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B4. Case Four: Innovative SME Fund in Macedonia

B4a. Background and Environment

The Macedonian Business Resource Center (MBRC) was a seven-year, USAID-funded project designed to help Macedonian businesses strengthen their competitiveness, financial management, operations, service delivery, and marketing. The project achieved significant results, facilitating more than $95 million in trade and investment deals for businesses over the life of the project. Despite success facilitating trade and investment, however, MBRC’s SME clients continued to report that they needed access to working capital to grow their businesses — something that was not offered in the country’s financial-services market at the time.

In response to this need for working capital, MBRC’s implementing partner, Crimson Capital, began to look for ways to fill the finance gap. In early 2002, Crimson Capital approached USAID Macedonia with a project concept to launch an innovative fund that would provide short-term working capital to Macedonian SMEs through POF. USAID provided $1.1 million to launch the fund and an additional $1.5 million loan funds to Crimson Capital to be on-lent to Macedonian SMEs.

B4b. Approach
Initial work to establish the Macedonia SME Commercial Finance Fund (the Fund) included developing the POF product, including drafting appropriate credit policies, procedures, and loan agreements. Because both the Fund and POF were new to the Macedonian market, Fund staff carried out intensive marketing to SMEs to explain the particulars of each. In July 2003, the Fund made its first loan — $52,000 — to Univerzal Promet, enabling it to purchase raw materials it needed to fill orders for vinegar, antifreeze, and canned vegetables. The company’s annual profit margin increased 20 percent; Univerzal Promet repaid the loan in five months and added 10 new seasonal employees (Crimson Capital, personal communication, July 2009).
As discussed earlier, POF can require more intensive monitoring of the SME’s operations than some other asset-based products due to the risk that the order will not be filled. In order to mitigate this risk, the Fund staff conducts mandatory visits to potential SME borrowers’ places of business. This fosters a thorough understanding of each potential client’s business and production cycle. Prospective borrowers must demonstrate that they can produce and deliver the goods on time and meet quality standards set in the purchase order; they must also demonstrate sufficient cash flow to sustain healthy business operations over the life of the POF loan. 

Because the Fund is not a bank, its developers had to determine how to execute loan operations in Macedonia.
 The Fund entered into an agreement with a licensed Macedonian bank and opened an account there. To execute a POF loan, the Fund gives wire instructions and loan agreements to the partner bank, which then wires loan funds from the Fund’s account to the borrower. When a buyer pays for the borrower’s goods, its money sometimes goes directly into the Fund’s account at the partner bank. The Fund then deducts loan funds, interest, and fees and remits the reminder to the borrower. In cases where the buyer remits directly to the borrower, the Fund collects from the borrower. The Fund uses numerous techniques to ensure repayment and to mitigate risk.
B4c. Results

The provision of working capital through the Fund has had a substantial impact on the growth of Macedonian’s SME sector. To date, the Fund has made more than $15 million in loans to SMEs, resulting in the creation of more than 2,000 new, permanent jobs. Loans have been made to 39 women-owned and 42 minority-owned businesses, and to seven startups. The Fund’s loans have stimulated an average yearly increase of 25 percent in revenues and 780 percent in profits for client SMEs, and have generated more than $58 million in new exports. The Fund’s default rate has been less than 1 percent (Crimson Capital, personal communication, July 2009).

From its conception, the Fund was structured as a market-driven entity designed to address a critical gap in SME financial services. Its initial design allowed it to successfully make the transition from a donor project to an independent commercial entity. Today, interest and fees generated by the Fund’s activities have made it totally self-financing. It has also registered as a local, Macedonian organization. The Fund’s loan pool continues to be re-lent to SMEs on an ongoing basis, and it provides donors
 with a sustainable legacy that has already leveraged initial donor loan-pool funds 50 times over. Based on its success, the Fund’s founders have been able to double the loan capital available for lending, which will further accelerate sales, profits, exports, and employment. The Fund will be transformed to an LLC-form of a NBFI by the end of 2009. The Fund’s founders successfully launched a sister fund in Kosovo in 2008.

B4d. Key Findings and Lessons Learned

Several important lessons emerge from the Macedonian SME Commercial Fund model:

· A thorough understanding of the market is key. Previous work implemented under the USAID-funded MBRC project demonstrated that SMEs had a pressing need for working capital. Work under MBRC also provided solid background knowledge of existing financial institutions’ product lines.

· Designing the Fund to operate at commercial, market rates and on a cost-covering basis allowed it to transfer to an independent, self-sustainable institution.

· Time and care were taken to fully understand — and ensure adherence to — Macedonian banking, company, tax, and registration laws.

· The new POF product was successfully introduced to the market in tandem with a substantial marketing and outreach program to targeted borrowers. 
























� There was no NBFI law in place in Macedonia when the Fund was established.


� Norfund and Crimson Capital have also contributed to the Fund to increase its lending capital.





