved mainly working capital
financing, turning to guarantee institutions for fear of higher defaults and uncertainty in the
financial market. At the same time, since SMEs are the most vulnerable part of the economy,
they are crucial for a healthy recovery from the pandemic.

The empirical part of the paper is based on the Scoreboard survey data provided by the
members of the European Association of Guarantee Institutions (AECM), and the results
provide an analysis of guarantees from certain points of view in comparison with the EU
Member States. The results show that the COVID-19 pandemic had a strong impact on the
results. While more than two-thirds of respondents observed an increase in guarantee activity
in 2020, the expected demand for 2021 is significantly lower than what members expected in
2020. In addition, the survey results show that while expectations for improved access to bank
financing remain stable, many more members expect it to stabilise, and many fewer members
expect it to worsen.

Key words: guarantee institutions, bank financing, SMEs, COVID-19, EU countries.

1. Introduction

Small and medium-sized enterprises account for more than 99% of all businesses in the EU and
create more than 85% of all new jobs (EU Commission, 2019). One of their biggest challenges
is their access to finance in "normal times" and also in "new normal times". When a micro,
small or medium enterprise wants to make an investment or simply needs working capital
financing, they usually turn to the commercial bank where they opened their account and apply
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for a loan. Often, SMEs and especially start-ups have trouble accessing funding because lenders
require collateral. Most SMEs are newly established or young companies that have only a short
credit history and track record. This information is important to banks when conducting
financial and risk analyses. It also includes information about the experience and competence
of the company's management. If the business is a start-up or young company, approving a loan
is a high risk for the bank and often such applications are rejected, or loans are approved with
conditions that customers cannot meet. Without the help of guarantee institutions, many good,
viable projects would not be supported, and this is the gap that guarantee institutions fill
throughout Europe and the world.

On the other hand, guarantee institutions are important to banks because of the loan provisions
(in case of default) when customers have problems meeting their obligations to the bank.
Guarantor institutions usually receive a fee for approving a guarantee for a customer and are
obligated to pay a defaulted loan (up to a certain percentage) to a lender if the customer defaults.
This means that the guarantor and the bank share the risk. It's a cycle where banks will not lend
to SME:s if they do not have sufficient or adequate collateral, and the companies then never
have a chance to prove themselves to the banks and build their credit reputation with the bank.
This is a gap that guarantee institutions fill, especially in times of crisis such as COVID-19
pandemic.

During the pandemic, there was (and still is) a lot of uncertainty in the financial market and
governments had to take the first step to stimulate or encourage banks to help SMEs and provide
the working capital financing they need along with the help of guarantee institutions. Collateral
is used to reduce the risk of default and limit the loss to the lender. Bank guarantees are used to
overcome credit constraints for SMEs (Haag and Henschel, 2016). When SMEs do not have
sufficient or adequate collateral, guarantee institutions are there to help SMEs and facilitate
their access to finance in such difficult times, "new normal times". Also, in times of crisis such
as COVID-19, many banks, even if they had a good relationship with their customers, resorted
to guarantees much more often than in previous times due to the uncertainty in the market, as
we will show later in the tables. One of the advantages of using guarantees is also the lower
interest rates that guarantee institutions charge banks (e.g., a higher percentage of guarantees
usually means a lower interest rate on the investment loan).

There is an observation that the financing gap for SMEs is larger in developing countries where
financial markets are relatively underdeveloped (EIF Research &Market Analysis, 2017).
Financial institutions are generally reluctant to lend to uncollateralized credit to SMEs even at
high interest rates (EIF Research &Market Analysis, 2017). Many companies do not have assets
that can serve as adequate collateral to lenders, or they do not have enough assets that can serve
as collateral for the loan they are requesting (especially startups or microenterprises). For this
reason, many companies cannot obtain financing even if they have good projects. This problem
is called the SME financing gap, i.e. an insufficient supply of credit for SMEs (OECD, 2016.).

In most EU countries and countries around the world, governments have usually established
agencies, organizations, institutions or companies whose main objective is to support SMEs
directly (e.g. direct financing with loans) or through banks with various guarantee programs
(individual guarantees, portfolio guarantees). These institutions usually offer public support to
entrepreneurs at the national or regional level. Loan guarantees are used in both high-income
and low-income countries to encourage lenders to extend credit to customers they would not
otherwise accept as customers (Vogel and Adams, 1996). Most often, credit guarantees are
supported by public funds and are used as government interventions, especially in times of
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crisis, such as COVID-19. Their aim is usually to promote employment and encourage banks
to lower interest rates and fees, which ultimately has a positive impact on the economy.

An EIB/EIF survey of 18 Credit Guarantee Schemes in Western Europe in 2015-2016 found
that guarantee institutions are typically publicly owned, non-profit, and operate only in their
home country. They may also provide other services (e.g., advisory services to SMEs). One of
the guarantee institutions that can serve as an example is HAMAG-BICRO - Croatian Agency
for SMEs, Innovations and Investments. The Agency provides individual and portfolio
guarantees only for companies registered in Croatia, and HAMAG-BICRO cooperates only
with banks and leasing companies operating in Croatia (business cooperation starts with an
open tender and is concluded with a contract for each different programme that the Agency
offers on the market). The goal of guarantee institutions is to mitigate collateral restrictions,
provide guarantees to banks and non-bank intermediaries, and manage their risk through
government and EU counter-guarantees (EIF Research & Market Analysis, 2017, p. 16).

The European Investment Fund is increasingly using new risk-sharing products/models and is
very active in providing funding to guarantee institutions. During the COVID-19 pandemic, the
EIB Group responded very quickly with emergency measures for SMEs and EU-based
companies. These include guarantee schemes for banks and guarantee institutions, liquidity
lines for banks to provide additional working capital financing for SMEs and mid-sized
companies, and programmes to purchase asset-backed securities, which banks use to transfer
risk for their SME portfolios. The name of the fund established is Pan European Guarantee
Fund (EGF). It is part of the overall package of measures agreed by the Eurogroup in April
2020 and also endorsed by the European Council. The aim of the EGF is to respond to the
economic impact of the pandemic and to ensure that companies in the member states have short-
term liquidity. The total volume of the fund is EUR 25 billion. The Figure 1 shows that the
largest support from the EGF fund goes to small and medium-sized enterprises.

Figure 1: European Guarantee Fund support

Source: https://www.eif.org/news_centre/publications/eib-group-corporate-governance-report-2020-en.pdf

The European Commission, together with the European Central Bank, monitors the
development of SMEs' access to finance by conducting an annual survey on business access to
finance (SAFE). The survey covers all EU countries with more than 17,000 companies. The
survey showed that access to finance is the biggest problem for an average of 7% of SMEs in
the EU. Debt is the preferred type of financing, as market-based instruments such as equity are
mainly used by companies with high growth potential. The three main sources of financing are
credit lines and overdrafts, leasing and bank loans. In 2018, the data collected shows that 18%
of SMEs were not able to obtain the full amount of bank loan they had planned to apply for.
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2. Literature review

The guarantee schemes represent a modern instrument and therefore they are becoming more
and more interesting (especially in times of crisis). There are a large number of authors
researching and conducting studies on this subject. There are also important stakeholders,
namely SMEs as one of the main drivers of the economy, commercial banks/lenders and
guarantee institutions. The guarantee institutions have developed their activities in a very stable
way over the last two decades, but have increased sharply and probably reached their highest
level during the COVID-19 pandemic. They are accountable to their shareholders and to the
providers of counter guarantees or other support they use. For this reason, they invest more in
evaluating their activities, but also to show their positive impact on the economy (AECM
Statistical Yearbook 2020, 2021). There is also the guarantee association AECM, which
monitors the activity of guarantee institutions at EU level, represents the policy interests of its
members to institutions such as the European Commission, the European Parliament, the EIB,
the EIF, the World Bank, etc., collects data, supports its members, organizes working groups
and conferences, exchanges best practices and promotes guarantee instruments. There are also
several other associations such as GNGI (Global Network of Guarantee Institutions) with the
aim of improving credit access for SMEs worldwide, REGAR (Ibero-American Guarantee
Network), EMGN (Euro-Mediterranean Guarantee Network), which shows that guarantee
institutions are becoming a very important part of the financial market. Guarantee schemes are
backed by government guarantees and receive a 0% risk weighting, which significantly reduces
regulatory capital costs for financial institutions. In times of crisis, such as the COVID-19
pandemic, guarantee schemes are usually the first to respond and play a crucial countercyclical
role by supporting SMEs even when uncertainty increases lenders' risk aversion. CGSs are one
of the most successful government interventions in times of crisis. They allow banks to lend
larger amounts with longer tenors, charge lower interest rates, and improve the risk profile
(Kim, Lee, Kessler, Khan; 2021).

For example, Biernat-Jarka, Planutius (2013) note that CGSs in the EU are at different stages
of development and that many improvements can be made by drawing on the experience and
best practices of EU countries (they compared them to Polish guarantee systems). They
conclude that standards for the implementation of guarantee activities should be introduced and
that the rating method for funds would allow to increase their reliability vis-a-vis cooperating
banks. Additionally, Riding, Madil and Haines (2006) analyse the incrementality of SME loans
and describe a new approach to measuring incrementality. They used a two-step procedure to
estimate the incrementality of loans under the Canada Small Business Program. First, a logistic
regression model is estimated based on a large sample of SMEs. The model was then used to
classify a sample of firms that had received loans with the subsidy guarantees. The hypothesis
that it is not possible to measure incrementality was rejected, and the assumption that there is
no incrementality associated with the CSB program was also rejected. Incrementality was
estimated with 95% confidence for the program.

Vogel and Adams (1997) argue that without more careful evaluations, it is impossible to draw
conclusions about the effectiveness of loan guarantee programs or to determine benefits. For
them, it is difficult to determine the costs and benefits of guarantee programs, but they believe
that they do less harm than providing cheap funds to lenders. However, Kim, Lee, Kessler,
Khan (2021) state that loan guarantees are the most successful intervention to facilitate access
to finance for SMEs, with success stories in Japan, Malaysia, and the Republic of Korea. They
have been around since the early 20th century and are present in almost every country. They
point out all the advantages that CGSs offer, such as leverage effect, regulatory capital relief,
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countercyclical relief in times of crisis, and that they usually play a crucial role in times of crisis
by supporting SMEs even when uncertainty increases risk aversion among lenders. They also
discuss that during the crisis, policymakers aim to reach target groups with policies at a high
pace, and that many unfair actors gain undue advantages in the process. For this reason, it is
necessary to mitigate the most common risk of CGSs-moral hazard and adverse selection.

Haag and Henschel (2016) illustrate the importance of German CGSs. They show that
guarantees promote learning by creating credit relationships and enabling the reduction of
information asymmetries. Interviews with bank managers indicate that profits decline when
guarantees are included. However, respondents indicate that profits tend to decline when
guarantees are included. However, the inclusion of, for example, cross-selling and other support
to the region has a positive effect on overall profitability, so there is a willingness to include
guarantees that make loans available to SMEs.

For example, the EIB Group provides counter-guarantees and conducts numerous studies
related to guarantee institutions, and a large number of guarantee institutions use EIB Group
counter-guarantees. The EIB Group also responded very quickly with measures during the
COVID-19 pandemic described earlier in this article.

The OECD publishes a series of papers on SMEs and guarantee schemes, stating that they are
a widely used policy tool to facilitate access to finance for SMEs. The OECD conducts studies
with the aim of improving the understanding of the role, impact and sustainability of guarantee
schemes.

Based on the stated aim of the paper, the literature review provided, and the insight into the
topic provided in the introduction, we state several hypotheses to be tested:

HI: Guarantee institutions have adopted new measures to combat the COVID -19 crisis and
support SME:s.
H2: The volume of guarantees increased during the COVID -19 crisis due to strong support
measures for SMEs.

H3: The structure of guarantees has changed during the COVID -19 crisis compared to the
period before COVID-19.

H4: The number of SMEs supported by guarantee institutions increased during the COVID -19
crisis compared to the period before COVID-19.

H5: The average size of approved guarantees increased during the period 2016-2020.

All hypotheses are tested in the following section of the paper.
3. Methodology

In this article, we use data from the AECM Survey and Statistical Yearbook for 2019 and 2020,
including the publication on SME support in the COVID-19 crisis. We analyse data from 2016
to 2020, with the emphasis on 2020 and the activity of guarantee institutions during the COVID-
19 pandemic. The data presented refer to guarantees implemented by AECM members. AECM
is the European Association of Guarantee Institutions and is based in Brussels. AECM operates
in 30 countries and has 47 members. Most members are guarantee institutions from EU member
states, but there are some outside the EU (Turkey, Russia, Bosnia and Herzegovina, Serbia,
Kosovo, etc.). Members receive the survey by e-mail in written form and are asked to repeat
the collected data within a certain period of time (the survey is usually conducted twice a year,
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as AECM compares the data from one semester to another; and sometimes during the year, if
there is an interesting topic for the members).

Members are private/mutual sector guarantee schemes or public development institutions and
banks whose objective is to facilitate access to finance for SMEs when they do not have
sufficient collateral required by the bank (either for investment or for working capital
financing). According to the AECM, guarantee institutions seek through their activities to
influence job creation, innovation and competition, the structure and risk diversification of the
European economy, regional development, and the countercyclical role in times of crisis such
as COVID-19 pandemic crisis.

4. Empirical analysis results

The year 2020 has begun with the pandemic COVID-19 spreading throughout Europe and the
world. Governments in most EU countries have reacted in such a way that they have closed
public life (stores, restaurants, schools, most companies have started to work from home) to
slow down the spread of the virus - lockdown and social distancing affected SMEs. The
recession started and the financial situation worsened. Banks were reluctant to lend to SMEs
and as a result guarantee institution across Europe reacted immediately and launched
programmes/measures to support SMEs. Micro and small enterprises are the first to be affected
by the economic consequences of the pandemic. This is very similar to the crisis between 2008
and 2010 when guarantee institutions supported by governments and EU funds also supported
SMEs when banks were reluctant to take risks and lend to SMEs.

We provide an overview of the support measures for SMEs affected by the crisis and taken by
guarantee institutions, focusing on AECM members. AECM is an association where guarantee
institutions share best practises and are in close dialogue with policy makers at EU level, EIB,
OECD, etc. The response of guarantee institutions has prevented the wave of insolvencies in
EU countries and the credit crunch (AECM, 2020). In most EU countries, the actions of
guarantee institutions have been supported by governments at the national or local level or by
EU funds:

- Increasing guarantee capacity (many guarantee institutions received additional funds or
benefited from counter-guarantees from government or EU programmes; this helped
them to provide more guarantees in favour of SMEs).

- Increase in maximum and decrease in minimum guarantee amounts (higher guarantee
amounts than in normal times to meet banks' higher collateral needs; some lowered the
amounts to allow access to collateral for very small loan amounts and to make them
accessible to the smallest microentrepreneurs).

- Increasing the coverage rate (most AECM members have used this measure. Prior to
the pandemic, the weighted average coverage rate in 2019 was 56%. Many institutions
have increased the coverage rate to 75 or 90% and some have increased it to 100% for
small amounts. This was possible because the European Commission adopted the
"Temporary Community Framework for State Aid to Support the Economy in the
Current COVID-19 Pandemic". The increase in coverage was also possible because of
counter-guarantees granted to guarantee institutions by their governments or through
EU programmes).

- Reduction or waiver of fees and interest (some institutions have reduced regular or one-
time fees, while others have waived them altogether. Also, some AECM members limit
the interest rates on loans with guarantees that can be charged by lenders or subsidise
loans. The goal is to make guarantees more affordable).
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- Fast-track procedures and reduced documentation requirements (at the beginning of the
pandemic, this was critical, including for bridge financing. Some institutions, due to
intense pressure and high numbers of applications, had to allow lenders to make
decisions and reduce the documentation required. For example, the European
Commission approved that under the Temporary Framework, only the viability of the
company must be demonstrated by the end of 2019).

- Relaxation of payment schemes (extension of the repayment period for guaranteed
loans, granting amortisation-free period. This was important to allow a large part of
SME:s to survive while losing most of their income due to the lockdown).

- Expanding the scope of guarantees (some institutions allowed guarantees for
sectors/industries that were not covered before the pandemic, including further
development stages of companies that were not covered before. This was important to
allow access to a larger number of companies that needed assistance).

- Reduction in collateral requirements (guarantee institutions reduced the collateral
required or capped that of lenders providing guarantees).

- Equity and quasi-equity measures (to avoid the risk of over-indebtedness of SMEs,
some institutions introduced new products - equity or quasi-equity guarantees or direct
equity participation).

- Offering advisory services (starting information campaigns by introducing hotlines,
setting up F&Q, publishing special information websites, organising webinars on the
topic of emergency financial assistance options).

Not all guarantee institutions have taken new measures to combat the pandemic crisis, but they
have used their regular programmes to support SMEs, as have members from Hungary,
Luxembourg, Romania, and Bulgaria.

The guarantee activities of AECM members have experienced a dramatic increase in 2020; at
the end of the year, the increase is almost 200% compared to the previous year 2019 (slight
decrease compared to 2018). The outstanding volume of guarantees has reached more than EUR
330 billion (EUR 289 billion for EU countries). This is the highest level of outstanding volume
ever registered by AECM members. According to the collected data from the survey, AECM
members have produced EUR 279.2 billion in new guarantees issued, of which EUR 236.6
billion (84.7%) are classified as COVID-19 measures with an average maturity of 39 months.
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Figure 2: Volume of outstanding guarantees in the portfolio of AECM members for the
period 2016-2020 (in 000 EUR)
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Source: author’s construction based on the data from AECM Facts and Figures (2017,2018) and AECM
Statistical Yearbook (2019,2020,2021)

New guarantees granted in 2020 reached EUR 279.2 billion, the highest level ever recorded,
and 61% of guarantees were approved immediately after the start of the pandemic. There are
several reasons for this, e.g., banks are willing to take the risk and then apply for government
guarantees, more and more companies need financial support, higher guarantee rates (e.g.,
100%), state support for the guarantee fee under the Temporary Framework for State Aid to
Support the Economy during the Pandemic, etc.
AECM members have experienced an overall explosion in guarantee volumes as a result of
strong SME support policies and programmes. AECM member organisations supported SMEs
with guarantees totalling EUR 330.3 billion in 2020. Compared to 2019, this is an increase of
199.5%. Figure 2 shows the volume of outstanding guarantees in the total portfolio for the
period 2016-2020 for AECM members. The majority of members reported an increase in their
portfolio, with the largest increase in France (more than half of the increase thanks to Bpifrance)
and the United Kingdom (more than a quarter thanks to BBB, which implemented the support
measures set up by HMT). The largest increase in guarantee activity took place in the first half
of 2020 (+135.2%). Most members registered an increase (35) due to large government
programmes, while some saw a decrease (7).
It is important to note that the structure of volume changed significantly during the COVID-19
pandemic. The volume for investments and working capital loans has changed significantly. In
2020, it is noted that guarantee activity has shifted from covering investments to covering
working capital loans. In 2020, investment loans accounted for 53.1% of the volume and
working capital loans accounted for 46.9%, while in 2019 investment loans accounted for
86.3% and working capital loans accounted for only 13.7%. This also indicates the liquidity
problems faced by SMEs with the onset of the COVID-19 pandemic.
Every guarantee institution had different set of programmes and measures (we will give several
examples):
- Austria (awt) - COVID-19 bridge funding represents 68.8% of outstanding programme.
- Croatia (HAMAG-BICRO) - significant increase in the share for working capital; also

gave direct COVID loans up to 100 tEUR at a time when banks in Croatia had

practically stopped financing SMEs; introduced a new programme and increased the

coverage of the principal up to 100% for certain industries, e.g. tourism, culture
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- Hungary (Garantiqa) - strong increase in the outstanding volume of guarantees due to
the introduction of Crisis Credit Guarantee Programme with very favourable conditions,
which was launched in May 2020. They also improved and automated their processes.

- Poland (BGK) - increased demand for guarantees as a measure to contain the COVID-
19 pandemic, more attractive terms for existing guarantee programmes and new
guarantee programmes for response to COVID-19 crisis.

- Portugal (PT) - increase is due to COVID-19 response of the economy; they have
introduced COVID-19 credit lines.

- Slovenia (SEF) - confirms that the increase is due to the issuance of COVID-19
guarantees.

The number of guarantees in AECM member states has increased significantly, but less than
the volume. In 2020, AECM members had a total of more than 6 million guarantees in their
portfolios, 76.3% more than in 2019, with the largest increase recorded by guarantee institutions
in the United Kingdom and France. New guarantees issued in 2020 totalled nearly 3.7 million
units. Looking at the collected data, it can be concluded that the very strong expansion of
approved guarantees in 2020 was due to the introduction of support measures for SMEs that
faced major problems in their business due to the COVID-19 pandemic. In 2020, AECM
members approved more guarantees than ever before.

Figure 3: Number of guarantees in units for the period 2016-2020
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Source: author’s construction based on the data from AECM Facts and Figures (2017, 2018) and AECM
Statistical Yearbook (2019, 2020, 2021)

The number of SMEs supported by guarantee institutions during the 2016-2020 observation
period is increasing, but the table shows that the introduction of measures during the pandemic
had a very strong effect. The number of SMEs supported doubled in 2018-2020 and increased
by 81% in 2020. The highest increase was seen in France and the UK, which also have the
highest portfolios. According to the AECM data, the number of supported SMEs shows the
countercyclical role of guarantee institutions. During the global financial crisis in 2008, the
number of supported SMEs increased by 100% (from 2 to 4 million) and between these two
crises, the development of SMEs was stable.
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Figure 4: Number of supported SMEs for the period 2016-2020 (in 000)

Source: author’s construction based on the data from AECM Facts and Figures (2017, 2018) and AECM
Statistical Yearbook (2019, 2020, 2021)

The average size of approved guarantees has also increased, from EUR 40 thousand in 2016
(average size of outstanding guarantees EUR 29.3 thousand) to EUR 76.1 thousand in 2020
(average size of outstanding guarantees EUR 55 thousand). Due to the high proportion of new
guarantees in the portfolio, this has been reflected in an increase in the average volume of
outstanding guarantees. In the survey conducted by AECM, members expect the volume of
guarantees to decrease as SMEs recover from the crisis.

Figure 5: Development of the average size of outstanding and new guarantees, 2006-2020

Source: AECM Statistical Yearbook 2020, page 18

Figure 5 shows that in 2020, the average size of new guarantees increased by 70% and the
average size of new guarantees increased by more than 100%. Only in 2017 the average size of
new guarantees was very close to 2020 because one of the members with a high-volume share
had an unexpected expansion of the policy (member outside the EU, KGF /Turkey). Also, the
highest guarantee amount was EUR 327.3 thousand and the lowest average amount was EUR
8.2 thousand.
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Figure 6: Development of the share of working capital and investment guarantees, 2018-2020

Source: AECM Statistical Yearbook 2020, page 12

Further major uncertainties are expected in 2021 due to the pandemic. According to the AECM
survey, although more than 2/3 of members observed an increase in guarantee activity in 2020,
the expected demand for 2021 is significantly lower than what members expected in 2020.

In 2020, guarantee institutions that saw increased demand for their products increased their
activity from 60% to 78.9%, which is the highest result to date. This is due to the difficult
situation in the financial market for SMEs due to the COVID-19 pandemic. Significantly fewer
members expect an increase in demand in 2021 (60.5%) than in 2020 (74.3%). One of the main
reasons for this is the avoidance of additional debt (bank loans), which has a direct impact on
lower guarantee activity by guarantee institutions.

The guarantee institutions do not expect a further increase in guarantee activity. It appears that
guarantee activity is approaching its highest level. AECM members are more optimistic about
access to bank finance in 2021 than in 2020, expecting improved access to bank credit to
stabilise.

In 2021, guarantee institution will focus primarily on continuing current business, new
guarantee products, new other financing products, and new guarantee procedures. Compared to
2020, there are several topics in their business that have become less important due to the
COVID 19 pandemic, namely new guarantee procedures (from 54.3% to 28.2%), change in
current business model (from 20% to 7.7%), new customers / target groups (from 48.6% to
38.5%), and new pricing/fee models (from 22.9% to 12.8%). From these results, it can be
concluded that guarantee institutions are refocusing on their core business due to the pandemic.
Due to the increase in guarantee activity, AECM members expect a 69.2% increase in default
rates in 2021. 20.5% of members believe default rates will remain stable and only 2.6% expect
an increase.

5. Conclusions

The guarantee instruments provided by guarantee institutions have many advantages and added
value for several stakeholders. First, there are the micro, small and medium-sized entrepreneurs,
for whom guarantees provide easier access to finance for good projects, but also for riskier
projects with lower collateral requirements and lower risk premiums. For banks, guarantees
mean a reduction in their risk exposure, an increase in lending activity, a positive impact on
capital requirements and a high level of liquidity in case of default by their customers. For the
public sector, guarantees mean an efficient way to implement policy objectives (public support)
for certain sectors when banks have an aversion to riskier projects, when banks have high
collateral requirements, and when banks have high requirements for lending conditions due to
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regulatory pressure. And the most important advantage is in times of crisis, such as the current
COVID-19 pandemic, where the help of guarantee institutions was/is crucial for the authorities,
as guarantees can be part of a counter-cyclical public policy toolkit to support SMEs lending
(AECM: Representative of Guarantee institutions in Europe: Fostering SMEs' growth, 2021).
Micro, small and medium-sized enterprises have difficult and limited access to finance in
"normal" times, but these difficulties become even more pronounced in times of financial crisis
(such as COVID-19 pandemic). We stated several hypotheses, all of which were confirmed in
the empirical part of the analysis.

Analysing all the data from the AECM Statistical Yearbooks and Facts and Figures for the
period 2016 to 2020, we can conclude that the COVID-19 pandemic had a great impact on
SMEs' access to finance (bank loans). Before the pandemic, guarantee institutions helped SMEs
obtain bank loans when they did not have sufficient collateral, but during the pandemic period,
the help of guarantee institutions was crucial as SMEs experienced one of the most uncertain
and difficult times. From the analysed data, it can be concluded that the guarantee activities
reached their highest level in the analysed period from 2016, but also compared to the last
financial crisis after the year 2008.
The guarantee activities of AECM members have experienced a dramatic increase of 200% in
2020, reaching their highest level ever. The outstanding volume of guarantees in the portfolio
exceeds EUR 330 billion.

The structure of the volume has changed significantly during the COVID-19 pandemic. The
volume covering investments and working capital loans has changed significantly, so that in
2020 the guarantee activity has shifted from covering investments to covering working capital
loans. In 2020, investment loans accounted for 53.1% of the volume and working capital loans
accounted for 46.9% (in 2019, the figure was 13.7%).

The number of guarantees almost doubled in 2020 to 6 million, an increase of 76.3%. The
number of supported SMEs has increased from 2.8 to 5.1 thousand. Compared to the last
financial crisis in 2008, the number of guarantees has doubled from 2 to 4 million. The average
amount of new guarantees has also increased from 37.3 to 76.9 thousand. All the analysed
parameters have increased, but have also reached their highest level, and all this as a result of
the unstable financial situation and the very slow support and response of the banks, but the
very good measures and support programmes of the governments in cooperation with the
guarantee institutions.
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DEVELOPMENT OF A TOURIST DESTINATION

ABSTRACT

The subject of this paper is the research of the role of public relations in the sustainable
development of a tourist destination. The paper studies the tourist destination as a business
system at the regional level. The starting point is the realization that the sustainable
development of a tourist destination is based on the implementation of various principles of
sustainable development: environmental, socio-cultural, economic, technological and political
principles. The aim of the paper is to study the impact of public relations on the sustainable
development of a tourist destination, as well as its implementation of it, on the example of Zadar
County. A primary research was conducted on the example of a tourist destination in Zadar
County, in which an expert group and various stakeholders from the public and private sectors
as providers of tourist offer in tourism were examined using a questionnaire. The impact of
various stakeholders from the public and private sectors on the sustainability of the destination
was also examined. The research methods used in this paper are the desk research, the survey
questionnaire, Delphi method, focus group and SWOT analysis. Descriptive statistics,
inferential statistics and the Delphi method were used to process the research results. The
results of the research confirm the hypothesis of this paper, which indicates the special role of
public relations in the sustainable development of a tourist destination. This is a new scientific
contribution to the role and importance of public relations in the sustainable development of
tourism.

Key words: public relations, tourist destination, sustainable development of a tourist
destination.

1. Introduction

Tourism has become one of the world's largest industries and one of the fastest growing
economic and social phenomena and it is of great importance for the economy of many
countries. The unprecedented expansion of tourism has created a multitude of economic,
environmental and social impacts especially in the receptive areas. The rapid growth of tourism
and other activities generates many positive and negative effects that significantly affect the
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environment and sustainable development of a destination. Sustainable development is based
on the paradigm that today's generations can use resources in tourism in a way that preserves
them for future generations (Bartoluci, 2013, 131). Respect for the principles of sustainable
development (environmental, socio-cultural, economic and technological) is necessary to
ensure quality tourism development with the protection and sustainable use of resources. This
is especially important for those types and forms of tourism that are very sensitive to various
influences in the ecological and socio-cultural sphere. These types and forms of tourism include
rural, health, nautical, cultural and other forms of active tourism. The impact of the development
of specific forms of tourism on the destination through the principles of sustainable
development ultimately also has an impact on economic sustainability. Public relations in
tourism, adapted to the conditions and tendencies of the tourism industry of each destination,
enables the destination tourism to become a productive, culturally profitable and socially useful
activity. This paper aims to show that public relations can play an important role in promoting
the tourism activity of a tourist destination. The results of this paper indicate that public
relations can be used to effectively promote the sustainable development of destination tourism,
especially today when destinations, especially those in the coastal zone, are faced with the
massive and seasonal nature of tourism and its negative consequences.

2. Conceptual framework
2.1. Public relations in tourism

Zoran Tomi¢ (2016, 99) defines public relations as follows: “Public relations is the process, in
which an organization communicates with its internal and external public in order to achieve
mutual understanding, build social responsibility and pursue common interests”. Accordingly,
the purpose of public relations is to cooperate with all stakeholders included in the process in
order to maintain positive publicity of the company. Tomi¢’s definition (2016, 99) contains five
interrelated elements: (1) communication; (2) mutual communication; (3) two-way symmetric
communication; (4) planning and decision-making and (5) legitimacy. Both the public and the
entire public communication system benefit from public relations. Public relations and the
activities in which they are engaged and the areas in which they operate, contribute to the
professionalization and democratization of the process of public communication. They help fill
the information gap and can compensate for structural deficits in communication or media
reporting (Skoko, 2004, 97).

In the modern socio-economic context, public relations is considered an imperative for the
evolution and development of tourism. Public relations are crucial in the promotional activities
and communication of companies and tourism organizations. Nevertheless, there is a lack of
connection between theory and practice in public relations in tourism. Therefore, it is necessary
to develop a theoretical framework for public relations that will focus on different public sectors
and the relationships established with them. It is also necessary to have tourists share their
experiences, as well as their views and opinions on the overall tourism process. What tourism
needs in an approach to public relations which creates the basis for different programs and
focuses on the goals of two-way communication, responsibility and mutual understanding
(Huertas, 2008, 408). Public relations include a series of activities designed to create and build
good relationships with the organization’s various publics (Kotler et al., 2020, 469). They
actually have five main functions (Heath, Commbs, 2006, 8-10):

(1) Strategic planning refers to the positioning of the organization that best suits the target

groups, in order to respond to their needs, wants and opinions. In this regard, it is also

used to build, repair, or maintain an organization’s strategic relationships.
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(2) The research function can help managers know what to say in response to public
criticism, research can determine whether costumers are aware of products and service.
(3) Publicity employs includes attracting attention and supplying information about a
specific activity or attribute of an organization. It employs media coverage in order to
inform the target public about an organization, product, service, needs, etc.
(4) Promotion includes a series of publicity events (of various durations), used to attract
the target group and supply them with specific information for the purpose of being
publicly recognised.
(5) Collaborative decision making includes counselling managers within the organisation
and fostering a decision-making style that respects the concerns of the publics which
would be affected by the decision.
By implementing these five functions of public relations, especially promotion and publicity, it
is possible to achieve a positive image of the destination through sustainability.

2.2. Promoting the sustainable development of a tourist destination

In today's environment, the challenge of managing a destination in a sustainable way is getting
bigger. Tourism experts in the 1980s were already pointing to the problem of sustainability.
The concept of sustainable tourism development arose as a reaction to the increasingly
pronounced environmental and socio-cultural problems that humanity was facing, especially in
urban areas (Bartoluci, 2013, 131). Sustainable tourism can be the most effective approach, a
real opportunity to exploit and promote local products and services, tourism potential that can
be developed in order to maximize the positive impact on tourist destinations (Petrovici, 2014,
72). The implementation of the concept of sustainable development makes sure that
uncontrolled development does not destroy all resources, and assumes that natural, cultural and
other tourist resources are preserved for future generations, while at the same time being used
by current generations (Magas, Zadel, 2018, 97). Sustainable development accepts the fact that
the economy must develop, but only with the necessary conservation and redistribution of the
country's resources (Dujmovic¢, 2014, 32). Sustainable tourism is suitable for all types and forms
of tourism that contribute to the sustainable use of resources and the environment.

Problems of sustainable tourism development are found in all areas of human activities:
environmental, cultural, social, economic and technological. There is almost no human activity
that does not directly or indirectly affect sustainable development (Bartoluci, 2013, 130).
Sustainable tourism development requires informed participation of all relevant stakeholders
such as local population, tourists, tourism providers and the public sector (Krizman Pavlovi¢,
2008, 2005) and strong political leadership to ensure broad participation and consensus building
(UNWTO, 2021). More than anything, the development phase of this tourism raises for
concerns about the bearing of the natural and cultural environment as well as the well-being of
local communities. Destinations are asked to assess the bearing capacity of the natural and
cultural environment in order to meet the expectations of tourists not limiting themselves only
to the physical products offered but including the quality of innovative services as well (Amerta
et al, 2018, 251). It is a tourism form that contributes to optimal socio-economic
transformations by preventing the deterioration of social, cultural and ecological tourism
systems (Choti, 2016, 916). Such tourism is aimed at increasing the living standards of the local
population while respecting the principles of sustainable development.

The goals of sustainable tourism development derive from the general goals of sustainable
development, i.e. from their adaptation to the specifics of tourism (Bartoluci, 2013, 131). Its
successful implementation requires integrated policies, planning, management, monitoring and
social learning processes; its political sustainability depends on the active engagement of
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community residents influenced by their governments, social institutions, well-managed
communication among all stakeholders, and private activities (Choi, 2016, 916). Guidelines
and practices for the management of sustainable tourism development are applicable to all
forms of tourism in all types of destinations, including mass tourism, as well as various
segments of tourism niches. The principles of sustainability refer to the environmental, socio-
cultural, economic (UNWTO, 2021) and technological aspects of tourism development
(Vukoni¢, Keca, 2001, 190; Bartoluci, 2013, 133). A balance needs to be struck when applying
the principle in order to achieve its long-term sustainability. All principles of sustainability
should be equally respected in sustainable development policy, because they are interdependent
and synergistically affect the sustainable development of tourism (Bartoluci, 2013, 138).
Sustainable tourism can be achieved if natural, cultural and human resources are used
responsibly with economic efficiency. Sustainable tourism development can provide an
opportunity for all tourism stakeholders to make the destination's tourism sector long-term,
time-oriented and beneficial to the local community while applying the principles of sustainable
development, and still maintaining the quality of life and resources for future generations.
Therefore, in order to ensure long-term sustainable development of a tourist destination, it is
necessary to respect all principles. However, in practice this is often difficult to implement due
to the different interests of private and public sector stakeholders. Therefore, in a certain
destination, it is necessary to reach a compromise between different stakeholders and interests
when it comes to public goods, maritime good, sea, islands, lakes, rivers, mountains and other
natural resources. Sustainable tourism is useful for locals and tourists because it is informative
(tourists learn more about the destination and its conservation), preserves resources, respects
local culture and tradition, creates new and positive experiences and experiences (Dujmovic,
2014, 32). Tourist satisfaction is also a crucial element of sustainable tourism as a high level of
tourism satisfaction needs to be maintained while raising their awareness of tourism
sustainability issues (Choi, 2016, 916). It is important to inform tourists who come from
different cultural backgrounds about the customs of the local population, religion, rules of
conduct and other important so they would be able to show respect for the local population
(Bartoluci, 2013, 142). In terms of public relations, sustainable tourism includes those strategies
that will promote destinations whose main attraction is flora, fauna or cultural heritage. This
means increased visibility of destinations with tourist potential, high quality of services and
careful segmentation of the target public (Petrovici, 2014, 71). In the field of sustainable
development partnerships, communication is the main tool that creates sustainable development
partnerships and keeps them active and effective, and communication is their main driver,
ingredient, effect and process, and sometimes their main goal (Tafra-Vlahovi¢, 2007, 2). The
best-known model of organizational communication is two-way symmetric model of public
relations.

The aim of this paper is to investigate the impact and implementation of public relations on the
sustainable development of a tourist destination on the example of Zadar County. On the
example of a tourist destination in Zadar County, a primary research was conducted, in which
a questionnaire was used to question various stakeholders from the public and private sectors
who are providers of tourism and expert groups on the sustainability of the destination. Based
on the aim of the research, the following hypothesis was set:

HI: Long-term sustainable development of tourism in Zadar County can be ensured by
implementing public relations among key stakeholders.

2.2.1. Specific forms of tourism as an added value of a tourist destination

Competitiveness of tourism is closely related to solving the goals of sustainable development
of tourist destinations and providing green tourism services that do not have a negative impact
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on the environment, but ensure resource savings, protection of the natural environment
(Streimikiene et al, 2020, 8). Specific forms of tourism have an emphasis on market
segmentation, encouraging learning about different communities, acquiring new knowledge
and adopting cultural values and the desire to satisfy certain interests focused on activity
(Dujmovi¢, 2014, 102). Tourists are currently looking for sustainable tourism services and
enjoy responsible spending practices, so they are eager to choose sustainable tourism service
packages proposed by various tourism organizations (Streimikiene et al, 2020, 10). Such
tourists seek not only “value for money” but also “value for time” because their goal is to
experience a unique tourism product that is different from a conventional mass tourism product
(Bartroluci, 2013, 185). Tourism of specific interests is much more sustainable and ethical than
mass tourism, primarily due to smaller groups of tourists, whose main reason for traveling is
the search for authentic natural or cultural experiences and adventures (Douglas et al., 2001 in
Dujmovi¢ 2014, 106). The main goal of Croatian tourism development is to increase
attractiveness and competitiveness, build a new identity, apply new technologies and
environmental standards in environmental protection and rapidly develop a range of products
in the field of nautical, health, cycling, adventure, sports, cultural and business tourism
(Tourism Development Strategy until 2020). Specific forms of tourism offer an opportunity for
expanding the season and generating new income through a specific offer (Gavranovi¢, 2015,
89). For example, the development of wine tourism through sustainable rural development
which can extend the tourist season and promote Croatia as an eno-gastro destination. As an
authentic offer that keeps pace with the culture, traditions and customs of the local, rural
population. We need to work on the promotion of the specifics of autochthonous grape varieties,
in Croatia there are over 125 grape varieties, four wine-growing and wine regions with their
climatic, varietal and positional specifics (https://www.hgk.hr/vinski-turizam-pokretac-
odrzivog-ruralnog-razvoja). Also, development of specific forms of tourism is based on the
concept of sustainable development (Bartoluci, 2013, 186) and is individually oriented
(Dujmovi¢, 2014, 107). It is necessary to raise awareness of the fact that the added value in
tourism cannot be achieved only by a certain number of nights or the arrival of domestic and
foreign guests, but that the financial result of the season depends on quality and diversity
(Gavranovi¢, 2015, 91). The tourist season in Croatia is still very short, a large number of hotels
are closed from November to April, and Croatian entrepreneurs still do not have long-term
economic interest in investing in tourism or tourism-related activities. Specific forms of tourism
such as health, cultural, sports and recreational, nautical, etc. can collectively or separately
influence the primary tourist offer in a particular destination. For example, wellness offer, offer
of cultural contents, excursions and the like. In such a situation, specific forms of tourism
generate added tourist value and achieve additional economic effects. Both forms can be found
in the Croatian market, and the model of added tourist offer is represented both during the
season and in the off- season.

2.2.2. The role of media in tourism

The media have a significant role in the promotion of a tourist destination, as they emphasize
certain values and attractions that could make it stand out as a leading destination. In the tourism
industry, it is important to have a good relationship with the media in order to generate
successful publicity (Gavranovi¢, 2015, 15). The assumption is that in the future the level of
development of a tourist destination will be significantly more related to the media involvement
in its quality promotion (Leki¢ et al., 2015, 147). In order to gain free publicity in the media
and establish a relationship with the target group, various tactics are used such as press clipping,
interviews on radio and TV stations and in travel magazines, organizing conferences for
domestic and foreign journalists and bloggers, creating a database with the journalists ‘names,
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contacting relevant people in tourism. A good example of a well-prepared PR strategy is the
promotion of the Stellenbosch South African wine region in 2014. Stellenbosch wine routes
were considered a key factor in the overall strategy. The PR strategy is "sustainable tourism"
and in addition to their online presence, maps and brochures have been placed on the wine route
in all important places, including farms, restaurants, hotels and bed and breakfasts. Also, the
media coverage of the website was exploited with articles and photos about visits by food
writers, bloggers, adventurers and cookbook authors, many of these articles stemming from
visits by journalists. Considering public relations in hotel accommodation, a discount was
offered to media visitors, as well as publishing promotions via social networks (Hudson, S.,
Hudson, L., 2017, 260).

The media should play a critical role in turning society towards the concept of sustainability,
because the role of the media is to emphasize and promote true social values and to influence
them. It is the media that are the fastest to notice numerous events in the process of globalization
(Gavranovi¢, 2015, 51). Furthermore, the media should include a higher level of awareness and
be more ethical (Leki¢ et al., 2015, 147). Many even believe that the media has failed to show
the progressive highlights of the global ecosystem with clear economic and social consequences
(Gavranovi¢, 2015, 47). Tourism journalists and editors who are able use digital media and
storytelling can have a significant impact on positive attitudes towards the affirmation of the
idea and practice of sustainable, year-round tourism and tourism of special interest in Croatia
(Leki¢ et al. 2015, 147).

3. Research methodology

The research included a sample in Zadar County, the public and private sector in tourism and
an expert group. The survey questionnaire was forwarded by e-mail to all 31 tourist boards of
Zadar County. The methodology of scientific research, which is carried out for the purpose of
this paper, is based on quantitative and qualitative scientific research methods, namely: the
questionnaire method, the Delphi method and focus groups.

To test the hypothesis, a non-probabilistic random sample survey was conducted in the private
sector and an intentional one in the public sector. The sample size is 195 respondents from the
public and private sectors. The results of the research were processed by descriptive and
inferential statistics. The measuring instruments used in the closed-ended questionnaire, in
addition to the nominal scale used to categorize the respondents, are the Ordinary and Likert
scales so that the obtained results can be analysed, synthesized and evaluated. Public sector
survey questionnaires cover practically the entire population and the calculated proportions of
the analysed answers are also the proportions of the basic sets. Given that the total number of
private sector units in that county, the n/ N selection fraction is greater than 5%, was considered
when calculating the standard error for estimating the proportion. The questionnaire was
completed by 30 tourist boards, i.e. 29 out of 30 directors of local tourist boards of Zadar County
and the regional tourist board, which was 97% of respondents. Then, the questionnaire was
filled out by 30 out of a total of 35 heads/employees of administrative departments of Zadar
County, which amounted to 86%. A total of 60 public sector entities completed the
questionnaire.

The questionnaire was also forwarded by e-mail to relevant private entities in the tourism of
Zadar County, i.e. hoteliers, nautical marinas, tourist and charter agencies and restaurants and
museums as providers of tourist offer. According to the Zadar County Tourist Board, there are
a total of 66 hotels, 135 tourist agencies, 8 nautical marinas and 15 museums in the County.
Then, according to the Zadar County Administrative Office, there are 33 active TSOGs and 164
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restaurants, which is a total of 406 entities. Namely, as a relevant sample for this research, the
survey questionnaire included 30% of private sector entities and was completed by 123 entities
and 12 museums. In the private sector, a total of 135 subjects completed the questionnaire.

In order to achieve the goal of the research, a qualitative method was chosen, megaDelphi
research, which focuses on the experience and knowledge of the respondents and provides
insight into more detailed and richer data. Through the conducted qualitative research, a
deliberate, appropriate sample was selected from 40 respondents from the field of tourism,
entrepreneurs, directors of public institutions, lecturers in tourism and public relations, and
journalists from tourism. Given the same, a survey was conducted, respondents completed the
survey questionnaire in this study via e-mail, and the results of the expert group's research were
processed using the Delphi method. The basic premise of the Delphi method assumes and
necessity of applying interdisciplinary sciences in the process of strategic decision-making and
based on the opinion of reputable experts gives a reliable projection of the future (Zelenika,
2014: 299). Since the Delphi method deals with the observation of a particular problem, it has
proven to be appropriate in qualitative research in public relations (Wakefield, Watson, 2013)
as well as in this research. Since Watson's study (2008), there has been a boom in the
implementation of the Delphi method via e-mail and Internet communication, which speeds up
the research process, and respondents completed the questionnaire in this study via e-mail.
Other scientists who have implemented the Delphi method in this way are Duke (2009), Kerr
(2009), Wehmeier (2009), Tkalac Verci¢ et al. (2012), Zerfass et al. (2012), Wakefield, Watson,
(2013) et al.

For the purposes of this research, a SWOT analysis was conducted. SWOT analysis is an
assessment of key factors that characterize the attractiveness and attractiveness of the Zadar
County as a tourist destination, as well as those factors that may affect sustainable development.
The focus group method as a qualitative form of research was conducted for the research. The
focus group usually consists of 6-12 participants, the ratio of 8 participants / experts is
considered the optimal group, and the sample consisted of two focus groups: 8 directors of
Zadar County Tourist Boards and 8 lecturers in communication and tourism from Zadar
University. After receiving the results of the SWOT analysis and the statements of two focus
groups, the strengths, weaknesses, opportunities and threats to the development of tourism in
Zadar County were assessed using a scale of 1-10 and the results of the evaluation of SWOT
elements were combined in the form of an average score.

The survey was conducted during, January-March 2021.

4. Results of the research and discussion
4.1. Survey results based on SWOT analyses

The main inputs for the SWOT analysis were obtained by thorough analysis of existing
documentation (Zadar County Tourism Development Master Plan 2013-2023, Statistical
Analysis of Tourist Traffic in 2019 in Zadar County, Zadar County Branding Strategy, TOMAS
2019 (Institute of Tourism, 2020) research on the attitudes and consumption of tourists in
Croatia) and the following strengths, weaknesses, opportunities and threats to the tourist offer
of Zadar County were identified. SWOT analysis is an assessment of key factors that
characterize the attractiveness of the Zadar County as a tourist destination, as well as the factors
that may affect the sustainable development of tourism in the region. After the SWOT analysis
and focus group statements, the results were summarized, the shortcomings and strengths were
identified, and what can be concluded is that strengths and threats prevail over opportunities
and weaknesses. The results of the SWOT analysis indicate that, as a tourist destination, Zadar



34

11" INTERNATIONAL SCIENTIFIC SYMPOSIUM

County draws its greatest strength from its favourable geographical position, proximity to
national parks, sun, sea and beaches, good transport links and natural and cultural resources,
which is a good prerequisite for sustainable development and development of various specific
forms of tourism, which can be seen in Table 1.

Table 1: Findings of SWOT analysis by relevance

STRENGTHS OF A DESTINATION | Relevance | WEAKNESSES OF A Relevance
DESTINATION
Average Average
Favourable geographical location S1 Insufficient investment in S1
(9.25) tourism (8.42)
Good transport links (motorway, S2 Short tourist season S2
Gazenica port, airport) (8.86) (8.36)
Sun, sea, beach S3 Poor beach infrastructure, access S3
(8.75) roads and signalization (8.21)
Proximity to national parks S4 Poor structure of S4
(8.75) accommodation capacities (8.06)
Favourable climatic conditions S5 Shortage of souvenirs S5
(8.50) (7.86)
The hospitality of the hosts S6 Shortage of sandy beaches S6
(8.44) (7.80)
Natural resources (beauty and S7 Shortage of hiking and biking S7
preservation of nature, peace, quiet, (8.31) trails (7.67)
clear sea)
Rich gastronomy S8 Shortage of events and S8
(8.06) manifestations (7.62)
Total 8.61 Total 8.00
OPPORTUNITIES OF A Relevance | THREATS OF A Relevance
DESTINATION DESTINATION
Average Average
Natural attractions S1 Outbreak of epidemics / Sl
(8.81) pandemics (8.94)
A destination that is different from S2 Possibility of war conflicts S2
others (sea, mountains, national parks) | (8.75) (8.81)
Extension of the tourist season S3 Natural disasters S3
(8.36) (8.69)
Existence of a destination branding S4 Insufficient support of relevant | S4
strategy (8.00) institutions for tourism (8.44)
improvement
The use of "stories" for tourism S5 World economic crisis S5
purposes (7.88) (8.37)
Sustainable tourism development S6 Devastation of the environment | S6
(7.83) for the needs of mass tourism (8.25)
Existence of a regional development S7 Shortage of financial resources | S7
strategy (7.81) for investment (8.25)
Creating an autochthonous product S8 Political turmoil at the level of S8
(7.67) state and local government (8.16)
Total 8.14 Total 8.49

Source: Authors
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4.2. Survey results obtained by a questionnaire

In order to gain knowledge about the opinions and attitudes of the respondents, a research was
conducted by a quantitative method using a questionnaire. The questionnaire was completed by
195 respondents from the public and private sectors. Of these, 57% were women and 43% were
men. Most of the respondents, more than 50%, were aged between 30 and 50, while 60% of
respondents were highly educated.

Table 2: Number and proportions of "quite strong" and "very strong" answers to questions
about the impact of public relations on sustainable tourism development

Public sector Private sector
Tourist Administrative |  Number of
boards departments answers
Proportion
Number of | Number of 95%
The impact of public relations on sustainable answers T interval
tourism development Proportion Proportion estimation of
proportion
Ecological sustainability of the destination 20 13 75
(preservation of the environment, tidiness of 0.67 0.60 0.56
beaches, preservation of the sea...) ) ' 0.49<p<0.63
Socio-cultural sustainability of the destination 24 71 75
[Tangible cultural heritage (sacral buildings, 0.80 0.70 0,56
museums...)] ) ' 0.49<p<0.63
Socio-cultural sustainability of the destination 23 13 83
[Intangible cultural heritage (relationship 0.77 0.60 0,61
between locals and tourists)] ) ' 0.55<p<0.68
Technological sustainability of the destination 71 10 64
(use of renewable energy sources, green 0.70 0.33 0,47
technology, "green" marketing) ) ' 0.40<p<0.54
Informing tourists about the local environment 3 2 101
and ecology, important to encourage tourists 0.93 0.73 0.75
to "sustainable" behaviour ) ) 0.69<p<0.81
Informing tourists about local customs, o 24 107
important to encourage tourists to 0.93 0.80 0.79
"sustainable" behaviour ) ' 0.74<p<0.85
. . : 10 13 >8
Reduction of illegal construction 0.34 043 0.43
) ' 0.36<p<0.50

(1-very weak, 2-weak, 3-partial, 4-quite strong, 5-very strong)
Source: Authors

Public relations activities in the sustainable development of tourism are of great importance for
the respondents. Respondents of tourist boards largely (93%) said that informing tourists about
local customs, ecology and the environment is very or very important to encourage tourists to
behave sustainably. Respondents from all surveyed groups believe that the activities of public
relations can affect the technological, socio-cultural (tangible and intangible socio-cultural
heritage) and ecological sustainability of a destination. Respondents are of the opinion that the
impact of the implementation of public relations on the sustainability of tangible and intangible
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cultural heritage is quite strong. Based on the results from the sample for the private sector, it
is estimated that the proportion of all members of the private sector who believe that the impact
of public relations on the sustainability of tangible and intangible cultural heritage is "quite
strong" and "very strong" is within the 0.74 <p <0.85 interval. For example, with a probability
of 95%, between 69% and 81% of the private sector believes that the impact of informing
tourists to encourage them to "sustainable" behaviour is quite strong or very strong. In fact, the
interval estimates of proportions for all questions in Table 3 have a large lower and upper limit.
The proportion of answers from administrative departments to questions 01, 03, 05 and 06 is
quite high, i.e. respondents believe that public relations activities can have a very or a very
strong impact on the development of the destination in accordance with the principles of
sustainable development. Only 33% of respondents say that the impact of public relations on
the technological sustainability of the destination is quite strong or very strong, and the
proportion of such answers to the question on the impact of public relations on reducing illegal
construction is similar (43%).

Table 3: Number and proportions of answers "often" and "extremely often" to questions
about the development of specific forms of tourism in the destination

Public sector Private sector
Tourist Administrative | Number of
boards departments answers
Proportion
Specific forms of tourism Number of |  Number of 05 Tatveiall
AnSwers answers 7o M
. Proportion estimation of
Proportion proportion
The impact of the development and 66
. . ) 21 14
improvement of specific forms of tourism on 0.70 0.47 0.51
the reduction of seasonality in your destination ’ ' 0.46<p<0.60
The impact of the number of organized 15 12 61
cultural and entertainment events on the 0.50 0.40 0,44
reduction of seasonality ' ) 0.46<p<0.54

(1-very weak, 2-weak, 3-partial, 4-quite strong, 5-very strong)
Source: Authors

The results of the survey show that 70% of respondents from tourist boards believe that more
specific forms of tourism can reduce the seasonality of Zadar County, while respondents from
administrative departments and the private sector do not see opportunities to reduce seasonality
in the county through experiential, nautical, rural or cultural tourism.

4.3. Delphi research results

The results of the research conducted among the expert group are shown in the table 4 and 5
show the results of the Delphi method with descriptive statistics - median, mode, lower and
upper quartile, interquartile range and quartile deviation coefficient for a group of questions
related to public relations activity indicators in sustainable tourism development and on specific
forms of tourism.
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Table 4: Statistical presentation of public relations activities in sustainable tourism

development
Quartile )
3 &
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Source: Authors

Public relations activities in the sustainable development of tourism are of great importance for
the respondents. It is informing tourists about local customs, ecology and the environment that
can encourage tourists to behave sustainably. According to the respondents, public relations
activities can affect the technological, socio-cultural and ecological sustainability of a
destination. Respondents are of the opinion that the impact of the implementation of public
relations on the sustainability of tangible and intangible cultural heritage is quite, i.e. very
strong. They also believe that public relations activities such as informing tourists about local
customs and the local environment and technology are very important in order to encourage
tourists to behave "sustainably". About 50% of respondents are of the opinion that the
implementation of public relations has a quite, i.e. a very strong impact on the ecological
sustainability of the destination. The dispersion of the central 50% values measured by the
interquartile and the quartile deviation coefficient is small, except for the question of whether
public relations activities can reduce illegal construction, where the experts could not agree. As
only 12 out of a total of forty respondents believe that public relations techniques as well as
public relations activities can have an impact on reducing illegal construction, it is believed that
there was no basis for another iteration.
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Table 5: Statistical presentation of the perception of the impact of specific forms of tourism
on seasonality
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reduction of seasonality

Source: Authors

A group of experts is of the opinion that the impact of nautical, rural cultural and experienced
tourism on the reduction of seasonality in the destination is quite, i.e. very strong. The
dispersion of the central 50% values measured by the interquartile and the coefficient of quartile
deviation is small.

5. Discussion

The largest share of respondents from all surveyed groups, almost two thirds of them, believes
that public relations activities can affect the environmental sustainability of the destination.
Since tourists gave a low rating to the ecological preservation of the Zadar County as well as a
low rating to the cleanliness of beaches (Institute for Tourism, 2020), public relations of the
tourist boards should focus on the local population and the private sector on the sustainability
of the destination's natural resources, environmental protection, beaches, sea, rivers and the like
in their campaigns. This approach will respect the paradigm of sustainable development, so that
natural, cultural and other tourist resources are preserved for future generations, while at the
same time being used by current generations.

Also, more than 70% of public sector respondents and more than 50% of private sector
respondents and the population believe that public relations have a quite or very strong impact
on the socio-cultural material sustainability of the destination. When asked to rate the
development of the system of tourist information centres, only 43% of respondents thought it
was satisfactory. This means that the system of information centres at all levels and through
various channels should raise awareness among all stakeholders about the responsible use of
cultural and historical heritage as well as other resources.

On average, 55% of respondents believe that the impact of public relations on the intangible
cultural heritage (the relationship between the local population and tourists) is quite or very
strong. Furthermore, the results of the research indicate that almost 70% of respondents see a
significant contribution of public relations in informing tourists about the local environment
and ecology as well as local customs. Lack of information on the needs and desires and customs
of the local population could have negative effects on the sustainable development of tourism.



REGION, ENTREPRENEURSHIP, DEVELOPMENT 39

Consequently, the establishment of better and more complete information providing becomes a
fundamental task of destination management because the reduced quality of life of the local
population can result in a decrease in their kindness to tourists.

A small number of respondents from the public and private sectors do not see the possibility of
the impact of public relations on illegal construction. The expert group respondents did not
show a common or unique position on the impact of public relations on the reduction of illegal
construction. It is through techniques such as lobbying that public relations can influence illegal
construction. Namely, the purpose of lobbying is to regulate relations with the legislature and
the government in order to support or communicate with political structures. Unfortunately,
respondents are either not aware of the long-term negative consequences of illegal construction
or it is contrary to their individual interests. Turning agricultural land into construction,
construction in forbidden areas and the like, can bring some benefits and rents to individuals,
but in the long run it affects the devastation of the environment and reduces living space, both
for the locals and the tourists. Therefore, it is necessary to use public relations to inform and
connect the private and public sectors in order to protect and use the space responsibly.

A small number of respondents see specific forms of tourism as an opportunity to reduce
seasonality. Following the above, it should be said that rural tourism represents an untapped
potential in the tourist offer of the Zadar County, especially in the continental part. This type of
tourism can contribute to expanding the offer and prolonging the tourist season, and the Zadar
County can be developed as a tourist destination which visitors want to visit throughout the
year. In addition, rural tourism can create additional opportunities for the development of a
tourist destination and increase the quality of life of the local population. For example, nautical
tourism in Zadar County is possible from March to November, which can prolong the season
and contribute to the development of the islands in the county. Specific forms and types of
tourism, such as rural and nautical, can significantly affect the improvement, diversity and
quality of the tourist offer, which will increase competitiveness in the tourist market. They can
influence the prolonging of the tourist season in those areas of the tourist destination that are
not exclusively focused on sea leisure tourism by introducing special content in the pre- and
post-season. If the tourist season is extended, the local population will be more involved in
tourist activities, which will encourage them to return to rural and island areas of the destination.
Through promotion and publicity and using two-way communication tools, public relations can
promote specific forms and types of tourism as an added value of the destination. It is clear that
today the Internet has a significant role in initiating public relations activities. As part of the
Internet, social media serves to develop and promote a particular area. Blogs, social networks
and websites are a great way to collect news or information. Following the results of the
research, a small number of respondents believe that cultural and entertainment events can have
an impact on reducing seasonality. It 1s experiential tourism that can strengthen
competitiveness and increase the quality of the offer. The events are held to promote the tourist
destination, and spectacular events are important to increase its tourist attraction. Public
relations campaigns ensure the creation of publicity in order to inform the target audience about
certain events. Public relations can also be involved in organizing events. The role of public
relations is to achieve positive media coverage of an event. In order to spread the message,
public relations experts use communication tools such as press releases, press maps, the Internet
and social networks to promote cultural and entertainment events, and their messages must
reflect the nature of the events. By communicating and distributing information to target
audiences through advertising, publicity, event creation and theme management, public
relations can increase the quality of the tourist offer and reduce seasonality. Such an approach
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can be a future guide in the sustainable development of this area of tourism as well as the
development of a tourist destination, and therefore the formed hypothesis is confirmed.

6. Conclusion

Research has shown that public relations have an irreplaceable role in the sustainable
development of a tourist destination, which has also been confirmed in this paper. Taking into
account the SWOT analysis, only proper managing of the Zadar County as a tourist destination
can increase its economic, environmental and socio-cultural value, which will provide long-
term benefits at the local, regional and national levels. In order to improve the potential for
tourism development in Zadar County and the opportunity to become a more recognizable and
attractive tourist destination, the necessary elements to focus on are: (1) sustainable tourism
development, (2) improving the tourist offer and preserving indigenous elements, (3) more
comprehensive public relations based on the five functions of public relations (strategic
planning, research, promotion, publicity and collaborative decision-making), and (4)
cooperation among stakeholders.

Hypothesis H1: Long-term sustainable development of tourism in Zadar County can be ensured
by applying public relations among key stakeholders from the results of the research is
accepted. Based on the research and attitudes of respondents, it can be concluded that the
development of a tourist destination should be directed towards sustainable tourism
development, which would reduce the negative effects of tourism on the environment, cultural
and historical heritage and increase the quality of life of the local population, and ultimately,
the satisfaction of tourists. Based on the research and the Delphi method implemented, the
expert group also recognizes the future development of the tourist destination through the
sustainable development of tourism. According to the principles of sustainable development, in
terms of public relations, sustainable tourism development implies a strategy to promote a
destination whose main attraction is flora, fauna or cultural heritage. In the Zadar County,
sustainable tourism development in the ecological, socio-cultural and economic spheres should
become sustainable in the long run. The public relations strategy in a tourist destination should
ensure better connectivity among all relevant stakeholders, by raising awareness in the public
and private sectors, i.e. those who create a tourism product. In addition to communication with
potential and current guests, public relations in the tourist destination should emphasize
communication subordinated to the interests of environmental protection, preservation of
cultural and historical heritage of the destination, and should encourage the preservation and
protection of all entities in the destination. In order to permanently influence the "sustainable"
behaviour of all stakeholders, but also that of tourists, it is necessary to constantly introduce as
many specialized tourism products that can enrich the tourist offer, especially during the off
season, thus reducing seasonality. Most destinations see a potential solution in the dispersion
of tourist traffic, related to time and space, as well as product diversification and market
segmentation. Public relations activities should be aimed at promoting the sustainable
development of tourism through the media and be the social responsibility of all subjects related
to the destination.

The limitation of this research stems from the fact that it was conducted on internal stakeholders
on the tourism supply side while on the tourism demand side tourists are not included because
they as stakeholders in tourism do not directly participate in creating a strategy for sustainable
tourism development. The findings can help to establish communication between stakeholders
whose common goal is a vision of tourism development on the principles of sustainable
development in the management of tourism destination development.
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ABSTRACT

This paper aims to analyze the issued and activated public credit guarantees in Croatia with
special emphasis on Eastern Croatia. Previous research shows that companies that have
received guarantees, including those from Eastern Croatia, have better results than the
Croatian average in terms of employment and growth in total revenues (Becker, Broz, Ridzak,
2016). This analysis goes a step further and analyses issued and activated public guarantees in
each individual county of Eastern Croatia. The analysis is not only focused on total issued and
activated guarantees, but also on individual guarantee programs. In this article, analysis is
performed using data on credit guarantees that HAMAG grants to small and medium
businesses, within the period of ten years.

The research showed that the counties of Eastern Croatia do not use credit guarantees equally.
Some counties use very few public collaterals with small number of activations. Agriculture is
the most dominant guarantee program in Eastern Croatia with the highest number of activated
guarantees. Although this program has the highest number of issued guarantees at the Croatian
level, this is not the case with activated guarantees. At the level of Croatia, most guarantees
are activated from the liquidity program.

Key words: guarantee schemes, SMEs, activation of guarantees, facilitated access to finance,
Eastern Croatia.

1. Introduction

The importance of small and medium-sized enterprises (SME) is significant in the world, and
especially in Europe. SMEs are the basis for economic growth, new employment and
strengthening internationalization. They account for almost two-thirds of all private sector jobs
in Europe and 99% of the businesses. Still, most small and medium businesses are micro firms
with less than 10 employees (Udell, 2020). The importance of SME sector is also high in
Croatia. Small and medium-sized enterprises account for 68.9 percent of jobs in Croatia and for
99.7 percent of enterprises (SBA Fact Sheet, 2019).

Many small and medium-sized enterprises are unable to meet banks' strict requirements for
collateral when it comes to lending. Therefore, these companies cannot meet their financial
obligations, not even for commercially viable and sustainable investments. Public credit
guarantees reduce credit risk and support the financing of commercially viable companies with
limited funding. This form of government intervention has been used around the world for
years, especially during financial crises (EIF, 2019).

Research has shown that banks are the main source of external financing for SMEs in all
countries (Beck, Klapper, Mendoza, 2008). More than half of all European small and medium-
sized enterprises use bank credit to finance their business activities (Udell, 2020). But although
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small and medium-sized enterprises make up the majority of all enterprises as well as jobs in
developed and developing countries, they use a relatively small amount of credit because
unfortunately a large number of credit applications are rejected. The key problem is the lack of
security instruments, i.e. the problem of information asymmetry (OECD, 2006). One way to
solve the problem of information asymmetry is to introduce government credit guarantees as a
first-class instrument for securing SMEs loans. In other words, this problem can be solved by
state intervention that allows public authorities to enter the market as a credit guarantor to small
and medium enterprises (Dvoulety, Cadil, Miro$nik, 2018). Public credit guarantees are, in this
way, an instrument of the risk-sharing model between the company, the bank and the guarantee
institution. The debtor is often a small company with non-transparent operations and therefore
it cannot provide the bank with useful information needed to assess creditworthiness of
repaying the requested loan (Cowling, Clay, 2018).

So far little is known about the effectiveness of government credit guarantees and even less
about activation of credit guarantees.

More than half of all countries have some form of government credit guarantee program that
typically supports a particular sector, region, or type of enterprise that does not have sufficient
funding opportunities in the credit market (Honohan, 2010). Developing countries usually have
public credit guarantee schemes, while more developed countries have mutual guarantee funds,
which are financed by private and public capital. Credit guarantee programs are not new, the
oldest schemes were put in place two centuries ago. Still, those policy instruments gained
massive attention at the end of last century and then expanded worldwide (Abraham,
Schmukler, 2017).

The effectiveness of public credit guarantee schemes is based on the development of a company
that has facilitated access to finance through credit guarantees. Such a benefit is reflected in the
increase in employment, but also in the improved financial variables of the company. However,
the question remains if public credit guarantee schemes are justified given the serious cost
impact on the state budget and tax payers in the form of activation of issued guarantees.
Therefore, are there any good arguments for using the public?

There are several arguments for government intervention through government credit guarantees
in the SME sector. First of all, it is the imperfection of the market that creates a gap in lending
to small and medium-sized enterprises, which government credit guarantees can fill; and
encouraging high-tech companies that, if successful, will make a significant contribution to the
economy (Udell, 2015). Without the existence of public credit guarantee schemes, banks will
place all their credit potential to less risky larger companies, to the detriment of smaller
companies that will lack funding. Also, public credit guarantee schemes address the problem
of information asymmetry faced by new or high-tech companies. Therefore, public credit
guarantee schemes are suitable as premium collaterals in public risk sharing policy that enable
small and medium enterprises to get funded. Indeed, one of the most used indirect interventions
are public credit guarantees, where a financial institution issues and supervises the credits, and
the government institution guarantees the repayment to the lender if borrower defaults (Cowan,
2015).

Besides reducing the risk, public credit guarantees significantly facilitate access to finance. An
interesting piece of data on the coverage of the loan principal rate with a credit guarantee was
presented by the OECD paper (2010). Namely, according to this analysis in as many as 76
guarantee programs in the world, the average guarantee rate is 80 percent of the loan principal.
Furthermore, strong collateral instruments, such as first call credit guarantee, significantly
reduce the risk of non-repayment of a business loan, and thus reduce the price of the loan in
interest rate. Furthermore, public credit guarantee schemes often have less costs in fees
comparing to the commercial guarantees.
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Public credit guarantee schemes improve liquidity in the credit market, as they accelerate the
financing of small and medium-sized enterprises on more favorable terms than market ones.
They are also considered a quality security instrument for business loans, which banks require,
because they are supported by the state budget and its country credit rating.

Effective public credit guarantee schemes require precise and clearly defined rules when
evaluating a project, issuing a guarantee and activating a guarantee. This process involves three
stakeholders: a small and medium-sized enterprise, a bank and a guarantee agency. Banks must
have an interest and at the same time security in the payment of the guarantee in case of its
activation, which is carried out by introducing a first-class collateral instrument, a guarantee on
the first call. In addition, public credit guarantee schemes must be implemented in such a way
as to prevent moral hazard, i.e. to minimize the possibility of misuse of taxpayers' money.
Clear rules and procedures are key to building mutual trust between banks and guarantee
institutions. Therefore, the guarantee institution must have a sufficient cash deposit available
for the potential activation of the issued guarantees. The payment process for activated
guarantees should be precise, transparent and fast. In the case of Croatia, resources for loan
default payments are allocated to the state budget, in the Ministry of Economy and Sustainable
Development. Resources for loan default payments can be strengthened by counter-guarantees
from the European Investment Fund, which will cover a larger number of small and medium-
sized enterprises.

Public credit guarantees are granted to cover the principal of business loans to financial
institutions within Croatia on the basis of the Law on Credit Institutions. Such guarantees
include state aid (GBER) or de-minimis aid. Most credit guarantees are issued using the ex-post
method, where the bank first evaluates the loan application and finally approves the loan in
principle, with the recommendation to apply for a credit guarantee. Some guarantee programs,
such as those encouraging start-ups, have the option of being issued on an ex-ante basis, where
the guarantee institution first evaluates the guarantee application and finally approves the
guarantee in principle, with the recommendation to apply for a loan. This way of issuing
guarantees is suitable for companies considerably affected by information asymmetry.

Public credit guarantees are one of the most common instruments for encouraging small and
medium-sized enterprises, both worldwide and in Croatia. In spite of that, there is no much
evidence about the activated guarantees in Croatia. Hence this research aims at shedding light
on the costs of credit guarantee schemes in Croatia, with special emphasis on Eastern Croatia.
The remainder of the article is organized as follows. Next section briefly discusses the literature
on the credit guarantee schemes, third section describes data and empirical strategy, while
fourth and fifth sections bring the results of the analysis. Finally, last section concludes.

2. Brief literature survey

The challenge of financing SMEs is not new. The lack of adequate collateral is a significant
barrier to SME financing (Udell, 2020; Cowling, Clay, 2018; Kirschenmann, 2016). Therefore,
state guarantee schemes continue to be a widely used instrument to facilitate financing of SMEs.
Namely, credit markets are very structured and therefore comprehensive information is required
for small business credit agreements, which they cannot provide (Berger, Udell, 1998). A key
argument by lenders to limit SME borrowing, as Stiglitz and Weiss (1981) point out, is the
problem of information imperfections in financial markets, which are needed to assess the
likelihood of loan repayment. One of the instruments for estimating the probability of repaying
a loan can be the interest rate, since riskier clients pay more for a loan than less risky clients
through a higher interest rate. The imperfection of the information follows from the inability of
creditors to make a credit risk analysis of small and medium-sized enterprises, as they do not
have reliable information. This makes the evaluation of loan applications more difficult, as well
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as the supervision of approved cases. Both problems significantly increase the cost of lending
to such companies, for relatively less debt, than large companies, which do not have such
challenges. Therefore, public credit guarantees, while facilitating access to finance, provide
more favorable financing conditions, i.e. a more favorable interest rate, longer loan maturities
and loan grace periods. Public credit guarantees are, in this way, a form of state intervention on
the present market errors in lending to small and medium-sized enterprises, that arise due to
two requirements by creditors that such enterprises cannot meet well. These are financial and
non-financial reporting and adequate security instruments.

The justification for state intervention in SMEs through public credit guarantees follows from
the theoretical assumption that in the case of a perfect exchange of information between
companies and creditors on the project for which financing is requested, there is no need for
intervention such as public credit guarantees (Stiglitz and Weiss, 1981). However, in practice
there is a problem of information asymmetry between small and medium enterprises and the
bank, and then collateral instruments such as government credit guarantees are certainly
necessary and justified. This view is shared by many authors (Udell, 2015; Porreta and Leo,
2013; Uesugi, 2010; Cowling, 2010).

SME financing has become a significant topic especially in times of crisis, such as recession
and stagnation. However, public credit guarantees are also necessary for certain groups of
companies in times of economic growth, such as start-up entrepreneurs, innovative and high-
tech companies. Furthemore, in the cycle of economic expansion, public credit guarantees are
needed for certain sectors, such as manufacturing, whether it is necessary to secure placements
for new investments or for permanent working capital. It is therefore common for the demand
for government credit guarantees to increase as economic growth slows, while in the time of
strengthening the investment cycle it falls because financing is more accessible and more
favorable.

Because the public credit guarantee typically covers 50 to 80 percent of the principal of an
entrepreneurial loan, the risk of loan default is reduced and therefore lenders can also reduce
the interest rate. The importance of government credit guarantees is indisputable and they even
play the role in the regulation of the banking sector known under the acronym Basel II, which
provides specific regulations for such secured loans (Calcagnini, Farabullini, Giombini, 2009).
Guarantee rate is an important factor in programming public credit guarantee schemes because
it directly affects the motivation of companies and banks to use them. However, it also affects
moral hazard and therefore the guarantee rate must be well balanced. Namely, covering the loan
principal with less than 50 percent of the guarantee reduces the risk of abuse, but at the same
time reduces the initiatives of creditors to participate in such a program. Previous research
supports the thesis that the amount of the guarantee should be from 60 percent to 80 percent
(Levitsky 1997). Rare examples of public credit guarantee schemes in the world fully guarantee
the principal of the loan. Such initiatives have negatively affected the state budget as they have
caused a significant increase in protested guarantees due to moral hazard or various abuses by
entrepreneurs.

Even though there is research covering public credit guarantees, especially those related to
functioning and effectiveness of public credit guarantees, the research related to activated credit
guarantees is much less common. Hence, the aim of this paper is to investigate issued and
activated guarantees at the level of Croatia and Eastern Croatia under all guarantee programs in
order to get insight into this important topic.

3. Data and empirical strategy

Analysis in this article is conducted using data on credit guarantees that HAMAG grants to
SME sector, using data from 2005 until 2014. The dataset consists of 1233 credit guarantees
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issued to small and medium entrepreneurs. Out of them, 116 guarantees were activated. This
data include specific records on the guarantee amount, loan amount, guarantee program, year
of activation and county of the company. The analysis of all issued and activated guarantees is
made for individual guarantee programs at the level of Croatia, as well as for Eastern Croatia.
In this way, the share of activated guarantees in all issued guarantees under an individual
guarantee program will be investigated at the level of Croatia and at the level of Eastern Croatia.
The share of activated guarantees issued in Eastern Croatia in the total amount of activated
guarantees in Croatia will be investigated too. Furthermore, within each individual county of
Eastern Croatia, an analysis of issued guarantees and activated guarantees for each individual
guarantee program will be conducted. Eastern Croatia includes counties of Brod-Posavina,
Osijek-Baranja, Pozega-Slavonia and Vukovar-Srijem.

4. Issued and activated guarantees in Croatia and Eastern Croatia

The analysis was carried out for different programs of issued guarantees in order to see which
guarantee programs have the highest protest rate.

Table 1 gives information about the total amount of credit guarantees issued and activated in
Croatia and in Eastern Croatia. Formally, there are many credit guarantees programs, but Table
1 aggregates them in main categories.

Table 2 gives information about the share of activated guarantees in total in Croatia and in
Eastern Croatia. It also gives information about the share of activated guarantees issued in
Eastern Croatia in relation to the total amount of the activated guarantees issued in Croatia.

At the level of Croatia in the period from 2005 to 2014, most guarantees were issued under the
guarantee program "Agriculture" in the total amount of HRK 457.3 million, and HRK 27.3
million were activated. At the level of Eastern Croatia, HRK 178.7 million of guarantees were
issued in the "Agriculture" guarantee program, which is also the first program in terms of issued
guarantees in this area. However, the guarantee program "Agriculture" is also the first in terms
of activated guarantees at the level of Eastern Croatia with a total of HRK 14.6 million of
activated guarantees (Graph 1). The share of activated guarantees in the issued guarantees of
the "Agriculture" program at the Croatian level is 6.0%. The share of activated guarantees in
issued guarantees of the same program at the level of Eastern Croatia is higher and amounts to
8.2%. The share of activated guarantees of Eastern Croatia in activated guarantees of Croatia
under the "Agriculture" guarantee program is significant and amounts to as much as 53.5%.
However, slightly less than half of all issued guarantees of Croatia fall on Eastern Croatia, so
this factor should certainly be taken into account in further considerations.

At the level of Croatia, the second largest program of issued guarantees is the guarantee
program "Growth and development" with a total of HRK 358.7 million of issued guarantees, of
which HRK 19.6 million of guarantees were activated. At the level of Eastern Croatia, HRK
53.1 million of guarantees were issued in this guarantee program, of which HRK 5.8 million of
guarantees were activated. The share of activated guarantees in the issued guarantees of the
Growth and development program at the Croatian level is 5.5%, while at the level of Eastern
Croatia it is 10.8%, which indicates that guarantees in Eastern Croatia in this program are much
riskier than on average in Croatia. Hence, it is not a surprise that the share of activated
guarantees of Eastern Croatia in activated guarantees of Croatia under the guarantee program
"Growth and development" is relatively high, 29.4%. Obviously, in Eastern Croatia the risks
for capital investments are higher than the Croatian average, which are encouraged by this
guarantee program.
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Table 1: Activated guarantees in HRK in total in Croatia and in Eastern Croatia (2005-2014)
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Issued Credit Guarantee | Activated credit guarantees
(HRK) (HRK)
. Eastern . Eastern
Guarantee program Croatia total Croatia Croatia total Croatia
Agriculture 457.292.338 178.685.026 27.267.340 | 14.589.680
Agriculture [IPARD 127.592.546 28.058.015 0 0
Growth and development 358.697.028 53.090.576 19.570.438 5.754.416
Liquidity and working capital 183.143.217 24.500.208 36.493.547 7.063.979
New entrepreneurs 169.072.881 15.592.421 10.752.657 1.547.655
Investments 148.384.594 11.629.902 941.016 0
Innovations 60.730.723 10.289.213 7.488.728 0
Areas of special state interest 57.875.220 18.660.735 5.026.396 2.261.396
Leasing 14.003.696 668.576 0 0
Other 122.723.784 23.851.451 9.727.199 0
Total 1.699.516.027 | 365.026.123 117.267.321 | 31.217.126

Source: HAMAG
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Table 2: The share of activated guarantees in HRK in total issued guarantees in Croatia and
in Eastern Croatia (2005-2014)

The share of activated
guarantees in total issued
guarantees (in %)

The share of activated
Croatia guarantees issued in Eastern
Guarantee program total Eastern Croatia | Croatia in total amount of the
activated guarantees issued in

Croatia (in %)
Agriculture 6,0% 8,2% 53,5%
Agriculture [IPARD 0 0 0
Growth and development 5,5% 10,8% 29,4%
Liquidity and working capital | 19,9% 28,8% 19,4%
New entrepreneurs 6,4% 9,9% 14,4%
Investments 0,6% 0 0
Innovations 12,3% 0 0
Areas of special state interest 8,7% 12,1% 45,0%
Leasing 0 0 0
Other 7,9% 0 0
Total 6,9% 8,6% 26,6%

Source: HAMAG
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Graph 1: Activated guarantees and guarantee programs in HRK at the level of Croatia and
Eastern Croatia (2005-2014)
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The third program in terms of issued guarantees at the Croatian level is the guarantee program
"Liquidity and working capital" with a total of HRK 183.1 million of issued guarantees, of
which HRK 36.5 million were activated. At the level of Eastern Croatia, HRK 24.5 million of
guarantees were issued in this guarantee program, of which HRK 7.1 million of guarantees for
approved business loans were activated. The share of activated guarantees in the issued
guarantees of the "Liquidity and working capital" program at the level of Croatia is 19.9%,
while at the level of Eastern Croatia it is 28.8%. The share of activated guarantees of Eastern
Croatia in activated guarantees of Croatia under the guarantee program "Liquidity and working
capital" is 19.4%.

The fourth program in terms of issued guarantees at the Croatian level is the "New
entrepreneurs" guarantee program with a total of HRK 169.1 million of issued guarantees, of
which HRK 10.8 million was activated. At the level of Eastern Croatia, HRK 15.6 million of
guarantees were issued in this guarantee program, of which HRK 1.5 million of guarantees were
activated. The share of activated guarantees in the issued guarantees of the "New entrepreneurs"
program at the level of Croatia is 6.4%, while at the level of Eastern Croatia it is 9.9%. The
share of activated guarantees of Eastern Croatia in activated guarantees of Croatia under the
guarantee program "New entrepreneurs" is 14.4%.

The fifth program in terms of issued guarantees at the Croatian level is the "Investments"
guarantee program with a total of HRK 148.4 million of issued guarantees, of which HRK 0.9
million was activated. The "Investments" guarantee program encourages more mature
companies with better financial reports and better creditworthiness, compared to the liquidity
or agriculture guarantee program. Small and medium-sized enterprises, beneficiaries of the
program, are better capitalized, and they are more resistant to unfavorable market trends. That
is why there are so few activated guarantees under the "Investments" guarantee program.
Eastern Croatia uses significantly fewer guarantees as instruments for securing investment
loans, a total of HRK 11.6 million in guarantees, of which no guarantees were activated in the
observed ten-year period. At the level of this program, the share of activated guarantees in
issued guarantees at the Croatian level is 0.6%, while at the level of Eastern Croatia the share
cannot be calculated, as there are no activated guarantees in the "Investments" guarantee
program. It is also not possible to calculate the share of activated guarantees of Eastern Croatia
in activated guarantees of Croatia under the "Investments" guarantee program.
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"Agriculture IPARD" is the sixth program under issued guarantees in the total amount of HRK
127.6 million at the level of Croatia, or HRK 28.1 million at the level of Eastern Croatia. At the
level of Croatia and at the level of Eastern Croatia, there are no activated guarantees. The
guarantee program "Agriculture [IPARD" has no activated guarantees because the beneficiaries
of this measure had a low own contribution in the loan, which significantly increases the
likelihood of loan repayment. Also, the evaluation criteria for approving such projects were
stricter than similar measures and purposes from the state budget.

Under the Innovations guarantee program, a total of HRK 60.7 million in guarantees were
issued at the Croatian level, and HRK 7.5 million were activated under that program. At the
level of Eastern Croatia, HRK 10.3 million of guarantees were issued under this program and
in the observed period there were no requests for activations of issued guarantees. The share of
activated guarantees in the issued guarantees of the "Innovations" program at the Croatian level
i1s 12.3%, while at the level of Eastern Croatia the share cannot be calculated. The share of
activated guarantees of Eastern Croatia in activated guarantees of Croatia under the guarantee
program "Innovations" cannot be calculated.

The "Areas of special state interest" guarantee program at the Croatian level has a total of HRK
57.9 million in issued guarantees, of which HRK 5 million have been activated. Small and
medium-sized enterprises from Eastern Croatia received HRK 18.7 million in guarantees for
their entrepreneurial loans under the same program, of which HRK 2.3 million were activated.
The share of activated guarantees in the issued guarantees of the "Areas of special state interest"
program at the level of Croatia is 8.7%, while at the level of Eastern Croatia it is 12.1%. The
share of activated guarantees of Eastern Croatia in activated guarantees of Croatia under the
"Areas of special state interest" guarantee program is significant and amounts to 45%. Although
the share is relatively high, activation at the level of the cumulative amount of activated
guarantees of all guarantee programs is not significant.

Under the “Leasing” guarantee program, HRK 14 million in guarantees were issued at the
Croatian level, while HRK 0.7 million in guarantees were issued at the Eastern Croatia level.
In this guarantee program, in the observed period, there are no activated guarantees at the level
of Croatia, as well as at the level of Eastern Croatia. The "Leasing" guarantee program served
as insurance for the purchase of new machinery, equipment and commercial vehicles through
financial leasing. As it was adopted towards the end of the observed period, consequently there
are no activated guarantees. Therefore, the shares activated in issued guarantees at the level of
Croatia as well as Eastern Croatia cannot be calculated.

The "Others" guarantee program consists of the "Entrepreneur in the Zone", "Microcredit" and
"Women Entrepreneurs" guarantee programs. At the Croatian level, a total of HRK 122.7
million of guarantees were issued under this guarantee program, of which HRK 9.7 million was
activated. Therefore, the share of those activated in guarantees issued under this program is
7.9%. At the level of Eastern Croatia, a total of HRK 23.9 million in guarantees were issued,
and in the observed ten-year period there was no activation under this program. Therefore, the
share of those activated in the issued guarantees cannot be calculated.

It can be concluded that guarantees are more often activated in Eastern Croatia than on average
in Croatia, which implies that public credit guarantees are riskier in this part of country. The
reason for that could be that Eastern Croatia is relatively underdeveloped in comparison to the
Croatian average and for that reason approved loans could be riskier. However, precisely
because of that and in the spirit of public guarantees, it is necessary to continue with public
credit guarantees programs in Eastern Croatia.
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5. Issued and activated guarantees by each Eastern Croatia County

In this chapter, an analysis of credit guarantees by counties in Eastern Croatia will be conducted.
The analysis will include issued and activated guarantees under the guarantee program and by
each Eastern Croatia county. The aim of the analysis is to determine which guarantee program
is most important for each county. Additionally, the counties participating the most in activated
guarantees will be considered as well as their potential specialties.

Graph 2: Issued and activated guarantees in HRK in Brod-Posavina County (2005-2014)
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Source: HAMAG

In Brod-Posavina County (Table 3), a total of HRK 78.7 million in guarantees was issued in 8
guarantee programs, while a total of HRK 2.6 million guarantees was activated. Most
guarantees were issued in the guarantee program "Agriculture", a total of HRK 43.1 million of
guarantees, of which HRK 0.9 million was activated. "Agriculture" is the most important
guarantee program of Brod-Posavina County with a small cost to the state budget.

It is followed by the guarantee program "Agriculture IPARD" with a total of HRK 8.2 million
issued guarantees and without activated guarantees. The third program under issued guarantees
is the “Growth and development” guarantee program with a total of HRK 8 million of issued
guarantees and also without activated guarantees. It is followed by guarantee programs
"Innovations" with HRK 7.2 million issued guarantees and "Entrepreneur in the zone" with
HRK 4.5 million issued guarantees.

Within the guarantee program "New entrepreneurs”, a total of HRK 3.8 million of guarantees
were issued, of which HRK 1.3 million of guarantees were activated. This guarantee program,
intended for young companies, mostly participates in activated guarantees Brod-Posavina
County.

Within the guarantee program stimulating areas of special state interest, a total of HRK 2.9
million in guarantees were issued, of which HRK 0.4 million of guarantees were activated.
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Table 3: Issued and activated guarantees in HRK in Brod-Posavina County (2005-2014)

Guarantee program Issued guarantees (Kn) Activated guarantees (Kn)

Agriculture 43.166.763 856.625
Agriculture [IPARD 8.219.007 0
Growth and development 8.024.8 0
New entrepreneurs 3.766.206 1.348.059
Investments 830.800 0
Innovations 7.247.000 0
Areas of special state interest 2.926.487 407.400
Entrepreneur in the zone 4.543.600 0
Total 78.724.684 2.612.084

Source: HAMAG

In Osijek-Baranja County (Table 4), a total of HRK 156.9 million in guarantees was issued in
9 guarantee programs, of which HRK 19 million of guarantees were activated. Most guarantees,
as much as HRK 84 million in that county, were issued under the "Agriculture" guarantee
program, and HRK 6.7 million of guarantees were activated. Therefore, this guarantee program
is also the most important for Osijek-Baranja County.

The second program in terms of the amount of issued guarantees is the guarantee program
“Liquidity and working capital” with a total of HRK 20.5 million of issued guarantees. With
HRK 7.1 million of activated guarantees and one third of activation, within the guarantee
program "Liquidity and working capital", this program participates the most in all activated
guarantees in Osijek-Baranja County.

The third program under issued guarantees is “Growth and development” with a total of HRK
19.9 million of issued guarantees, of which HRK 3.3 million of guarantees were activated.

It is followed by the “Agriculture [IPARD” program with a total of HRK 11.8 million of issued
guarantees, then the “Entrepreneur in the zone” program with a total of HRK 8.3 million of
issued guarantees, and the “Investments” program with a total of HRK 4.3 million of issued
guarantees. There are no activated guarantees in the mentioned three guarantee programs. The
guarantee program “Areas of special state interest” follows with a total of HRK 3.3 million in
issued guarantees and HRK 1.9 million in activated guarantees. The least used program is the
guarantee program "Financial leasing", within which 445 thousand HRK guarantees were
issued, while there were no activated guarantees in the observed period.
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Graph 3: Issued and activated guarantees in HRK in Osijek-Baranja County (2005-2014)
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Table 4: Issued and activated guarantees in HRK in Osijek-Baranja County (2005-2014)

Guarantee program Issued guarantees (Kn) Activated guarantees (Kn)

Agriculture 84.247.066 6.743.735
Agriculture IPARD 11.840.839 0
Growth and development 19.935.727 3.254.416
Liquidity and working capital 20.451.876 7 063.979
New entrepreneurs 4.023.914 0
Investments 4.349.063 0
Areas of special state interest 3.297.208 1.853.996
Financial leasing 445.269 0
Entrepreneur in the zone 8.272.000 0
Total 156.862.962 18.916.126

Source: HAMAG

In Pozega-Slavonia County (Table 5), a total of HRK 19.7 million in guarantees was issued in
7 guarantee programs, of which HRK 2.5 million of guarantees were activated. The most used
guarantee program is “Entrepreneur in the zone” with a total of HRK 9.6 million in issued
guarantees and without activated guarantees.

It is followed by the guarantee program "Agriculture" with a total of HRK 6.5 million issued
guarantees and without activated guarantees.

The third program under the issued guarantees is the guarantee program "Growth and
development" in which a total of HRK 2.5 million of guarantees were issued, and the same
number of them were activated.
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This is followed by the guarantee program "New entrepreneurs" with a total of 664 thousand
HRK issued guarantees, the program "Liquidity and working capital" with a total of 208
thousand HRK issued guarantees, the program "Areas of special state interest" with 165
thousand HRK issued guarantees and finally guarantee program "Micro loans" with 98
thousand HRK issued guarantees. There are no activated guarantees in the mentioned four

guarantee programs.

Graph 4: Issued and activated guarantees in HRK in Pozega-Slavonia County (2005-2014)
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Table 5: Issued and activated guarantees in HRK in Pozega-Slavonia County (2005-2014)

Guarantee program

Issued guarantees (Kn)

Activated guarantees (Kn)

Agriculture 6.509.723 0
Growth and development 2.500.000 2.500.000
Liquidity and working capital 208.592 0
New entrepreneurs 664.000 0
Areas of special state interest 165.157 0
Entrepreneur in the zone 9.589.371 0
Micro loans 98.000 0
Total 19.734.843 2.500.000

Source: HAMAG

The guarantee program "Agriculture" according to the issued guarantees in Vukovar-Srijem
County (Table 6) differs significantly from all other guarantee programs. Under this guarantee
program, a total of HRK 44.8 million in guarantees was issued and HRK 7 million in guarantees
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were activated. Therefore, the guarantee program "Agriculture" program is the most important
for this county. At the same time, this guarantee program participates the most in the
guarantee’s activation of all programs in this county. The second guarantee program according
to issued guarantees is the “Growth and development” program with a total of HRK 22.6 million
of issued guarantees and without activated guarantees in the observed period. The third
guarantee program according to issued guarantees is the “Areas of special state interest”
program with a total of HRK 12.3 million issued guarantees and without activated guarantees.
The guarantee program "Agriculture [IPARD" has HRK 8 million of issued guarantees and no
activated guarantees. The guarantee program "New entrepreneurs" follows with HRK 7.6
million of issued guarantees and HRK 0.2 million activated guarantees. This is followed by the
guarantee program "Investments" with HRK 6.5 million issued guarantees, the guarantee
program "Innovations" with HRK 3 million issued guarantees and finally the guarantee program
"micro loans" with HRK 0.4 million issued guarantees. There are no activated guarantees within
all three programs.

Graph 5: Issued and activated guarantees in HRK in Vukovar-Srijem County (2005-2014)
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Table 6: Issued and activated guarantees in HRK in Vukovar-Srijem County (2005-2014)

Guarantee program Issued guarantees (Kn) ég:)v ated guarantees
Agriculture 44.761.472 6.989.320

Agriculture [IPARD 7.998.167 0

Growth and development 22.630.026 0

Liquidity and working capital 3.460.450 0

New entrepreneurs 7.647.063 199.596

Investments 6.450.038 0
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Guarantee program Issued guarantees (Kn) ég:)v ated guarantees
Innovations 3.042.212 0

Areas of special state interest 12.271.881 0

Micro loans 385.000 0

Total 108.646.309 7.188.916

Source: HAMAG

6. Conclusion

This paper examines the issued and activated public credit guarantees of small and medium-
sized firms in Croatia, in Eastern Croatia, as well as in each county of that region. The efficiency
of the state guarantee system cannot be viewed separately from its costs. Therefore, issued
public credit guarantees cannot be analyzed separately from activated guarantees.

Empirical research has shown that guarantees are more often activated in Eastern Croatia than
on average in Croatia, which implies that public credit guarantees are riskier in this part of
country. More precisely, the share of activated guarantees in the issued guarantees of all
guarantee programs at the Croatian level is 6.9 percent, while the share of activated guarantees
in the issued guarantees of all guarantee programs at the level of Eastern Croatia is 8.6 percent.
The share of activated guarantees issued in Eastern Croatia in total amount of the activated
guarantees issued in Croatia is 26.6 percent. Expectedly, “Agriculture” program is the most
important program in Eastern Croatia. At the same time, more than half of all activated
guarantees for agricultural investments at the Croatian level come from Eastern Croatia. As
explained, this information is not surprising, since the program for agriculture is the most
represented guarantee program in Eastern Croatia in terms of issued guarantees. Most
guarantees at the Croatian level were activated under the liquidity program, while in Eastern
Croatia, surprisingly, only a fifth of that amount was activated.

In Eastern Croatia, Osijek-Baranja County has the highest number of issued credit guarantees.
This county is also in the lead in terms of activated guarantees. The largest guarantee program
under the issued guarantees is the "Agriculture" program, while the most activated guarantees
are also under that program.

Pozega-Slavonia County has by far the least used credit guarantees compared to the other three
counties of Eastern Croatia. That county used four times less public guarantees than Brod-
Posavina County, five times less than Vukovar-Srijem County and eight times less than Osijek-
Baranja County. However, Pozega-Slavonia County has also by far the lowest number of
activated guarantees, compared to three comparable counties in Eastern Croatia.

However, further research is needed to include the paid fee of each issued guarantee in the
impact of public credit guarantees on the state budget. It consists of a one-time guarantee fee
and annual premiums paid quarterly. These inflows paid into the state budget by entrepreneurs
will directly or indirectly reduce the cost of paying out for each activated credit guarantee and
thus reduce the negative impact on the state budget.
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ABSTRACT

The main goal of this paper is to present a signals approach to crisis forecasting and apply it
to the economy of the United States of America. The signals approach takes into account the
historical movement of key variables, determines potential predictors which enables a
relevant comparison of significant variables before and after the global COVID-19 pandemic.
Variables that have proven to be significant in the historical period have been used to create
composite indices for the entire economy, but also each of the individual sectors identified as
a possible source of the crisis, according to different types of crises. A total of 32 variables
were selected from the relevant literature and analysed, from January 1, 1971, until the latest
available data, as follows: variables related to currency or balance of payments (7 variables),
banking or financial sector (10 variables), public sector (5 variables) and the wider economy
(10 variables). The conducted analysis shows that a total of 19 variables recorded
significantly different trends in pre-crisis times than the originally selected 32. Pre-crisis
times are defined as 12 months before each peak of the economic cycle. The analysis shows
that the USA economy was ready for the crisis, i.e., that significant variables did not indicate
a reversal of the business cycle before the external shock. Furthermore, the results for 12
months after the shock indicate that significant variables still do not indicate a future crisis,
with an important note that all composite indices increased, i.e., significantly approached the
threshold which has in the past pointed to an impending disruption in the economy.

Key words: signals approach, crisis, COVID-19, USA.

1. Introduction

Crises have always been associated with negative consequences for all economic entities, so
predicting economic disruptions presents a huge research challenge for a considerable amount
of time. Financial crises have large economic and social costs (Bluwstein et al., 2021), they
impose large fiscal costs, driving up public debt and disrupting societies (Fouliard et al.,
2021). Greenwood et al. (2020) showed that crises are substantially predictable. The main
purpose of predicting disorders is to mitigate or completely prevent consequences that have
been recorded an exceptional number of times during historical development. In order to do
so, great emphasis should be put in exploring the possibilities of crisis prediction. Negative
economic and social consequences could be avoided, or at least decreased or shortened. The
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paper contributes particularly in this area of prediction and defining potential signals of crisis
occurrence.

There is a vast literature on crisis episodes that have had a significant impact on income, total
production, GDP, employment and other indicators including declining quality of life,
resilience of the economic system and overall prosperity of a nation. For example, Kaminsky
and Reinhart (1999) were motivated by the Mexican and Asian currency crises of the 1990s,
while Alessi and Detken (2011), as well as Frankel and Saravelos (2012) were motivated to
predict future crisis from the experience of the great economic crisis in 2008. Since the whole
economy is a complex system composed of separate but highly interconnected units, when
forecasting, for example, currency disturbances, it is not enough to observe only variables
directly related to the balance of payments with the expectation that the causes will be fully
identified. As noted later, Kaminsky et al. (1998) also take into account variables from other
sectors of the economy such as GDP growth, fiscal deficit, changes in securities prices and
regulatory policy while forecasting currency disruptions. On the other hand, Knedlik and von
Schweinitz (2011) use variables such as inflation, unemployment rate, labor productivity, etc.,
when creating an early warning system to predict the debt crisis.

Two fundamental approaches to crisis prediction as presented by the academic literature
include the traditional and signals approach. The traditional approach is mainly focused on
qualitative descriptions and the identification of individual feedbacks with the assumption that
the same mechanisms will be able to identify a future crisis. On the other hand, the signals
approach, which was chosen for analysis in this paper, takes into account qualitative
descriptions only when selecting variables whose significance will be tested. The signals
approach does not require precise knowledge of all potential mechanisms through which
variables interact, but assumes that some variables exhibit different behaviour in pre-crisis
times, which can be quantified and used to predict future economic disturbances. The value of
the signals approach is also evident in the formation of early warning systems.

Although the paper analyses the case of the United States of America, results of the analysis
are inevitably important and have broader applicability.

The paper consists of five parts. After the introductory part, a short literature review on the
use of signals approach is presented. The third part of the paper refers to the applied
methodology, and fourth on the results of the conducted research. Conclusion represents the
fifth part of the paper.

2. Literature review: signals approach

Kaminsky et al. (1998) by developing their KLR approach were first who attempted to form a
signals approach to predict financial and economic disturbances (primarily currency crisis)
and their contribution is a breakthrough in the literature of leading indicators and early
warning systems (Ahec—gonje and Babi¢, 2002; Bussiere and Fratzsher, 2002; Berg et al.,
2004; Allesi and Detken, 2009). Later research focused on all types of financial crises:
Aldasoro et al. (2018) for banking crises; Knedlik and von Schweinitz (2011.) for debt crisis;
Babecky et al. (2014) for economic crises in a broader sense. Despite certain methodological
changes such as the modality of the disorder that is classified as a crisis, a different signal
period, etc., the basic goal of all these authors is to identify relevant and significant variables
worth monitoring or variables that behaved differently in pre-crisis times. The KLR approach
is based on the assumption that the movement of some variables in pre-crisis times differs
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significantly from the movement in non-crisis times. According to the above assumption, it is
possible to determine a threshold for each selected variable by observing the movement of
values in the periods before previous crises. In the case of crossing a certain variable over (or
below) a defined threshold, the variable gives a signal of potential disruption in the near
future. Despite the fact that the signals approach takes into account the qualitative
characteristics of individual variables and thus creates a list of potentially significant
variables, it does not assume a certain explanation of the causal relationship, but tries to find
variables that express different behaviour in pre-crisis times. In the previous statement it is
possible to identify the biggest difference between the traditional and signals approach and the
biggest advantage of the signals approach over the traditional approach: it is not necessary to
define how and by what mechanics a change in a variable affects an economy. According to
El-Shagi et al. (2012), the signals approach is based on the observation that strong deviations
from the long-term equilibrium (average) often indicate an impending crisis.

Before analysing the probability of disturbances in the economy, it is necessary to define
potential types of disturbances, select an appropriate methodology for forecasting and make
the necessary preparatory actions in accordance with the chosen method. In the case of a
signals approach, this involves selecting variables that could indicate an impending crisis,
determine which variables have been successful in the past, and analyze significant variables
in the recent past. Kaminsky et al. (1998) chose as relevant: international reserves, imports,
expo