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Introduction

for a small and open economy like Sin-

gapore, an article looking at how the fi-
nancing needs of small and medium-sized
enterprises (SMEs) will change over their
business life cycles is timely. As a start, we
will paint the landscape of why SMEs matter
to Singapore’s growth, not just over the past
decades, but even more so, going forward.
In addition, we will examine what some of
the key post-pandemic challenges faced by
many of the SMEs are before proceeding
to identify the common financing options
currently adopted by SMEs. In the recent
five years, both capital availability and fi-
nancing options have taken many forms,
ranging from venture investment, private
equity and buyouts to peer-to-peer lending
to ensure that SMEs are not handicapped in
their ability to seek growth capital. In fact,
the way forward is getting even more excit-
ing, with SMEs having access not just to pri-
vate capital and government financing but
also via the set-up of private exchange and
alternative family business-based sources
of financing with mentoring.

I n today’s challenging times, especially

A Brief Overview of the
SME Landscape and
Challenges

The early history of Singapore growth was
powered predominantly by an export-led
strategy driven by large multinational
companies (MNCs). In the 1970s and 1980s,
through creating clusters in industries
such as electronics, transport and machin-
ery, the government promoted inter-firm
linkages, and SMEs played a supporting
role to MNCs as subcontractors. In 1987,
SMEs contributed 90% of the total number
of establishments, generated 44% of em-
ployment and contributed to 24% of value
added (SME Master Plan, 1989).

The first active push to entrepreneur-
ship and small enterprises in policy making
came with the publication of the Economic
Review Committee (ERC) report in 2003 in
the aftermath of the Asian financial crisis.
The report called for developing Singapore
into a creative entrepreneurial nation where
locally competitive SMEs co-exist with larger
MNCs. This was followed by the Economic
Strategies Committee (ESC) report in 2010
and the report of the Committee on the
Future Economy (CFE) in 2017, urging the
economy to move further towards knowl-

edge-based and innovation-driven activities.

Fast forward to today when 99% of
273,100 Singapore enterprises are SMEs,
and they contributed nearly half of nom-
inal value added while employing 72% of
the workforce in 2019 (Figure 1). In 2014,

Figure 1: Number, Employment and Value
Added of Singapore Enterprises in 2019
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the Ministry of Trade and Industry (MTI)
updated the definition of an SME to in-
clude enterprises having at least 30% local
shareholding, in addition to having annual
sales turnover under SGD 100 million and
employing fewer than 200 employees.

Key Challenges Faced
by SMEs Post COVID-19
Pandemic

Many studies and reports have identified
the challenges faced by SMEs over the
economic cycles that Singapore experi-
enced in the past 55 years of the country’s
independence. However, the authors be-
lieve that those challenges pale in com-
parison to what the SMEs are currently
facing post-pandemic. While the impact of
Covid-19isfelt across the full range of SMEs,
like in the United States, smaller businesses
and businesses that rely especially on retail
foot traffic have been disproportionately
affected. In addition, Singapore, being rela-
tively open to trade and tourism, is finding
that SMEs which are heavily dependent
on the travel and hospitality industry are
struggling to survive, let alone thrive. Cur-
rent challenges include the following:

Finance-related problems

Poor management of financial and
human resources was often the main
source of the problem in many troubled
SMEs in the past. Now, with the wider
choices of SMEs in Singapore (both online
and off-line) than previously, customers
have become more discerning, resulting
in stiffer competition. These customers of-
ten stockpile debts with the smaller SMEs
in particular and threaten to end their
patronage if the business should insist on
repayment. Under such conditions, many
small businesses find it impossible to meet
their obligations with their suppliers and
as a result, undesired friction and broken
business relationships arise. As such, cash
flow management has become an import-
ant imperative for survival, and, as we
discuss later, choices such as supply chain
financing or invoice financing have taken
on greater utility and attractiveness.

Labor inadequacy and rising operating costs

Like other national markets, man-
power appears to be in short supply in Sin-

gapore. Coupled with higher rentals and
rising wage demands, SMEs often have to
bear the brunt. For the past 20 years, many
jobs in the food and beverage, construction
and retail sectors have been manned by for-
eign labor. Covid-19 is a good wake up call
for many SMEs, and beyond short term cost
management, their medium to long term
challenge is to leverage more on technology
and reduce dependence on foreign labor.

Absence of an entrepreneurial mindset (in
general) and failure to embrace technology

Many of the SMEs in Singapore appear
tobeliving in the past, following archaic busi-
ness models and able to keep afloat because
there is growth all around the region. While
the rest of the world is going digital at a fast
pace, many SMEs in Singapore have retained
business as usual practices or lagged behind
in terms of technology adoption to help their
trade. With the digitization of business, fail-
ure to embrace technology and its accom-
panying tools is considered entrepreneurial
suicide. Many SMEs in Singapore that are
culpable have complained of the lack of re-
sources and manpower required to sustain,
not to mention grow, their businesses. Inter-
estingly, Covid-19 may have accelerated a
change in mindset, and we are seeing some
attempts to change business models, adopt
technology, diversify demand, including tar-
get markets and leverage on partnerships to
stay afloat. We discuss one such encouraging
case in a later section of the article.

Stiff competition

SME:s are considered the driving force
of the Singapore economy. The Singapore
government has introduced targeted policies
to support SMEs. However, many of the pol-
icies are also aimed at helping startups grow
and thrive, especially in the fintech area, in-
cluding incubating foreign ones. These start-
ups are becoming even more rampant, and
many of the new entries have the singular
objective to dislodge existing competitors
using distinct strategies and have a more re-
gional outlook than traditional, incumbent

players. With the dawn of the digital era, a
myriad of options is now opened to consum-
ers, leaving many small (and traditional)
businesses struggling to survive.

Economic downturn and pandemic impact

One of the expected repercussions of
the impending economic downturn is the
dwindling cash flow available to SMEs in
the wake of the pandemic. To stay afloat
under such crippling conditions, small
and medium-sized businesses will have
to think outside the box to get ahead of
the pack. Although this article is about fi-
nancing options available to SMEs, other
enabling drivers beyond financing are
needed to help SMEs thrive and become
the engine of growth they are meant to be
for the Singapore economy.

Traditional Financing
Options Available to
SMEs

Having reliable cash flow and working capital
is crucial to sustain financially strapped SMEs.
The small size of SMEs often implies that they
are unable to benefit from economies of scale
to reduce both their operational and compli-
ance costs. SMEs not only face difficulty in
raising funds, they also have limited ability to
Ppass on these costs to their customers.

The SME Development Survey 2017
found that 35% of companies surveyed
faced financing issues, up 13% year-on-
year, and at the highest level since the sur-
vey began tracking this challenge in 2011.
Among the financing issues SMEs faced, all
categories showed improving trends with
the exception of delayed payment from cus-
tomers, which increased nearly six times
from 14% in 2016 to 81% in 2017 (Figure 2).

Figure 2: Key Financing Issues Facing SMEs in Singapore
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Delayed payments can create ripple effects
affecting the cash flow position of the SME
community; when a debtor company delays
payment, the creditor company may also
slow down its payments to other companies
in the supply chain. The proportion of SMEs
making losses has also increased to 21%. Of
the profitable SMEs, 42% have thin margins
of 0 to 5%. We believe the financing situa-
tion worsened for many SMEs in the first six
months of the Covid-19 pandemic since the
start of 2020.

Bank financing

As such, it is not surprising that when
asked about their sources of financing, only
6 in 10 SMEs in Singapore answer they are
financed by bank loans and facilities. The
remaining 4 in 10 do not have banking sup-
port. SMEs are not well established and may
not have a stable outlook. As a result, given
their lower risk appetite, financial institu-
tions are less willing to lend to SMEs and
support small business lending. In fact, the
lack of SME cash flow visibility and credit
information for small and medium-sized
businesses increases the cost of credit risk
assessment by financial institutions and
makes it less attractive for them to service
certain segments of the SME market. As a
result, financial institutions are placing
more emphasis on collateral requirements
when assessing SME credit risk. However,
SMEs are often unable to supply such col-
lateral, leading to rejection of their loan ap-
plications. Therefore, SMEs have to resort
to alternative funding options when they
are unable to secure financing from banks.
The government in Singapore has made
a number of grants available for SMEs
through different government agencies.
We will showcase several such schemes in
the section that follows and include a case
study of one SME tapping on the govern-
ment ecosystem for holistic support.

The Singapore government has
launched a series of financial schemes to
aid SMEs with their finances and these
are administered by Enterprise Singapore
(ESG). Here is a summary of the various
loan-related schemes:

¢ Temporary Bridging Loan Pro-
gramme
- Introduced in 2020 to help SMEs
deal with Covid-19’s impact

- Maximum funding of up to SGD 5
million

- Repayment period up to 5 years

e SME Working Capital Loan
- For local SMEs with group turn-

over less than SGD 100 million
or group employment under
200

- Maximum funding up to SGD
300,000

- Repayment period up to 5 years

* SMEEquipment and Factory Loans

- For automating or upgrading

equipment or purchasing gov-
ernment premises

- Maximum funding up to SGD 15
million

¢ Loan Insurance Scheme (LIS)
- Credit insurance for SMEs to ob-
tain trade finance facilities from
financial institutions

- A portion of the credit insurance
is supported by Enterprise Singa-
pore

- Financing of inventory, receiv-
ables discounting and pre-deliv-
ery working capital

What matters to many SMEs is not
just the availability of government financ-
ing options, but rather grants which can
help them cushion costs of innovation and
investing in training or help SMEs trans-
form over the life cycle of the business. We
describe the case of Commune Lifestyle as
an example:

The Singapore Furniture Industries
Council (SFIC) in March 2018 unveiled its
2021 Furniture Industry Roadmap which
outlined strategic directions for the sector’s
competitiveness and long-term growth.
The new roadmap sought to transform
the industry by encouraging local compa-
nies to adopt new business models that
leverage on technology, innovation and
design to broaden their knowledge, skill-
sets and value chains instead of relying on
traditional business concepts and supply
chains. One of the goals was for Singapore
to become the Asian hub to influence to-
morrow’s urban living by 2021 (2021 Sin-
gapore Furniture Industry Roadmap Press
Release, 2018).

A company which rose to this chal-
lenge was Commune Lifestyle Pte Ltd.
Commune is Singapore’s home-grown fur-
niture design and lifestyle company and as-
pires to become more than just a furniture
showroom. Commune is in many ways a
forerunner in transforming the landscape
of furniture design. Commune was born
out of a design thinking project funded by

SPRING Singapore (an agency under the
Ministry of Trade and Industry responsi-
ble for helping Singapore enterprises grow
and building trust in Singapore products
and services).

Commune had been proactive in
tapping government funding in various
forms to constantly innovate its business
models and to support its overseas expan-
sion. Some of the projects that Commune
has undertaken with government funding
include:

¢ Franchise Development Pro-
gramme (funded by SPRING under
Capability Development Grant
(CDG)
Together with the help of consultants
to develop a franchising package,
Commune was able to scale its busi-
ness internationally using the fran-
chise model.

¢ Customer Centric Initiative (fund-
ed by SPRING under the Custom-
er-Centric Initiative)
Working closely with the consul-
tants, Commune was able to under-
stand how to create better experi-
ences for its customers.

¢ 3D Floorplanner/ VR Project (fund-
ed by SPRING under CDG)
Working with another government
agency, A*Star and its startup, Com-
mune co-developed this solution to
provide its customers with a first-of-
its-kind experience through better
visualization of their living space to
support customer confidence in deci-
sion making.

e ElLearning Project (funded by
SPRING under CDG)
Commune was able to provide train-
ing more effectively across its net-
work of stores through the develop-
ment of an E-Learning Programme
for employees.

¢ Omni-Channel Project (funded by
ESG under Enterprise Develop-
ment Grant)
An omni-channel platform that
linked Commune’s online and in-
store systems for a seamless custom-
er journey was developed. Using an
AR app, customers are able to view
Commune’s products in their living
spaces on a mobile device. An iP-
ad-based point-of-sale system that
was developed, allows its in-store
sales team to access a customer’s in-
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formation from online shopping or
to apply in-store shopping informa-
tion to online purchases.

¢ New market expansion (funded
by International Enterprise/ ESG
under International Marketing Ac-
tivities Programme/ Market Readi-
ness Assistance)
The funding supported Commune’s
participation in international trade
fairs and business missions and its
engagement of consultants for mar-
ket research.

Not letting Covid-19 hamper its busi-
ness, Commune promptly identified gaps
in its customers’ digital experience and is
currently revamping its online store to in-
clude more content. As e-commerce alone
would not be the main form of business
due to Commune’s price point, a good on-
line platform will help customers decide
whether a trip to the physical store is nec-
essary.

The example of Commune illus-
trates how SMEs can utilize a variety of
government grants to help them innovate
and scale beside tapping on government
financing to meet their cash flow needs.
Moreover, SMEs should keep in mind that
government financing is often part of the
total finances needed. In addition to bank
loans and government financing, two
other funding options which have gained
some traction in recent years are invoice
financing and crowdfunding. We will in-
clude these together with other examples
of how SMEs are using various non-tradi-
tional options like Platform-based “Market-
place” or Specialized SME Exchange (like
CapBridge Financial), and Business Ecosys-
tem funding, to seek additional financing
and unlock their cash flows.

Alternative Financing
Options to Unlock Cash
Flows

The lack of access to affordable and avail-
able funding can lead to more credit ero-
sion for SMEs, trapping them in a down-
ward spiral. Fortunately, SMEs can turn to
various alternative funding options when
they are unable to secure financing from

banks. In order to remain sustainable
during times when it is challenging to ob-
tain bank financing, alternative channels
of financing and funding, including those
which are tech- or platform-related, have
emerged in the last few years to address
this demand. These alternative funding op-
tions include the following:

Invoice financing (including e-invoice
financing)

Invoice financing, also known as
invoice trading, is a short-term alterna-
tive solution which allows firms to draw
down cash against outstanding receipts
due from customers. By allowing SMEs to
get an advance on funds for which they
have already invoiced their customers, this
funding option helps the SMEs improve
their cash flow so that they can continue to
cover their business expenses and pay sup-
pliers and employees. In general, an SME
pays a percentage of the invoice amount to
the lender as a borrowing fee and can ac-
cess 70% to 90% of the funds due upfront.
Invoice financing appeals particularly to
SMEs which do not have along credit histo-
ry or substantial assets to serve as collater-
al for traditional financing through a bank.
What’s more, it can take months to get the
credit assessments and loan approvals for
bank financing.

Ecosystem platform-based “market-
place” financing

Closely related to the invoice financ-
ing model is the channel by which online
marketplaces such as Lazada and Zeemart
capitalise on E-invoicing processes to ar-
range financing through tie-ups with their
banking and venture funding partners.
As E-invoicing enhances transparency
and efficiency of the invoice processing,
it removes manual invoice processing
costs, decreases the time needed to send
and receive transaction information, and
reduces exposure to risks historically as-
sociated with manual processes, such as
fraud. Hence, this platform technology has
allowed factoring and reverse factoring
businesses to dramatically decrease ap-
proval and processing times, a key benefit
for SMEs with imminent liquidity needs.
As a result of the reduction in transaction
costs, digital invoice financiers are able to
serve SMEs which are typically deemed too
small and unprofitable for traditional fac-
toring entities. Overall, invoice and E-in-
voice financing can potentially solve prob-
lems associated with overdue payments by
customers and difficulties in obtaining oth-
er types of business credit. In addition, this
source of alternative funding can definitely
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help businesses improve their cash flow.

Dedicated investment platforms
have also been established in the last few
years, tying up with banks (including dig-
ital ones) to help SMEs and larger corpo-
rate firms raise private capital via their
investment platforms or affiliated private
exchanges, e.g., lexchange (1X). Such on-
line capital raising platforms enable inves-
tors to efficiently access promising private
companies, while providing orderly and
transparent exit options (other than the
traditional Initial Public Offering) for in-
vestors in these private companies. Cap-
Bridge Financial's ecosystem exchange
fund-raising model is an illustrative case of
this funding option:

CapBridge Financial

CapBridge Financial (CapBridge)
provides private market solutions that help
companies and investors unlock value via
a uniquely integrated primary syndication
and secondary trading approach. Based in
global financial hub Singapore, CapBridge
is regulated by the Monetary Authority of
Singapore. The CapBridge primary syn-
dication online platform holds a Capital
Markets Services Licence (CMSL), while
Singapore’s first regulated private securi-
ties exchange, 1X, holds a Recognised Mar-
ket Operator licence to facilitate secondary
trading.

CapBridge works with late-stage
growth or pre-Initial Public Offering pri-
vate companies seeking growth or expan-
sion capital. The online platform intelli-
gently seeks and matches companies with
private capital and facilitates the entire
capital raising process with technology.
Private investors on CapBridge gain access
to institutional grade private opportuni-
ties, previously limited to large institution-
al investors. CapBridge also deploys the
lead and co-lead business model to ensure
institutional grade transactions. With Cap-
Bridge, companies and investors interact
in a seamless, safe, and secure online en-
vironment.

CapBridge also owns Singapore’s
first regulated private securities exchange
1X. Widely regarded as the third board in
Singapore, 1X is a “light- touch”, cost- ef-
fective, and fully digital private securities
exchange designed specifically for family
owned businesses, growth and pre-IPO
businesses. 1X is built on the blockchain
and features state of the art security and
robust online processes, providing a se-
cure online trading experience for all par-
ticipants. Market-oriented solutions such
as direct private listings and trading of
employee share options are facilitated via



fully online processes, providing growth
companies, founders, and business owners
optimal options for partial exits while re-
taining flexibility and control. Private equi-
ty investors on 1X can securely and freely
trade in and out of their private positions
to achieve liquidity anytime, anywhere via
fully online trading functions.

CapBridge is backed by Singapore
Exchange, South Korea-based Hanwha
Investment and Securities Co., Singapore
government-owned SGInnovate, and HK-
SAR government-backed Hong Kong Cy-
berport (Figure 3).

Crowdfunding

Crowdfunding is a form of alterna-
tive financing that pools small amounts
of capital from many individuals to fund
a project or business venture. Entrepre-
neurs can pitch their business ideas on
crowdfunding forums or platforms, and
investors will then chip in a small amount
to ideas which sparked their interest. Suc-
cess depends on a sound creative idea
and also a thorough understanding of
online campaigns. While the advantages
of raising money through crowdfunding
are obvious — the outside possibility of
obtaining full financing, complete control
of these finances in most cases, using it to
supplement existing financing, little or no

money required to float a crowdfunding
programme - it is also a very uncertain
method of raising finance. The number of
required investors tends to be large and
funding amounts skewed towards the low
end for many campaigns.

Peer-to-Peer lending platform

Another method of crowdfunding is
peer-to-peer lending which is a relatively
new online lending concept. Peer-to-peer
lending platforms are online sites where
individuals or small businesses can lend to
one another. The advantage for the inves-
tor is a potentially higher return on savings
and for the SME a lower interest rate. In-
terestingly, Funding Societies, an SME dig-
ital financing platform in South East Asia
ended 2019 by crossing the SGD 1 billion
mark in SME loans across its three mar-
kets in Singapore, Malaysia and Indonesia.
They attributed the growth in SME loans
with Funding Societies as reflective of the
increasing openness amongst businesses
towards new generation funding options.

Business ecosystem funding

The business models of some invest-
ment funds, conglomerates and family
businesses have continued to evolve with
the times. Some funds and conglomerates
like the global trading houses (e.g., Cargill),

Temasek and GIC, have been investing or
financing venture companies and SMEs in
their supply-demand chain ecosystem as
well. They often invest in their suppliers
or provide supply-chain financing as these
entities constitute an integral part of their
business eco-system, while at the same
time, often provide growth and diversifi-
cation opportunities as well. These funds,
conglomerates, and family businesses, es-
pecially, have also started to invest in SMEs
and start-up companies with new prod-
ucts, technologies, or business processes
that would add value to their existing busi-
nesses. Funding the SMEs in their business
ecosystem helps ensure the sustainability
and resilience of their own core businesses
as well.

Conclusion and the Way
Forward

The main aim of this article is to provide
readers with a comprehensive view and

Figure 3: Value Proposition of CapBridge Financial Private Markets Integrated Ecosystem
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understanding of the financing and fund-
ing landscape for SMEs in Singapore. In
particular, we showcase those options
which are closely aligned to the govern-
ment’s initiatives and objectives to en-
hance Singapore’s status as a financial and
economic hub. Very often in association
with private sector partners with indus-
try-specific target markets in mind, some
of these financing and funding channels
are innovative in helping transform SME
business models and industry sectors, go-
ing beyond the normal “one size fits all”
SME financing approach.

We have observed that these funding
mechanisms are meant not merely to sup-
port and help SMEs in managing their sus-
tainability and liquidity risks but are often
tied to the government’s objectives in in-
dustry transformation, innovation and in-
ternationalisation, so that the focus is also
to motivate positive change. In addition,
we hope we have provided some useful in-
sights into how the approach to financing

SMEs in Singapore will continue to evolve
in a more innovative fashion. In fact, more
change is expected going forward with the
impending announcement of five digital
banking licenses to be awarded towards
the end of 2020. We believe this ecosystem
approach to SME financing will be the cat-
alyst in helping our SMEs transform their
businesses, leveraging on trust forged with
government and partners, embracing
technology to build greater efficiency and
transparency and garnering talent to build
resilience and sustainability. The SME fi-
nancing space in Singapore is definitely
well worth watching.
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