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Executive Summary

The recent downturn in the global economy is demanding new growth models
from APEC members, and SMEs are expected to play a crucial role in raising
productivity and in sustaining economic growth by facilitating technological advances, as well as in job creation. Given that SMEs have generally limited access to
finance due to information asymmetries and the riskiness of their businesses, public support by government such as credit guarantee schemes (CGS) are a very important tool for supporting SMEs. SMEs at early stages of development (or startups) have risk profiles that favor equity financing or financing through the capital
market.
For this to work, however, the large-scale financing is required. Therefore it will
work best in a developed equity market such as that of the US. When the condition
above does not hold, two alternatives are possible. The first option is to realize the
large-scale funding in an inter-temporal way. This gives rise to the need for a policy
lending program (or government credit) resembling a typical European-style policy
financing scheme. Second option is to expand the financial market. For this to work,
establishing universality of contracts through economic integration is necessary.
Universality of contracts means equal protection of property rights for incoming
foreigners who enter into contracts in the host country. In this case, capital inflow
is also needed from countries outside the integrated economic bloc.
EIB (European Investment Bank) aims to implement the EU’s SME Initiative
through its SME support programs. The European Investment Fund is responsible
for allocating SME capital to stimulate the SME sector, on behalf of the EC. The
experience of the EU points to the necessity of non-bank financing programme



to add to bank financing for SMEs. Thus EIF is also shifting its focus from provision of early-stage guarantees to development of various capital market-based instruments for SMEs.
This study ends with suggestions for APEC regarding SME financing policies. First,
PCGS (public credit guarantee system) is better in the very early stages of financial
cooperation. Second, SME financing policy should include both CGS-style and
market-based financing. Third, it is necessary to settle on a definition of SMEs
based on unified criteria. Fourth, a PCGS-style support scheme is needed to develop within the APEC framework. Lastly, an equity market-based support system
specialized for SMEs should be established. This report also suggests action plans
to make an investment fund centered on SMEs.
Keywords: SME Financing, Market-based Financing, Public Credit Guarantee,
APEC Cooperation
JEL Classification: G1, G23, H81, F53
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Regional Financial Cooperation of SMEs’
Financing in the Asia-Pacific:
Lessons from the EU




Eunsook Seo


I. Background

SMEs, which constitute more than 90 percent of all firms in most countries,
are known to play a crucial role in sustaining economic growth by generating technological advances in the process of commercializing innovative business ideas, as
well as in creating jobs. At the same time, SMEs in most countries also experience
far greater constraints compared to large firms in gaining access to finance. In general such constraints are due in large part to information asymmetries and agency
costs between lenders and borrowers, which serve to widen the financing gap in
the SME financial market and act as a drag on the development of SMEs.
In general, financial integration allows banks or investors to operate across borders and enables them to make use of an opportunity of economies of scale to
reduce costs. Also, the entry of regional banks or foreign investors into domestic
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markets directed to various financial instruments and lower prices. Thus, financial
integration might be important for reducing the financing gap in the SME financial
market1.
Issues of financial integration for SMEs in Asia-Pacific Economic Cooperation
(APEC) are also important in encouraging cross-border investment to support
growth in the region. Initiatives such as the Asia Region Funds Passport (ARFP)
and the Asian Bond Markets Initiative (ABMI) enable a more various investment
opportunities and strengthen the region’s capital market to attract finance for
growth. Australia, Korea, New Zealand, and Singapore signed the ARFP Statement
of Intent at the 2013 APEC Finance Ministers’ Meeting. These four APEC economies, along with the Philippines and Thailand, have also participated in the joint
consultation on the ARFP arrangements from April to July 2014. ABMI, another
finance-related initiative is pursued by the ASEAN+3 economies (10 ASEAN
members plus China, Japan, and Korea) to foster the development of local currency bond markets to make better use of Asian savings for Asian infra investments. Currently, ABMI focuses on various initiatives related to the following four
tasks: promoting issuance of local currency-denominated bonds, facilitating the
demand of local currency-denominated bonds, improving the regulatory framework, and improving related infrastructure for the bond markets. The potential
benefits of the ASEAN financial integration surpass their direct influences on regional financial integration. OECD (2013)2 claimed that “The initiatives will also
likely help strengthen linkages between ASEAN and international financial markets,
including those in the rest of Asia and in more advanced economies. Moreover,
the efforts are already creating important incentives for member countries to

1
2



Dalberg (2011).
OECD (2013), p. 334.
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strengthen their financial systems in preparation for integration.”
The ASEAN community’s financial integration and economic cooperation
among ASEAN+3 (Korea, China, and Japan) will likely expand access to finance
for SMEs in APEC. At first glance, a widened financial market may be taken to
mean relaxed financing constraints for SMEs, which raises the prospects for narrowing the financing gap mentioned above. That is the reason why they are concerned to adopt well-designed common policies to foster the growth of SMEs
through diversified access to finance.
However, from the perspective of open financial markets where the financial
market integration or cooperation takes place, it is equally possible for national
disparities in terms of tax barriers, firms’ credit worthiness, credit rating systems,
etc. to complicate efforts toward the formulation of common policies. Worse, the
problems of information asymmetries and agency cost may be even magnified on
an international scale.
Financial markets in APEC members, in fact, have widely varying systemic features and levels of development. For example, the United States, Australia, Korea,
Japan, Hong Kong and Singapore have relatively more developed financial markets
than the rest; the banking industries in Thailand, Malaysia, and Indonesia are more
developed than their capital markets; there is even a country, Brunei, which does
not have a stock market. Such national heterogeneity could mean that the impact
of financial cooperation among APEC members on SME financing will be different from that of the EU, which tried various financing policies to achieve a common goal of fostering the growth of SMEs. Nevertheless, lessons from the EU’s
experience of implementing common policies targeting SMEs and their implications for APEC can be quite significant.
The EU’s support policies for SMEs have been developed as follows. In the
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1980s, a community-wide SME support policy was launched without enthusiasm
for such policy in the EU and without even a shared definition of SMEs among
countries. The EU’s policy objectives were also too narrow and lacked focus for
SMEs. From the 1990s the EU adopted concrete objectives including the streamlining of the administrative and regulatory environment, improving the financial
environment, and enhancing competitiveness through R&D. In the 2000s, although concrete policy tools remained largely unchanged, the policy objective
shifted from job creation to innovation. EU support in the form of debt financing
still prevailed from 2007 to 2013, but post-2014, emphasis has been placed on market-based financing including equity financing3. In other words, the EU’s support
policies for SMEs — those focusing on SME financing in particular — are shown
to have shifted notably from an emphasis on debt financing in the past to marketbased financing as of recently. The EU operates these policies by creating funds
centered on SME financing, and with these funds designing diverse instruments
tradable in capital markets, which would in turn finance SMEs. The underlying
logic for these policies is that since SME finance entails risk, it should be encouraged in markets that allow the trade of risky capital.4 While differences may exist
between countries and economic development levels, a look into the positive impact of SME finance on financial cooperation in the EU is still expected to be
relevant.
This study therefore will (1) examine the characteristics of SMEs and financial
markets in APEC, (2) derive policy implications from the EU’s policies regarding
SME financing, and (3) make policy recommendations for stimulating SME

3
4



Kaya (2014); Stallings and Tran (2015).
Beck, Thorsten, Asli Demirguc-Kunt, and Ross Levine (2005); Beck, Thorsten and Asli
Demirguc-Kunt (2008).

I. Background

15



growth through regional financial cooperation to enhance SME financing in APEC.
In particular, countries that have led ASEAN’s financial integration until now are
Singapore, Malaysia, Thailand, Philippines, and Indonesia; as these members within
APEC are engaged in major financial integrated-related activities. Thus most of
this study will be focused on these ASEAN countries, along with Korea, China,
and Japan.





II. Overview of Macroeconomic Environment,
SME’s Financing and Financial
Markets in APEC

In chapter II, an overview of SME finance-related policies in APEC must be
informed by a detailed examination of the macroeconomic conditions, economic
weight of SME’s, key SME support policies, financial market structures, and accessibility and level of development of finance in member countries.


1. Macroeconomic Overview
In order to understand the realities of SME financing among APEC members,
the macroeconomic conditions of those countries should be examined first. Most
Asian countries except for Singapore, Brunei, Korea, and Japan have per capita
GDPs below $10,000, while all non-Asian countries except Peru are above $10,000
in per capita GDP (see Figure 1). Differences within APEC are large and there exists
a gap between ASEAN and non-ASEAN members in per capita GDP. On the other
hand, these ASEAN countries excluding Thailand, deemed the next engines of the
global economy, show growth rates which have yet to attain their full potential, averaging just 5% as of the end of 2014 (see Figure 2).
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Figure 1. GDP per capita of APEC (2014)
(Unit: US$)
70,000

61,887

60,000

56,287

54,629

50,000
40,776

40,000

36,194

50,271
40,170

27,970

30,000
20,000
10,830

10,000

5,561

3,515 2,843

7,594

10,361

14,520 12,736
6,594

2,052

u
Pe
r

ati
on
er

sia

nF

ed

ico
Me
x

Ch
ile

Ru
s

ne
Br
u

Ja
pa
Un
n
ite
dS
tat
es
Au
str
ali
Ho
a
ng
Ca
Ko
na
ng
da
SA
R,
Ch
ina

ia
Ph
ilip
pin
es
iD
ar
us
sa
lam
Vi
etn
am
Ko
re
a,
Re
p.
Ch
ina

d

es
on

Ind

ia

ila
n

Th
a

ys

ap
Si
ng

Ma
la

or

e

0

Note: New Zealand, Taiwan, and Papua New Guinea are excluded.
Source: World Development Indicators, http://data.worldbank.org/data-catalog/world-development-indicators
(Accessed on September 4, 2015).

Despite the global instability, this region is still creating enough jobs to absorb
growing domestic labor forces while rapidly building up infrastructure to boost economic productivity. For instance the Philippines, Malaysia, Vietnam, and Indonesia
are among the few countries with positive working population growth rates and declining dependency ratios.
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Figure 2. APEC GDP Growth (2014)
(Unit: % (yoy))
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Source: World Development Indicators, http://data.worldbank.org/data-catalog/world-development-indicators
(Accessed on September 4, 2015).

Although this region has yet to realize its full economic potential, it has become
a refuge for foreign investors from the continuing after-effects of the global financial crisis. During 2014 almost 151 billion US$ of foreign direct investments went
to Asia excluding China, with the latter receiving 348 billion US$56(see Figure 3).
These conditions should not be taken as cause for complacency, however, as they
can potentially lead to the emergence of hot money capable of destabilizing the
financial system in the region.


5 FDI net inflows.
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Figure 3. Foreign Direct Investment, Net Inflows
(Unit: BOP, current US$)
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As of the end of the final quarter of 2014, ASEAN growth rates were higher
than expected. The growth rate slightly recovered in 2014 compared with the previous year. Indonesia, the Philippines and Thailand are the main countries in the
region that registered lower economic growth in 2014 than in 2013 (year-on-year
basis). In the meantime, Malaysia and Vietnam are the main countries that succeeded in achieving higher economic growth in 2014 than in the previous year. In
2014 (see Figure 3), China has experienced an economic slowdown, which declined
from 10.6% in 2010 to 7.4% in 2014. APEC GDP growth rate on average has been
lower than that of the ASEAN in the past decade (see Figure 4).
But many experts predict that the fate of APEC in the next couple of years
depends more on global events such as the Eurozone crisis or the US quantitative
easing plan than on actions by local governments. At any rate, all their achievements so far can be placed in jeopardy, as their economies are heavily dependent
on external economic situations.
Unlike ASEAN countries, South Korea and Japan showed average growth rates
of less than 3% for 2014 and China also experienced a downturn. China, as the
world’s second largest economy, recorded the slowest pace of economic expansion
in 14 years in 2013. This downturn is partially due to the decline of manufacturing
sectors and also the correction of business sentiment indicators. Japan, after recording a confident growth in the first half of 2013, showed signs of weakening
but fortunately has recovered to some extent by the “Abenomics” policy which
enabled a bold monetary and fiscal push to stimulate its economy (see Figure 4).
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Figure 4. APEC, ASEAN & South Korea GDP Growth Constant Price, 1998-2014
(Unit: % , yoy)
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2. SMEs and SME Financing Policies
The recent downturn in the global economy is demanding new growth models
from APEC members, and SMEs are expected to play a key role in raising productivity in this region. As mentioned above, among APEC members in particular,
SMEs play a significant role in sustaining economic growth in ASEAN+3 as drivers of innovation and growth by generating technological advances in the process
of commercializing innovative business ideas, as well as in creating jobs. SMEs
employ on average more than 70% of the private sector labor force in East and
Southeast Asia (see Table 1 and Figure 5). This is similar to the EU case (see Table
2). However, in comparison with the EU, their contribution to GDP on average is
lower in Asia and the share of employment is slightly higher in East Asian countries
such as Japan, Korea, and China. Although there are some differences as described
above, the role of SMEs will be integral in the transition of emerging economies
of Asia into developed economies from emerging economies. This is in line with
the fact that many researchers agree that SMEs are influential contributors to both
high- and low-income countries in terms of job creation and economic growth.67


67Ferranti and Ody (2007), p. 2.
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Table 1. SME Statistics in East and Southeast Asia
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Figure 5. SMEs’ Contribution to GDP, Employment and Exports in ASEAN
(Unit: %)
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Table 2. SME Statistics in EU-27 Countries (2011)
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Note: DG Enterprise and Industry, European Commission. This source provides estimates for 2011, based on
2009 figures from the Structural Business Statistics Database (Eurostat). The estimates have been produced
by Cambridge Econometrics. The data cover the ‘business economy’, which includes industry, construction,
trade, and services (NACE Rev. 2 Sections B to J, L, M and N). The data do not cover enterprises in agriculture, forestry, fishing or the largely non-market services such as education and health.
Source: Wymenga et al. (2011), “Are EU SMEs recovering? Annual Report on EU SMEs 2010/2011 for the European Commission,” p. 15.
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They are also essential for recovery from the current economic and financial
crisis, which has reduced bank lending and affected SMEs in particular because
credit sources tend to dry up more rapidly for small firms than for large companies
during economic downturns.
While SMEs are considered vital drivers of national economic growth, they
face significant obstacles when seeking external financing; and the situation gets
even worse during economic recessions, in which financial stringency gives rise to
a high probability of bankruptcy. If SMEs start going bankrupt in spite of their
technological capacity and growth potential, this would most likely have the consequence of a vicious cycle where economic recovery is slow. This is where the
government should step in, to assist SMEs that have failed to secure financing and
are facing funding constraints. Such situations are more prevalent in countries with
less-developed financial markets or capital markets that lag behind in comparison
to banking sectors, which face greater restrictions in financing and have a higher
possibility of failing to secure external capital. Considering that intra-regional financial linkage has become even tighter as of late, there is a strong chance that
spreads to other nations, and countries, on their own, may find the size of capital
markets restrictive in terms of financing. As explained above, however, within the
APEC, the ASEAN region displays especially high economic growth rates, and
SMEs should play a continuous part in this phenomenon. The EU made efforts
toward this end by developing SME financing policies at the EU level instead of
for individual nations, involving the expansion of SME financing in size, and the
advancement of financial markets by building financial market infrastructure based
on economic cooperation. APEC, likewise, needs financial intervention policies for
SMEs on its own level.
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As seen in Figure 6, a comparison between low-income countries and mid- to
high-income countries among Asian APEC nations shows that bank loan financing,
nonbank financing and equity financing via capital markets are all developed in a
variety of ways and account for a larger share in mid- to low-income countries than
in low-income ones. So even within Asian countries in the APEC, SME financing
policies differ by nation, and disparities are considerable in terms of the shares of
market-based financing.
Table 3 shows the status of equity market for Asian countries within APEC.
Korea, Malaysia, Philippines, Thailand, Vietnam, and China are pursuing policies
to promote capital market financing for SMEs. Also Table 1 of Appendix summarizes the status of SMEs’ policy focused on Asian countries within APEC.
Figure 6. SME Access to Finance in the Asian SME Finance Monitor Countries
(a) Lower Middle-income Countries
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Figure 6. Continued
(b) Upper Middle-income and High-income Countries
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Note: INO = Indonesia, KOR = Republic of Korea, MAL = Malaysia, PHI = Philippines, PNG = Papua New
Guinea, SME = small and medium-sized enterprise, THA = Thailand, VIE = Viet Nam. Data in 2013.
Nonbank financing includes financing by microfinance institutions, finance companies, credit unions, leasing, factoring, and venture capital investments. SME equity markets include SME exchanges in IDX (INO
[10 SMEs listed]), SME Board/PSE (PHI), UPCoM (VIE), SME Board & ChiNext/SZSE (PRC), ACE
(MAL), mai (THA), and KOSDAQ/KRX (KOR). Country classification refers to the World Bank classification for FY2015.
Source: ADB (2014), ASIA SME FINANCE MONITOR 2014, p. 19.
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Source: ADB (2014), ASIA SME FINANCE MONITOR 2014, p. 18.

= Korean Securities Dealers Automated Quotations, KRX = Korea Exchange, LCY = local currency, mai = Market for Alternative Investment, NSE = National Stock
Exchange, OTC = over the counter, PSE = Philippine Stock Exchange, SET = Stock Exchange of Thailand, SME = small and medium-sized enterprise, SZSE =
Shenzhen Stock Exchange.

Note: BSE = Bombay Stock Exchange, HNX = Hanoi Stock Exchange, KOFIA = Korea Financial Investment Association, KONEX = Korea New Exchange, KOSDAQ
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3. Financial Market Conditions in APEC
SMEs in most countries also experience far greater constraints compared to
large firms in gaining access to finance. In general such constraints are due in large
part to information asymmetries and agency costs between lenders and borrowers,
which serve to widen the financing gap in the SME financial market and act as a
drag on the development of SMEs. On top of this, SME access to finance is extremely low in countries with underdeveloped financial markets or close to none
at all. Reports show that aside from a few high-income countries, SMEs tend to
find it difficult to access financial markets (see Table 4).
One obstacle to SMEs’ sustainable growth is their financing gap. Many explanations were given for the financing gap, addressing both the supply and demand
side of funds. The most generally mentioned reasons were asymmetric information,
lack of collateral in SMEs, and the conservative nature of financial markets, which
tends to avoid investment in risky assets. In this study, International Finance Corporation (IFC) Enterprise Finance Gap Database will be used instead of direct
estimation. In general, the supply side of SME financing is more important than
the demand side because SMEs are always under financing constraints. Thus, it
would be useful to first examine the financial market for potential supply of funding for SMEs. The credit value gap for SMEs tracked by IFC is shown in Table 3.
Thailand, Indonesia, Korea, China, Hong Kong, Mexico, Chile and Russia have a
larger gap in total credit value than the rest of APEC members. Also, smaller firms
have greater limitations in terms of access to finance, so their funding gaps are
larger. The larger firms, on the other hand, have easier access to financing and
therefore have smaller financing gaps. In case of the Philippines, Brunei, China
and Chile, larger firms can have larger financing gaps than smaller firms (see Figure
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7). This might be due to government support in those countries being focused on
smaller companies.
Table 4. SME Financing Gap in APEC: Total
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Note: In 2010, IFC conducted a study to estimate the number of micro, small, and medium enterprises (MSMEs)
in the world, and to determine the degree of access to credit and use of deposit accounts for formal and
informal MSMEs. The study used primarily data from the World Bank Enterprise Surveys (ES). In 2011 the
data was revisited as new enterprise surveys became available. The resulting database, IFC Enterprise Finance Gap Database, covers 177 countries. This dataset provides summary values for different categories.
Source: World Bank, IFC Enterprise Finance Gap Database, https://finances.worldbank.org/Enterprise-Finance/IFC-Enterprise-Finance-Gap-Database-Raw-Data/2ppx-k958/ (Accessed on September 26,
2015).
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Figure 7. SME Financing Gap in APEC: Size of Firms
(Unit: US$ in millions)
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Source: World Bank, IFC Enterprise Finance Gap Database, https://finances.worldbank.org/Enterprise-Finance/IFCEnterprise-Finance-Gap-Database-Raw-Data/2ppx-k958/ (Accessed on September 26, 2015).

Gross capital formation ratios (% of GDP) in APEC are examined in order to
estimate potential investor demand in the APEC financial markets. While Indonesia showed the highest level of Gross Capital Formation (GCF) of 35 percent,
APEC countries have high to moderate levels of potential for increasing capital
accumulation (see Figure 8). Since GDP per capita is highly correlated with the
development of financial markets, so far financial markets in the region have a lot
of room for improvement (see Figure 8).
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Figure 8. Gross Capital Formation of APEC (2014)
(Unit: % of GDP)
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Note: U.S., Japan, China are excluded.
Source: World Development Indicators, http://data.worldbank.org/data-catalog/world-development-indicators
(Accessed on September 5, 2015).

High income countries including Singapore, Korea, Japan, China, and Malaysia
have negative relationships, and the rest of ASEAN+3 showed positive relationships between investment and GDP per capita in Figure 9.
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Figure 9. Ratio of Gross Capital Formation to GDP per capita in ASEAN+3

60

(Ratio of investment to GDP, %)

50
40
30
20
10
(GDP per capita, U.S Dollar)

0
0

2,000

4,000

6,000

8,000

20,000

40,000

60,000

Note: U.S., Japan, China are excluded.
Source: World Development Indicators, http://data.worldbank.org/data-catalog/world-development-indicators
(Accessed on September 5, 2015).

Domestic credit and market capitalization can be examined to estimate the potential supply of funds. Asian countries except for Indonesia, Philippines, and Brunei have domestic credit by banks equivalent to more than 100% of GDP, while
other non-Asian countries have much less, pointing to wide disparities among
APEC countries (see Figure 10 and 11).
The potential supply of funds can be estimated by looking at the total of market capitalization plus the size of the banking industry. Market capitalization is the
share price times the number of shares outstanding7.8Domestic credit to private

78 World

Bank, The definition of market capitalization of listed companies by World Bank.
Listed companies are calculated at the end of the year and do not include investment compa-
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sector by banks refers to financial resources provided to the private sector by other
depository corporations (deposit taking corporations except central banks), such
as through loans, purchases of non-equity securities, and trade credits and other
accounts receivable, that establish a claim for repayment8.9
Figure 10. Domestic Credit to Private Sector by Banks in APEC (2014)
(Unit: % of GDP)
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Source: World Development Indicators, http://data.worldbank.org/data-catalog/world-development-indicators
(Accessed on September 5, 2015).

For some countries these claims include credit to public enterprises.9 On this
10

measure (excluding the bond market in figure), the potential supply exceeds 200%
of GDP in Malaysia, Thailand, Singapore, Hong Kong, Korea, and Australia; exceeds 100% in the Philippines, Vietnam, Japan, and Canada; while it is quite low

8
9



nies, mutual funds, or other collective investment vehicles, http://data.worldbank.org/indicator/CM.MKT.LCAP.GD.ZS/countries (Accessed on September 5, 2015).
World Bank, quote the definition of domestic credit to private sector by banks,
http://data.worldbank.org/indicator/FD.AST.PRVT.GD.ZS (Accessed on September 5, 2015).
World Bank, quote the definition of domestic credit to private sector by banks,
http://data.worldbank.org/indicator/FD.AST.PRVT.GD.ZS (Accessed on September 5, 2015).
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for Indonesia, Mexico, New Zealand, Peru, and Russia (see Figure 11). Asian countries are relatively large compared to non-Asian countries in financial market size
among APEC members.
Figure 11. Financial Market Size in APEC
(Unit: % of GDP)
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Note: Market capitalization of listed companies (% of GDP)+Domestic credit to private sector by banks (% of
GDP), Market Capitalization is available on 2012.
Source: World Development Indicators, http://data.worldbank.org/data-catalog/world-development-indicators
(Accessed on September 28, 2015).

Separately <Figure 12> shows the market capitalization growth of Asian countries from 2000 to 2010. Most capital markets in Asian countries except for Singapore, Japan, and China have expanded significantly.
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In order to compare the speed of the development of capital markets and the
banking sector during the same period, the ratio of market capitalization of listed
companies (% of GDP) to domestic credit to private sector by banks (% of GDP)
could be used as an indicator. Countries where this indicator is greater than 1 have
relatively more developed capital markets than the banking sector, while countries
where the indicator is less than 1 have more developed banking sector. The countries where capital market sizes have shrunk in 2010 include Australia, Canada,
United States, Papua New Guinea, Russia, China, Hong Kong, and Singapore.
Figure 12. Stock Market Capitalization in Asia (2000 and 2012)
(Unit: % of GDP)
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Indonesia, Malaysia, The Philippines, Singapore, and Hong Kong among Asian
countries are those that have more developed capital markets than the banking
sector.
On the other hand, Australia, China, Japan, Korea, Thailand, and Vietnam have
more developed banking sectors than the capital market as shown by Figure 13.
Figure 13. Capital Market V.S. Banking Industry in APEC (2000 and 2012)
(Unit: ratio)
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Source: World Development Indicators, http://data.worldbank.org/data-catalog/world-development-indicators
(Accessed on September 28, 2015).

Figure 14 shows the total asset composition of the major member countries in
Asia, which are similar to the results shown above. The percentage share of financial system assets is calculated on the basis of the total amount of bank credit,
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bonds, and equity: that of bank credit, as the ratio of total credit outstanding of
banks to the total of the three; that of bonds, as the ratio of total bonds outstanding to the total of the three; and that of equity, as the ratio of stock market capitalization to the total of the three. The banking industry is the core of the financial
system in the region. Compared with 2010, most of the Asian countries including
Indonesia, Korea, The Philippines, Malaysia, and Thailand showed higher dependence on capital market than on the banking sector. China and Japan also showed
increased reliance on the capital market through the bond markets.
Figure 14. Financial Structures in Asia (2000 and 2012)
(Unit: % of GDP)
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Source: Asia Bonds Online, https://asianbondsonline.adb.org/ (Accessed on May 19, 2015); OECD, ASEAN
(2013), Economic Outlook for Southeast Asia, China and India 2014, http://dx.doi.org/10.1787/saeo2014-en (Accessed on September 7, 2015).
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In brief, Asian countries have larger financial markets than non-Asian APEC
members. In Singapore, Malaysia, Thailand, China, Japan, and Korea were categorized as advanced financial structures according to data on bank assets per GDP,
stock market capitalization per GDP, and bonds per GDP. Meanwhile, the Philippines and Indonesia have financial systems at medium levels of development. It
can be said that those countries have a complete financial structure (comprising
banks, stock and bond markets) but at a low level and characterized by the size of
the capital market that is growing at a faster rate. In most countries, the proportion
of the stock and bond market capitalization has increased relative to the proportion
of bank assets.
Given the wide disparity among Asian countries, the issues they face, particularly in terms of fulfilling financial integration within the region. For instance, in
enhancing financial market development within Asian countries, some countries
prioritize the development of their banking systems, while others focus on deepening their capital markets. ADBI (2012) claims that “In time, countries in the first
group can catch up by emulating the more developed ones in the second group, by
strengthening inclusive access to banking and lending vehicles such as microfinance and innovations that can better serve small and medium enterprises. For
more established markets, the task is not so straightforward.” As markets develop
more widely and deeply, working toward generating synergies among Asian markets may make sense.
In addition to a review of data, a simple regression analysis can used to measure
the degree of development of financial markets in ASEAN. If intermediation
through financial markets functions efficiently in general, financial investment that
leads to real business investment is less likely to be in short supply. A simple regression analysis for 111 countries shows the relationship between the gross capital
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stock formation which may be considered as equilibrium real demand for capital
and the outstanding balance of banks’ private sector loans, excluding household
loans, and coupled with gross stock market capitalization which is conceptualized
as financial market for intermediation of surplus capital in an economy. The sample period is from year 2000 to 2012.
Gross capital stock formation represents real investment, which may be considered as equilibrium real demand for capital and is on the horizontal axis. The
vertical axis represents the scale of the financial market which is conceptualized as
the site of confluence and intermediation of surplus capital in an economy for
input towards gross capital formation. The sum of “Banks’ private sector loans
excluding household loans and stocks & bonds traded in the secondary market”
represents financial claims on total corporate assets. It should be noted that gross
capital stock is “new Investment-depreciation” as a flow variable measured over
the year and financial claims is for gross capital formation which is accumulated by
all firms.
As shown in Figure 15, all ASEAN members except Singapore and Malaysia
are situated beneath the regression line. These points mean shortages in those
countries of financial investment that leads to real business investment. Of course,
fine-tuning of regression specifications, by taking a couple of variables that can
affect these results into consideration, is needed to improve the results.
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Figure 15. Result from a Simple Regression Analysis
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Source: Asia Bonds Online, https://asianbondsonline.adb.org/ (Accessed on May 19, 2015); IMF World Economic Outlook Database, http://www.imf.org/ (Accessed on May 19, 2015).
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Separate analysis on SME sector investment has not been attempted due to data
limitations, but existing literature generally predicts scarcer financial investment for
SMEs than for large firms, which would result in a greater financing gap for SMEs
than for large firms. Wignaraja and Jinjarak (2015) estimated the relationship between
firm characteristics and SME finance. The main contents are shown in the box.
Box 1. Estimation on Relationship between Firm Characteristics and SME Finance
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VFKHPHV IRU QHZ ORDQV DV ZHOO DV WR VXSSRUW FRPPHUFLDOO\ PDQDJHG YHQWXUH FDSLWDO
IXQGVIRUSURYLGLQJHTXLW\ILQDQFH %DQNIRU,QWHUQDWLRQDO6HWWOHPHQWV %,6  
Source: Wignaraja and Jinjarak (2015), p. 10, p. 19.



II. Overview of Macroeconomic Environment, SME’s Financing and Financial Markets in APEC

43



A more developed market for SMEs is venture capital which is a subset of
private equity. Venture capital investment refers to equity investments made to support the pre-startup, start-up and early stage of a firm. In the most countries except
for United States and Israel, venture capital investments make up a very small percentage of GDP, at less than 0.05%. Venture investment share of GDP in the
United States and Israel is above 0.25% and accounted for more than 80% of
OECD total in 2014 (See Figure 16). Venture capital investment in Australia, Japan,
Korea and the United States (in APEC) is greater than the European total(See Table 5). This means that there are various instruments to be accessed in the SME
financing market in APEC.
Figure 16. Venture Capital Investments (2014 or latest available year)
(Unit : % of GDP)
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Source: OECD (2015b), Entrepreneurship at a Glance 2015, p. 103.
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Table 5. Venture Capital Investments (2014 or latest available year)
(Unit: Million US dollars)
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Source: OECD (2015b), Entrepreneurship at a Glance 2015, p. 103.

These results correspond to the financial market competitiveness index for the
countries concerned. <Table 6> presents the competitiveness index for financial
market development surveyed by the World Economic Forum (WEF). Singapore,
Malaysia, United States and Hong Kong recorded high scores over 4.0 and are
competitive in the area of SME financing. Access to financing, on the other hand,
is an indicator of the difficulties of doing business. Higher scores on this indicator
means greater difficulty of accessing finance. It is easier to access financing in Singapore, Thailand, the Philippines, Japan, Australia and Peru than in Indonesia, Vietnam, Korea, China, New Zealand, Canada and Russia. This also can be closely
related to the market structure of each country.
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Source: Schwab (2014), Global Competitiveness Report 2014-15, World Economic Forum.

Note: Access to financing show the result from “the most problematic factors for doing business”. From 16 factors suggested, respondents were asked to select the five most
problematic for doing business in their country. Thus there is no maximum value for this index.
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4. Financial Integration and SME Financing
First of all, the review of the methods for SMEs’ financing is as follows. As is
mentioned earlier, in general, funding to businesses are categorized into “Bank
Lending” and “Non-Bank Lending.” In addition, funding may be classified as
“Governmental support for financing” or “Market-based financing” depending on
whether or not the government is involved. Market-based financing includes “Equity financing” and “debt financing.”
Banks are an essential source of financing for SMEs. In fact, bank lending still
makes up for the majority of SME finance in many countries. The global financial
crisis had a negative effect on bank lending overall and so SME access to bank
finance during the crisis was especially difficult – which is reason to expect the
bank lending gap of SMEs to grow still further, amplifying their vulnerability relative to larger corporations. From the perspective of supply of funds, SME financing can be fostered either through public financial support or through marketbased solutions as follows.
Financing Schemes 1: Public financial support (including Public Funds, Loan)
managed by a central fund
2: Market-based financing
Public loans including public guarantee schemes can be proper SME financing
policy when SMEs face the problem of market failure. Given that SMEs have generally limited access to finance due to information asymmetries and the riskiness
of their businesses, public support by government such as credit guarantee
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schemes (CGS) are a very important tool for supporting SMEs. When market failure owing to their lack of collateral and short credit history have been identified,
government intervention might be warranted.
Market-based financing is itself divided into debt-financing and equity financing. The obstacle SMEs face when taking out bank loans is the requirement for
strong balance sheets and sufficient collateral, meaning that start-ups and young
firms that tend to be higher-risk and have insufficient collateral or small ventures
whose activities are innovative but riskier face a higher financing gap. However,
this market-based financing is appropriate for a large capital market where it is
easier to diversify risk; it may not work very well in less developed or smaller capital
markets. In order to remedy this weakness, scheme 1 can be combined with market
based financing.
Thus supporting the development of a broad range of non-bank financing for
SMEs in debt and equity markets is needed. Star-up finance, mezzanine finance,
and crowd-funding are some of the forms non-bank financing can take. Equity
financing is especially well-suited for small, dynamic, innovative SMEs.
SMEs at early stages of development (or start-ups) have risk profiles that favor
equity financing or financing through the capital market. For this to work, however,
large-scale financing, which is not appropriate for small markets, is required. Therefore it will work best in a developed equity market such as that of the US, the
structure and size of which have already been reviewed in Figure 15 and Figure 18.
When the condition above does not hold, two alternatives are possible.
Option 1: Realize the large-scale funding in an inter-temporal way
This would mean, for example, investing in 5 firms per year for 100 years with
the expectation that one of those 500 firms will succeed; this requires patience on
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the part of investors. In the US, it is possible to invest in 500 firms at once, with
the expectation that one firm will succeed within a five-year horizon. It is difficult
to do with private capital because this approach requires large funds. This gives rise
to the need for a policy lending program (or government credit) resembling a typical European-style policy financing scheme.
Option 2: Try to expand financial market (Need financial cooperation)
For this to work, establishing universality of contracts through economic integration is needed. Universality of contracts means equal protection of property
rights for incoming foreigners who enter into contracts in the host country. In this
case, capital inflow is also needed from countries outside the integrated economic
block.
As seen from the graph above, a wide range of financing schemes exist for
different developmental stages of SMEs. Reducing the SME financing gap will allow for a greater chance of success when such diverse means are given consideration. Rather than go into the details of the specific financing schemes, this study
will explore how financial cooperation in Asia might improve SME financing, and
to that end will analyze the features of SME finance in the EU.
Second, financial cooperation should be used (especially in the case of ASEAN)
to facilitate advancement of financial markets. To this end, a variety of financial
infrastructure must be established; as mentioned above, examples could be business evaluation systems or credit guarantee measures necessary for expanding financial markets. This would provide encouragement for SME finance, meaning
that financial cooperation ultimately serves to boost SME financing.
Thirdly, financial cooperation enables information sharing in the area of SME
financing. The benefits this carries are considerable, since if member countries
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share information on any risk a certain company is faced with amid the recent
stimulation of the SME chain on the back of intra-regional economic cooperation,
the risk can be prevented from spreading further, and pre-emptive measures developed for SMEs that may come into play, conclusively forestalling risks of a larger
scale.







III. SME Financing in EU

1. Characteristics of European SME Support Policy
In the 1980s, community-wide SME support policy was launched without enthusiasm for such policy in the EU and without even a shared definition of SMEs
among countries. The EU’s policy objectives were also too narrow and lacked focus
for SMEs. From the 1990s the EU adopted concrete objectives including the streamlining of administrative and regulatory environment, improvement of the financial
environment, and enhancing competitiveness through R&D. Although concrete policy tools remained largely unchanged, the policy objective shifted from job creation
to innovation in 2000s. EU support in the form of debt financing still prevailed from
2007 to 2013, but post-2014, emphasis has been placed on market-based financing
including equity financing. Also, as the severe market failure in the upshot of the
financial crisis in 2008 reintroduced restrictions to SME financing, government intervention emerged in various forms for a limited period. National governments
rolled out supportive measures, or in some cases state-run public corporations provided support. The government measures, rather than being direct forms of support,
were public initiatives targeting debt or - albeit more restrictive than government
guarantees - government investments in the form of public initiatives targeting equity
into venture capital or private equity funds. Policy-wise, there is greater focus on private or market-based equity financing which is at the center of joint support policies
at the EU level. <Table 7> and <Table 8> explain public programs for debt financing and equity financing in selected countries.
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Table 7. Public Programs for Debt Financing in Selected Countries
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Table 8. Public Programs for Equity Financing in Selected Countries
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Source: Infelsie (2014), “Supporting Access to Finance by SMEs: Mapping the initiatives in five EU countries” and
Author’s arrangement.

SMEs face greater difficulties accessing financing in the new member states
than in Western Europe. More than 75% of SMEs in the EU-15 have sufficient
financing. By contrast, less than 66% of SMEs in the new member states have
sufficient financing. Banks are the financial institution most often used by SMEs.
Traditional collateral requirements are often a barrier to finance for SMEs. SME
lending is perceived as risky, with a high capital cost. The method of transferring
risk from SME lender to capital market investors is “Securitization.” It has recently
been evaluated that “asset-backed instruments” related to this kind of risk transfer
are useful financing avenues for SMEs.
EU’s principles on supporting SMEs are as follows.



54

Regional Financial Cooperation of SMEs’ Financing in the Asia-Pacific: Lessons from the EU



Principle 1: Improving access to finance
The EU guarantees bank loans taken out by SMEs in order to facilitate SME
financing. This is managed by EIF (European Investment Fund), securing funds
for CIP (Competitiveness and Innovation Programme). JEREMIE (Joint European Resources for Micro and Medium Enterprises) was established for support
of SMEs in less developed regions. The European Commission seeks to get all
member countries to improve SMEs’ access to finance, which helps to reduce the
cost for banks and SMEs of identifying each other and thereby lower the barriers
faced by SMEs when obtaining loans.
Principle 2: Thinking big on funding
In order to improve the funding environment for SMEs, MAP and CIP were
introduced. MAP (Multiannual Programme for Enterprise and Entrepreneurship)
expired in 2006 and was replaced by CIP (Competitiveness and Innovation Programme). Funds were increased by over 60 percent under CIP compared to MAP.
2. SME Financing through Bank Loans and Capital Market
Detailed discussions on SME financing policies in the EU should be preceded
by discussions on whether there is a need for EU-level intervention in SME financing.
The recent credit-tightening policies across European banks have made it extremely difficult for SMEs to secure external financing. In fact, the problem does
not end at financing, as it can actually heighten the possibility of bankruptcy, which
would become a large obstacle to economic recovery considering that SMEs account for a massive share of the economy. The solution to the above problems
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would be to alleviate SMEs’ capital deficiencies and cutting financing expenses
through public policy support, including guarantee schemes or policies investing in
venture capital.
Diverse financing alternatives have been suggested as of late, but SMEs still
rely heavily on bank loans. Uncapped portfolio guarantees for public policy support or SME securitization can help enhance banks’ lending capabilities. The availability of bank loans are strongly affected by macroeconomic conditions, but have
recently been impacted greatly by BIS ฌ risk-based capital regulations. Government policies can play a key role in moderating problems related to such matters
and help out banks in terms of improving lending capability.
Securitization can help banks offer new loans, while SMEs can benefit from
more relaxed financing limitations. Most importantly, SME securitization is not a
matter that can be dealt easily by individual banks or nations in current market
conditions. Transnational intervention across the region would not only expand
the liquidity available for securitization and disperse risk, but it will also make it
much more advantageous for banks to access ECB liquidity than to sell securitization instruments to individual investors10. Of course, the US crisis is an inevitable
12

topic when discussing securitization.
The EC (European Commission 2013) compares the differences between SME
loans and mortgages as seen below, and highlights the principles that must be
abided by to avoid a scenario resembling the US-led financial crisis.


1012Kraemer-Eis, Passaris, and Tappi (2013), p. 29.
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Box 2. Difference between SME Loans and Mortgages
60(ORDQVDUHLQSULQFLSOHOHVVKRPRJHQRXVWKDQUHVLGHQWLDOPRUWJDJHV ZLWKUHJDUGWR
VL]HOHJDOIRUPVFROODWHUDOHWF DQGWKHXQGHUZULWLQJFULWHULDDUHOHVVVWDQGDUGL]HG2Q
WKHRWKHUKDQG60(ORDQVDUHW\SLFDOO\WKRURXJKO\DQDO\]HGE\FUHGLWH[SHUWVDQGV\V
WHPV HJPRVWEDQNVDSSO\GHWDLOHG TXDQWLWDWLYH LQWHUQDOUDWLQJPHWKRGRORJLHVRQWRS
RIPRUHTXDOLWDWLYHDVVHVVPHQWV 0RUHRYHUEDQNVQRUPDOO\KDYHDUHODWLRQVKLSEDQNLQJ
DSSURDFKDQGNQRZWKHLUFXVWRPHUVYHU\ZHOOWKXVHQDEOLQJWKHPWRPDQDJHWKHULVNRI
WKH FXVWRPHU RYHU WKH ORQJ WHUP LQ FRQWUDVW WR WKH PRUH DXWRPDWHG OHQGLQJGHFLVLRQV
VHHQ LQ WKH PRUWJDJH DQG FUHGLW FDUG PDUNHWV 7KLV GLVWLQJXLVKHV 60( 6HFXULWL]DWLRQ
IURPWKRVHRWKHUVHFXULWL]HGDVVHWFODVVHV 
$VDUHVXOWDQGDV³OHVVRQVOHDUQW´VRPHNH\IHDWXUHVRIVXFFHVVIXO60(6HFVFDQEH
VXPPDUL]HG 
*UDQXODUGLYHUVLILHGSRUWIROLRV LHZLWKUHJDUGWRVLQJOHREOLJRUH[SRVXUHVHFWRUVUHJLRQDO
GLVWULEXWLRQ  
7UDQVSDUHQWDQGVWDQGDUGL]HGVWUXFWXUHV DQGQRPXOWLSOHVHFXULWL]DWLRQVOLNH&ROODWHUDO
L]HG'HEW2EOLJDWLRQ &'2 RI&'2V&'2RI$VVHW%DFNHG6HFXULWLHV $%6  
3URSHUDQGWUDQVSDUHQWLQFHQWLYHVWUXFWXUHVLQRUGHUWRDYRLGPRUDOKD]DUG HJVRPH
ULVNUHWHQWLRQE\WKHRULJLQDWRU  
/RDQVRULJLQDWHGLQOLQHZLWKUHODWLRQVKLSEDQNLQJ 
,QYHVWRUVJXDUDQWRUVVKRXOGSHUIRUPWKHLURZQDQDO\VLVGXHGLOLJHQFHDQGVKRXOGQRW
EHOLPLWHGWREHLQJ³H[WHUQDOUDWLQJGULYHQ´ 
3URSHUO\DSSOLHG60(6HFFDQHQKDQFHDFFHVVWRILQDQFHIRU60(VDQGLWLVDUHSOLFDEOH
WRROIRU60(VXSSRUWWKDWSURYLGHVDPXOWLSOLHUHIIHFW
Source: European Commission (2013), pp. 49-50.

Next, opportunities and constraints for market-based financing for SMEs in
EU need to be reviewed. SME securitization allows banks to relocate credit risk to
the market while achieving capital relief. As a result, capital can potentially generate
additional capacity for lending to SMEs. Investors can diversify their investment
portfolios and get exposure to the SME asset class. Securitization provides an efficient way to alleviate credit constraints and improve the diversity of credit supply
to SMEs.
Covered bonds have the potential to enable the channeling of funds to the real
economy in a simple fashion. Nevertheless, given that covered bonds remain on
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the issuing bank’s balance sheet and do not afford the feasibility of risk transfer by
securitization, they involve asset encumbrance considerations which can restrict
their use in deleveraging environments.
Public equity markets provide appropriate financing for later-stage, highgrowth, innovative SMEs, where unpredictable cash flows and lack of track record
renders bank lending unsuitable, if at all possible. There are benefits of public equity offerings for SMEs that extend beyond initial access to capital (IPO), to longerterm repeat access to financing, as well as to benefits related to increased creditworthiness, transparency and visibility by association with a dedicated ecosystem.
The constraints in capital market financing for SMEs are shown in Figure 17.
Lack of infrastructure for information sharing, the absence of internal infrastructure required for the assessment of SME-related risk by institutional investors, the
absence of standardization, the lack of SME-specialized ecosystems which act as
catalysts for the provision of liquidity in secondary equity markets; insufficient economic incentives for participants, and educational gap about equity or bond market
present obstacles for SME financing.
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Figure 17. Constraints of Market-based SME Finance in EU

Source: OECD secretariat (2015), “Opportunities and Constraints of Market-based Financing for SMEs,” Internal
document [DAF/CMF(2015)13].

Bank loans are one of the most major sources of SMEs’ financing. The most
important benefit bank loan has over equity financing is that neither involves abandoning ownership of the business. SME financing tools through bank loans and
non-bank channels are summarized in Table 9.
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Table 9. Summary for SME Financing through Bank Loans and Non-bank Channels
VFKHPH

7\SHRILQWHUYHQWLRQ

$LP

1DWLRQDO/RDQ
*XDUDQWHH6FKHPH

*RYHUQPHQWJXDUDQ
WHHVIRUXQVHFXUHG
ERUURZLQJE\EDQNV

&KHDSHU EXVLQHVV ILQDQFH E\ UHGXFLQJ
WKHFRVWRIEDQNORDQVXQGHUWKHVFKHPH
E\XSWRSHUFHQWDJHSRLQW

(QWHUSULVH)LQDQFH
*XDUDQWHH

/RDQJXDUDQWHHWR
60(V

%XVLQHVV)LQDQFH
3DUWQHUVKLS

,QFUHDVHVXSSO\RI
FDSLWDOWKURXJKQRQ
EDQNFKDQQHOV

%XVLQHVV)LQDQFH
3DUWQHUVKLS6PDOO
%XVLQHVV7UDQFKH

,QFUHDVHVXSSO\RI
FDSLWDOWKURXJKQRQ
EDQNFKDQQHOVIRU
VPDOOEXVLQHVVHV

)DFLOLWDWH DGGLWLRQDO OHQGLQJ WR YLDEOH
60(V ODFNLQJ WKH VHFXULW\ RU SURYHQ
WUDFNUHFRUGIRUDFRPPHUFLDOORDQ
)LUVW WUDQFKH RI %)3 IXQGV ZLOO OHQG WR
PLGVL]HGEXVLQHVVHVKHOSLQJWRGLYHU
VLI\WKHFKDQQHOVRIILQDQFHDYDLODEOHWR
WKHP
,QFUHDVHQRQWUDGLWLRQDOILQDQFHVXFKDV
SHHUWRSHHUSODWIRUPVVXSSO\FKDLQIL
QDQFHDQGPH]]DQLQHILQDQFHIRUEXVL
QHVVHVZLWKDWXUQRYHUEHORZ P

6WDUWXS/RDQV

/RDQVWR\RXQJSHR
SOH  WR
VWDUWDVPDOO
FRPSDQ\

2SHQXSILQDQFHWRWKRVHZKRZRXOGQRW
QRUPDOO\ EH DEOH WR DFFHVV WUDGLWLRQDO
IRUPVRIILQDQFHIRUDODFNRIWUDFNUHF
RUGRUDVVHWV

Source: Department for Business Innovation & Skills of UK(2013), “SME Access to Finance Schemes: Measures
to support SME growth,” p. 11.

Equity financing raises external investment capital and the main provider of
this financing scheme for SMEs is venture capital. The main contents are explained
in the summary for Table 10.
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Table 10. Equity Financing for SMEs in EU
6FKHPH

7\SHRILQWHUYHQWLRQ

6HHG(QWHUSULVH,Q
YHVWPHQW6FKHPH

5DQJHRIWD[UHOLHIV

(QWHUSULVH,QYHVW
PHQW6FKHPH

5DQJHRIWD[UHOLHIV

9HQWXUH&DSLWDO
7UXVW6FKHPH

5DQJHRIWD[UHOLHIV

%XVLQHVV$QJHO&R
,QYHVWPHQW)XQG

&RLQYHVWPHQWIXQG

(QWHUSULVH&DSLWDO
)XQG3URJUDPPH

3XEOLFSULYDWH
YHQWXUHFDSLWDOIXQGV

8.,QQRYDWLRQ
,QYHVWPHQW)XQG

9HQWXUHFDSLWDOIXQG
RIIXQGV

$LP
+HOS VPDOO HDUO\VWDJH FRPSDQLHV WR
UDLVHHTXLW\ILQDQFHE\HQFRXUDJLQJLQ
GLYLGXDO LQYHVWRUV WR SXUFKDVH QHZ
VKDUHVLQTXDOLI\LQJFRPSDQLHV
+HOS VPDOO KLJKHU ULVN FRPSDQLHV WR
UDLVHHTXLW\ILQDQFHE\LQGLYLGXDOLQYHV
WRUVWRSXUFKDVHQHZVKDUHVLQTXDOLI\
LQJFRPSDQLHV
+HOSVPDOOKLJKHUULVNFRPSDQLHVUDLVH
HTXLW\ILQDQFHLQGLUHFWO\WKURXJKWKHDF
TXLVLWLRQRIVKDUHVLQD9&7
6XSSRUW EXVLQHVV DQJHO LQYHVWPHQWV
LQWR KLJK JURZWK SRWHQWLDO HDUO\VWDJH
60(V
$GGUHVVDPDUNHWZHDNQHVVLQWKHSUR
YLVLRQRIHTXLW\ILQDQFHWR60(VE\XV
LQJ *RYHUQPHQW IXQGLQJ DORQJVLGH SUL
YDWHVHFWRULQYHVWPHQWWRSURYLGHHTXLW\
ILQDQFHWRHDUO\VWDJHFRPSDQLHV
,QYHVW LQ WHFKQRORJ\ EDVHG EXVLQHVVHV
LQVWUDWHJLFDOO\LPSRUWDQWVHFWRUVRIWKH
8. LQFOXGLQJ GLJLWDO WHFKQRORJLHV OLIH
VFLHQFHV FOHDQ WHFKQRORJ\ DQG DG
YDQFHGPDQXIDFWXULQJ

Source: Department for Business Innovation & Skills of UK(2013), “SME Access to Finance Schemes: Measures
to support SME growth,” p. 11.

3. EIF for SME Financing Support
Here, we shall look at EIB (European Investment Bank)’s SME financing program, among the many SME financing schemes that exist in the EU. The European
Investment Fund is responsible for allocating SME capital to stimulate the SME
sector, on behalf of the EC which determines EU’s SME funding policy. EIF was
founded and started providing venture capital to European businesses in 1997, and



III. SME Financing in EU

61



was majority-owned by the EIB (European Investment Bank). EIF is 62% owned
by EIB, 30% by EC, and 8% by 24 public and private financial institutions.
EIF runs the Competitiveness & Innovation Programme (CIP SMEG), the
Risk-Sharing Instrument (RSI) for innovative and research-oriented SMEs and
small mid-caps, and Progress Microfinance to support micro-enterprises and the
social economy (see Figure 18). Figure 19 shows the structure of EIB for supporting SME Financing.
Figure 18. EIF’s Role and Programmes for SMEs

7KH&RPSHWLWLYHQHVV
,QQRYDWLRQ3URJUDPPH &,360(*
• Available budget of over (85P
• Committed budget of (85P
expected to mobilise (85EQ
•  transactions signed in  European
countries

7KH5LVN6KDULQJ,QVWUXPHQW 56,

3URJUHVV0LFURILQDQFH

• Pilot project launched in Dec-20 11

• (85P provided by the EC
and the EIB

• Targeting LQQRYDWLYH and UHVHDUFK
RULHQWHG SMEs and small mid-caps
• Total loan volume expected to be
generated : (85EQ

• Supporting micro-enterprises and the
social economy
• 0RUHWKDQ committed at
June 2012

Source: EIF, “Introducing the European Investment Fund,” Presentation file, http://www.eif.org/news_centre/publications/index.htm (Accessed on September 17, 2015).
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Figure 19. EIB Structure for Supporting SME Financing
Challenges for Banks
- Funding
- Capital

Challenges for SMEs
- Credit risk
- Cost of financing
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Source: EIF, “EIB Group’s support to SME Debt finance,” Homepage, http://www.eif.org/what_we_do/guarantees/single_eu_debt_instrument/cosme-loan-facility-growth/index.htm (Accessed on September 17, 2015).

1) Guarantee loan
EIF operates two types of guarantee programs, credit guarantee and portfolio
guarantee, aimed at mitigating SMEs’ funding troubles due to high risk and insufficient collateral. Intermediaries operate the programs in participating countries and
make selections among programs including mutual guarantee. Also, intermediaries
must submit detailed and periodic reports on its operation of guarantee programs to
EIF in approved electronic form. Intermediaries are supposed to allow European
Commission staff and European Court auditors access to appropriate information
so that they may monitor, control, and audit the use of funds.
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First, EIF provides a positive and absolute guarantee on a loan portfolio. The
structure of EIF guarantee is shown in Figure 20. Risk retained by the bank is
covered by EIF and also may cover losses.
Second, EIF provides credit guarantee, with well-timed payment of interest and
payment of principal. Notes guaranteed by EIF have 0% RWA(risk-weighted asset)
under CRD(capital requirements directive)1114and Solvency II1215(regulation) (See
Figure 21).
Figure 20. EIF Guarantee on a Loan Portfolio
Risk retained by the Bank

Loan1

Loan2

Risk covered by EIF as guarantor

Loann

Financial
Intermediary

SME n

SME 2

Fee

SME 1

SMEs

Guarantee

Guarantor
(EIF)

The EIF guarantee may cover losses


Source: EIF, “EIB Group’s support to SME Debt finance,” Homepage, http://www.eif.org/what_we_do/guarantees/single_eu_debt_instrument/cosme-loan-facility-growth/index.htm (Accessed on September 17, 2015).


1114The European Union adoption of Basel II.
1215Risk management system for Eurozone countries.
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Figure 21. EIF’s Credit Guarantees
Guarantor
(EIF)

Class A Notes
(AAA to A)

SME
Protfolio
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Investors
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Class B Notes
(BBB to B)

cash
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Source: EIF, “EIB Group’s support to SME Debt finance,” Homepage, http://www.eif.org/what_we_do/guarantees/single_eu_debt_instrument/cosme-loan-facility-growth/index.htm (Accessed on September 17, 2015).

Box 3. Major EIF Programs and Financial Instruments
$ &,3608*
&,3ILQDQFLDOLQVWUXPHQWVDUH60(*DQG*,)ZKLFKDUHPDQDJHGE\(,)RQEHKDOIRI
WKH(&7KHSXUSRVHVRI&,3DUHDVIROORZVHQKDQFHWKHFRPSHWLWLYHQHVVRI(XURSHDQ
HQWHUSULVHVVXSSRUWLQQRYDWLRQDQGHQWUHSUHQHXUVKLSDFWLYLWLHVSURYLGHEHWWHUDFFHVVWR
ILQDQFHDQGSURPRWHWKHLQFUHDVHGXVHRIUHQHZDEOHHQHUJLHVDQGHQHUJ\HIILFLHQF\ 
7ZRILQDQFLDOLQVWUXPHQWVIRU&,3DUHJXDUDQWHHV 60(JXDUDQWHHIDFLOLW\60(* DQG
9HQWXUHFDSLWDO +LJKJURZWKDQGLQQRYDWLYH60(IDFLOLW\ *,) 60(*FRQVLVWVRIWKH
IROORZLQJIRXUGLIIHUHQWZLQGRZVWRPHHWIRXUVSHFLILFQHHGVLQHQKDQFLQJDFFHVVWRIL
QDQFHIRU60(V
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Box 3. Figure 1. EIF SMEG Windows
Loan Guarantee Window

Micro-credit Window

Quasi-equity Window

Focuses on SMEs without a
sectorial approach
Financial Intermediaries receive
a capped(counter-) guaran-tee
with a guarantee rate of up to
50% for a portfolio of new SME
loans of a volume within a certain range
The(counter-) guarantee is
provided free of charge

Focuses on micro- enterprises
Financial Intermediaries receive a capped(counter-) guarantee with a guarantee rate of up
to 75% for a portfolio of new
micro-loans (<EUR 25,000)
The(c ounter-) guarantee is
provided free of charge

Focuses on SMEs in seed/startup phase, with less than 10
years of life
Financial Intermediaries receive a guarantee on a portfolio
of mezzanine Financing*
The Maximum investment amount is fixed at EUR 500,000

Securitization Window
Focuses on SMEs without a
sectorial approach
Financial Intermediaries receive a guarantee in respect of
loss-es in certain trenches of a
sec-uritized port-folio upon an
undertaking to build an additional portfolio of SME loans us
-ing a signifi cant por-tion of the
re-sources freed thanks to the
guarantee



Source: EIF Homepage, http://www.eif.org (Accessed on September 29, 2015).

&RPPLWWHGEXGJHWDQGJXDUDQWHHYROXPHLV(85 PLOOLRQ DQG(85 PLO
OLRQ DQGWKXVOHYHUDJHZDVLQ60(VPRUHWKDQZHUHVXSSRUWHGE\
60(*

Box 3. Table 1. Beneficiaries from SMEG Implementation

Loan Window

Micro & Quasi Equity
Window

TOTAL

216,397

139,704

356,101

EUR 15,273m

EUR 2,801m

EUR 18,074m

Average loan amount

EUR 71k

EUR 20k

EUR 15k

Number of employees(at loan date)

949,424

305,825

1,255,249

4.4

2.2

3.5

Indicators
SMEs supported
Loan volume supported

Average number of employees

Source: EIF Homepage, http://www.eif.org (Accessed on September 17, 2015).
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Box 3. Continued
% &260(/*)
7KH&260(LV3URJUDPPHIRULPSURYLQJWKH&RPSHWLWLYHQHVVRI(QWHUSULVHVLQJHQHUDODQG
6PDOODQG0HGLXPVL]HG(QWHUSULVHVLQSDUWLFXODU&260(/RDQ*XDUDQWHH)DFLOLW\ /*) LVD
ZLQGRZ RI WKH 6LQJOH (8 'HEW )LQDQFLDO ,QVWUXPHQW ZKLFK VXSSRUWV (XURSHDQ HQWHUSULVHV 
JURZWKDQGUHVHDUFKDQGLQQRYDWLRQ 5 , &260(/*)LVVXFFHVVRURIWKH&,360(*XDUDQ
WHH)DFLOLW\DVSDUWRIWKH(XURSHVWUDWHJ\DQG(&IDFLOLW\IRUHQKDQFLQJDFFHVVWRILQDQFH
IRU(XURSHDQ60(V,WZDVODXQFKHGLQ$XJXVWZLWKDQHVWLPDWHGEXGJHWRI(85P
 &260(/*)SURYLGHVIUHHRIFKDUJHFDSSHGSRUWIROLRJXDUDQWHHVDQGFRXQWHU
JXDUDQWHHVIRUDGGLWLRQDO60(ULVNWDNLQJDQGDVHFXULWL]DWLRQRSWLRQRQPH]]DQLQHWUDQFKHVRI
60(GHEWSRUWIROLRVVXEMHFWWRDGGLWLRQDOOHQGLQJWR60(V&260(/*)LVLPSOHPHQWHGWKURXJK
)LQDQFLDO,QWHUPHGLDULHVOLNHJXDUDQWHHVFKHPHVEDQNVDQGOHDVLQJFRPSDQLHVDQGDLPVDW
HQKDQFHGDFFHVVWRILQDQFHIRU60(VWKURXJK+LJKHU&UHGLW5LVN7UDQVDFWLRQV

& )3SURJUDP
7KLVSURJUDPVXSSRUWVUHGXFWLRQRILQWUDUHJLRQDOWHFKQRORJ\JDS 1R( 3URYLVLRQVIRU
LPSOHPHQWLQJ 1HWZRUNV RI ([FHOOHQFH  DQG SURYLGHV DVVLVWDQFH IRU VXSSRUW SURJUDPV
LPSOHPHQWHGXQGHU)3 6L[WK)UDPHZRUN3URJUDPPH DQLQLWLDWLYHWRVXSSRUW(8ILUPV
RQWKHEDVLVRIWKHLUWHFKQRORJLHV7KLVDOVRVXSSRUWVDFWLYLWLHVWRQDUURZLQWUDUHJLRQDO
VFLHQWLILFDQGWHFKQRORJLFDOJDSV 
7KH)3SURJUDPKDVWZRULVNVKDULQJLQVWUXPHQWV0DLQREMHFWLYHRI56, 3LORW,QVWUX
PHQWXQGHU)35LVN6KDULQJ)LQDQFH)DFLOLW\ 56)) ZDVFUHDWHGWRLPSURYHDFFHVV
WRILQDQFHIRU5 'LQYHVWPHQWLQ(8HVWDEOLVKHGLQWRPHHWIXQGLQJQHHGVRILQQR
YDWLYHSURMHFWVDORQJZLWK56)) 5LVN6KDULQJ)LQDQFH)DFLOLW\ HVWDEOLVKHGLQ

' +RUL]RQ
+RUL]RQZDVLQWHQGHGIRURSHUDWLRQIURPWRDVDSURJUDPWRVXSSRUWILUPV
WKDW IRFXVHG RQ UHVHDUFK DQG LQQRYDWLRQ 7KLV SURJUDP SURYLGHV VXSSRUW LQ WKH IRUP RI
HTXLW\LQYHVWPHQWRUORDQVYLDWKHILQDQFLDOPDUNHWWRSURPRWHDFFHVVWRULVNFDSLWDO 
(TXLW\LQYHVWPHQWVIROORZWKH*,)IRUPXQGHUWKH&,3SURYLGLQJULVNFDSLWDODWHDUO\VWDJH
RIEXVLQHVV,QRUGHUWRHQKDQFHEDQN60(UHODWLRQVKLSVWKH(8VHHNVWRUHLQIRUFHWKH
RYHUDOOLQVWLWXWLRQDOVWUXFWXUHE\VHWWLQJXSLQIRUPDWLRQV\VWHPVDQGUHOLDEOHGDWDEDVHVWKDW
DFFXUDWHO\FDSWXUHILUPGDWDDVZHOODVXWLOL]HWKHH[LVWLQJOHJDOIUDPHZRUNPRUHHIIHFWLYHO\
Source: EIF Homepage, http://www.eif.org/ (Accessed on September 17, 2015), Author’s arrangement.

Table 11 summarizes the support program explained above according to the level of
risk sharing and guarantee limits. The EU’s SME initiative is co-funded by EU through
COSMO and Horizon 2020 resources program, alongside the ESIF (European Structural
and Investment Funds) which is financed by contributions by the member states.
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Table 11. Structure of SME Financing Support in the EU


&2602

+25,=21
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;

̺

&DSSHG*XDUDQWHH

̺

;

̺

8QFDSSHG*XDUDQWHH

ᇞ

̺

;

6HFXULWL]DWLRQ

̺

̺

;

Source: EIF Homepage, http://www.eif.org/ (Accessed on September 17, 2015), Author’s arrangement.

FUTURE PROGRAMS(2014-2020)

EXISTWG PROGRAMS(2007-2013)

Figure 22. Financial Instruments Managed by EC for EU’s SME Financing
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Source: EC (2013), “Ex-ante assessment of the EU SME Initiative,” p. 85, http://www.dgfc.sgpg.meh.es/sitios/dgfc/es-ES/ipr/fcp1420/p/Prog_Op_Plurirregionales/Documents/Eval_ex_ante_SME_initiative.pdf (Accessed on September 15, 2015).

2) Securitization
SME lending is considered as risky and then Securitization is scheme involving
transfer of risk from SME lender to investors.
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The originator for this transaction are owners/sellers of cash-generating assets.
SPV(special purpose vehicle) is an independent legal entity that operates the assets
until maturity. Here, credit enhancer is an process that strengthen the credit worthiness of the underlying assets. Investors purchase bonds which are issued by the
SPV (see Figure 23).
Main characteristics of securitization are as follows. It is risk transfer, which
means transfer of risk through sales of debt instruments (ABS). Second is leveraging and. This allows investors to invest in risky assets. Third, securitization assets
generally grouped into portfolio with well-defined criteria enabling distinct identification. Fourth, securitization has credit enhancement mechanisms that is guaranteed from the third parties.
Figure 23. Asset Securitization Transaction

Credit
Enhancement

Owner/Seller of
cash-Generating
assets

Cash-generating assets
Proceeds

Special Purpose
Vehicle

Bonds
Investors
Proceeds

The market share of SME Securitization was consistently between 6% and 16%
of total yearly issuance during the decade before 2012. In 2012, it further increased
to almost 19%, the highest value ever registered in Europe, but this was actually
due to the base effect, as the overall activity went down.1317(see Figure 24)

1317Kraemer-Eis, Passaris, and Tappi (2013), p. 29.
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Figure 24. SMEs Volumes in Europe and Share of SMEs in Total Securitization
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Source: Kraemer-Eis, Lang, and Gvetadze (2013), “European Small Business Finance Outlook,” p. 45.

EIB aims to implement the EU’s SME Initiative through its SME support programs, and thereby to make a positive impact on the financial economy and the
real economy through money multiplier effect and catalytic effect (see Figure 25).
The institution has at its disposal instruments that fit the growth stages of SMEs,
which are outlined in the EIF Tool Kit for SMEs (see Figure 26).
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Figure 25. Economic Impact of SME Finance Sought by EIF
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Increased leverage effect
of COSME, H2020 and ESIF
Participation extended due
to public/private Investors

ADDITIONAL LOANS TRIGGERED
BY THE INITIATIVE

New bank deposits
More new Loans to SMEs

SME
INITIA TIVE

EnhancementSME credit Worthiness
thanks to participation in the initiative
Subsequent additional external Financing obtainable

Increased Smes' investments/capital
goods
Positive impact on consumption and
GDP

MONEY
MULTIPLAYER

FINANCIAL
ECONOMY

CATALYTIC
EFFECT

KEYNESIAN
MULTIPLIER REAL
AND ACC- ECONOMY
ELERATOR

Source: European Commission (2013), p. 58.

The EIF is a fund that supports SMEs in the EU through risk capital procurement, and has helped out 175,000 SMEs in 2014 alone through a wide range of
financial products. Figure 26 displays financial instruments corresponding to the
development stages of SMEs. Since SMEs in their early stages bear high risk, the
most appropriate instrument would be financing through capital markets that can
share the risk. For venture capitals in particular, financing through seed and early
stage funds is suggested; also, portfolio guarantees and formal venture capital funds
are provided for SMEs that have actually entered their start-up phase. Securitization is a guarantee support scheme for innovative SMEs which are in development
stages with comparably low risk.
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Figure 26. EIF Tool Kit for SMEs
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Source: Kraemer-Eis (2015), p. 6.

4. Lessons from the EU
SMEs are structured to facilitate strong job creation and are flexible with respect to changes in economic conditions, and are thus considered drivers of sustainable economic growth. On the other hand, however, SMEs find reaching economies of scale to be a challenge, and are prone to information asymmetries in the
financial market; this leads to constant calls for SME financing policies. Those centered on public support or guarantees, involving direct government intervention,
are especially very prominent in countries with less-developed financial markets or
those lagging behind in overall development.
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SME financing is typically divided into the following channels: loan programs,
investment, or guarantees. Financing through bank loans presents particularly challenging obstacles for SMEs in their start-up phases, and is unlikely to lead to any
results without the credit guarantee support of the government. It has become
even more difficult for SMEs to seek financing through banks as regulations on
banks’ risk-bearing capital have tightened since the 2008 global financial crisis.
Moreover, the crisis has led to a wider awareness of national financial crises, especially in Europe, making it even harder to roll out policies directed at SME financing support. From a bank perspective, the solution to sustaining SME financing
would be either to eliminate or alleviate risk tied with SME finance, or encourage
financing through capital markets to take the place of public financing. Most importantly, the private sector must intervene in order for government-led SME financing policies to be effective and efficient. Loans facilitated through direct government intervention would not only place a large burden on taxpayers, but could
even undermine the viability and competitiveness of SMEs. There is also a necessity for these government policies to be aligned and unified across nations so as to
curtail excess bureaucracy and competitive distortions.
Recently the EU has set forth a diverse range of financing methods based on
capital markets, as well as public guarantee policies, and has been focusing more
on market-based SME financing policies. This paper therefore aims to draw lessons
for APEC SME financing by examining the most recent SME financing policies in
Europe.
The experience of the EU points to the need for non-bank financing programme to add to bank financing for SMEs. The capital market is useful for highend SMEs and also helps to support the venture capital industry. Thus EIF is also
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shifting its focus, from providing early-stage guarantees to developing various capital market-based instruments for SMEs. As mentioned above, there are various
ways to provide financial support to SMEs according to their size and stage of
development.
In the early stage of financial cooperation, EIF-style guarantees may be suitable
for financing of SMEs in APEC. However, capital market-based financing seems
indispensable as a tool for stimulating start-ups and innovative firms. In most middle income group among Asian countries, the SME equity market has less developed, but SMEs are seeking alternative sources of funding other than banks.
Above all, equity market for these countries is developing at a faster rate than the
banking sector.
ASEAN countries have been engaging the Republic of Korea, the People’s Republic of China, and Japan under ASEAN+3 and cooperating within the APEC
membership to boost capital market development, turning regional savings into
regional investments. ADBI (2012) explains that “It also supports long term financing through initiatives such as the Asian Bond Fund (ABF), the Asian Bond
Markets Initiative (ABMI), and the Credit Guarantee Investment Facility
(CGIF).”1418
To address challenges in integrating the ASEAN capital market and to meet the
diverse needs and interests of capital market stakeholders, the ASEAN Capital
Market Forum (ACMF) assigned a group of experts to provide guidance for the
development of an implementation plan15.19The ASEAN secretariat responsible
for coordinating with financial regulators on assessing and implementing financial

1418ADBI (2012), p. 10.
1519SEADI (2013), p. 3.



74

Regional Financial Cooperation of SMEs’ Financing in the Asia-Pacific: Lessons from the EU



liberalization initiatives and tax system reform was also involved in developing the
plan16.20ASEAN capital market implementation plan present six strategic components (See Table 12). Furthermore, among ASEAN+3 countries, the ASEAN-5
members (Singapore, Malaysia, Indonesia, the Philippines, and Thailand) introduced reforms to further develop and deepen capital markets following the Asian
financial crisis of 1997.
Looking at the APEC financial market conditions and characteristics in the previous chapter, most financial markets have become bigger relative to 10 years ago;
in particular, the shares of financial markets and bond market is growing at a faster
rate than the bank sector. This tendency around ASEAN countries is a very significant one. Strengthening regulations for banks after the global financial crisis will
allow more opportunities for SME financing in the capital market. If these trends
continue for the time being, use of capital markets for SME financing is the inevitable choice. In the context of these financial markets, SME financing is very limited. Various alternatives outside the banking sector in order to gain access to SME
financing seems to have been developed. The balanced-development of the banking sector and capital market would seem to be a very important policy for overcoming the financial constraints to SME financing.
EU’s policy for SME financing involves taking full advantage of the capital
market based on government guarantees. In case of APEC, it is also necessary to
use such a mixed policy around Asian countries.


1620SEADI (2013), p. 3.
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Table 12. Strategic Components of ACMF Implementation Plan for Integrating
Capital Markets
675$7(*,&&20321(17

'HYHORSPHQWRIDPXWXDOUHFRJQLWLRQ
IUDPHZRUNWRIDFLOLWDWH
x &URVVERUGHUIXQGUDLVLQJ
x 3URGXFWGLVWULEXWLRQ
x &URVVERUGHULQYHVWPHQWZLWKLQ$6($1
x 0DUNHWDFFHVVE\LQWHUPHGLDULHV

675$7(*,&&20321(17

$6($1H[FKDQJHDOOLDQFHDQGJRYHUQ
DQFHIUDPHZRUN
x %XLOG WUDGLQJ DOOLDQFH DQG JRYHUQDQFH
IUDPHZRUN
x (QKDQFHJRYHUQDQFHWUDGLQJHIILFLHQF\
DQGFRVWUHGXFWLRQ
x &OHDULQJGHSRVLWRU\DQGVHWWOHPHQWOLQN
DJHV
x 0DUNHWLQJDQGLQYHVWRUHGXFDWLRQ
675$7(*,&&20321(17

x 3URPRWHQHZSURGXFWVDQGEXLOG$6($1
DVDQDVVHWFODVV
x 3URPRWHSULYDWHVHFWRUOHGUHJLRQDOVHF
WRUGHYHORSPHQW
x 3URPRWH $6($1 VWDU FRPSDQLHV XQGHU
WKH$6($1ERDUG


675$7(*,&&20321(17

x 6WUHQJWKHQERQGPDUNHWV
x $FFHOHUDWHUHIRUPLQERQGLVVXDQFHOLVW
LQJDQGGLVWULEXWLRQ
x 'HVLJQ D UHJLRQDO VWUDWHJ\ IRU UDWLQJ
FRPSDUDELOLW\
x ,PSURYH PDUNHW OLTXLGLW\ FOHDULQJ DQG
VHWWOHPHQWRIOLQNDJHV
675$7(*,&&20321(17

x $OLJQ GRPHVWLF &03' WR VXSSRUW UH
JLRQDOLQWHJUDWLRQ
x $OLJQQDWLRQDOGHYHORSPHQWLQLWLDWLYHVWR
VXSSRUWFURVVERUGHULQWHJUDWLRQ
x $GRSWSKDVHGDSSURDFKWROLEHUDOL]DWLRQ
WRHQVXUHGRPHVWLFPDUNHWUHDGLQHVV

67$57(*,&&20321(17

x 5HLQIRUFH$6($1ZRUNLQJSURFHVV
x (VWDEOLVK $6($1 FRRUGLQDWLQJ WHDP
FRPSRVHGRIGHGLFDWHGUHVRXUFHVIURP
$6(&DQGGHGLFDWHGSRLQWSHUVRQVIURP
$&0) PHPEHU WR PRQLWRU FRRUGLQDWH
UHSRUWRQDQGUDLVHLVVXHVRQWKHLPSOH
PHQWDWLRQSODQ

Source: SEADI (2013), ˈImpact of ASEAN Capital Market Integration on Indonesia’s Capital Market and Economy,ˉp. 4., http://pdf.usaid.gov/pdf_docs/PBAAA120.pdf (Accessed on September 7, 2015).
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IV. Policy Suggestions and Conclusion
1. The Necessity of Financial Support Policies for SMEs at the APEC level
While SMEs are considered a leading driver of national economic growth,
SMEs, especially in their early stages of development, face significant difficulties in
external financing due to deficiencies in collateral and information asymmetries.
Faced with an economic recession, the situation becomes more critical as fund
strains lead to increased possibility of bankruptcy. If bankruptcy spreads among
SMEs with technology and growth potential but are small in size and young in age,
the situation is most likely to lead to a vicious cycle of slow recovery. This is why
the government should intervene, to help SMEs that have failed to secure financing
and face financing limitations. For SMEs in countries with underdeveloped financial markets or have capital markets that are less-developed compared to banking
sectors, the limitations become larger, and financing failures become even more
likely.
The challenges SMEs face in the APEC region when seeking bank loans are aside from a few countries with advanced capital markets like the US - a structural
issue. In high-income countries SMEs have access to more financing support
through bank loans, while in low-income countries there it is necessary to reinforce
support policies for SME financing. This is especially true for financial infrastructure, such as credit-rating agencies, credit guarantees, etc. which must be further
developed in low-income countries.
A variety of policies should also be implemented to boost capital market-based
financing, so as to reduce the level of dependency on financing through banks. The
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reason for this is that banks in countries that have agreed to adopt BISฌ are expected to become even more unwilling to give out SME loans, which means SMEs
will find it harder to seek financing.
A wider range of SME financing channels would lower financing costs, and
lessen the challenges in securing financing of a large scale; thus, the necessity for
diversification in the SME financing market. Countries have developed and are
supporting various stock exchange markets to enable SME-specific financing
through equity financing in capital markets. Korea is not an exception, as seen in
the establishment of KONEX - an entity independent from KOSDAQ - as a capital market reserved for SMEs. The equivalent of KONEX in Malaysia is the ACE
Market, and MAI (Market for Alternative Investment) in Thailand.
APEC members are also implementing different national policies to support
SME financing, for instance by increasing SME financing opportunities through
the development of the corporate bond market or expanding investment scope
and choice of instruments for investors. Meanwhile, some countries, especially
those that are underdeveloped, face limitations in fostering SMEs at the national
level. Since government intervention policies for SME financing support developed amidst exclusion of these countries would contradict the principle of financial cooperation, which seeks balanced growth in APEC and ASEAN and strives
to narrow the gap between countries, intra-regional discussion is called for as a
solution for this matter. Nonbank financing is a decidedly important channel for
SMEs, but the problem is that nonbank financial institutions are much more susceptible to external economic conditions.
When banks were performing poorly during the global financial crisis, there
was a great surge in SME financing centered on microfinance among Asia's lessdeveloped countries. The normalization of the bank sector has turned the tables
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again, with microfinance experiencing a contraction in size. Nonbank financing
tends to be left out of the general SME financing policy framework led by governments, and thus have less access to sustained policy support; this, likewise, calls for
a solution.
The task ahead is to design a balanced SME policy framework that incorporates
diverse financial market models. SME financing should be modeled in various formats, so that the government takes responsibility for SME financing and SMEs do
not miss out on suitable opportunities. The economic growth in Asia as of late has
highlighted the necessity for access to long-run growth capital, and thus the need
to establish a foothold for growth-oriented SMEs. Encouraging market-based financing for SMEs in Asia is expected to become a highly challenging issue.
Of particular note, financial cooperation within ASEAN is leading the banking
sector to seek financial advancement, including through financial infrastructure expansion, and the increased flow of foreign capital into the region is swelling the
size of capital funds. Such financial cooperation will serve as motive for designing
financial models, and building diverse infrastructure in the course of financial market advancement, thus helping to establish a sound framework for SME financing.
Working on this at the national level, however, would incur redundancies in cost,
and face limitations in generating and sustaining the expansion of economies of
scale in capital. This is why the SME financing support policies undertaken on the
EU level holds significant implications.
The limitations faced by SMEs when financing is facilitated through debt financing or equity financing in individual countries are as follows.(see Table 13).
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Table 13. Limitations in Debt Financing and Equity Financing for
SMEs in Developing Countries
'HEW)LQDQFLQJ 
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IRUPDWLRQ FDSLWDO DFFHVV LV H[WUHPHO\
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Based on the aforementioned limitations of and countermeasures for SME financing, the role of financial cooperation in SME financing can be described as
follows.
The strongest argument supporting financial cooperation in SME financing is
the necessity of the “Law of Large Numbers” principle for SME equity financing
to succeed, since SMEs need financial tools that can take on SME risk and this
goes hand in hand with capital market development. APEC is lucky enough to have
the US market, which has highly advanced venture capital and private equity markets. As the ASEAN market currently records the highest economic growth rates
in the world and has potential for sustainable growth in the future, it is hard to
ignore its investment value, and the US will find the proposal of sharing knowledge
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on and helping establish SME financing infrastructure to be quite attractive. The
law of large numbers principle can only work with a large inflow of capital, and
prospects are positive in this regard since APEC is home to the US and Canada,
which boast advanced capital markets. Secondly, financial infrastructure is a must
to facilitate equity financing through the development of capital markets, and this
calls for financial cooperation. An advisable option would be for the US, Japan,
and Korea which are considerably ahead in financial infrastructure establishment
to cooperate in infrastructure establishment; but instead of with individual countries, to help ASEAN expedite its ongoing process of financial infrastructure advancement and bringing along countries that lag behind in development. Thirdly,
markets must have economies of scale for the transaction of SME financial instruments, but apart from a few countries including the US, it is extremely hard for
APEC members to sustain capital markets of a certain size. Thus, financial cooperation should be utilized to expand the size of financial markets and to advance
financial infrastructure, so as to encourage market trade.
The following are a number of issues to be discussed in advance of proposing
SME financing policies based on financial cooperation in APEC.
2. Issues to be Discussed
1) The cost of equity financing for start-ups or innovative SMEs is
extremely high. Does financial cooperation reduce this “cost of
equity-financing?”
Preliminary analysis (Binh and Park 2013) shows that capital market integration
can have a meaningful effect on the cost of capital and corporate investment. This
study estimated stock pricing before and after financial cooperation using the
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CAPM model, in particular focusing on ASEAN+3. The estimation results reveal
that the cost of equity financing under ASEAN+3 is lower than under domestic
markets.
Box 4. Estimation on Local CAPM and ASEAN+3 CAPM for Stock Pricing
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2) How does financial cooperation in APEC ease financing constraints for
SMEs ?
Financial cooperation facilitates “cross-border fundraising and investment,”
and thus SMEs can access a wider variety of funding sources. Not only this, but
financial cooperation also expedites “market access by financial intermediaries”
and makes risk-sharing from portfolio diversification, market expansion, and efficiency in resource allocation possible. These benefits would help relax financing
constraints for SMEs manifesting as enormous opportunities in a huge financial
market.
Economists and the business community deem the 21st century as the era of
Asia’s “awakening,” indicating that the shift in capital flows will be (and actually
have been) aimed toward the Asian region.
Continuing the second opportunity argument above, potential capital sources
from outside the Asian region are very lucrative and readily available, especially in
the wake of the European market debacle.
3) What are the problems that could arise from an APEC SME financing
support program similar to EC’s program? (such as EIF)?
If APEC wants to lead this SME financing support program because they wish
to take the initiative in financial cooperation, they will have to be satisfied with a
miniscule fund. That is, since the size of the fund is likely be small, countries outside of APEC will need to join. Naturally that leads to several problems: How
much of a shareholder status should those countries be given? Or would there
even be countries willing to participate? Who will be the lender of last resort in the
event the fund fails?
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The outlook becomes much more positive if the potential pool of participating
countries is expanded to APEC.
4) Does this not overlap with activities carried out by similar international
institutions?
A quick search of international financial institutions focusing on Asia shows
that the Asian Infrastructure Investment Bank (AIIB), recently established, is the
best choice of comparison. However, AIIB, led by China, is aimed at investments
in infrastructure development. Meanwhile, Asian Development Bank (ADB), led
by Japan, is being run as a fund for development in the Asian region, but can hardly
be considered a financial institution specifically established for SMEs. This proves
the necessity for an SME financing fund led by APEC and aimed to support SMEs
in APEC. To stimulate SME financing through such a fund and help SMEs extend
their business outside of the region, as in the case of Europe, we must design SME
financing policies at the APEC level.
5) What are the constraints of market-based instruments for SME finance?
Current circumstances indicate that member countries have enacted and administered highly disparate sets of regulations and regulators. Moreover, the degree
of enforcement of those regulations is uneven among APEC countries. Traditionally, risk appetite in the region is relatively low. Citizens are more inclined to save in
the banking system rather than invest in capital market products. Educational gaps
exist, in terms of lack of awareness, understanding, and financial literacy. Information paucity also exists: limited data sharing, insufficient disclosure of information and reporting. Limited buy-ins by institutional investors and patient capital,



84

Regional Financial Cooperation of SMEs’ Financing in the Asia-Pacific: Lessons from the EU



lack of infrastructure for information provision, lack of valuable ecosystems tailored to SMEs (equity research, market makers, brokers/dealers, etc.) are issues
that still need to be resolved.
3. Suggestions and the Way Forward
From an international viewpoint in particular, developing countries are expected to display growing interest in SMEs. It has been a few years since SME
support attained a permanent status as an agenda of intra-regional economic cooperation, including in G20 meetings. The necessity to “scale up successful models
of SME financing in developing countries” was reiterated at the Pittsburgh Summit,
and the G20 Seoul Summit featured discussions involving government representatives and international financial institutions on building models for innovative
SME financing. This does not mean, however, that any details have been agreed on
or that specific SME financing models suited to developing countries are being
designed. With the aforementioned points in the background, this study will wrap
up by making proposals for APEC's SME financing policies based on the implications drawn from the EU’s EIF. These proposals presume that an SME-specific
fund is established at the APEC level (ASIF, or Asian SMEs’ Investment Fund),
and that this fund will focus on SME financing policies.
Stimulating APEC's SME finance
1) Focus on PCGS (public credit guarantee system) in the very early stages of
financial cooperation
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As of now ASEAN members within APEC are in the very early stages of financial cooperation, and the advancement of capital markets is considerably slow.
Capital market integration within the ASEAN aims to accelerate the development
of an integrated capital market through the Implementation Plan 2015. The ultimate vision of this plan is to realize capital market integration on a level that would
allow free intra-regional capital movement and allow issuers to raise capital or invest anywhere in the region. The guiding principles behind Implementation Plan
2015 are cross-border laws to stimulate cross-border transactions as in the EU,
coordination and mutual recognition of regulations and operational systems, and
reinforcement of market access through the liberation of capital movement and
extensive coordination.
The key objective of reinforcing capital market integration and cooperation is
to foster financial intermediation and enhance risk management so as to support
economic growth on the national and regional level, and to overcome vulnerability
to external shock such as financial crises as well as market volatility. The underlying
principles are maximum accommodation of international standards, gradual liberalization to encourage market entry through competition and to cut costs, ease of
implementation, consistent policy implementation plans at the national level for
effective monitoring measures and regional integration, and smooth communication to enable a consensus on integrated strategy development and priority setting.
Thus, it may be difficult to immediately apply equity financing through capital
markets at this stage. It is rather a matter to be reviewed after examining the progress of financial integration in 2015. As mentioned above, however, it is advisable
to build an equity market establishment plan to encourage SME financing at the
APEC level, as a side project to ASEAN’s financial integration.
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2) Include both CGS-style financing and market-based financing in SME financing policy
SMEs’ financing initiatives must include both CGS (credit guarantee system)style financing and market-based financing, and must take into account both standard SMEs and high-growth, innovation-based small companies. These initiatives
should point toward the same direction as initiatives for regional financial integration or cooperation among APEC members, and ASEAN+3 in particular.
This option complements what was available in early stages of financial cooperation, in which the only consideration was a guarantee system; as financial cooperation moves forward, market-based financing emerges as a viable accompaniment. As SME financing measures become more diverse, there will be less financing gaps among APEC members thanks to reduced financing costs and the promise of alternative markets. .
3) Settle on a definition of SMEs based on unified criteria
A definition of SMEs needs to be settled upon, with unified criteria respectively
elaborated for standard SMEs and innovative SMEs. According to the OECD
(2006), the number of employees, as the indicator that defines SMEs, varies across
countries. The most frequent upper limit designation of an SME is 250 employees,
as in the European Union. However, some countries set the limit at 200, while the
United States considers SMEs to include firms with fewer than 500 employees.171
In the EU, the formal definition of SME was made by the EC. The first and
original definition was made in 1996, and then there were some modifications to

171OECD (2006); OECD (2015a), financing SMEs and Entrepreneurs 2015, an OECD scoreboard 2015

Table A.3.
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reflect the changes that occurred in EU (EU recommendation 2003/361). OECD
(2015a)182defines that “Small firms are mostly considered to be firms with fewer
than 50 employees while micro-enterprises have less than ten. Medium-sized firms
have between 50 and 249 employees. Turnover and financial assets are also used to
define SMEs; in the EU, the turnover of an SME cannot exceed EUR 50 million
and the annual balance sheet should not exceed EUR 43 million.”
4) Develop a PCGS-style support scheme within the APEC framework
APEC needs a centrally-managed fund such as the EIF under the EIB. The
Competitiveness and Innovation Programme (CIP) can be applied to the SME environment in APEC. In this regard, slight variations on the four different windows
for SMEG in line with the harmonized definition of SMEs are called for.
The support scheme should be distinct from the recently launched AIIB. AIIB
(2015)193presents that “The AIIB, a modern knowledge-based institution, will focus on the development of infrastructure and other productive sectors in Asia,
including energy and power, transportation and telecommunications, rural infrastructure and agriculture development, water supply and sanitation, environmental
protection, urban development and logistics, etc. The operational strategy and priority areas of engagement may be revised or further refined by its governing boards
in the future as circumstances may warrant.”
The shared purpose of PCGS needs to be clearly defined. Tools are needed to
evaluate the costs and benefits of PCGS; in other words, to evaluate the performance
of SMEs in different countries, and a database should also be developed to this end.

182OECD (2015a), Box A.1, p. 392.
193AIIB (2015), website information, http://www.aiib.org/html/aboutus/AIIB/ (Accessed on September

4, 2015).
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5) Establish an equity market-based support system specialized for SMEs
The EIF in the EU has a program for an equity- market-based support system.
The Fund holds venture capital instruments as high growth and innovative SME
facility (GIF). In addition, there is a securitization window that focuses on SMEs
in enhancing access to finance for SMEs.
We need to analyze the strengths and weaknesses of equity markets in individual countries, and explore the type of system needed under financial cooperation.
In addition, the costs and benefits of an equity market specialized for SMEs under
financial cooperation must be examined. A specific market infrastructure should
be designed to give support to this system.
As reviewed in 4) and 5), a fund similar to EIF is needed in order to utilize
PCGS-style and market-based financing in APEC. Lastly, the following action
plans are suggested regarding the creation of ASIF (Provisional title) in APEC.
Action Plan for ASIF (Provisional title)
1) Surveying and assessing the SME financing gap in APEC
There is a need to evaluate the financing gap among SMEs in APEC. Various
methods could be adopted for this purpose, one of which is to estimate the SME
capital demand function and capital supply function in a disequilibrium market
model {Maddala et al. (1974), Shinozaki (2012)}. This can be used to estimate the
SME financing gap and analyze the impacts upon it from greater external financing.
An analysis of each APEC nation and a comparison of the estimated coefficients
would enable assessment of the SME financing gap. Another method that could
be used is one utilized by the EU, which is to use survey results. The EU conducts
a yearly survey on financing status, and based on this data estimates capital demand
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in SMEs. It seems much more realistic to estimate the financing gap among SMEs
based on actual surveys than to make an estimation from capital demand and supply functions. There is no known survey conducted in this manner within APEC,
and this calls for a survey and a following estimation of APEC’s SME financing
gap and the total scale of capital the region is currently in need of.
2) Establishing a single definition of SMEs among APEC members
It is necessary to establish a consistent definition of SMEs among APEC members. This is directly linked to what criteria will be used for companies to benefit
from SME financing policies once a fund is established. A firm and unified definition will prevent any fairness issues among APEC members that may arise when
operating funds like the ASIF.
3) Forming a taskforce for designing the basic structure of ASIF
The following should be discussed when designing a structural framework for
ASIF.
 Agree on an objective
 Decide whether membership will be based on nation, classifying
member and associate members, or based on stakeholder membership like the EIF; in the case of the latter, discuss whether public and
private institutions (FIs) from different nations will be included as
stakeholders
 Propose the type, nature, conditions of financial tools to be used by
the ASIF
 Discuss solutions for any corporate insolvency issues
 Discuss whether it is necessary to select key financial institutions of



90

Regional Financial Cooperation of SMEs’ Financing in the Asia-Pacific: Lessons from the EU



member countries to deal with the ASIF
 Give emphasis to the importance of Research & Market Analysis
(RMA) functions (ASIF’s strategic decision-making, product development and market analyses)
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Table A1. Continued
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RI7KHLU0DUNHWV
 
$FWRQWKH)RVWHULQJ
RI6ROHSURSULHWRU
&UHDWLYH%XVLQHVV
 
%DQNLQJ$FW

)LQDQFLDO
6HUYLFHV
&RPPLVVLRQ
)6& 
)LQDQFLDO6X
SHUYLVRU\
6HUYLFH
)66 

6SHFLDOL]HG&UHGLW
)LQDQFLDO%XVLQHVV
$FW
&UHGLW8QLRQV$FW
&UHGLW*XDUDQWHH
)XQG$FW
)LQDQFLDO,QYHVWPHQW
6HUYLFHVDQG&DSLWDO
0DUNHWV$FW

 $QQXDO60%$
%XVLQHVV3ODQ
 
 1DWLRQDO
6WUDWHJ\IRU
*UHHQ*URZWK
 
 7KLUG6FLHQFH
DQG7HFKQRORJ\
%DVLF3ODQ
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Table A1. Continued

60(3UR
PRWLRQ

%DQNLQJ
6HFWRU
,QGRQHVLD

1RQEDQN
6HFWRU



1DWLRQDO
7HDPIRUWKH
$FFHOHUDWLRQ
RI3RYHUW\
5HGXFWLRQ
2IILFHRIWKH
9LFH
3UHVLGHQW
713. >IL
QDQFLDOLQFOX
VLRQ@
%DQN,QGR
QHVLD>ILQDQ
FLDO
LQFOXVLRQ@
)LQDQFLDO
6HUYLFHV$X
WKRULW\ 2-.
&RRUGLQDWLQJ
0LQLVWU\RI
(FRQRPLF
$IIDLUV>.85@

/DZ1RRQ
0LFUR6PDOODQG0H
GLXPVL]HG(QWHU
SULVHV

/DZ1RDQG
/DZ
1R DPHQG
PHQW RQ%DQNLQJ

)LQDQFLDO
6HUYLFHV$X
WKRULW\ 2-.

3UHVLGHQWLDO5HJXOD
WLRQ1RRQ)L
QDQFLQJ,QVWLWXWLRQV
3UHVLGHQWLDO'HFUHH
1RRQ*XDU
DQWHH,QVWLWXWLRQV
5HJXODWLRQ
1RDQG
1RRQ*XDU
DQWHH,QVWLWXWLRQV
DQG5HJXDUDQWHH,Q
VWLWXWLRQV
/DZ1RRQ
0LFURILQDQFH,QVWLWX
WLRQV

0LQLVWU\RI
&RRSHUDWLYHV
DQG60(V

/DZ1RRQ
&RRSHUDWLYHV

 060('HYHO
RSPHQW$FWLRQ
3ODQ
 
 ,QVWUXFWLRQRI
WKH3UHVLGHQW
RIWKH5HSXEOLF
RI,QGRQHVLD
1RDQG
1R 1HZ
(FRQRPLF3ROLF\
3DFNDJH, ,, 
 -RLQW'HFUHH
RQ
0),3URPRWLRQ
6WUDWHJ\  
 &DSLWDO0DUNHW
DQG1RQ%DQN
)LQDQFLDO
,QGXVWU\0DVWHU
3ODQ
 
 1DWLRQDO
6WUDWHJ\IRU
)LQDQFLDO
,QFOXVLRQ  
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Table A1. Continued



&DSLWDO
0DUNHWV

60(3UR
PRWLRQ

0DOD\VLD
%DQNLQJ
6HFWRU
1RQEDQN
6HFWRU
&DSLWDO
0DUNHWV

3KLOLS
SLQHV



60(3UR
PRWLRQ

)LQDQFLDO
6HUYLFHV
$XWKRULW\
2-. 
1DWLRQDO
60('HYHO
RSPHQW
&RXQFLO
16'& 
60(&RU
SRUDWLRQ
0DOD\VLD
60(
&RUS 
%DQN
1HJDUD0D
OD\VLD
6HFXULWLHV
&RPPLV
VLRQ0DOD\
VLD
'HSDUWPHQW
RI7UDGH
DQG,QGXV
WU\
0LFUR
6PDOODQG
0HGLXP(Q
WHUSULVH'H
YHORSPHQW
&RXQFLO
060('
&RXQFLO 
%XUHDXRI
0LFUR
6PDOODQG
0HGLXP(Q
WHUSULVH'H
YHORSPHQW
%060('

/DZ1RRQ
&DSLWDO0DUNHW



1DWLRQDO60('HYHO
RSPHQW&RXQFLO'L
UHFWLYH
6PDOODQG0HGLXP
(QWHUSULVHV&RUSRUD
WLRQ0DOD\VLD$FW


 60(0DVWHU
3ODQ
 )LQDQFLDO6HFWRU
%OXHSULQW

)LQDQFLDO6HUYLFHV
$FW
&DSLWDO0DUNHWVDQG
6HUYLFHV$FW

0DJQD&DUWDIRU0L
FUR6PDOODQG0H
GLXP(QWHUSULVHV
5$1RRI
DVDPHQGHG
E\5$RI
DQGIXUWKHU
DPHQGHGE\5$
RI 

%DUDQJD\0LFUR
%XVLQHVV(QWHU
SULVHV %0%( $FW
5$1R
 

 6PDOODQG0HGLXP
(QWHSULVH
'HYHORSPHQW
3ODQ
± 
 0LFUR6PDOODQG
0HGLXP
(QWHSULVH'HYHORS
PHQW3ODQ
± 
 3KLOLSSLQH'HYHORS
PHQW3ODQ
± 
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Table A1. Continued
%DQNLQJ
6HFWRU

1RQEDQN
6HFWRU


&DSLWDO
0DUNHWV


60(3UR
PRWLRQ

7KDLODQG

%DQNLQJ
6HFWRU

%DQJNR
6HQWUDOQJ
3LOLSLQDV
&RRSHUDWLYH
'HYHORS
PHQW$X
WKRULW\
6HFXULWLHV
DQG([
FKDQJH
&RPPLV
VLRQ
2IILFHRI
6PDOODQG
0HGLXP(Q
WHUSULVHV
3URPRWLRQ
260(3 
0LQLVWU\RI
,QGXVWU\
1DWLRQDO
%RDUGRI
60(V
3URPRWLRQ
)LVFDO3RO
LF\2IILFH
0LQLVWU\RI
)LQDQFH
>VWDWH
RZQHG
EDQNV@
%DQNRI
7KDLODQG



*HQHUDO%DQNLQJ
/DZ5XUDO
%DQNV$FW7KULIW
%DQNV$FW3DZQ
6KRSV5HJXODWLRQ
$FWHWF
&RRSHUDWLYHV&RGH



6HFXULWLHV5HJXOD
WLRQ&RGH 5$

60(3URPRWLRQ$FW
%(  
0LQLVWHULDO5HJXOD
WLRQ%( 




)LQDQFLDO,QVWLWXWLRQ
%XVLQHVV$FW
%(  
60('HYHORSPHQW
%DQNRI7KDLODQG$FW
%(  

 7KH)LUVW60(V
3URPRWLRQ3ODQ
± 
 7KH6HFRQG60(V
3URPRWLRQ
3ODQ ± 
 7KH7KLUG60(V
3URPRWLRQ3ODQ
± 
 60(3URPRWLRQ
6WUDWHJLF3ODQ
DQG$FWLRQ3ODQE\
6HFWRU
 
 7KDLODQG&RXQWU\
6WUDWHJ\  
 )LYH<HDU6WUDWHJLF
3ODQ>FHQWUDOEDQN@
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Table A1. Continued






1RQEDQN
6HFWRU

&DSLWDO
0DUNHWV

60(3UR
PRWLRQ
9LHW1DP

%DQNLQJ
6HFWRU



6HFXULWLHV
DQG([
FKDQJH
&RPPLV
VLRQ
60('HYHO
RSPHQW
3URPRWLRQ
&RXQFLO
0LQLVWU\RI
3ODQQLQJ
DQG,QYHVW
PHQW 03,
$JHQF\IRU
(QWHUSULVH
'HYHORS
PHQW03,
0LQLVWU\RI
6FLHQFH
DQG7HFK
QRORJ\
0LQLVWU\RI
,QGXVWU\
DQG7UDGH
0LQLVWU\RI
)LQDQFH
>&UHGLW
*XDUDQWHH
)XQG@

6PDOO,QGXVWU\&UHGLW
*XDUDQWHH&RUSRUD
WLRQ$FW%(
 
&UHGLW,QIRUPDWLRQ
%XVLQHVV$FW
%(  
>DPHQGPHQWV
LQDQG@
%XVLQHVV6HFXULW\
$FW GUDIW 



6HFXULWLHVDQG([
FKDQJH$FW
%(  

'HFUHH1R
1'&3RQ6XSSRUW
IRU'HYHORSPHQWRI
60(V  

'HFUHH1R
1'&3  







 <HDU60('HYHO
RSPHQW3ODQ±
  
 <HDU60('HYHO
RSPHQW3ODQ±
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Table A1. Continued




1RQEDQN
6HFWRU

&DSLWDO
0DUNHWV

60(3UR
PRWLRQ

3DSXD
1HZ
*XLQHD

%DQNLQJ
6HFWRU

1RQEDQN
6HFWRU



6WDWH%DQN
RI9LHWQDP

6WDWH6HFX
ULWLHV&RP
PLVVLRQRI
9LHWQDP
1DWLRQDO
([HFXWLYH
&RXQFLO
1(& 
6PDOO%XVL
QHVV'HYHO
RSPHQW
&RUSRUDWLRQ
6%'& 
,QYHVWPHQW
3URPRWLRQ
$XWKRULW\
,3$ 
0LQLVWU\RI
7UDGH
&RPPHUFH
DQG,QGXV
WU\
%DQNRI3D
SXD1HZ
*XLQHD

/DZ1R
4+RQ&UHGLW,Q
VWLWXWLRQV
'HFUHH
1R1'&3
DQG'HFUHH
1R1'&3
DPHQGPHQW RQ
0),V
/DZ1R4'
RQ&RRSHUDWLYHV
'HFUHH1R
1'&3RQ3HRSOH V
&UHGLW)XQG



/DZ1R
4+RQ6HFXULWLHV

6PDOO%XVLQHVV'H
YHORSPHQW
&RUSRUDWLRQ$FW
 

1DWLRQDO'HYHORS
PHQW%DQN
$FW  
%DQNVDQG)LQDQFLDO
,QVWLWXWLRQV
$FW  
6DYLQJVDQG/RDQ
6RFLHWLHV$FW
 

 3RLQW60(
6WLPXOXV3DFNDJH
 
 ,QGXVWULDO'HYHORS
PHQW3ROLFLHV YDULRXV 
 60(0DVWHU3ODQ
DQG3ROLF\

DQWLFLSDWHG 
 6PDOOWR0HGLXP
(QWHUSULVH
3ROLF\ WREHUH
SHDOHGLQ 
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Table A1. Continued




&DSLWDO
0DUNHWV

6HFXULWLHV
&RPPLV
VLRQRI
31*,3$



3HUVRQDO3URSHUW\
6HFXULW\$FW
 

6HFXULWLHV$FW 

Source: ADB (2014), ASIA SME FINANCE MONITOR 2014, pp. 75-101, pp. 159-283.
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Annex : List of Acronyms

 ABF: Asian Bond Fund
 ABMI: Asian Bond Markets Initiative
 ABS: Asset Backed Securities
 ACMF: ASEAN Capital Market Forum
 ADB: Asian Development Bank
 AIIB: Asian Infrastructure Investment Bank
 APEC: Asia-Pacific Economic Cooperation
 ARFP: Asia Region Funds Passport
 ASEAN: Association of Southeast Asian Nations
 ASEAN+3: 10 ASEAN members, Korea, China, and Japan
 ASIF: Asian SMEs' Investment Fund
 BIS: Bank for International Settlements
 BSE: Bombay Stock Exchange
 CDO: Collateralized Debt Obligation
 CDP: Contrat de Developpement Participatif
 CGIF: Credit Guarantee Investment Facility
 CGS: Credit Guarantee Schemes
 CIP: Competitiveness and Innovation Framework Programme
 CRD: Capital Requirements Directive
 EC: European Commission
 ECB: European Central Bank
 EIB: European Investment Bank
 EIF: European Investment Fund
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 EIS: Enterprise Investment Scheme
 ES: Enterprise Survey
 ESIF: European Structural and Investment Funds
 FP6: Sixth Framework Programme
 FSI: Fonds Strategique d'Investissement
 GCF: Gross Capital Formation
 GIF: High growth and innovative SME facility
 HNX: Hanoi Stock Exchange
 IFC: International Finance Corporation
 IPO: Initial Public Offering
 JEREMIE: Joint European Resources for Micro to Medium Enterprises
 KOFIA: Korea Financial Investment Association
 KONEX: Korea New Exchange
 KOSDAQ: Korean Securities Dealers Automated Quotations
 KRX: Korea Exchange
 LCY: local currency
 LGF: Loan Guarantee Facility
 MAI: Market for Alternative Investment
 MAP: Multiannual Programme for Enterprise and Entrepreneurship
 MSME: Micro, small, and medium enterprise
 NoE: Networks of Excellence
 NSE: National Stock Exchange
 OTC: Over the Counter
 PCGS: Public Credit Guarantee System
 PE: Private Equity
 PSE: Philippine Stock Exchange
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 R&I: Research and Innovation
 RMA: Research and Market Analysis
 RSFF: Risk-Sharing Finance Facility
 RSI: Risk-Sharing Instrument
 RWA: Risk-Weighted Asset
 SEADI: Support for Economic Analysis Development in Indonesia
 SEIS: Seed Enterprise Investment Scheme
 SET: Stock Exchange of Thailand
 SME: Small and medium sized enterprise
 SMEG: SME Guarantee Facility
 SMESec: SME Securitisation (comprising transactions based on SME
loans, leases etc.)
 SPV: Special Purpose Vehicle
 SZSE: Shenzhen Stock Exchange
 VC: Venture Capital
 VCT: Venture Capital Trust Scheme
 WEF: World Economic Forum
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