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THE ROLE OF FINANCE, INCLUDING E-FINANCE, TO ENHANCE
ENTERPRISE DEVELOPMENT

Outcome of the expert mesting

1.  TheExpet Meeting on Improving the Competitiveness of SVIEs in Developing Countries The
Role of Finance, induding E-Finance, to Enhance Enterprise Development examined arange of issues
for consideration by the Commission on Enterprise, Business Facilitation and Devel opment pursuant to
paragraphs 119 and 156 of the Bangkok Plan of Action (TD/386). Experts made presentations and
exchanged views on trends in financid innovation and best practices at the internationa and nationd

leves.

2. Theexperts noted that sustainable economic growth is strongly related to the rate of enterprise
creation and technica innovation. Vigorous enterprise cregtion depends on anation’s entrepreneuria

culture and the ease with which businesses can be started and financed.
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3. They recognized that many financid inditutions in developed and developing countries find it
difficult to serve small and medium-sized enterprises (SMES) because of high perceived risk and high
transaction costs and lack of experienced personnel and appropriate corporate

gtructures, which bias them against SVIES, including those created by women entrepreneurs. The key
to securing access for SMIES is to improve the ability of financid institutions to serioudy expand and
make more efficient the ddivery of financia products, both offline and online, for different segments of
SMEs. It is important for financia ingtitutions to know their markets and customer needs and offer

packages of tailor-made products, as well as automatic and standardized ones.

4.  They equaly stressed that the advent of the Internet, with the possibility of achieving enormous
efficdency gans induding much lower transaction cods, faster communication and unpardled
networking opportunities, has brought about new opportunities and chalenges for SVIE access to

finance and in particular to e-finance,

5. The experts reviewed a number of innovations used by international and nationd financid

inditutionsto facilitate SME finance. Locd financid indtitutionsin devel oped countries, which have been
particularly successful in serving the SME market, havefound that it ishighly profitable. Their Srategy is
to improve their core competencies by adopting sophisticated credit techniques such as credit scoring,
srengthening management and informetion systems and deve oping highly efficient autometic processes,
efficient marketing and digtribution, and developing close ties to dients. The experts dso discussed
complements to finance such asinsurance and guarantee schemes that could increase a bank’ s ability
andinterest intermsof sarvicing SMES. They considered how such innovations could bewiddy gpplied

to developing countries, where the conditions for SMIE development are often much less favourable.

6.  They dsoobserved that in developing countries equity funds and especialy venture capitd funds
have gregter difficulty in serving SMIEEs or even identifying fundable ones. Such difficulties saverdly limit
the amount of equity and venture capital funds available to SMIEsin developing

countriesand particularly in LDCs. In the case of the LDCs, thereisaspecia need for public-private
investment funds devoted to the support and promotion of SMEs and nformation infrastructure
development.
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7. During the second part of the meeting, the experts stressed the revolutionary impact of open
Internet technologies and platformson financid services. In particular, they discussed the devel opment
of online payments with or without the use of cards, Internet banking, etrade finance and e-credit
insurance. Thediscussion centred on adapting these onlinefinancid servicesto the needsof SMIEsand

in particular SMIEs from developing and trangition economies.

8.  Theexperts paid specid atention to a number of innovationsin the financid industry to reduce
costsand risks, including modern Internet- based datamining technologiesmaking it possibleto build up
huge credit information databases and apply modern credit analysisand related credit gppraisal, scoring
and rating techniques, permitting the appraisa of SME credit risks and the rgpid processing of their
credit gpplications. They consdered how thoseinnovations could beintroduced or further developedin

developing countries.

9.  They agreed that the provison of medium and long-term finance should be closdly linked to the
delivery of business devel opment services so astoimprove both theviability of SMIEsand their ability to
repay loans. They urged that partnershipsbe struck between financid indtitutions, business associations,

networks of entrepreneurs and business development service providers.

10. Ladly, they noted that the internationd financiad system can influencethe availahility of domestic
and external resources and in particular long-term finance for productive purposes in developing
countries. They therefore requested that their recommendati ons on waysand means of increasng SME
access to finance should be made available to the next preparatory meeting of the forthcoming UN

conference on Financing for Development in Monterrey, Mexico, in March 2002.

11. Theexperts examined a number of best practices that can facilitate SME access to finance and

recommended the following for consideration by:
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Governments
Finance
(@ Maintaining prudentia supervison of the financid sector, taking into account the specific

(b)

(©

(d)

(€

®

()

)

requirements for medium and long-term investment finance for SMESs, and ensuring that
commercid lending to SMEs is on asudainable basis,

Avoiding crowding out of the private sector by excessve borrowing from nationd financid
inditutions;

Designing loan guarantee schemes that reach target beneficiaries, ensure balanced risk

sharing and avoid mora hazard,;

Requiring commercia banksto disclosethe compostion of their |oan portfolios, particularly
the percentage of loans going to SMEs;

Encouraging banks to implement good corporate governance practices and trangparent
procedures and, within this framework, to appoint independent outside experts with a
knowledge of SMEsto their boards of directors,

Improving the religbility of financid information provided by SMES by adopting user-
friendly accounting and reporting requirements;

Promoting an indtitutiond framework for SVMIE support services,

Supporting public-private sector partnerships for SME venture capitd funds and
investment funds ensuring alevel playing fidd for dl market participants;

Adopting regulatory and lega frameworksthat alow for the establishment and best use of
financid sector infrastructure such as credit bureaus and other information sharing solutions,
while maintaining gppropriate privacy laws,
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Creating conditions for promoting locd capitd markets;

Public and private sector

E-finance

(k)

(0

(m)

()

(0)

(P)

Cregting a technology-neutra e-commerce and e-finance friendly regulatory environment
and deveoping secure methods of dectronic transmisson of commercid messages, e

sgnatures and e-contracts, which should be consdered as legdly binding by contracting
parties;

Adopting flexible regulations and cregting a supportive indtitutional environment to
encourage theintroduction of e-payments, Internet banking, onlinetrade finance and credit
information and other e-finance rlevant to SVIEsin developing and trangition economies

and ensure public—private cooperation in that respect;

Developing a conceptud framework to alow systematic collection of data on e-finance;

Encouraging a variety of partnerships and joint ventures between loca and foreign e
finance service providersin order to ensurethe possibility of rendering efficient servicesto

cusomers a locd, regiona and globd levels,

Improving internationa coordination among nationd financid supervisory authorities to
better manage systemic risks related to the borderless nature of e-finance;

Deve oping online credit information, credit scoring and rating databases for SMEs from
developing and trangtion economiesto facilitate and shorten their credit appraisa process

and hence improve their access to finance and e-finance both localy and internationdly;
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(q) Cresting locd, regiond and globa efinance platforms with the active participation of
financid service providers and other companies from developing countries and making

them accessible to developing country SMES,
() Deveoping online bus nessdeve opment and information services and supporting capacity
building for SMEs in respect of getting online access to business opportunities and

fadlitating online matching of best conditions for their financing requirements,

(9 Supporting SMIEsin acquiring technologies and skills required to pay and be paid online,
aswdl| as entering into longer-term trade-related e-financing arrangements;,

() Laying foundations to develop a dtrategy for online access to longer term e-finance for

SMEs,

() Deveoping dternative bilaterd and multilatera online payments and financing
arrangements, such as online clearinghouses, and making it possible to expand productive
and trading frontiers of SMEs from developing and trangition countries;

Development agencies and international financial institutions

(v) Bringing the recommendations of the Expert Meeting to the attention of Governments and
nationa development finance inditutions;

(w) Bringing the outcome of the Expert Meeting to the attention of te forthcoming UN

Conference on Financing for Development in Mexico;

(X) Supporting SME associationsin setting up infrastructure to collate and update SME data;
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Finance

(y) Developing, whenever appropriate, debt swaps within existing aid budgets as a means of
drengthening locd finandd inditutions by providing them with medium and long-term
finance for SMESs, dso taking into condderation finance and guarantee schemes in loca
currency. Debt swaps should aso be used to provide business devel opment services This
could be useful to complement the HIPC debt dleviation facility and for countries not
benefiting from the facility. When dedling with capacity building, development agencies
should be ready to enter into full partnerships with public and private stakeholders and
share risks and respongbilities;

(@ Promoting user-friendly accounting and reporting systems for SVIESs that would provide
uniform (within the country) and ussful financia informeation to managers, creditors and
investors,

(aa) Dissaminating informetion on financid innovations and asssting commercid banks in
deve oping core competenciesin credit policy making, risk management, credit information
and management systems, and efficient marketing and distribution;

(bb) Deve oping/strengthening programmesthat assst commercid banksin developing countries
to train bank management and staff to better appraise SVIE credit risk, particularly inthe

case of women entrepreneurs,;

(cc) Encouraging banks to develop contractud relations with business development service

providers to better identify opportunities and to provide efficient follow-up services;

(dd) Joining with Governments and private partners in creating public- private venture capital
funds and investment banksto assst SVIES,
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(ee) Urging development banks to adopt a sectoral gpproach to:

() Policy didogue with Governments and domestic nationd banks to create an
enabling environment for SMIE support;

(if) Long-term assi stance through loans and equiity to loca indtitutionswith aperspective
of long-term sudtainability;

(i) Complementary capacity building for financid inditutions and SMEs via

business development service providers,

(ff) Deveoping common standards and systems to link commercia banks and micro-
finance indtitutions to increase outreach and accelerate the mainstreaming of productive

poor into the formd financid system;

E-finance

(0g) Fadlitating, through policy dia ogue, financing and technica cooperation, theintroduction of
atechnology-neutra regulatory and ingtitutiond environment for e-finance;

(hh) Encouraging, through training, co-financing and various partnerships between locd and
internationd financid service providers, the introduction of e-finance and reated financid
innovation by banks and other financia service providers from developing and trangtion

countries and thus demondirating to them possibilitiesto tap into e-financerd ated efficency
gans

(i) Participating through co-financing and technica assgtance in the creation of loca and
regional efinance platforms of various types with a view to improving the qudity of

sarvices rendered to SMEs and other customers;
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(j) Assging the SVIE sector in developing and trandtion economies to acquire e-finance
related technologiesand skillsasapart of improving their competitivenessand participation
in the globa economy;

(kk) Supporting Governments, public and private sector entities and NGOs in fulfilling the

above-mentioned recommendations on e-finance

(I1) Doing amore effective job of networking and creating clearing houses for information and
experiences relating to types of infrastructure to support e-finance, in close consultation
with private market participants;

(mm)Exploring a more structured approach to trandfer of knowledge and training and
associated cooperation between public agencies,

Commission on Enter prise, Business Facilitation and Development
(nn) Sdlecting a topic for the next two years which develops coherent gpproaches to SME
finance, e-finance and non-financid business support services, taking into condderationthe

work of other agencies, in order to contributeto the effectivenessof UNCTAD’ sresearch,
intergovernmental discussions and technica cooperation and ultimately to UNCTAD XI;

UNCTAD

(00) Continuing its research on financing for SMIEs particularly in the fields of new technology
acquigtion, export credit, e-finance and e-economy, which are critica for the

competitiveness of SMEs and their participation in the globa economy;

Finance
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(pp) Completing its work on a user-friendly accounting framework for SMEs that will alow
them to produce transparent, reliable and uniform financid and business information and

reporting back to the Commission as soon as possible;

(qg) Ensuring, in its technica cooperation programmes for entrepreneurship, that business
development sarvices are linked to financia services and developing the necessary

products and services within its programmes in order to fecilitate this;

(rr) Developing, together with other relevant international agencies, programmes for women
entrepreneurs to facilitate their access to finance, extrabudgetary funds permitting;

E-finance

(ss) Continuing systematic research into various online financid services and their impact on
economic development and in particular on opportunities opened up for SMEstoimprove

their access to finance and e-finance:

(tt) Organizing regular fora, including regiond seminars and group traning, to sengtize
governments, centrd banks, financid service providers and the corporate sector in
developing and trangition countries to the advantages of eectronic finance at the locd,
regiona and globd levels,

(uu) Incorporating the aspects of e-finance that are more relevant to the needs of SMEsinto
UNCTAD technica cooperation activities in the area of ecommerce, and ensuring
coordination and synergies with other internationa organizations active in thisfidd;

(vw)Encouraging Governments, central banksand financid inditutionsto collect informeation on
e-finance and using it for andyds, intergovernmenta ddiberations and technica

cooperation.
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