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Thank you for the opportunity of being able to give you a brief update regarding ABAC's work on getting credit for SMEs.

First, it is worth mentioning that there is a great variation between economies as to the size of the enterprises regarded as SMEs's.  There is no standard definition of the SME. The OECD notes: "The characteristics of a SME reflect not only the economic, but also the cultural and social dimensions of a country. Not surprisingly, very different patterns are used across countries and over time", but the main criterion that OECD countries use for statistical purposes is the number of persons employed.

However, that main criterion results in different descriptions in different economies.
In my own economy, New Zealand, SMEs are defined as enterprises with 19 or fewer employees.  Around 97% of enterprises are in this category. 

In Japan the definition of a "small enterprise" in the Small and Medium Enterprises Basic Law is an enterprise with a regular workforce not in excess of 20 persons (or 5 persons in the case of enterprises which are principally engaged in commerce or the service industry).  Thus in Japan the definition of a "small enterprise" is much the same as the definition in New Zealand of an SME.  In New Zealand an enterprise employing 20 or more employees would be too big to be an SME.
At ABAC Bangkok last month we received a paper from Chinese Taipei concerning SME financing in that economy.  I asked how SMEs were defined in Chinese Taipei.  Answer: so far as employment is concerned, under 200 people in manufacturing, under 100 people in non-manufacturing.  

The Internet tells me that in China, generally SMEs are defined by their size – less than 500 employees – and their ownership – privately held or invested by a private equity company or other financial backer.   
So when at forums such as this we talk about access to finance of small and medium enterprises, we need to remember that there are vast difference between definitions of SMEs amongst economies.  This has given rise to a new concept of micro-enterprises, and a growing tendency now to talk about SMMEs, that is, small, micro and medium enterprises.  That new way of looking at enterprises will facilitate devising policies which are able to be targeted more accurately.
Turning now to ABAC' work on getting credit for SMEs.
In the ABAC 2009 Report to Economic Leaders in Singapore in November 2009, ABAC recommended Leaders to undertake initiatives to promote a more predictable legal architecture for secured lending, including an exclusively available system for registering and perfecting security interests in both movables and receivables as collateral, efficient judicial procedures for enforcement of security interests, and clear regulations around asset-based lending requirements to further enable both lenders and borrowers to assess risk and enhance sound credit and lending activities.

In support of that recommendation ABAC said that the development of financial system infrastructure as well as appropriate supporting regulatory and legal frameworks, will be vital to facilitating the financing of enterprises, particularly SMEs, and eventually to restoring confidence and growth.  We said that key areas that should be given attention are promoting commercial lending through an enhanced secured lending framework;; promoting improved risk management through modernised credit information; and improving the regulatory process, transparency and predictability of the judicial system.  We referred to secured lending noting that secured lending requires legal and judicial infrastructure to ensure predictability.  Asset-based lending and secured financing remain in many cases at less than their full potential to provide needed corporate liquidity, particularly for SMEs.

Whilst recommending to Leaders that they should undertake initiatives, ABAC has continued with its own initiatives.  At the first 2010 meeting in Melbourne, Australia The Advisory Group discussed a framework for analyzing the impact of policy on SME lending, as well as the legal infrastructure for promoting SME finance.
At the Advisory Group's second 2010 meeting in Taipei, the Group received a presentation from Professor Yoshino on the development of an SME credit information database to promote SME lending. The presentation highlighted the important role that SMEs play in Asian economies.

· In Japan, SMEs contribute around 51% to sales and 70% to employment, and represent 99.7% of all companies.

· In Thailand, SMEs account for 38% of GDP, 76% of employment and 99.6% of all enterprises.

· In China, SMEs are responsible for 56% of GDP, 62% of exports, 75% of employment in urban areas, 43% of tax revenues and 99% of companies.

The professor emphasised that credit information system for the SME sector is important to help address the challenge of information asymmetry and access to finance and he gave an example of Japanese initiatives.
He outlined a number of policy considerations that could help promote the development of credit information sharing mechanisms in the region:
· It is important to incorporate in the design incentives for SMEs to disclose accurate information. In Japan, this is made possible through the credit guarantee corporations, which provide guarantees that are often required by banks when lending to SMEs.

· An institution that is mandated to collect SME data while ensuring the confidentiality and trustworthiness of the data needs to be established.

· While initial government support would be needed in setting up such an institution, it must be designed to have its own revenue source. The example of Japan’s CRD, which collects fees from financial institutions by selling data and providing the computation of default risks, as well as data analysis, may be considered.

· The SME database should collect both financial and non-financial data on SMEs. In Japan, for example, data collected include sales, operating profits, ordinary profits, investment in plant and equipment, increase in inventories, fixed assets, deferred assets, total assets, liquid liabilities, fixed liabilities, net assets, interest expense and personnel expenses.

· The institution should undertake statistical analysis to compute the default risk ratio of SMEs, which could be provided to member institutions.

· Collection of SME data across the region would enable cross-border comparison, providing an accurate data base that can facilitate securitization of SME loans and strengthen SMEs’ ability to raise funds from the capital market. The information contained in the SME database can help reduce the risks of SME bonds, while pooled SME bonds can be used by investors for diversification.

· Continuous efforts to improve the data collected in the region’s various economies will be needed to provide an accurate picture of the situation of SMEs. This would facilitate the development of credit risk models and a regional SME bond market.

The Advisory Group then heard from Mr Tom. Clark, Vice President, Government Relations, GE Capital Asia; and a Director, U.S. National Center for APEC.  You are going to hear from him yourselves after lunch.  He talked about security enforcement regimes, noting that in most APEC jurisdictions they are intended to encourage provision of credit to commercial borrowers by recognizing and protecting the expectations of senior-secured lenders and providing legal certainty in the event of borrower insolvency. However, a number of important gaps remain. The absence of clear legal frameworks to enforce rights of secured lenders is an impediment to credit availability, disproportionately affecting SMEs and other businesses that have historically had difficulty accessing bank credit.
As I have already mentioned, at the third ABAC meeting in Bangkok last month, the Finance and Economic Working Group received a presentation from Chinese Taipei on SME financing in that economy where SMEs constitute the foundation of the economy, accounting for 98 % of all enterprises and employing over three quarters of the total employed population.  The government is extensively involved in assisting with finance both by way of providing guarantees and by direct investment.

We had a presentation from ABAC Japan on electronically recorded monetary claims which has been facilitated by legislation enacted in 2007.

The FEWG also received a presentation from ABAC USA seeking endorsement, which was given, to launch an SME financing initiative.  

The Advisory Group also spent time on SME finance.  Following an introduction by the coordinator, Dr J C Parennas, we received a presentation by The Asia-Pacific Credit Coalition.  The presenters were once again Mr. Tom Clarke and also Dr. Robin Varghese whom you heard from this morning and will hear from again this afternoon.

The Advisory Group endorsed the concept of an APEC SME Finance Initiative and has urged APEC to undertake an SMME Finance Initiative that focuses on developing properly structured credit sharing information systems and improving legal infrastructure to promote SMME Finance.

To try to bring all of this together, the Advisory Group has identified that the two key problems in lending infrastructure affecting SME finance in the region are information environment (particularly credit reporting) and legal framework (particularly for secured lending).  This is why the Advisory Group has endorsed the concept of an APEC SME Finance Initiative.
The Advisory Group is also very pleased to have been able to assist in having Robin Varghese and Tom Clark available to give participants in this Seminar the benefit of their very considerable expertise in the two areas which the Advisory Group has identified as being the key problems.

Thank you.
