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F O R E W O R D

Small and medium-sized enterprises (SMEs) including micro enterprises account for 
more than 60% of total employment and approximately 30 to 60% of GDP in most of the 
Association of Southeast Asian Nations (ASEAN) countries. While SMEs are drivers of the 
sustainable economic development in these countries, they face a variety of managerial 
challenges among which the ability to raise sufficient funds is the key to achieving sound 
growth.

Banks play an important role in financing SMEs in ASEAN countries. However, 
banks are generally reluctant to provide loans to SMEs. The main reasons include their 
inability to provide adequate collateral to banks, unstable cash flows, and poor credit 
information. In some countries, the governments mandate banks to allocate a certain 
percentage of loans to SMEs, but lending to SMEs is not still sufficient in general. Under 
these circumstances, the governments in this region support SMEs’ fundraising by several 
initiatives including providing loans at preferential interest rates and developing credit 
information platforms.

In recent years, there has been growing interest in utilizing technology to promote 
financing of SMEs in the ASEAN region. Peer-to-peer (P2P) lending that matches borrow-
ers and lenders via internet is considered promising among other schemes. Financing 
SMEs through P2P lending platforms is on the rise in some countries, especially in Indo-
nesia. Equity crowdfunding (ECF) that matches fast-growing startups with equity inves-
tors via the internet is another example that is gradually drawing attention in this region. 
Venture capital firms have been major investors in startups until now, but more types of 
investors including individual accredited investors have started to participate as equity 
investors through ECF platforms. Other recent developments include the establishment 
of a new board for startups with relaxed listing requirements on some stock exchanges. 
This led to the emergence of startups that successfully raised funds through initial public 
offerings.

Recently, business environments for many industries have worsened due to the 
COVID-19 pandemic in the ASEAN region. As a result, an increasing number of SMEs and 
startups are having difficulties in fundraising, and various efforts are being made to im-
prove the financing environments for them in each country.

This issue of Nomura Journal of Asian Capital Markets features articles that discuss 
the current status, challenges, and future prospects for fundraising by SMEs and startups 
in ASEAN countries.



4  |  NOMURA JOURNAL OF ASIAN CAPITAL MARKETS  |  AUTUMN 2020 Vol.5/No.1

Startup Investments in Japan

The Japanese government’s Growth 
Strategy 2018, announced in June 
2018, established a number of key 

performance indicators (KPIs), one of 
which is to create 20 unlisted (unicorn) 
or listed venture companies with an en-
terprise value or market capitalization of 
USD 1 billion or more by 2023. According 
to CB Insights, a US research enterprise, as 
of end-April 2020 the United States had 223 
unicorns (unlisted ventures with an esti-
mated value of USD 1 billion or more) and 
China had 119. Japan, however, had only 
three, an extremely small number relative 
to the scale of the country’s economy based 
on GDP and other indicators.

One reason for the small number of 
unicorns in Japan is the level of investment 
in startups in Japan. In Japan, total invest-
ment in startups is only about one-fiftieth 
of that in the US and one-tenth that in Chi-
na (Figure 1). Looking at the total amount 
of investments in startups relative to a 
country’s GDP, Japan ranks 19th among 
OECD member countries. Japan’s startup 
investment to GDP ratio is just 0.03%, com-

pared with 0.4% for the US, which tops this 
ranking.*1

However, investment in startups in 

J A P A N

S A T O S H I  T A K E S H I T A

Nomura Institute of Capital Markets Research

Japan has been increasing in recent years, 
and changes can be seen in Japan’s startup 
ecosystem.Japan’s Startup 

Investment Small 
Relative to Economy’s 
Scale

Figure 1: Comparison of Countries' Total Investment in Startups
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Notes:  (1) Japan figures are on a fiscal year basis, with each year’s figure representing the total investment for the 12 
months ending on 31 March of the following year. 
(2) US data includes investment in venture capital firms by nonfinancial companies. 

Source: Venture Enterprise Center’s “VEC Yearbook 2019”
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Looking at the trend in startup invest-
ments (including corporate acquisitions 
and investments to make a venture a sub-
sidiary) in Japan since 2010 reveals these 
investments have been rising sharply 
since 2014 (Figure 2). Total annual startup 
investment quadrupled from 2013 to 2018. 
Generally speaking, this increase was fu-
eled by financial deregulation from 2014 
paving the way for large sums of money 
to be invested in startups and by the Japa-
nese government implementing a series of 
measures to support startups as part of its 
Japan Revitalization Strategy.

In 2019, startup investment was led 
by venture capital firms (VCs), accounting 
for 46% of the total amount invested, fol-
lowed by nonfinancial companies, at 30%. 
Nonfinancial companies’ investment in 
startups in 2018 was more than five times 
greater than in 2013. Moreover, as will be 
discussed later, nonfinancial companies 
make up about one-third of the investors in 
VCs. Accordingly, large corporations have 
been driving the growth in startup invest-
ment in Japan.

Special Characteristics 
of Startup Investments 
in Japan

Venture capital firms (VCs)

In all countries, venture capital plays 
the major role in startup investments. In Ja-
pan, the term “venture business” has been 
used for companies that invest venture 
capital in startups. Japan’s first private-sec-
tor VC firm was established in 1972. Since 
then, the number and size of VCs have both 
expanded. During fiscal 2018, 51 VCs were 
established, with a total value of JPY 237.5 
billion. As of May 2020, the Japan Venture 
Capital Association counts more than 100 
VCs among its members. A large number of 
independent VCs is crucial for supporting 
diversity among startups. 

In fiscal 2018, 37% of the invest-
ment in VCs was by nonfinancial compa-
nies (Figure 3). This is a major feature of 
venture capital in Japan. If nonfinancial 
companies’ motive for investing in VCs is 
primarily business synergies rather than 
financial returns, as is the case with their 
establishment of CVCs, the nature of VCs’ 
investment could be affected.

Meanwhile, pension funds account-
ed for just 2.5% of VCs’ funding. In the US, 
the development and advancement of VCs 
and startups is considered to have been 
greatly promoted by the relaxation of the 
prudent-man rule set forth in ERISA (Em-
ployee Retirement Income Security Act of 
1974) in 1979, because it led to large in-
flows of pension and other funds into VCs. 
Today, pension funds are one of the main 
investors in VCs in the US. How to attract 
funds from pension funds and other in-
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tors.

Source: “Japan Startup Finance 2019”, INITIAL, Inc. (as of March 27, 2020)

Figure 2: Startup Investment Trend in Japan (by Investor 
Type) 
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Source: Venture Enterprise Center’s “VEC Yearbook 2019”

Figure 3: Composition of VCs’ Funding, by Investor Cate-
gory

Startup investment by nonfinancial 
companies, especially large corporations, 
includes investment by the companies 
themselves as well as investment by cor-
porate venture capital firms (CVCs) set up 
by these companies. The establishment of 
these CVCs has increased as nonfinancial 
companies have expanded their invest-
ments in startups. Close to 90 CVCs were 
established from 2014 to end-2019.*2

Asked what the purpose of estab-
lishing a CVC firm is, more than 80% of the 
establishing nonfinancial companies cited 
“business synergies”, with 24% citing “busi-
ness synergies only”, 45% saying “business 
synergies are the main purpose, but finan-
cial returns also are expected”, and anoth-
er 13% saying that “financial returns are 
the main purpose, but business synergies 
also are expected”. This investment in 
CVCs seems to indicate that Japanese com-
panies, which to date have accumulated 
core technologies and other strengths on 
their own, are beset by a growing sense of 
crisis that they are unable to keep up with 
rapidly changing times. A growing aware-
ness that it is difficult to create innovative 
new businesses under existing corporate 
organizations and frameworks has led 
companies to establish CVCs as units that 
complement R&D organizations in the ef-
fort to create new businesses through an 
open innovation approach. 

Startup investment by large 
corporations
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Figure 4: Trend in Startup Exits in Japan
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Source: Venture Enterprise Center’s “VEC Yearbook 2019”

Having a major mutual fund listed 
as a shareholder before its IPO enables 
a startup to appeal to the broader equity 
market that its company management and 

The merits of crossover investments for 
startups 

Foreign investors

One reason for the small amount of 
investment from overseas is the relatively 
small size of startup investments in Japan. 

In recent years, US mutual funds 
have included unlisted Japanese compa-
nies among the targets for their invest-
ments in startups. For example, in August 
2018, Fidelity Investments (Japan) Limited 
invested in Raksul Inc., a startup company 
that provides printing and offline adver-
tising services via the internet and was 
subsequently listed on the Tokyo Stock Ex-
change’s Mothers market in May 2018. An-

Public-private fund

Amid the chilly investment environ-
ment during the global financial crisis trig-
gered by the collapse of Lehman Brothers in 
2008, investment in startups was supported 
by the establishment of the Innovation Net-
work Corporation of Japan (INCJ). The INCJ 
was created in 2009 under the Act on Special 
Measures Concerning Industrial Revitaliza-
tion and Innovation of Industrial Activities 
as a temporary 15-year public-private part-
nership with the government providing 
90% of its capital and the remainder coming 
from 26 private-sector companies, includ-
ing Toyota Motor Corporation and Hitachi, 
Ltd. The INCJ invested a total of JPY 270.9 
billion in 110 startups from fiscal 2011 to 
fiscal 2018. During the global financial crisis 
that occurred after the collapse of Lehman 
Brothers, INCJ supported Japanese startup 
investment by providing 25% of the capital 
invested in new startups in 2009-2013.

stitutional investors has become a major 
issue for Japan’s venture capital industry.

Startup exits

In the US, M&As are overwhelm-
ingly the most commonly used exit route 
from startup investments. In 2018, there 
were 779 M&As involving startup ventures 
compared to just 85 IPOs. In Japan, howev-
er, IPOs are more popular than M&As. In 
2018, IPOs accounted for 21% of all VC exits 
from startup investments, as opposed to 
just 10% for M&As (Figure 4). 

Exits from startup investments in 
Japan have declined each year since 2014 
for three main reasons. (1) Strategic invest-
ments, especially by CVCs, have increased, 
resulting in more cases where the investor 
continues to hold its equity stake in the start-
up rather than exiting. (2) An expansion in 
investment targets has increased the num-
ber of startups requiring larger amounts of 
capital and time to build their businesses. 
(3) Startups seeking to be unicorns are not 
in a hurry to get to the exit stage. 

US Crossover 
Investments

Investments in unlisted companies by mu-
tual funds and hedge funds, which main-
ly invest in listed companies, are called 
“crossover investments” in the sense that 
they cross the boundary between invest-
ing in listed and unlisted companies. An 
overview of US crossover investments may 
provide some insights into the future for 
startup investments in Japan.

In recent years, mutual funds and 
hedge funds have joined VCs as major in-
vestors in unlisted companies in the Unit-
ed States. For example, 55 mutual funds 
invested in Uber Technologies Inc. before 
its IPO.

Mutual funds recent aggressive 
stance on investing in startups is generally 
thought to be motivated by two major rea-
sons. The first is that investors who wait for 
an IPO may miss out on an important stage 
in a company’s growth cycle. The second 
is that, because startups often bring about 
innovation and creative destruction, an ac-
curate understanding of a company’s com-
petitive position requires the investor to 
look at all players in that company’s field, 
including listed companies and startups.

However, because unlisted com-
panies’ stocks are not priced on a stock 
exchange, one must evaluate the prices 
assigned to investment targets by each 
investment company. Startups (unlisted 
companies) are not subjected to the same 
information disclosure requirements that 
apply to listed companies. Interested mu-
tual fund management companies must 
therefore independently collect informa-
tion about startup investment candidates. 
As a result, they generally need more time 
to monitor a startup’s business conditions 
and determine a valuation for the compa-
ny's equity than is needed for listed compa-
nies. Crossover investments therefore are 
generally better suited for large funds that 
have an abundance of analytical resources.

other example is the T. Rowe Price Japan 
Fund’s December 2018 investment in San-
san, Inc., a provider of cloud-based busi-
ness card management services that listed 
on the TSE Mothers market in June 2019. 

In the Startup Ecosystem Rankings 
that rank the world’s cities based on their 
startup ecosystem activity level, Tokyo was 
ranked 14th in 2019, up 15 places from the 
previous year’s rankings.*3  However, the 
report noted that “Japan will probably not 
be able to climb the ranks much further 
without a noticeable increase in English 
proficiency among local entrepreneurs.” 
Japanese startups therefore need to better 
communicate their message to investors 
around the world. 
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Mutual funds that have become 
crossover investors have become major 
players in the startup ecosystem. These 
mutual funds have become a major source 
of large financings conducted in a startup’s 
ultra-late stage before an IPO. They also 
provide liquidity to a startup’s initial inves-
tors, including its employees. Mutual funds 
will, in some cases, act as lead investors 
for a startup’s financing, but unlike hedge 
funds, the other type of crossover inves-
tor, they do not get directly involved in the 
management of the unlisted companies 
by dispatching directors to the company. 
Nonetheless, by providing the equity cap-
ital that startups need to grow, they can 
promote the pre-IPO growth of unlisted 
companies and enhance their own funds’ 
return. In addition, they are providing 
individual investors invested in mutual 
funds with an indirect opportunity to in-
vest in unlisted companies. 

As noted earlier, US mutual funds 
are already investing in unlisted compa-
nies in Japan. Going forward, the promo-
tion of crossover investment will probably 
be important for promoting innovation 
and enhancing support for venture firms 
in Japan.

The roles played by mutual funds’ 
investments in unlisted companies

Investors in Japan are beginning 
to see the need for greater crossover in-
vestment. The “Ito Review 2.0 – Biomed-
ical Edition” published by the Ministry 
of Economy, Trade and Industry (METI) 
in April 2018 emphasized that one of the 
challenges faced by Japanese drug discov-
ery ventures seeking finance is the lack of 
crossover investors in Japan and the lack 
of VCs’ support for IPOs. In addition, ME-
TI’s Study Group for Risk Capital Supply for 
the Fourth Industrial Revolution pointed 
out that classification of companies as list-
ed or unlisted has resulted in a very small 
group of providers of risk capital money 
and business knowledge to companies in 
the narrow space made up of companies 
that have just listed their shares on a stock 
exchange. The study group concludes that 
the lack of professional investors active in 
this zone may be a bottleneck for creating 
new industries. 

Pension funds can play an import-
ant investment role as crossover investors 
who invest before an IPO and continue to 
hold the company’s shares after the IPO. In 
the United States, pension funds have been 
a key provider of venture capital through 
their investment in VCs, but in recent years 
the pension funds have been shifting to in-
house investment to improve their invest-
ment performance. 

Japan too should consider initia-
tives to support more proactive crossover 
investment by institutional investors and 
especially pension funds. If institutional 
funds such as pension funds, which make 
long-term investments not bound by the 
typical investment fund’s fixed period, be-
come more active in venture investment, 
the pool of risk capital available to startup 
companies will become much deeper. 

Initiatives to realize crossover 
investments

Platform for pre-IPO equity sales

In Japan, startups have been buying 
back stock allocated to their employees 

in preparation for an IPO. Some startups 
think they need to move quickly to the IPO 
stage in order to prevent an exodus of tal-
ented staff. It therefore is necessary to con-
sider creating opportunities for a startup’s 
original shareholders, such as employees 
and VCs, to cash in their shares. 

For that purpose, Japan needs to 
follow the US example and create a plat-
form for mediating sales of unlisted stock. 
However, rather than broadly targeting 
individual investors, this platform should 
seek to accelerate the process by limiting 
investment to pension funds and other in-
stitutional investors that can be expected 
to be hold shares for a long period of time 
and relaxing the information disclosure 
and other regulations usually required for 
public stock sales. 

To increase the size of startups in 
Japan, an environment that enables start-
ups to procure necessary funding must 
be established. In other words, investors 
willing and able to provide the necessary 
funding are needed. Funding provided by 
investments from domestic VCs is insuffi-
cient. Japan’s startup ecosystem needs to 
be enhanced by measures that will encour-
age crossover investment from suppliers 
of risk capital and increase the liquidity of 
unlisted stocks.

*1 OECD, “Entrepreneurship at a Glance 2018 
Highlights.” 

*2 INITIAL, “Japan Startup Finance 2019.”

*3 Startup Blink, “Startup Ecosystem Rank-
ings 2019.”

Notes
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The Road Ahead

Going forward, the following two factors 
are expected to support the expansion of 
startup investments in Japan. 

information disclosures have reached a 
certain level. 

Being able to remain an unlisted 
company for a long period of time after 
securing necessary funding is a huge ad-
vantage for a startup’s management team. 
The flip side of this coin, however, is that 
VCs that invested in the startup in its early 
stages must wait longer for an exit, while 
the company’s employee shareholders 
also must wait longer for an opportunity 
to sell their shares on the open market. To 
secure and keep talented staff while also 
reducing pressure from employees for an 
IPO, some startups allow employees to sell 
their shares under certain conditions. On 
the other hand, institutional investors are 
keen to invest in the equity of startups, and 
especially in unicorns, that are expected to 
achieve strong growth. 

The sale of holdings by existing 
shareholders (including company direc-
tors, employees, VCs, and others) before an 
IPO is called a “secondary sale”. The scale 
of such transactions is expanding as the 
assumed market capitalization of unicorn 
companies increases. This is leading some 
major investors to form consortiums that 
make tender offers to acquire large num-
bers of shares held by existing sharehold-
ers.
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The Capital Market as a Viable Alternative 
Funding Source for Small and Medium-Sized 
Enterprises in Indonesia

M icro, Small, and Medium Enter-
prises (MSMEs) play a signifi-
cant role in Indonesia's econ-

omy, providing a substantial backbone 
to total national employment and gross 
domestic product (GDP). A report by the 
Ministry of Cooperatives and Small and 
Medium Enterprises (SMEs) of the Repub-
lic of Indonesia (2019) stated that in 2017 
MSMEs, which include 62.9 million busi-
nesses, contributed 60% of GDP and 99% 
of total employment. These figures are 
relatively high compared to the merely 
1% of total employment and 40% of GDP 
contributed by large enterprises. MSMEs 
also play a significant role in increasing 
workforce absorption in Indonesia. No-
tably, workforce absorption increased 
by 21% from 96 million in 2010 to 116 
million in 2017 (Ministry of Cooperatives 
and SMEs of the Republic of Indonesia, 
2010-2017), indicating the strategic role 
MSMEs play in stimulating national la-
bor demand and, indirectly, in alleviating 
poverty.

In 2018, 54.9% of Indonesian adults 

Introduction

aged 18 – 64 perceived the opportunity to 
start a business in the area where they 
live and 11.8% of that age group also al-
ready owned established business. These 
numbers are generally higher than the 
average in Southeast Asia (Global Entre-
preneurship Monitor, 2018) and indicate 
that the entrepreneurial climate in Indo-
nesia is slightly better compared to the 
region as a whole. As entrepreneurial 
activities invariably create new jobs and 
stimulate innovation and growth, Indone-
sian MSMEs undoubtedly are a key driver 
of the resilient national economy. There-
fore, promoting programs to support MS-
MEs is critical, and in particular programs 
supporting access to financial services are 
crucial to encourage more scale-ups.

I N A Y A 
P U S P I T A

Indonesia Stock Exchange

UNTARI FEBRIAN 
RAMADHANI

Indonesia Stock Exchange

I N D O N E S I A

Startup & SME 
Financing: Current 
Landscape & 
Challenges

Law Number 20 of 2008 concerning Mi-
cro, Small, and Medium Enterprises cate-
gorizes Indonesian businesses into three 
categories: 

1)  Micro-enterprises, with net assets*1 
≤ IDR 50 million, or revenue*2 ≤ IDR 
300 million.

2)  Small enterprises, with IDR 50 mil-
lion < net asset ≤ IDR 500 million, or 
IDR 300 million < revenue ≤ IDR 2.5 
billion.

3)  Medium-sized enterprises, IDR 500 
million < net asset ≤ IDR 10 billion, 
or IDR 2.5 billion < revenue ≤ IDR 50 
billion.

Indonesia has a very high density of 
micro-enterprise. In 2017, 98.7% of Indo-
nesian MSMEs fell into the micro catego-
ry, 1.2% fell into the small category and 
0.1% fell into the medium-sized category.

As of September 2018, less than 20% 
of outstanding bank loans in Indonesia 
were to MSMEs, and the majority of those 
loans were to medium-sized enterprises 
which represented 43.5% of total loans 
to MSMEs (Bank Indonesia, 2019). Indo-
nesia’s MSMEs have a total of 16 million 
credit accounts; assuming each account is 
owned by one business unit means that 
less than 30% of all MSMEs in Indonesia 
have access to bank credit suggests that 
the majority of MSMEs are unbanked.

In 2019, the Ministry of Coopera-
tives and SMEs of the Republic of Indo-
nesia issued programs and directives on 
cooperatives - MSME development for 
the years 2020 – 2024. The program sug-
gests that the government will encourage 
more MSME scale-ups, more export-ori-
ented SMEs, and more large scale coop-
eratives. The ministry projected that, as-
suming only 10% of MSMEs can scale up 
their business, national economic growth 
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would increase by more than 7% (Minis-
try of Cooperatives and SMEs of the Re-
public of Indonesia, 2019).

The government has been actively 
promoting programs to support MSMEs 
in several ways. In terms of funding, most 
of the programs are aimed at micro- and 
small enterprises. One of those programs 
is Kredit Usaha Rakyat (KUR), a govern-
ment-backed loan with interest subsidy. 
KUR is the most extensive funding pro-
gram for small and microenterprises in 
Indonesia. 

The government also has been ac-
tively providing leniency for the MSME 
sector by lowering the KUR rate from 22% 
in 2014 to 7% in 2018, lowering the final 
corporate income tax rate for MSMEs and 
cooperatives*3 from 1% to 0.5% in 2018, 
and establishing synergy with Indonesia 
Eximbank to promote more export-ori-
ented SMEs (Ministry of Cooperatives and 
SMEs of the Republic of Indonesia, 2019). 
For those enterprises that do not qualify 
for KUR, the government also provides a 
loan-based revolving fund managed by 
the Revolving Fund Management Agen-
cy (LPDB) of the Ministry of Cooperatives 
and SMEs of the Republic of Indonesia.

Despite government efforts to 
create a more supportive and busi-
ness-friendly environment, early-stage 
startups and SMEs in Indonesia still face 
several challenges in developing and scal-
ing up their businesses. Indeed, putting 
startups and SMEs together on the same 
table is practically like comparing apples 
to oranges. They are different by nature, 
especially in their risk profiles and busi-
ness goals, but they do have similar sets 
of problems. 

The results of an Indonesia Digital 
Creative Industry Community (MIKTI) 
survey of 992 Indonesian startups in 2018 
identified several main problems for 
startups including facilities, regulations, 
human resources, capital, and markets. 
Importantly, 39% of the total surveyed 
said that the major challenge is lack of 
capital and difficulty for raising funds be-
cause funding is crucial for running daily 
operations, improving technology, and 
launching a comprehensive marketing 
strategy to increase market awareness 
about the product (Indonesia Digital Cre-
ative Industry Community, 2018).

This finding is also similar to the 
results of a study conducted by the Inter-
national Finance Corporation (Interna-
tional Finance Corporation, 2016), which 
concluded that the lack of financing op-
tions during the early stage of business 
is the major challenge for SMEs. Lack 

of financial products beyond standard 
working capital and investment loans 
will hamper growth, and this could be a 
significant barrier for SMEs to get off the 
ground. Banks also generally focus more 
on traditional collateral-based financing 
(immovables), and current KUR products 
are less focused on new clients. Current 
KUR products focus on interest rate subsi-
dies rather than credit guarantees, which 
could be of assistance to first-time bor-
rowers (ILO, 2019).

Alternative loan-based financing

Peer-to-peer (P2P) lending has risen 
significantly in Indonesia over the past 
few years. Data from Indonesia’s Finan-
cial Services Authority (OJK) show that 
loans distributed by P2P lending services 
in Indonesia grew 260% from December 
2018 to December 2019 (OJK, 2020). This 
growth is driven by a credit market gap 
of IDR 800 trillion (Gunadi, 2017) that 
can be served by P2P lending. This gap is 
around 15% the size of the IDR 5,295 tril-
lion served by commercial banks in 2018. 
A survey conducted by the Indonesian In-
ternet Providers Association in 2019 also 
shows that 64.8% of Indonesia’s popula-
tion of 264 million was already connected 
to the internet in 2018. OJK in 2016 issued 
Regulation No. 77/POJK.01/2016 covering 
information technology-based money 
lending services. All these factors have 
created a more friendly ecosystem for 
P2P lending. 

However, as of December 2019, 
only around IDR 81.5 trillion (OJK, 2020) 
in loans had been distributed by P2P 
lending services in Indonesia, a relatively 
small amount of lending compared to the 
credit-based financing industry overall. 
Even so, the rise of P2P lending is playing 
a significant role in driving the banking 
industry to issue more innovative prod-
ucts, such as the niche invoice financing 
market that the P2P lending sector is cur-
rently leading.

Equity-based financing

Companies tend to mix debt and 
equity financing to optimize their capital 
structure. Even though the cost of issu-
ing equity is relatively higher compared 
to debt (Myers & Majluf, 1984), equity fi-
nancing provides distinct advantages for 
early-stage startups and SMEs. Equity fi-
nancing requires no repayment and pro-
vides extra working capital, which can 
be used to drive business growth. Most 
Indonesian entrepreneurs started their 
business by raising equity from family 
and friends; other than that entrepre-

neurs may access private equity financ-
ing through Angel Investors, Venture Cap-
ital (VC), and Private Equity, or the capital 
market through Equity Crowdfunding or 
by conducting Initial Public Offerings to 
raise capital.

Figure 1: Country Comparison of VC 
Investments as a Share of GDP (2016) 

INDONESIA

0.15%

SEA AVERAGE

0.28%

INDIA

0.36%

CHINA

0.51%

US

0.73%

Souce: Google-A.T. Kearney Study (2017)

• Private placement financing

Investments in startups in Indo-
nesia have grown 68 times over the past 
five years. Although meager compared 
to total investment in Asia, almost 20% of 
investment in the ASEAN (Association of 
Southeast Asian Nations) region was in-
vested in Indonesia, reaching nearly USD 
3 billion in the first eight months of 2017, 
or double the previous year’s total*4 (Goo-
gle-A.T. Kearney Study, 2017). Research 
also shows that most of the VC invest-
ments in Indonesia are still in the seed 
or early stages, but late-stage VC invest-
ments are generating most of the value. 
Most VC investors fell into two categories: 
local investors (54% of total capital) that 
primarily participate in early-stage deals 
and foreign investors (46% of total capi-
tal) that primarily participate in late-stage 
rounds. The largest funding rounds are 
led by e-commerce (42% of total deals) 
and related transport companies (31% of 
total deals). 

Research also indicates that inves-
tors are generally optimistic about the 
outlook for the Indonesian market, even 
compared with other Asian markets, 
including the Southeast Asia (SEA) aver-
age*5. The reason for the positivity is that 
Indonesia has favorable demographics 
and a strong macro-economic founda-
tion. Investors also believe that Indone-
sia is still under-tracking its peers in VC 
investment, which indicates much room 
for growth (Figure 1). 
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Looking at the recent local player 
landscape, as of March 2020, 61 conven-
tional VC firms have been licensed by the 
OJK. In terms of the operations of these 
61 firms, 78% of their investments were 
made through profit- or revenue-shar-
ing methods, compared to the mere 4% 
placed through convertible bonds and 18% 
through equity shares (Financial Services 
Authority - OJK, 2020). VC activity in Indo-
nesia is not limited to startups as the OJK 
requires VC investors to allocate at least 5% 
of their funds to MSMEs.*6 

Venture capitalists financed startups 
and SMEs with interest in generating a re-
turn through their eventual exit strategy. 
The two best ways for a VC to exit are, first, 
through merger and acquisition and second, 
if the company does well, by selling their 
shares through an initial public offering.

• Public equity financing

Initial Public Offering (IPO)：Indonesia's 
capital market is still in an early stage of 
development. As of 2019, total market 
capitalization of listed domestic compa-
nies in Indonesia was only 46.8% of GDP, 
compared to 110.8% in Malaysia, 73.1% in 
the Philippines, 187.4% in Singapore and 
104.7% in Thailand.*7 Despite its stage of 
development, Indonesia’s market capital-
ization of USD 439.38 billion is the third 
highest in the region, behind Singapore 
with USD 645.79 billion and Thailand with 
USD 463.09 billion.*8 Still relatively mod-
est in size compared to the major world 
exchanges, Indonesia’s capital market has 
considerable room for growth. 

The definition of SMEs by the capital 
market differs from the definition of MSMEs 
stated in Law Number 20 of 2008 concern-
ing MSMEs under the Ministry of Coopera-
tives and SMEs of the Republic of Indone-
sia. In 2017, OJK issued Regulations No. 53/
POJK.04/2017 and No. 54/POJK.04/2017 cov-
ering the public offering process of SMEs. 
These regulations also define small and me-
dium-sized issuers as follows:

1)  The issuer is categorized as small-as-
set issuer if their asset value *9 is ≤ 
IDR 50 billion

2)  The issuer is categorized as medi-
um-asset issuer if their asset value is 
IDR 50 – 250 billion

3)  Neither category of issuer may be con-
trolled (whether directly or indirectly) 
by a company that is a controller of an 
issuer or public company that is not a 
small or medium-asset issuer or has 
assets of more than IDR 250 billion.

The regulations also provide for 
some leniency in public offerings by SMEs.

Equity Crowdfunding (ECF)：For startups 
and SMEs with assets less than IDR 10 bil-
lion and aiming to raise under IDR 10 bil-
lion, there is another public funding alter-
native called ECF. The ECF regulation (OJK 
Regulation No. 37/POJK.04/2018) defines 
the operational boundaries for ECF plat-
forms, investors, and states the limitation 
on the amount of money that can be raised 
from the platform. ECF can be positioned 
as one step before an IPO. The platform 
shall help businesses and projects that do 
not qualify to conduct an IPO to raise funds 
through the crowdfunding mechanism. 
Those who participate as investors will re-
ceive shares in the company. 

As of March 2020, three ECF plat-
forms have obtained a license from OJK: 
Santara, Bizhare, and CrowdDana. Nev-
ertheless, since the amount of money that 
can be raised by ECF is limited to under 
IDR 10 billion, startups and SMEs willing 
to get more than IDR 10 billion in funding 
from the public may consider an IPO as a 
feasible funding option.

Table 1: Road-to-IPO Program IDX Incubator

Source: IDX

Topics Sub Topics Trainer

OJK regulations OJK regulations related to IPOs OJK

IDX regulations IDX listing regulations IDX

Public offerings 
structure

Valuation Investment bank

Financial statement projection Investment bank

Roadshow process and IPO timeline Investment bank

Preparation for 
meeting with anchor 
investor

Creating a company profile

Investment bank

- Milestone

- Business model

- Business plan

- Competitor and competitive advantage

Legal aspects of the 
company

VC funding term-sheet Law firm

Preparation for legal audit Law firm

Accounting matters Accounting bookkeeping services Accounting firm

Indonesia Stock 
Exchange (IDX) 
Initiatives to Support 
Startups and SMEs

IDX committed to facilitate startups and 

IDX Incubator

IDX launched the IDX incubator in 
2017 to support digital-based startups in 
scaling up their businesses. In addition, 
since 2019, IDX Incubator has a new incu-
bation program focused on helping start-
ups and SMEs in all sectors, not only digi-
tal-based startups, in preparing for the IPO 
process. The curriculum of the new pro-
gram, called the “Road-to-IPO” Program, is 
shown in Table 1.

IDX Incubator also offers other fa-
cilities for startups and SMEs that become 
members, such as cloud services, meeting 
rooms, multipurpose training rooms, and 
co-working spaces with high-speed inter-
net access. 

IDX Incubator has offices in Ja-
karta, Bandung, and Surabaya, with 110 
members. Nevertheless, only 41 start-
ups and SMEs have joined Road-to-IPO 
Program. In 2018, 2019, and 2020, 3 IDX 
Incubator members successfully became 
listed companies on IDX. They are: PT 
Yelooo Integra Datanet Tbk. (YELO), PT 
Tourindo Guide Indonesia Tbk. (PGJO) 
and PT Cashlez Worldwide Indonesia 
Tbk. (CASH).

SMEs in obtaining funds through public 
offerings. However, to optimize the pub-
lic funding that can be raised by Indone-
sian SMEs, IDX must be able to create a 
public equity financing ecosystem that 
will suit their needs. For the one level 
of funding below IPOs, IDX developed 
the IDX Incubator. Furthermore, IDX 
launched the Acceleration Board for IPO 
Initiatives. 
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Acceleration Board

Following the issuance of OJK regu-
lations on the public offering by startups 
and SMEs (no.53/POJK.04/2017 and No. 54/
POJK.04/2017)*10, in 2019, IDX issued Rule 
number I-V Concerning Specific Provisions 
for the Listing of Shares (Stock) and Equi-
ty-Type Securities Other Than Stock on The 

Acceleration Board Issued by The Listed 
Company. The new board has introduced 
lower listing requirements than the gener-
al listing requirements on the Main Board 
and Development Board under Rule I-A 
Concerning The Listing Of Shares (Stock) 
And Equity-Type Securities Other Than 
Stock Issued By The Listed Company (Table 
2). 

Table 2: IDX Equity Listing Requirements

Criterion
Listing Board 

Main Board Development Board Acceleration Board

Independent commissioner Required Required

・Six-month grace period for medium-asset 
issuers

・One-year grace period for small-asset issu-
ers

Corporate secretary Required Required

・Six-month grace period for medium asset 
issuers

・One-year grace period for small asset issu-
ers

Audit Committee and unit of in-
ternal audit

Required Required

・Six-month grace period for medium asset 
issuers

・One-year grace period for small asset issu-
ers

Operating period 36 months 12 months Since booked operating revenue

Operating profit Minimum 1 year
May experience loss, but should have 
operating and net profit in 2 years 
based on projection

May experience loss, but should have oper-
ating profit by 6th year, based on projection

Audited financial report
Minimum 3 years, un-
qualified opinion

Minimum 12 months with an unquali-
fied opinion

・Minimum 1 year or since establishment if 
established  less than one year

・Unqualified opinion

Capital requirement
Net tangible assets*: 
minimum IDR 100 bil-
lion

a)  Net tangible asset minimum Rp5 bil-
lion; or

N/A

b)  Net profit minimum IDR 1 billion and 
market capitalization minimum IDR 
100 billion; or

c)  Revenue minimum of IDR 40 billion 
and market capitalization minimum 
IDR 200 billion

Number of shares owned by 
non-controlling and non-majority 
shareholders

Minimum 300 million 
shares and:

Minimum 150 million shares and:

Minimum 20% of total shares

・20% of total shares, 
for equity <IDR 500

・20% of total shares, for equity <IDR 
500 billion

・5% of total shares, for 
equity IDR 500 billion – 
IDR 2 trillion

・15% of total shares, for equity IDR 
500 billion – IDR 2 trillion

・10% of total shares, 
for equity >IDR 2 tril-
lion

・10% of total shares, for equity>IDR 2 
trillion

Minimum offering price IDR 100 IDR 100 IDR 50

Number of shareholders ≥1000 parties ≥500 parties ≥300 parties

Underwriting scheme Full commitment Full commitment Best effort

Lock-up for controlling shareholders N/A N/A 6 months

Note: *Net tangible assets (total assets – intangible assets – deferred tax assets – total liabilities – non-controlling interest).
Source: IDX 

As of the end of April 2020, two 
companies had listed on the Acceleration 
Board. Both were members of the IDX In-
cubator, PGJO and CASH. 

A company listed on the Acceleration 
Board is expected to grow rapidly and soon 
be promoted to the Development Board or 
the Main Board. The Acceleration Board 
is designed for a company with a future 
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Figure 2: Total Number of IPOs and Small and Medium-Asset IPOs
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Startup and SME financing through the cap-
ital market is not entirely new in Indonesia, 
as SME IPO activity has been going for the 
last couple of years. However, to keep up 
with the development of the industry that 
continues to transform rapidly, it is evident 
that more product innovation and lenien-
cy on regulations are needed to increase 
capital market inclusivity in Indonesia. So 
far, Indonesia’s capital market has been fo-
cused more on SME equity financing com-
pared to debt financing, but now efforts to 
foster more equity financing must continue 
alongside attempts to explore debt financ-
ing products for SMEs. To enhance collab-
oration within the ecosystem is also essen-
tial, as platforms or products that can serve 
as a bridge to the IPO level are still crucial 
to be offered to the public.

Conclusion
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MSME Financing in the Philippines: Status, 
Challenges and Opportunities

Micro, Small, and Medium Enter-
prises (MSMEs) are catalysts for 
inclusive growth and develop-

ment in the Philippines. In 2018, they ac-
counted for 35.7% of the national economy 
and contributed 25% to total export reve-
nue. Around 60% of MSMEs are exporters. 
Due to their sheer number and the mil-
lions of jobs they generate, the World Bank 
(2019) described MSMEs as the “bedrock 
of private sector and entrepreneurship” in 
the Philippines.

Despite this economic contribution 
and potential, the growth and develop-
ment of MSMEs in the Philippines are con-
strained by the lack of access to finance 
(Maningo, 2016; Aldaba, 2012). Even the 
MSME Development Plan 2017-2022 rec-
ognized financing as a major challenge for 
MSMEs. Velasco et al. (2017) cited the dif-
ficulty in securing financing to fund busi-
ness operations as one of the main reasons 
for the prevalence of business closures 
among MSMEs.

The accessibility of funds can de-
termine the ability of MSMEs to compete 

Introduction

M A R G A R I TO 
“ G A R Y ”  T E V E S

Former Secretary of Finance of the 
Philippines

G R I S E L D A  ( G AY ) 
S A N TO S

Financial Inclusion Advocate/Specialist

P H I L I P P I N E S

Around 99.5% (998,342) of these firms are 
MSMEs (Figure 1). Broken down, micro-en-
terprises accounted for 88.5% (887,272 
firms), followed by small enterprises with 
10.6% (106,175 firms), and medium-sized 

Table 1: MSME Classification in the Philippines

Source: Magna Carta for MSMEs; Philippine Statistics Authority

Enterprise Classification Asset Size Employment Size

Micro Not more than PHP 3,000,000 1-9

Small PHP 3,000,001 – PHP 15,000,000 10-99

Medium PHP 15,000,001 – PHP 100,000,000 100-199

MSMEs in the Philippines are defined us-
ing two criteria: (1) asset size based on the 
Magna Carta for MSMEs, and (2) employ-
ment size as used by the Philippine Statis-
tics Authority (Table 1). The definition from 
the Magna Carta covers all types of busi-
ness structure such as sole proprietorship, 
cooperative, partnership, and corporation.

As of end-2018, there are 1,003,111 
business enterprises in the Philippines. 

MSMEs in the 
Philippines

Figure 1: Establishments in the Philip-
pines

Large
Enterprises
0.5%

Medium Enterprises 0.5%

Micro Enterprises
88.5%

Small Enterprises
10.6%

Source: Department of Trade and Industry

for market share, innovate, expand op-
erations, and withstand shocks (Khor et 
al., 2015). Thus, it is crucial to bridge this 
financing gap to maximize the potential of 
MSMEs to the economy.
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enterprises with 0.5% (4,895 firms). 
MSMEs also created over 5.7 million 

jobs, accounting for 63% of total employ-
ment in the Philippines (Figure 2). Among 
MSMEs, micro-sized firms generated the 
largest number of jobs at 2.6 million or 
28.9% of the total. Small enterprises have 
a workforce of 2.4 million (27% of total em-
ployment) while medium-sized enterprises 
have manpower of 658,930 (7.3%).

By industry segment, most MSMEs 
(461,765 firms) in the Philippines are en-
gaged in Wholesale and Retail Trade, Repair 
of Motor Vehicles, and Motorcycles (Figure 
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Source: Department of Trade and Industry

Figure 2: Employment Share of Philippine 
Establishments by Enterprise Category
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Figure 3: Number of MSME Firms by 
Industry Segment

3). Other major sectors include Accommoda-
tion and Food Service Activities with 144,535 
firms; Manufacturing with 116,335 firms; 
Other Service Activities with 66,162 firms; 
and Financial and Insurance Activities with 
46,033 firms. These five industry segments 
account for 83.6% of all MSME firms and 
generate 73.4% of total MSME employment.

The majority of MSMEs are concen-
trated in six geographical regions led by Na-
tional Capital Region which hosts 203,312 
firms (Figure 4). This is followed by Region 
IV-A (CALABARZON) with 148,196 firms; 
Region III (Central Luzon) with 116,073; Re-

Figure 4: Regional Distribution of MSMEs
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The Republic Act (RA) 6977 signed in 1991 
and known as the Magna Carta for MSMEs, 
provides the national policy framework 
for the governance of MSMEs in the Philip-
pines, with the Department of Trade and In-
dustry (DTI) being the primary government 
agency responsible for their development.

This law was widely regarded as the 
most crucial piece of Small and Medium 
Enterprise (SME) legislation in the coun-
try as it consolidated all existing policies 
and programs geared at promoting the 
development of SMEs (OECD/ERIA, 2018; 
Aldaba, 2012). RA 6977 triggered the cre-
ation of two entities: (1) Small and Medium 

Policy Governing 
MSMEs in the 
Philippines

gion VII (Central Visayas) with 70,395; and 
Region VI (Western Visayas) with 61,590; 
and Region XI (Davao Region) with 58,459. 
These six regions host 66% of all MSME 
firms and 72.3% of all MSME jobs. Conse-
quently, they are also the six biggest region-
al economies in the Philippines, registering 
a combined 78% share of the country’s 
Gross Domestic Product (GDP).
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Financial inclusion remains a challenge in 

Access to Finance: A 
Pressing Challenge

Figure 5: Selected Asian Countries: Financing Gap as % of GDP
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Bridging the financing gap is an integral 
part of the government’s 7Ms strategic 
framework to facilitate the growth and de-
velopment of MSMEs. The 7Ms are seven 
key factors identified as crucial for the suc-

Government Programs 
to Improve Access to 
Finance

Enterprise Development Council, an in-
ter-agency council responsible for crafting 
policies for the growth and development of 
MSMEs; and (2) Small Business Guarantee 
and Finance Corporation, a body in charge 
of guaranteeing loans to qualified MSMEs. 

The law also initially set a manda-
tory credit allocation by all lending insti-
tutions to MSMEs at 5% in the first year of 
implementation and 10% in the succeeding 
years until the end of the fifth year. After 
six years, the Magna Carta for MSMEs was 
amended by RA 8289. It reduced the man-
datory credit allocation to 8%. Of which, 
6% is allocated to small firms and 2% to 
medium-sized firms. 

In 2001, the Small Business Guarantee 
and Finance Corporation was merged with 
the Guarantee Fund for Small and Medium 
Enterprises, a guarantee fund operated by 
the Livelihood Corporation under the Office 
of the President. This merger, through Ex-
ecutive Order 28, resulted in the creation of 
the Small Business Corporation (SBC).

In 2008, the Magna Carta for MSMEs 
was amended again through RA 9501. 
One of the significant amendments which 
stands until today is the increase in the 
mandatory allocation to MSMEs by lending 
institutions to 10%, with 8% allotted to mi-
cro and small-sized firms and the remain-
ing 2% to medium-sized companies. 

RA 9501 also institutionalized the SBC 
as the financing arm of the government for 
MSMEs. Moreover, it renamed the Small 
and Medium Enterprise Development 
Council as the Micro, Small and Medium 
Enterprise Development (MSMED) Council.

The law also mandated the DTI to 
craft a six-year MSME Development Plan to 
serve as the blueprint for the advancement 
of the MSME sector. Currently, the govern-
ment is implementing the MSME Develop-
ment Plan 2017-2022 which is targeting to 
increase employment in MSMEs from 4.7 
million in 2017 to 8.2 million in 2022 and 
increase the number of registered MSMEs 
by 20%. One of the key focus areas of the 
MSME Development 2017-2022 Plan is 
maximizing access to finance.

gap among the 128 countries surveyed in 
the IFC report (Figure 5). 

One study showed that around 
42% of small-sized firms and 33% of me-
dium-sized firms from a sample of 480 
firms in Metro Manila and CALABARZON 
regions are classified as credit-constrained 
(Flaminiano & Francisco, 2019). Credit-con-
strained means that an MSME attempted to 
take out a loan but was denied; received a 
loan but the amount was not enough; or 
did not apply for a loan at all. 

Due to the difficulty of accessing 
bank loans, MSMEs in the Philippines are 
borrowing from informal sources such as 
the so-called 5-6 money lending scheme. 
According to an estimate, 5-6 money lend-
ing is now a PHP 30 billion industry in 
the Philippines (Pimentel, 2019). These 
lenders charge at least 20% monthly in-
terest rate, well above the 2.5% rate of the 
government’s MSME credit program. The 
same study by Flaminiano and Francisco 
(2019) showed that 47% of small and me-
dium-sized enterprises in their sample ob-
tained loans from informal sources.

the Philippines. Data from the 2017 World 
Bank Findex showed that only 34.5% of 
the 70 million Filipinos aged 15 years old 
and above have access to a formal account 
(Demirguc-Kunt et al., 2018). This is lower 
than the 70.6% average for East Asia and 
the Pacific and the 57.8% average among 
lower-middle income economies. Even 
the 2017 Financial Inclusion Survey of the 
Bangko Sentral ng Pilipinas (BSP) showed 
a bleak picture. Only 23% of adult Filipi-
nos, or 15.8 million people, have a formal 
account. 

Expectedly, more Filipinos rely on 
informal lending schemes than on finan-
cial institutions. In 2017, around 41.2% 
of Filipinos borrowed from family or 
friends, much higher than the 29.6% av-
erage for the East Asia and Pacific region 
or the 30.4% average for lower-middle 
income countries (Demirguc-Kunt et al., 
2018). Only 10.7% of Filipinos borrowed 
from a financial institution. In the BSP sur-
vey, about 40% of adults acquired loans 
from informal sources such as family and 
friends. 

The same financing gap can be ob-
served among MSMEs. Data from the 2015 
World Bank Enterprise Survey showed 
that 12.9% of medium-sized firms and 
10.2% of small-sized firms in the country 
cited access to finance as the biggest ob-
stacle to their development, the third most 
pressing issue cited behind practices of 
informal sector and tax rates. In a recent 
survey, 78% of start-up founders consid-
ered funding as a major challenge in the 
next 12 months (Isla Lipana & Co., 2020). 
An estimate by the International Finance 
Corporation (2017) showed that MSMEs in 
the Philippines are facing a financing gap 
of USD 221.8 billion. This figure is equiva-
lent to 76% of the country’s GDP, the largest 
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The Magna Carta for MSMEs re-
quired all lending institutions to set aside 
8% of their loan portfolio for micro- and 
small-sized firms, and another 2% for me-
dium-sized enterprises. Based on Circular 
625, series of 2008, of the BSP, lending in-
stitutions can extend loans through direct 
means (e.g., actual extension of loans) and 
alternative means (e.g., paid subscription 
or purchase of liability instruments or pre-
ferred shares of stocks of the SBC).

Financial institutions which fail 
to meet the credit allocation are slapped 
with penalties depending on the degree of 
non-compliance. Banks that fail to comply 
at all are fined PHP 500,000. Meanwhile, 
banks that fail to reach the required loan 
share are fined PHP 400,000 for every 
percentage point of under-compliance 
for micro and small enterprises, and PHP 
100,000 for every percentage point of un-
der-compliance for medium enterprises. 
Non-submission or delayed submission 
of compliance reports is also levied with 
corresponding, though smaller, penalty: 
PHP 1,200 per day of delay for universal 
and commercial banks; PHP 600 for thrift 
banks; and PHP 180 for rural banks and 
cooperatives.

Mandatory allocation of credit 
resources to MSMEs

Launched in 2017, the P3 program of 
the SBC is the flagship initiative of the gov-
ernment to provide an alternative source 
of financing with lower interest rates and 
no collateral requirement for MSMEs. Each 
MSME can avail of loans as small as PHP 
5,000 up to as large as PHP 200,000, subject 
to 2.5% interest rate and service charges. 
The loan amount depends on the size and 
ability to pay of the borrowing enterprise. 
The P3 program was initially implemented 
across the country’s 30 poorest provinces 
but has now expanded to cover 80 provinc-
es. To expand the reach of the program, the 
SBC has partnered with around 400 micro-
financing institutions nationwide through 
which the funds are being channeled. As of 
January 2020, the SBC has released PHP 5.1 
billion worth of loans to over 124,374 ben-

Pondo sa pagbabago at pag-asenso (P3) 
program

The ASENSO Program is a lending 
initiative of several government financial 
institutions (GFIs) like the Landbank of 
the Philippines (LBP) to provide short- and 
long-term funds for MSMEs. Before its re-
launch in 2012, it was known as the SME 
Unified Lending Opportunities for Nation-
al Growth (SULONG) program which orig-
inally started in 2003. The program targets 
all MSMEs except firms that are engaged in 
the trading of imported goods, liquor, and 
cigarettes, as well as extractive industries. 
Under the program, MSMEs can borrow 
up to a maximum of PHP 5 million and use 
it for: (1) export financing or temporary 
working capital (short-term) and (2) buy-
ing equipment, lot and inventories, and 
building construction (long-term). The in-
terest rate varies every quarter.

Loans are secured with collateral 
such as a real estate mortgage, chattel on 
machinery and equipment, a deed of as-
signment on inventory and receivables 
(Briones, 2016). While it is not a policy of 
GFIs to decline a loan because of inade-
quate collateral, the borrower still needs to 
mortgage any available business and per-
sonal collateral to secure the borrowing. 
From 2004 to 2014, at least PHP 340 billion 
of loans were released to MSMEs under this 
program (Asian Development Bank, 2015).

Access of small entrepreneurs to sound 
lending opportunities (ASENSO) 
program

Digital payments

Through the National Retail Payment 
System (NRPS) of the BSP, MSMEs are en-
couraged to adopt digital payment schemes 
in order to widen their customer reach 
and increase access to credit. Launched in 
2015, the NRPS is a regulatory framework 
that sets direction and standards for the 
creation of a reliable and efficient digital 
payments system in the country. 

One of the platforms under NRPS 
is InstaPay which allows consumers and 
businesses, including MSMEs, to send and 
receive funds up to PHP 50,000 in real-time 
through mobile apps and internet banking 
facilities by participating banks and e-mon-
ey issuers. As of March 31, there are 45 par-
ticipating institutions in InstaPay.

Credit surety fund (CSF) program

The CSF program is an initiative of 
the BSP designed to increase the credit 
worthiness of MSMEs which are facing dif-
ficulties in securing loans due to lack of col-
lateral, credit knowledge, and credit track 
record. First launched in the province of 
Cavite, the program is being implemented 
at the local level to allow flexible and effi-
cient administration and to make it more 
accessible to beneficiaries (Maningo, 2016). 
The CSF program was institutionalized in 
2015 following the passage of the Credit 
Surety Fund Cooperative Act (RA 10744).

The program allows MSMEs to bor-
row from banks using CSF surety cover as a 
guarantee for the loan even in the absence 
of acceptable collateral. It provides up to 
80% surety cover for bank loans, that may 
increase to 90% if 30% of the loan has been 
repaid. Aside from this, the CSF also in-
volves capacity-building among MSMEs to 
increase their knowledge on credit sources 
and business loans (Maningo, 2016).

The CSF is sourced from the pooled 
investments of cooperatives, non-govern-
ment organizations (NGOs), local govern-
ment units, and GFIs such as LBP and De-
velopment Bank of the Philippines. Only 
well-capitalized and well-managed cooper-
atives or NGOs with adjusted capital of not 
less than PHP 1 million, adjusted capital to 
assets ratio of at least 15%, and ability to 
contribute a minimum of PHP 100,000 can 
participate. Cooperatives or NGOs which 
contributed to the fund, including their 
MSME members can apply for the CSF pro-
gram.

The CSF cooperative, which is a lo-
cal government-partnered cooperative 
comprised of contributors or investors of 
the CSF, is responsible for administering 
the fund. As of end-2018, there are 54 CSF 
cooperatives, comprised of 791 members, 
across 33 provinces and 20 cities in the 
Philippines. The program has released to-
tal loans worth PHP 5.4 billion, benefiting 
around 18,000 MSMEs. 

cess and empowerment of MSMEs: mind-
set, mastery, mentoring, market, money, 
machines, and models. Under ‘money’, the 
DTI seeks to expand access of MSMEs to 
finance through formal schemes and less-
en their dependence on informal lending 
such as the 5-6 lenders. There are current-
ly five main programs to improve access to 
finance.

eficiaries. Today, the P3 program is also uti-
lized as a means of providing loan facility 
to MSMEs affected by Covid-19.

While loans extended by banks to 
micro and small enterprises increased over 
the past decade, the share of these loans in 
their total loan portfolio continued to de-

Issues in MSME 
Financing in the 
Philippines

Banks are failing to meet the required 
mandatory allocation for micro and 
small enterprises
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cline (Figure 6). In fact, banks have fallen 
short of the 8% mandatory credit alloca-
tion for micro and small enterprises for 
nine consecutive years since 2011. From 
8.5% of banks’ total loan portfolio in 2010, 
the compliance rate for micro and small-
sized firms declined consistently over the 
years until it reached only 2.8% in 2019. 

In particular, universal and com-
mercial banks extended only 2.3% of their 
loan portfolio to micro and small firms in 
2019, while thrift banks provided 4.5%. 
Only rural and cooperative banks com-

plied with the provision, with 24.3% of 
their loan portfolios allotted to loans for 
small businesses.

Meanwhile, every category of bank 
has far exceeded the 2% required credit 
allocation for medium-sized firms over the 
past 10 years (Figure 7). In fact, the banking 
sector has been allotting a larger percent-
age of its loan portfolio to medium-sized 
firms than to micro and small enterprises 
since 2012. In 2019, banks provided 4.3% 
of their total loan portfolio to medium en-
terprises. 

Figure 6: Bank Lending to Micro and Small Enterprises
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Despite the mandatory allocation, 
micro and small enterprises clearly still 
have difficulty accessing loans from lend-
ing institutions. As described by Khor et al. 
(2015), the problem is not the availability of 
funds itself, but the capacity of MSMEs to 
access the funds. There are four main rea-
sons why MSMEs fail to secure loans from 
banks:

• Collateral
 One factor that makes it hard for 

MSMEs to secure loans from banks 

Figure 7: Bank Lending to Medium Enterprises

PHP Billion

50

100

150

350

400

0

300

250

200

0

4

3

6

2

1

5

7

8

9

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

Bank Lending to Micro and Small Enterprises (lhs) Percentage of Total Loan Portfolio (rhs)

149

175

201 202

244

291 297

324
341

3517.9
7.6

6.9

6.1 6.1
6.2 5.4

5
4.6

4.3

%

Source: BSP



MSME Financing in the Philippines: Status, Challenges and Opportunities  |  19

MSMEs are hesitant to reach out 
to banks due to limited business capacity 
and financial management skills to meet 
the loan requirements, as well as limited 
knowledge of alternative modes of financ-
ing (Diokno, 2019). The tedious process of 
applying and approving loans is also dis-

Limited financial literacy among MS-
MEs also hinders their opportunity to 
access financing

Today, the need to assist MSMEs has 
never been more important, particular-
ly with the massive economic and social 
disruption brought by the coronavirus 
(COVID-19) pandemic. COVID-19 has para-
lyzed the operations of the business sector, 
including MSMEs, and displaced thousands 
of workers in the Philippines following the 
lockdown policy in major urban areas na-
tionwide. Around 53% of MSMEs in the 
Philippines have temporarily shut down 
while 12% have been operating on a limit-
ed capacity since March (Lopez, 2020). The 
biggest challenge during this pandemic is 
ensuring that the distribution of assistance 
is executed as quickly as possible to all af-
fected businesses.

Protection from economic shocks like 
pandemics

Given their immense contribution to the 
economy and employment, supporting the 
development of MSMEs bodes well for the 
attainment of inclusive growth for the Phil-

Conclusion and Policy 
Recommendations

The provision on the mandatory al-
location of credit resources by banks under 
the Magna Carta expired in June 2018. Sev-
eral bills seeking its extension are current-
ly lodged in Congress. 

This is the most opportune time for 
the government to explore the option of 
either eliminating the distinction between 
small/micro and medium loans or outright 
removing the mandatory MSME lending 
threshold among banks. In ASEAN, only 
Indonesia and the Philippines have imple-
mented mandatory lending programs, but 
evidence suggests that their impact has 
been limited (OECD/ERIA, 2018).

According to Aldaba (2012), banks 
prefer to pay fines instead of allotting 
non-income generating funds to MSMEs. 
In some cases, funds are channeled to large 
enterprises that have understated their 
assets to be classified as medium-sized 
firms.  Rural banks are also finding it hard 
to comply due to the lack of medium-sized 
enterprises locally. Instead of mandatory 
allocation, the focus should be shifted to-
ward building the capacity of MSMEs and 
expanding alternative modes of financing.

Revisit mandatory credit allocation by 
banks for MSMEs

From 2011 to 2016, the BSP has re-
mitted PHP 196 million to the Bureau of 
Treasury from the penalties collected from 
banks for non-compliance to MSME Loans 
(Makati Business Club, 2018). Around 
90% of this amount was channeled to 
the MSMED Council in accordance with 
the Magna Carta on MSMEs. The MSMED  
should consider allocating a good portion 
of these funds to technology-enabling ini-
tiatives for MSMEs to adapt and sustain op-
erations under the current pandemic.

Re-channel bank penalties to improve 
capacity of MSMEs

Raising funds through public listing

In 2018, the Philippines had a mar-
ket capitalization to GDP ratio of 78%, lag-
ging some peers in ASEAN like Singapore 
(188.7%), Malaysia (111%), and Thailand 
(99.2%). To help MSMEs, raise capital to 

The poor credit infrastructure of 
the Philippines hinders lending institu-
tions from fully assessing the risks of MS-
MEs. In the 2020 Doing Business report of 
the World Bank, the Philippines ranked 
132nd out of 190 countries in terms of 
the strength of credit reporting systems. 
While the country registered a high score 
on depth of credit information (7 out of 8) 
and accessibility of credit information, it 
performed poorly on the strength of legal 
rights (1 out of 12) and the extent to which 
collateral laws protect the rights of bor-
rowers and lenders. It also registered a low 
score on credit bureau coverage, wherein 
firms and individuals registered under the 
largest credit bureau represent only 13.5% 
of the adult population. This is lower than 
the 23.8% average in East Asia and the Pa-
cific.

Credit infrastructure reforms still in 
progress

is the overemphasis on collateral 
(Aldaba, 2012). Banks often require 
immovable assets as collateral such 
as land or real estate which most MS-
MEs do not have.

• Creditworthiness
 Another problem is that banks face 

difficulties in assessing the credit-
worthiness of MSMEs globally due 
to lack of publicly available informa-
tion (Abraham & Schmukler, 2017). 
Aside from lack of public informa-
tion, Lagua (2014) also cited incon-
sistent financial statements and au-
dits, lack of third-party information 
providers in the marketplace, and 
higher cost of obtaining credit infor-
mation as factors that hinder banks 
in evaluating credit risk of MSMEs. 
Due to the risks arising from infor-
mation asymmetries, banks often 
ask for higher fees and stricter re-
quirements for collateral or, worse, 
decline to extend a loan at all. 

• Cost
 Small-sized loans to MSMEs also in-

volve a higher unit cost of transac-
tion, thereby making it unprofitable 
(Lagua, 2014). This is because banks 
still follow the same process of credit 
appraisal and monitoring regardless 
of loan size. Banks usually transfer 
these added costs to MSMEs through 
interest rates and collateral require-
ments, increasing the cost of a loan 
for the borrower (OECD/ERIA, 2018).

• High mortality rate
 There is also an inherent risk in lend-

ing to MSMEs particularly due to 
their vulnerability to market chang-
es, limited or inadequate manage-
ment capabilities, and high death 
rates (Lagua, 2014). Based on a study, 
the Philippines has the highest rate 
of failure or business discontinu-
ance in ASEAN at 12.2% (Velasco et 
al., 2017). Banks will be reluctant to 
extend credit to risky businesses that 
are prone to loan default.

couraging MSMEs to secure funding from 
lending institutions. Some MSMEs possess 
limited information on the sources of funds 
and how to access them (MSMED, 2011). 

ippines. It is crucial for the government to 
create a viable and business-friendly envi-
ronment where even micro-sized firms can 
thrive. To do that, there is a pressing need to 
solve the longstanding challenge of limited 
access to finance among MSMEs. Bridging 
this finance gap could unleash the growth 
potential of MSMEs in the Philippines. In 
light of the challenges that MSMEs continue 
to face in accessing finance, the following 
policy recommendations are made:
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ternative source of financing from tradi-
tional financial institutions such as banks. 
The Philippines is also experiencing the 
disruption brought by fintech. Schellhase 
and Garcia (2019) explained that the fin-
tech sector in the Philippines is maturing 
and attracting an increasing number of us-
ers and investments in recent years.

According to DTI, the fintech sector 
in the Philippines has been growing by 
16% per year (Mercurio, 2020). As of Febru-
ary 2020, there are 136 fintech companies 
operating in the country. Data from Startup 
Genome showed that the value of the fin-
tech market in the Philippines amounted 
to USD 5.7 billion in 2018 and is expected to 
reach USD 10.5 billion by 2022. 

Based on The Philippines Fintech Re-
port 2018, the two most dominant fintech 
segments in the country are payments 
and alternative finance, accounting for 
33% and 30% of all fintech companies, re-
spectively (Fintechnews Singapore, 2018). 
These segments are followed by block-
chain (16%), remittance (8%), and invest-
ments (6%). 

• Digital payments
 The DTI should also provide techni-

cal assistance for MSMEs in adopting 
technological tools such as digital 
payments in their operations. MS-
MEs can increase their creditworthi-
ness by participating actively in the 
digital payment ecosystem. Online 
transactions such as sales and pay-
ments activity can be used as alter-
native data that lenders can analyze 
to assess the ability of the firm to re-
pay a loan (Creehan, 2019). 

• Peer-to-peer (P2P) lending
 A P2P lending platform creates an 

online marketplace where investors 
provide loans to borrowers with-
out going through traditional banks 
(Nemoto et al., 2019). Compared to 
banks, P2P provides more accessi-
ble funding due to simpler require-
ments and faster processing. In one 
P2P platform, MSMEs in the Philip-
pines can get a loan within 1-3 days 
ranging from PHP 50,000 to PHP 2 
million, subject to a 2-3% interest 
rate.

• Equity-based crowdfunding
 In equity-based crowdfunding, a 

company sells shares to investors 
who provide funding through an 
online platform (ASEAN Secretariat, 
2017). In the Philippines, the Securi-
ties and Exchange Commission lim-

ited the amount that can be raised 
through crowdfunding. An issuer 
can sell up to PHP 10 million of se-
curities a year to any investor, and 
up to PHP 50 million to qualified in-
vestors or those that are well-versed 
about investing.

• Distributed ledger technologies 
(DLTs)

 DLTs like blockchain involve “re-
cording and sharing of data across 
multiple data stores called ledgers, 
which are collectively maintained 
and controlled by a distributed net-
work of computer services called 
nodes” (World Bank, 2017). In block-
chain, the ledger is created by “com-
bining blocks of valid transactions 
into a chain of blocks that is shared 
by the entire network” (Yoshino & 
Taghizadeh-Hesary, 2019). 

 DLTs can address financing issues of 
MSMEs by facilitating transparent 
and secure transactions even across 
national borders. For instance, 
Yoshino and Taghizadeh-Hesary 
(2019) argued that DLTs can expand 
the investor pool of the Hometown 
Investment Trust Fund (HITF) in 
Japan. The HITF is a social funding 
scheme which allows local investors 
to connect and invest with local risky 
projects such as energy, agriculture, 
fisheries, and start-ups. They argue 
that DLTs could make it possible for 
investors in other countries to ex-
tend funding to start-ups in Japan by 
allowing them to trace their funds 
and track where it is invested (Yoshi-
no & Taghizadeh-Hesary, 2019).

A good number of fintech entities 
have been providing alternative finance 
especially under the pandemic today. Re-
sources and loans to mobilize can also be a 
challenge for these entities. Currently, most 
government loan assistance programs are 
channeled through GFIs and BSP accred-
ited financial institutions. Government 
should also explore a means to support the 
fintech entities that are providing alterna-
tive finance by possibly establishing a spe-
cial fund that fintech entities can tap on to 
continue lending to MSMEs.

The government needs to embark 
on a coordinated national campaign, with 
the help of Go Negosyo Centers, focusing on 
two areas: (1) financial literacy and man-

Financial and technological literacy 
campaign

Institutionalize the P3 Program

Currently, there are bills filed in 
Congress seeking to institutionalize the P3 
Program of the DTI and allot greater fund-
ing up to PHP 30 billion per year. Enacting 
the program will ensure that it receives the 
needed funding every year and allow con-
tinuity of the program beyond the current 
administration. The government can also 
expand the program and put more focus 
on bridging the financing gap of MSMEs in 
the Visayas and Mindanao.

The government needs to ramp up 
the implementation of the Barangay Mi-
cro-Business Enterprise (BMBE) Law to ex-
pand financing schemes even to micro-en-
terprises in the informal sector. Signed in 
2002, the BMBE Law has been encouraging 
micro-sized firms in the informal sector to 
register and integrate into the mainstream 
economy through incentives such as pri-
ority access to a special credit window for 
financing. Aside from conducting a wide-
scale information drive, the government 
should also assist micro enterprises in 
complying with the requirements of finan-
cial institutions.

Expand financing schemes to the infor-
mal sector

Harnessing financial technology 
(fintech) is a game-changer for expanding 
access to finance among MSMEs (World 
Economic Forum, 2015). It provides an al-

Leverage on fintech and support the 
industry

finance expansion, they should be encour-
aged and incentivized to list in the Small, 
Medium, and Emerging (SME) Board of 
the Philippine Stock Exchange (PSE). Only 
four companies are listed so far in the SME 
Board. 

Presently, eligible enterprises on 
the SME Board need to have a minimum 
authorized capital of PHP 100 million, of 
which at least 25% is subscribed and fully 
paid. The government should also explore 
providing incentives for newly listed SMEs 
to entice them to make initial public offer-
ings. For instance, Thailand reduced its 
corporate income tax for listed SMEs from 
30% to 20% (Shinozaki, 2014). It is also cru-
cial to relax the requirements and assist 
SMEs with the procedures and require-
ments for public listing. For instance, the 
SME Board requires a track record of prof-
itable operations for the past 3 years. This 
requirement, however, already excludes 
start-up companies from joining the Board 
because of the absence of any track record 
(Mariano, 2017).
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Strengthen credit infrastructure

The government needs to fast-track 
the full implementation of its credit infra-
structure reforms for MSMEs to help lend-
ing institutions lessen their dependence 
on real property as collateral. Both the 
creation of a central repository of credit 
information and central repository for 
movable assets held as collateral can facili-
tate alternative lending for MSMEs.  These 
repositories can complement the risk man-
agement tools of financial institutions and 
increase their confidence in lending by 
empowering them to make more informed 
decisions. MSMEs can bank on both good 
credit history and movable assets to ac-
cess alternative finance. More specifically, 
the full operationalization of the Personal 
Property Security Act can open up more 
options for MSME financing like wide uti-
lization of receivables financing and even 
intellectual property as collateral.

Another game changer that hopeful-
ly will find its way in the legislative priori-
ties is the Warehouse Receipts bill. This bill 
seeks to modernize the current Warehouse 
Receipts law of 1912. The passage of this 
bill can raise integrity and confidence in 
warehouse receipts financing so that farm-
ers or MSMEs can use warehouse receipts 
as collateral. Warehouse receipts will be 
vouched for by an accredited warehouse 
that can attest to the quality and quantity 
of goods stored in their warehouses. The 
updated law can increase the confidence 
of financial institutions to take on ware-
house receipts as collateral. This bill is a 
much-needed law that can address the 
many challenges posed by the pandemic 
like food security, farm to market logistics 
and access to finance. Currently, the bill is 
in Congress for deliberation.

Protecting MSMEs during pandemics

The government is preparing dif-
ferent interventions that would provide 
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financial and technical assistance to MS-
MEs amid the COVID-19 outbreak. These 
include the extension of at least PHP 1.2 
billion worth of loans and livelihood assis-
tance to affected MSMEs and creation of a 
PHP 51 billion wage subsidy program. The 
BSP also allowed banks to recognize MSME 
loans as part of their compliance with the 
reserve requirement ratios, thereby free-
ing as much as PHP 360 billion for lending 
(Agcaoili, 2020). This measure will be ap-
plied from April 24, 2020 to December 30, 
2021. 

What is most crucial, however, is 
to remove as much bureaucratic red tape 
as possible in accessing and disbursing 
the loans and subsidies, and to target the 
most affected sectors of MSMEs, including 
those that are critical in the supply chain 
for basic necessities. Improving business-
es processes is crucial to increase reach 
in MSMEs, and this can be done through 
technology.  For example, as simple as pro-
viding an option for online submission of 
requirements should be prioritized. Fur-
thermore, the government needs to ensure 
nationwide dissemination of information 
on government assistance programs and 
how to access them to ensure that it reach-
es even the remote areas in the country.

agement; and (2) technological literacy 
with a focus on adopting digital tools such 
as cloud-based systems and online pay-
ment applications.

More than access to finance, MSMEs 
also need to learn how to efficiently allo-
cate funds for their day-to-day expenses 
and expansion plans. The financial liter-
acy campaign should also cover existing 
alternative financing schemes and their 
application processes. Currently, the gov-
ernment is enhancing its financial literacy 
program for beneficiaries of the Pantawid 
Pamilyang Pilipino Program (4Ps), the gov-
ernment’s conditional cash transfer pro-
gram. 
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U N I V E R S I T Y

In today’s challenging times, especially 
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.

Introduction

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, 

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-
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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. 

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-19 is felt 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:

Key Challenges Faced 
by SMEs Post COVID-19 
Pandemic

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.  

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

Labor inadequacy and rising operating costs

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. 

Many of the SMEs in Singapore appear 
to be living 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

SMEs 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 

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 
pass 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). 
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Figure 2: Key Financing Issues Facing SMEs in Singapore

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. 

Source: SME Development Survey 2017, DP Information Group

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.

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

• 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

• SME Equipment 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-Learning 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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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 

Alternative Financing 
Options to Unlock Cash 
Flows

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 a long 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. 

Invoice financing (including e-invoice 
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 

Ecosystem platform-based “market-
place” financing

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., 1exchange (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 

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.

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:
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Figure 3: Value Proposition of CapBridge Financial Private Markets Integrated Ecosystem

Source: CapBridge Financial

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), 

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 

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. 

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

Conclusion and the Way 
Forward

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. 
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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 
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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. 

S I N G A P O R E



Raising of Growth Capital by SMEs and Startups in Thailand  |  29

Raising of Growth Capital by SMEs and 
Startups in Thailand

number of Small and Medium Enterpris-
es (SMEs) in Thailand at the end of 2018 
was 3,077,822. Of these, 23.03% or 708,883 
enterprises were classified as Juristic Per-
sons, 2.70% or 83,208 were Community 
Enterprises, and 74.26% or 2,285,731 were 
classified as Persons/Others. 

Classified by industry, the trade 
sector accounts for 41.57% or 1,279,557, 
the service sector accounts for 39.79% or 
1,206,763, manufacturing accounts for  
17.14% or 527,485 and agri-business ac-
counts for 1.5% or 46,217. 

A joint survey conducted by the SME 
Development Bank (SME Bank) and the 

M O N G K O N  L E E L A T H A M

Government Savings Bank

Overview of SMEs in 
Thailand

Based on data from the Office of 
Small and Medium Enterpris-
es Promotion (OSMEP), the total 

T H A I L A N D

Figure 1: Number of SMEs by UTCC Survey

Unregistered
Enterprises,
2,760,251
（52.54%）

Registered
Enterprises,
2,493,044
（47.46%）

Market Stalls,
1,286,618

Hawker Stalls,
564,039

Online Shop,
412,004

Franchise,
4,900

Mobile
Food Truck,
90,437

Small Governmen
Lottery Traders,
170,938

Other Enterprises,
231,315

Source: The Center of Economic and Business Forecasting, UTCC Published on June 29, 2018

Thai Chamber of Commerce University 
(UTCC) found 5,253,295 Thai SMEs, includ-
ing both registered and unregistered en-
terprises. The difference between OSMEP 
and UTCC is OSMEP only includes SMES 
with a physical location however UTCC 
includes services and a lot of the informal 
sector such as taxis. Figure 1 shows the dis-
tribution by type of enterprise.
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modern business management, their un-
reliable accounting systems, and their low 
technological capabilities.

To alleviate the financial constraints 
facing SMEs, the government provides var-
ious support programs including encour-
aging banks to provide more SME lending 
via soft loans, providing more financial 
assistance and offering entrepreneurship 
development guidelines. Figure 3 summa-
rizes the government’s promotional pro-
grams and entrepreneurship development 
guidelines.

The government has played an import-

Role of the Government 
in Promoting Financial 
Access for SMEs

Financing of SMEs

The problem of financial access for Thai 
SMEs is the financial gap, or the difference 
between the demand for funds by SMEs and 
the supply of funds in the financial market. 
Access to finance is frequently identified 
as a critical barrier to their growth. Fiscal 
Policy Office data indicate 1.5 million SMEs 
cannot access credit (Figure 2) and the 
UTCC survey data cited above indicated 2.7 
million SMEs are unregistered.

The financial gap for SMEs is at-
tributed to a number of factors including 
their inadequate collateral, strict govern-
ment rules and regulations, their lack of 
business experience and understanding of 

ant supporting role in the development of 
SMEs from the past up to the present day 
by adopting policies and measures to pro-
mote and support small and medium-sized 
businesses. These policies address almost 
all aspects of their operations from finance 
to marketing, technology, innovation, man-
agement, and adjustment of laws and tax-
es based on cooperation between the state 
and the private sector.

SME development policies

Before 2000, Thailand did not have a 
basic law on SMEs that could give coordi-
nated and explicit guidelines for their pro-
motion and long-term development. Since 
the financial crisis in 1997, SMEs have be-
come one of the main engines for sustain-
able economic growth. Between 1999 and 
2000, the government enacted the Small 
and Medium Enterprises Promotion Act 
2000 and established a Board of SME Pro-
motion, a Market for Alternative Invest-
ment (MAI) to create new fund-raising op-
portunities for SMEs, and an SME Venture 
Capital Fund as well as recapitalized the 

Figure 2: Financial Gap for Thai SMEs

Source : Fiscal Policy Office (FPO)  



Raising of Growth Capital by SMEs and Startups in Thailand  |  31

Figure 3: Government Programs and Entrepreneurship Development Guidelines Promoting SMEs

Source: Created by the author with various sources

 

Financial assistance programs

Over the past three decades the gov-
ernment has introduced a variety of financ-
ing initiatives targeted to specific needs of 
SMEs. To solve their credit access problem 
it 1) set up (2002) the SME Bank as a special-
ized financial institution to provide finan-
cial support and promote new SMEs; 2) set 
up (1991) the Small Business Credit Guar-

antee Corporation (SBCG) to provide credit 
insurance to SMEs with business potential 
and inadequate or no collateral and to ex-
tend cooperation with commercial banks; 
and 3) established the Central Credit In-
formation Service Company and the Thai 
Credit Bureau Company to collect informa-
tion and facilitate information sharing for 
SMEs. To address the need for equity fund-
ing the government undertook two main 
initiatives: establishing the MAI in 1999 to 
provide an alternative for investors as well 
as funding for SMEs and set up the Venture 
Capital Fund (THB5 billion, USD12 million) 
in 2003 to look for investors to take a share 
in potential SMEs and help improve their 
capability and efficiency.

In 2017 under the Startup Policy, the 
government classified startups as distinct 
from SMEs. Startups are technology-driven 
businesses and as such they need a com-
prehensive ecosystem to transform their 
unique ideas into operating businesses. Af-
ter only three years of development, start-
ups have been proliferating and the gov-
ernment acknowledges that it is essential 
to push them to develop further to achieve 
the country’s mission to be the startup hub 

Small Industry Credit Guarantee Corpo-
ration. Over the next four years, the gov-
ernment established the OSMEP, the SME 
Bank, the Assets Capitalization Bureau and 
more venture capital funds. It also brain-
stormed strategies for SME development, 
set and implemented a national plan for 
SMEs Promotion (2002-2006), and took 
steps to create an entrepreneur society 
and to solve existing problems and expand 
the roles of several government agencies. 
Since 2004, the Thai government has fo-
cused on medium to long term plans, pro-
moting sustainable development, gradual-
ly shifted from an authoritative to a more 
supportive role, and emphasized coordi-
nation between businesses and clustering 
systems especially for strategic sectors.

Financial access is essential for the growth 
of SMEs and startups. Alternative financ-
ing can fill the financial gap for small and 
new enterprises that are not able to access 
loans from commercial banks. With the 
operations of SMEs and startups depend-
ing on a diverse range of knowledge, in-
novation and networking, the demand is 
increasing for new sources of funding that 
meet the requirements of their current 
business models.

Alternative Finance

Venture Capital (VC)

VC is a form of private financing 
provided by VC firms or funds to startup, 

of Asia.
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helped Bangkok’s selection as the best city 
for startups in Asia and the world's sev-
enth-best city for startups. Thailand has 
30 startup networks active in 25 countries. 
The National Innovation Agency (NIA) is 
a state system integrator for startups. Un-
der phase 2 of the national master plan for 
startup development for the years 2018-
2021, NIA outlined the so-called 3I strategic 
plans to help the country achieve a place 
among the world's top 20 startup nations. 
The 3I strategies stand for innovation, in-
vestment and international.

The year 2019 was a challenge for 
entrepreneurs, investors, and various 
sponsors in Thailand’s startup scene, but 
investment the country’s startup ecosystem 
has grown. According to TechSauce's Thai-
land Tech Startup Ecosystem Report, in 2019 
the total investment in startups amounted 
to USD 97.55 million from 35 deals. Even 
though the investment figure is not re-
cord-breaking, it did increase from the 
2018 level of USD 61.25 million (Figure 4).

In 2019, CVCs were still the main 
source of investment for startups in both 
the growth and seed stages. Many strate-
gic partnerships were made directly with 
companies or through CVC events, includ-
ing profit-based relationships. Traditional 
VCs still played a significant role in funding 
startups at the pre-seed stage to Series A. 
The government continues to support the 
startup ecosystem creating various plat-
forms. Every department within the gov-
ernment aims to develop itself. The Thai 
government has generated a good founda-
tion and structure for supporting the eco-
system (Figure 4).

The public sector can support start-
ups in two ways: reducing regulatory risks 
by amending laws and launching pro-
grams for areas that need support. The 
government can also use startup products 
and services. In terms of incubating inno-
vation, no country in the world introduces 
regulation before innovation. The govern-
ment should aim to relax regulation in ar-
eas that do not pose much risk so that there 
is space for growth and future opportuni-
ties that create benefits for consumers and 
producers.

Crowdfunding 

Crowdfunding is another new option 
available to small businesses and startups 
seeking injections of financing.

Crowdfunding is a form of fund-
raising forms using digital platforms to 
provide businesses with financial access. 
The crowdfunding process is conducted 
through an intermediary website or plat-
form; an operator seeking to raise funds 

early-stage, and emerging companies with 
high potential or demonstrated growth in 
exchange for equity or an ownership stake. 
Typically, VC investors exit through initial 
public offerings (IPOs) or mergers and ac-
quisitions.

Venture capitalists take on the risk of 
financing startups in hopes that some will 
become successful, but, because startups 
are commonly centered around innova-
tion and new technology they face high 
uncertainty, and VC investments have high 
rates of failure. For SMEs, VC financing of-
fers the opportunity for expansion, valu-
able guidance and expertise, help in build-
ing networks and connections, and no 
repayment obligations. On the other hand, 
with VC financing the entrepreneur’s own-
ership and control are diluted, the business 
might require a high return on investment, 
and it might be undervalued.

In Thailand, there are generally four 
types of VC: investors, venture companies 
(VC Funds), venture capital management 
companies and SMEs. 

VC financing was introduced in 
Thailand in 1987 when Business Venture 
Promotion Co., Ltd. was formed by a joint 
venture between six commercial banks 
and the United States Agency for Interna-
tional Development (USAID). Its purpose is 
to provide an alternative source of funding 
to support the expansion of SMEs and to 
encourage them to become the foundation 
of Thailand’s economy. 

Since its introduction, VC financing 
has not received adequate attention from 
entrepreneurs or SMEs due to the lack of 
awareness and the stigma behind bank 
funding. In addition, the regulations on VC 
are inflexible, making investing in startup 
businesses difficult. Venture capitalists re-
frained from investing in startups due to 
their small size, unattractive return on in-
vestment and high risk, and they mostly in-
vested in growing businesses that already 
had a track record and required accelerat-
ed growth.

Aware of the potential growth in 
VC-financed businesses and wanting to 
support SMEs lacking financing, the Min-
istry of Finance advocated establishing VC 
funds. A cabinet resolution approved the 
establishment of the SME Venture Capital 
Fund (SMEVC), the Thailand Equity Fund 
(TEF), the Thai Recovery Fund (TRF), the 
Tsunami Thailand Recovery Fund, and the 
VC Fund by SME Development Bank (SME 
Bank).

Corporate venture capital (CVC) in 
Thailand started in 2012 and has devel-
oped in three stages. It started with compa-
nies in the telecommunications industry, 

such as InVent, Dtac Accelerate and True 
Ventures, which are in the innovative fields 
of technology and digital business. In the 
second stage, starting in 2016 as technolo-
gy played a greater role in financial busi-
nesses, financial companies began to set 
up corporate VC arms primarily focused 
on investing in FinTech startups. These 
ventures included Digital Ventures (by 
Siam Commercial Bank, SCB), Beacon VC 
(by Kasikorn Bank), Bualuang Ventures (by 
Bangkok Bank) and Krungsri Finovate (by 
Bank of Ayudhya). The third stage of CVC 
evolution began during 2017 when sever-
al non-financial businesses became more 
interested in investing in startups. Such 
companies as Siam Cement Group (SCG), in 
construction materials, Sansiri and Anan-
da, in real estate, PTT, in the energy sector, 
and MithrPhol, in sugar production, focus 
on investing and advancing innovations. 
Some companies also invest in other busi-
nesses for self-interest.

Overall, these CVCs are more diverse 
and have more monetary resources. Digi-
tal Ventures of SCB has already invested 
USD100 million (about THB3.3 billion). On 
September 8, 2015, the Cabinet approved 
measures to support startups through a 
joint investment/venture fund of THB2 
billion with Government Savings Banks 
(GSB), SME Bank and Krung Thai Bank 
Public Company Limited (KTB). Altogether 
the fund had a total of THB6 billion to in-
vest in high potential startups that would 
significantly contribute to the nation’s eco-
nomic growth. At the end of 2019, the GSB 
has jointly invested THB429.9 million in 
20 SMEs and between 2015 and 2019, SME 
Bank invested a total of THB219 million in 
10 SMEs. 

VC investors often face a number of 
problems and obstacles including a lack 
of business potential, a lack of knowledge 
about VC financing, and the failure of SMEs 
to comply with the agreement especially in 
the preparation of financial statements and 
the adjustment of accounting standards.

In the funding process, there are also 
several domestic and international private 
equity firms in the public and private sec-
tor that provide funds to SMEs. A lack of 
strict accounting standards and few audi-
tors affect the due diligence process.

Startup businesses

Over the six years from 2011 to 2017 
more than 90 startups in Thailand received 
VC funds with a combined value of USD305 
million. In 2017, Thailand had 12 VC firms 
compared with only three firms in 2016. 
The rise of startups has created the im-
age of Thailand as “Startup Universe” and 
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Together, the Thai government and banks 
are creating a supportive environment 
that stimulates entrepreneurship, start-
ups and innovation by making financial 
resources and funding accessible for all. 
Throughout the decades, the government 
and banks have and will continue to raise 
awareness over resources and make 
them accessible to support the success of 
startups. Various strategies such as gov-
ernment-subsidized banks, VC funds, and 
alternative financing have been employed 
to develop SMEs. These actions have en-
abled Thailand to succeeded in growing 
SMEs.

Conclusion

Figure 4: Startup Ecosystem and Funding 2011-2019

Source: Techsauce

 

will propose a project or business via the 
platform and interested investors can pro-
vide the capital by transferring resources 
or funds to the business.

Generally speaking, there are four 
categories of crowdfunding. With dona-
tion-based crowdfunding, funds are pro-
vided to projects by a community of do-
nors who do not expect tangible returns. 
Often, this type of crowdfunding is used 
to fund social causes, non-profit organi-
zations, films, and artistic endeavors. Re-
wards-based crowdfunding is typically 
used to raise funds for a new startup or 
organization that offers a product or ser-
vice. Peer-to-Peer lending, also known as 
debt crowdfunding, is the practice of lend-
ing money to individuals or businesses 
through online services that match lenders 
with borrowers. Finally, with equity-based 
crowdfunding, also called investment 
crowdfunding, entrepreneurs sell part of 
their company to outside investors in ex-
change for capital, making the investor a 
shareholder in the business.

Peer-to-Peer  (P2P) lending

Among the categories of crowdfund-

ing, P2P lending, whereby money is lent to 
individuals or business on the expectation 
of regular interest payments, is expected to 
transform the lending business and reduce 
funding gaps for small businesses in the 
Thai market. Furthermore, P2P offers the 
potential for firms to take out micro-loans 
and it will enable savers to benefit by 
lending their savings in a greater variety 
of ways. A P2P loan is a person-to-person 
agreement made through online channels 
with a platform to match and provide a 
contract between the borrower and the 
lender (matchmaker).

To regulate and facilitate P2P lend-
ing, which is still in the early stages of de-
velopment, the Bank of Thailand (BOT) 
announced regulations in September 2018 
that became effective in January 2019. The 
regulations highlight the boundaries with-
in which operators are to function. They 
define a P2P platform provider as a person 
or entity that delivers an electronic system 
or network for lending between peers and 
define a lender as an individual or juristic 
person that offers a loan via an electronic 
system or network. BOT regulations stip-
ulate that a P2P platform provider must: 

not be a financial institution (including 
banks, although subsidiaries of banks are 
permitted); be a private company or public 
company incorporated in Thailand; have 
paid-in capital of at least THB 5 million; 
and have at least 75% of its total shares 
held by Thais. 

For individuals and businesses, P2P 
lending provides another fast and conve-
nient funding option via an online plat-
form with a ceiling interest rate of 15% a 
year, while for lenders it offers another 
option to invest, in smaller amounts, and 
earn an appropriate return. The risks with 
P2P lending are that borrowers create ex-
cessive debt and that loans are not repaid.

Recently, P2P lending is become 
more popular due to affordable pricing. 
Borrowers can find cheap funding while 
lenders or investors have the potential to 
gain higher returns. Examples of the emer-
gence of P2P lending in Thailand include 
PeerPower, which focuses on creating a 
platform for borrowers and lenders of 
SMEs, JFin Coin, which is well known as 
the first initial coin offering (ICO) created 
by Jaymart Group, and Daingern.com, an 
online platform in the car for cash loan 
market, offering low interest rates for bor-
rowing while lenders can get a higher re-
turn. 
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Capital Raising for Growth by SMEs and 
Startups

digital technology by businesses and gov-
ernment agencies – largely due to social 
distancing requirements and concerns 
about the infection risk. Many SMEs re-
sorted to digital technology in fulfilling 
the new value-chain and adapting to the 
‘new norm’ of Low-Touch, High-Tech 
(LTHT).

This new norm has also fuelled a 
number of new startups, especially in fi-
nancial technology (fintech) and digitally 
enabled businesses such as e-commerce, 
digital banking and alternative financing. 
In addition to the new norm, Malaysia al-
ready has a solid foundation in a high in-
ternet banking penetration, nation-wide 
4G coverage and government policies that 
facilitate growth in this area. 

Given this situation, various types 
of investors - including, but not limited to, 
crowdfunding platforms (equity and loan), 
venture capitalists, private equity firms, 
high net worth individuals and family 
offices (hereafter identified as “potential 
strategic investors”) - are seeking specif-
ic opportunities to invest in the potential 
growth of certain SMEs and startups that 
are benefiting from customers’ specific 
behavioural changes and the new norm 
based on the LTHT concept. 

This article discusses the factors af-
fecting fund-raising attractiveness from 
the perspective of potential strategic in-
vestors, with an in-depth look into certain 
elements based on specific business cas-
es. 

I N S I G H T  F R O M  M A L A Y S I A

M O H A M M A D  R I D Z U A N  A B D U L 
A Z I Z

FinTech Association of Malaysia

Background

Impact of Covid-19 on Malaysia & 
ASEAN

Factors Impacting 
Fund-Raising 
Attractiveness

It is natural for any business founder to fo-
cus on day-to-day matters during the startup 
stage. As the business matures, there are a 
variety of compelling needs to shift atten-
tion to strategic aspects in order to facilitate 
viable growth, wealth optimization and rel-
evancy of the business’s unique value prop-
osition for the foreseeable future.

This article focuses on four key fac-
tors that independently and collectively im-
pact the attractiveness of any fund-raising 
specific for a growth campaign, particular-
ly since Covid-19 and in light of several re-
cent corporate scandals. These factors are 
discussed from the perspective of potential 
strategic investors, focusing on the follow-
ing aspects that are commonly scrutinized 
prior to investing for the growth phase:

1) Customer Value Proposition

2) Breadth and Depth of Talent

3)  Governance, Risk Management and 
Compliance Competency

Malaysia has almost 1 million 
small and medium-sized enter-
prises (SMEs) that cut across var-

ious sectors, sizes and levels of maturity 
and SMEs make up approximately 96% of 
businesses across ASEAN.*1 In 2018, SMEs 
collectively contributed USD 126.3 billion 
(38%) to Malaysia’s Gross Domestic Prod-
uct (GDP) and 66% to employment. As in 
many developing nations, SMEs play a vital 
socio-economic role in driving Malaysia’s 
growth.

Prior to the Covid-19 pandemic, 
the growth of SMEs was largely driven 
by conventional business practices, such 
as face-to-face interactions, physical ver-
ification, cash-based transactions (despite 
a high internet banking rate) as well as 
seminars, conventions and exhibition ap-
proaches to promote brand and narrative 
awareness.

Since mid-March 2020, the pan-
demic has accelerated deployment of 
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Establishing a compelling and relevant 
CVP is key for businesses to be attractive 
and viable. CVP refers to the ability to artic-
ulate clearly to prospects why they should 
do business with a business rather than its 
competitors and how the attributes of its 
product or service address their key issues 
and needs.

For prospective investors, this is one 
of the first factors that that they would be 
looking for, as a compelling CVP would en-
able the revenue to command higher val-
ue and, to a certain extent, generate repeat 
transactions or brand loyalty. For instance, 
the company Grab*2  has demonstrated the 
ability to solve various last-mile connection 
issues concerning supply and demand for 
transportation, food & beverages, and other 
household needs via its digital platforms. De-
spite not yet being profitable, Grab is worth 
USD 6 billion*3  and has managed to attract 
ten rounds of funding worth USD 4.997 bil-
lion to fuel its future growth. The company 
continues to enhance its CVP by expanding 
its network of riders, drivers and merchants 
on its digital platform to serve up to 660 mil-
lion potential customers in ASEAN. 

From the perspective of investors, 
this is a compelling CVP as Grab is in the 
business to solve basic issues that incum-
bent businesses have failed to solve for 
years. In addition, the solutions offered 
by Grab are seamless and convenient, de-
livered via mobile devices and right to the 
consumer’s doorstep. 

Another interesting aspect is Grab’s 
transparency in acknowledging that it is 
not yet profitable because the cost to devel-
op, maintain and continuously enhance its 
features requires a huge amount of invest-
ment. Such candor is rather new and may 
not be understood by certain conservative 
investors but it has proven to be compel-
ling to entities such as Softbank Group,*4  
Vertex Ventures SEA,*5 China Investment 
Corporation*6  and Booking Holdings (for-
merly Priceline.com).*7 

Customer Value 
Proposition (CVP)

CVP fails

Establishing, maintaining and en-

The approach of potential strategic investors 
to evaluating an opportunity to drive growth 
can be described by a horse-racing analogy. 
Investors look at three aspects: the Jockey 
(i.e., founder and senior management), the 
Horse (i.e., the business model) and the Race 
Course (i.e., the vertical industry). 

Breadth and Depth of 
Talent

Potential investors tend to prioritise 
the breadth and depth of talent among the 
founder and senior management to fuel 
and drive the next business growth, and in 
many cases, the founders believed that they 
would remain relevant for the foreseeable 
future. However, we noticed that this is not 
necessarily the case, as the growth phase 
requires different skill sets and mindsets, 
and thus, different approaches from those 
needed to found a business.

A key consideration that ‘the Jockey’ 
needs to understand is the impact of the 
transition of a business from startup to 
growth phase. It is a dream of every found-
er to be a Bill Gates or an Anna Roddick, 
each of whom founded a large company 
and led it for many years. However, in real-
ity, versatile founders are a very rare breed 
as most of them surrendered management 
control especially when the business tran-
sitioned to the growth phase.

According to an article in the Harvard 
Business Review,*8 by the time a business is 
3 years old, 50% of founders are no longer 
the CEO, a year later only 40% remain at the 
top and less than 25% lead their business to 
initial public offerings. The general assump-
tion is that founders would facilitate any 
initiatives that would increase the chance 
to make more money and grow. However, 
many studies have shown that founders 
made less money in the startup phase and 
hence were reluctant to handover manage-
ment control as they would suffer finan-
cially once the business transitioned to the 
growth phase. Many investors discovered 
that founders made business decisions that 
conflicted with wealth-maximizing princi-
ples, especially if the business focused on 
solving social issues (e.g., financial inclu-
sion), leading fundamental changes (e.g., 
filling the unserved and underserved gap 
for financial services), or competing against 
long-standing issues (e.g., digital KYC as a 
utility platform). Figure 1 summarizes the 
options facing the founder regarding con-
trol and financial gain.

Potential investors are looking for a 
founder, a Jockey, who is rational and ma-
ture enough to adapt to the needs of the 
business. This is their key concern since 
founders often believe that only they can 
effectively lead the business irrespective of 
its performance and trajectory. 

Potential strategic investors search-
ing for growth opportunity definitely do 
not want to consider having to manage a 
rebel Jockey (founder and senior manage-
ment) who would potentially ride in the 
opposite direction and risk losing the race, 
no matter how noble, inspirational and 
passionate the Horse would be.

hancing a compelling CVP is an extremely 
vital focus for any business, especially for 
an SME. However, we found many busi-
nesses struggle to capitalize on their CVP 
as they failed to either identify their tar-
get customers’ key issues or were unable 
to produce workable solutions to address 
them. The following are some of the causes.

• Poorly defined customer segment
 A good value proposition hinges on 

a clearly defined, specific customer. 
Many businesses are keeping their 
customer definition broad, thinking 
that this would increase their reve-
nue potential. However, this is wrong 
as marketing efforts to a broad audi-
ence will confuse customers, and as a 
result the business will suffer without 
a clearly defined customer segment.

• Ambiguous narrative and brand-
ing

 Many businesses identify key words 
to summarize and communicate 
the value they offer. Customers are 
missing the context and meaning of 
the company’s culture which results 
in confusion, ambiguity and misun-
derstanding as well as declining rel-
evance from the customer’s view.

• Too common CVP
 A compelling CVP should be able to 

answer this question: “How is your 
product or service or company differ-
ent from the competition?” If there is 
no difference, customers will not care.

From the perspective of potential 
strategic investors, a compelling CVP is a 
‘must-have’ factor with almost no room for 
negotiation. It has to be precise, relevant 
and compelling always, period.

4) Technology as Enabler
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YES Bank and Wirecard are technology-en-
abled and fintech companies with reputa-
ble institutional investors that have been 
funding their growth and global expansion 
from startup until recently. These compa-
nies have policy statements, a GRC mis-
sion, but they have failed in these aspects 
of their business.

In reality, the GRC aspect of a business 
is often considered to be less important by 
potential strategic investors and most en-
trepreneurs, especially in relation to busi-
ness growth of SMEs and startups. The 
GRC aspect is often seen as a hindrance to 
growth due to its emphasis on ‘what-if’ cir-
cumstances and risk assumptions. The two 
cases discussed below show the importance 
of GRC competency for business success.

Governance, Risk 
Management and 
Compliance (GRC) 
Competency

Case #1 – Yes Bank

A licensed private bank in India, Yes 
Bank was put under moratorium by the 
financial regulator as a result of its poor 
response to the central bank’s asset quality 
reviews in 2017 and 2018. Unfortunately, 
despite knowing the weaknesses highlight-
ed, Yes Bank’s senior management contin-
ued to under-report its non-performing 
assets during 2018 to 2019. It also contin-
uously provided false assurances to the fi-
nancial regulator that it was restructuring 
its business model to improve the quality 
of its balance sheet and liquidity manage-

ment, while in actual fact, there were no 
serious efforts being made. Yes Bank con-
tinued its reckless lending practises based 
on unrealistic grounds such as accepting 
‘personal guarantee’ from certain tycoons 
as collateral for huge loans which clearly 
violated the prudential requirements of 
the financial regulator. 

As a result, potential strategic in-
vestors were uninterested in Yes Bank’s 
purported business restructuring plan de-
spite its being the 5th largest private bank 
in India with total assets that once stood 
at USD 36 billion. The rogue nature and 
approach of the founder and Managing 
Director, Rana Kapoor, who compromised 
GRC across the business, was a sign that 
Yes Bank’s growth plan was not aligned 
with many investment tenets. According 
to The Financial Times, Yes Bank’s Manag-
ing Director (MD) “took to the extreme the 
lending and accounting practices rife in 
India’s banking sector.” This blatant misbe-
haviour is apparent in Figure 2 which com-
pares non-performing assets ratios at pri-
vate banks in India during 2018 and 2019.

The Reserve Bank of India dismissed 
and arrested Rana Kapoor in late 2018, and 
the new management raised USD 270 mil-
lion in an effort to revive Yes Bank, but it 
was too late as the repercussions from the 
previous blatant disregard of GRC stan-
dards had dented its reputation too deep-
ly and shaken the confidence of potential 
strategic investors.

Case #2 – Wirecard

The recently discovered extent of ac-
counting and misrepresentation at Wire-
card has a different twist as it started from 
2008 and unearthed both structural and 
reckless elements at the heart of the scan-
dal. Wirecard is neither a startup nor an 
SME; it is listed in Germany on the presti-

gious DAX 30 with market capitalisation of 
USD 25 billion and with global operations 
spanning from its Berlin headquarters to 
Dubai and Singapore. 

The extent of the alleged accounting 
scandal took a turn for the worse in Octo-
ber 2019 upon the publication of a Financial 
Times article with a subheading stating that 
certain “internal documents from the pay-
ment company point to a concerted effort 
to fraudulently inflate sales and profits.” *9  
The then CEO, Markus Braun, dismissed 
this allegation and stated that “a dozen mea-
sures to improve compliance, including the 
appointment of a new chairman of the su-
pervisory board in 2020” were being taken 
to address all concerns raised above. More 
recently, it was discovered and confirmed 
that USD 2 billion purportedly safely kept 
the Philippines is unaccounted for and al-
legedly held at an obscure location instead 
of in the banks as claimed. In several key 
ways, Wirecard went against the GRC fun-
damentals including:

• Failure of the external financial audi-
tor to receive and verify Wirecard’s 
bank statements since 2017;

• Poorly explained business relation-
ship that has no economic rationale 
and attributes: a foreign entity, e.g., a 
partnership with a Dubai-registered 
“3rd party acquirer” called Al-Alam 
that allegedly contributed half of 
Wirecard’s profit in 2016; 

• Dismissal of concerns about inflated 
sales and profit numbers of numer-
ous subsidiaries across Asia that re-
sulted in multiple raids of its Asia re-
gional headquarters by Singapore's 
Police commercial crime unit.

The Wirecard scandal is a repeat 
of the Enron scandal in which the senior 
executives recklessly dismissed numer-
ous concerns and brushed them aside in 
pursuit of growth and financial gains. For-
tunately, despite being dismissed repeat-
edly and investigated for alleged insider 
information collusion for short-selling, The 
Financial Times steadfastly pursued the 
Wirecard case for five years as it has simi-
lar traits to prior accounting scandals such 
as Enron and WorldCom.

Lesson learned

Potential strategic investors are not 
able to identify early a business’s weak-
ness in GRC competency, as it is subjective, 
complex and largely dependent on the risk 
appetite of each investor. For fiascos in-

Figure 1: The Trade-off Entrepreneurs Make

Source: Harvard Business Review
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Figure 2: Non-Performing Assets Ratios at Indian Private Banks 
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Technology as enabler is a relatively new 
factor that seasoned potential strategic in-
vestors need to relearn given the involve-
ment with technology by many business-
es–either by leveraging technology to pivot 
the business or by using technology as a 
key component within the original product 
or service. An example of the first type is 
the 169-year-old Western Union company 
which in 2006 leveraged technology to piv-
ot from telecommunications to money ser-
vices, focusing on money remittance and 
currency exchange businesses. An exam-
ple of the second type of technology driven 
company is PayPal, which has undergone 
many permutations since 1999 yet retains 
its nature as a payments company.

Technology as Enabler

In Malaysia, almost 40% of demand 
for growth funds came from SMEs and 
startups related to vertical payments such 
as payment gateway, open-loop e-wal-
let, non-bank mobile-money issuers, and 
money services business (i.e., currency ex-
change and international remittance). One 
company that has successfully embraced 
technology for growth is Merchantrade, 
which was founded in 1996 as a brick and 
mortar currency exchange and remittance 
provider and has evolved as one of the 
most innovative entities with digital offer-
ings for payment services, money services 
business and mobile services. 

Merchantrade’s founder, Ramasamy 
K. Veeran, expedited growth with funds 
from strategic institutional investors in 
2009 (Sumitomo Corporation) and 2014 
(Axiata). A large portion of the funds re-
ceived was invested into technology and 
business process automation that have 
increased speed, security and brand trust-
worthiness, from customers’ perspective. 

Despite the success of Merchantrade 
in deploying technology as a key growth 
enabler, the majority of payment business-
es have been unable to emulate this path 
for growth largely due to the founder’s re-
luctance to pivot their approach and seek 
alternative funding sources away from 
the traditional incumbent financial insti-
tutions and government funding agencies.

From the perspective of prospective 
strategic investors, the founder’s aspira-
tion and vision to invest in technology, and 
where needed to pivot the business, is a 
must-have ingredient for future growth. 
Among interactions with approximately 

Emphasis by prospective investors

The author also spoke to crowdfund-
ing platforms (equity and loan), venture 
capitalists, private equity firms, high net 
worth individuals and family offices to un-
derstand their views and expectations, in 
particular regarding investing for growth 
via technology deployment. The following 
are the findings:

• The majority expects their investee 
companies to invest in business pro-
cess automation that would drive 
revenue, cost reduction, data-relat-
ed technology (i.e., acquisition, be-
haviour, analytics) and efficiency.

• More than 50% expect improve-
ment to be made in the capability to 
cross- and up-sell existing products 
or services leading to revenue opti-
mization via repeat transactions, i.e., 
improved brand loyalty and sticki-
ness.

• About 60% expect new business de-
velopment and expansion of existing 
horizons via inorganic approaches 
(e.g., mergers, partnerships) for fast-
er revenue growth and improved 
cost effectiveness.

200 licensed money services business in 
Malaysia, a majority expressed unwilling-
ness to dilute their management control in 
exchange for funds to invest in technology 
or a business pivot, as well as a compla-
cency due to the steady stream of revenue 
from their loyal customers.

volving Yes Bank and Wirecard, the extent 
of both scandals could only be quantified 
after the fact and no investor would claim 
that they managed to avoid huge losses by 
not ‘investing’ in these companies because 
they knew what was going on or would 
happen. This is the one area that has no 
early-warning signs for potential strategic 
investors in managing or mitigating the 
risk impact when it materialises.

I N S I G H T  F R O M  M A L A Y S I A
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*1 Asian Development Bank

*2 https://www.grab.com/my/

*3 Grab’s valuation as quoted by Forbes

*4 https://www.softbank.jp/en/corp/

*5 https://www.vertexventures.sg/

*6 http://www.china-inv.cn/en/

*7 https://en.wikipedia.org/wiki/Booking_
Holdings

*8 The Founder’s Dilemma

*9 Financial Times article dated 15 October 
2019

Notes

This article highlighted pertinent expec-
tations of prospective strategic investors 
about investing for the growth of SMEs 
and startups. The expectations are as fol-
lows:

• Growth must be driven by a CVP 
that is clear, well-articulated and 
unique.

• The founder and senior manage-
ment’s breadth and depth of talent 
need to be aligned with that of inves-
tor’s who are willing to fund growth 
according to the business CVP. This 
usually requires the founder and 
senior management to allow certain 
dilution of management control in 
order to accommodate new perspec-
tives and facilitate gains in sustain-
able growth.

• Willingness to invest depends on 
GRC competency to ensure constant 
checks and balances.

• Deployment of technology as growth 
enabler is expected to improve the 
synergy of products and services and 
horizontal expansion.

Conclusion

Disclaimer
This article offers the author’s personal opinion 
based on observations during 22 years of direct 
and indirect involvement as a financial regula-

tor, banker, head of compliance, entrepreneur 
and fintech industry advocate in Malaysia and 
the Asia-Pacific region.
Author is contactable at ridzaziz@cstech.asia.
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holders and the Malaysia digital economy. 
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shore and mid-shore optimization of Malaysia’s 
competitive advantage in the fintech eco-system.
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sultancy for established fintech firms seeking 
assistance on regulatory matters in Malaysia, 
Singapore, Indonesia and Hong Kong.
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Capital Sdn Bhd, a patented fintech solution pro-
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ity for Tawarruq Contract for Shariah compliance 
financing provided by 40 financial institutions in 
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Introducing Nomura Foundation

Panel Discussion at the 2015 Forum

Nomura Foundation (the Founda-
tion) is a public interest incorporated 
foundation formed in 2010 from the 
combined resources of three existing 
foundations established by Nomura 
Group, Japan’s largest securities compa-
ny.  The Foundation aims  to support a 
dynamic and sustainable economy and 
society by promoting the social science 
disciplines, enhancing international 
understanding, and fostering young 
academic and artistic talent.  It focuses 
on four program areas: Social Sciences, 
Foreign Student Scholarships, Arts and 
Culture, and the World Economy.  

The World Economy program sup-
ports research, conferences, and publi-

cations related to the macro economy 
and capital markets.

In the macro economy area, the 
Foundation has organized conferences 
together with experts from the Brook-
ings Institution (US), Chatham House 
(UK), the Development Research Center 
of the State Council (China), and Bruegel 
(Belgium) as well as Nomura Securities 
and Nomura Institute of Capital Mar-
kets Research to  share research on such 
topics as monetary and financial institu-
tions, fiscal stability, and demographic 
change and sustainability.

In the area of capital markets, the 
Foundation has organized conferences 
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Lord Mervyn King at the 2015 Forum

and roundtable discussions in conjunc-
tion with the Brookings Institution, the 
Wharton School, the Development Re-
search Center of the State Council (Chi-
na), China’s Center for International 
Knowledge on Development and Nomu-
ra Institute of Capital Markets Research. 
It has also provided financial backing 
for several conference volumes pub-
lished by the Brookings Institution, Cap-
ital Markets in India published by Sage, 
Inc., and the quarterly Japanese-lan-
guage journal Chinese Capital Markets 
Research.

Research papers and presenta-
tions prepared for conferences and the 
content of print publications are avail-

Cover of Financial Restructuring to Sustain 
Recovery

Cover of Chinese Capital Markets Research

able on the Foundation’s website http://
nomurafoundation.or.jp/en.

With the expanding importance 
of Asia in the 21st century global econo-
my, the Foundation has been increasing 
its support of intellectual interactions 
among experts at think tanks, univer-
sities and government agencies in the 
region.  As part of this effort and recog-
nizing the importance of capital market 
development in promoting economic 
growth and prosperity in Asian coun-
tries, the Foundation started publishing 
Nomura Journal of Asian Capital Markets 
in 2016. 
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Introducing Nomura Institute of 
Capital Markets Research

Nomura Institute of Capital Markets Re-
search (NICMR) was established in April 
2004 as a subsidiary of Nomura Holdings 
to build on a tradition begun in 1965 of 
studying financial and capital markets as 
well as financial systems, structure, and 
trends.  NICMR develops original research 
and policy proposals by specialists based 
upon knowledge of actual business prac-
tice.

NICMR publishes some of its re-
search output in Japanese in Nomura 
Capital Markets Quarterly, and posts some 
items in Japanese, English, and Chinese on 
its website.

NICMR’s core mission is to contrib-
ute to reform of Japan’s financial system 
and securities market in order to foster 
establishment of a market-structured fi-
nancial system.  Structural changes, par-
ticularly population aging, are having a 
major impact on Japan’s economy and 
society. Addressing the challenges created 
by these changes calls for reforming social 
security, tax, and public finance systems.  
One of Japan’s most valuable resources 
is the JPY1,800 trillion in financial assets 
held by households.  Establishing a mar-
ket mechanism-driven money-flow that 
makes efficient, effective use of these as-
sets is critical to the country’s future.  

NICMR’s research focus extends 
well beyond Japan to encompass cur-
rent issues in capital markets around the 
world. In addition to research offices in 
New York, London and Beijing, NICMR 
established a research office in Singapore 
in 2015 to strengthen its Asian research 
platform.  

The continued growth of Asian 
economies including China is generating 
huge funding needs for infrastructure 
and creating an urgent need for indirect 
financing systems and robust capital mar-
kets in the region.  Promoting the devel-

opment of Asian capital markets is a key 
for the future of Asian financial systems 
and economies.  Moreover, it is important 
that Asian perspectives and regional dif-
ferences are recognized in the post-glob-
al financial crisis environment of closer 
cooperation among financial regulators 
making rules and global standards.  

NICMR’s recommendations for de-
veloping financial and capital markets 
in Asia are based on analyses of past ex-
perience in developed economies.  In 
particular, Japan offers useful lessons on 
the importance of direct finance for sup-
porting new businesses and of investment 
services to cater to the needs of a growing 
middle class. 

NICMR has also been working to 
strengthen its sustainability initiatives.  
To this end, it established the Nomura Re-
search Center of Sustainability in Decem-
ber 2019. This research center focuses 
on objective and practical research into 
areas of sustainability closely related to 
the financial and capital markets in major 
regions including Asia.

As a member of the Nomura Group, 
a global financial group based in Asia, 
NICMR strives to contribute to the devel-
opment of financial and capital markets 
in Japan and the rest of Asia through fun-
damental research and experience-based 
policy recommendations. 
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