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SMEs in Thailand

Tvpe of No. of No. of GDP
Enterprise | Enterprises | emploviment Mill. Baht |
(%o of total) | (%o of total) | (%o of total)
SMEs 2.366.227 8.900.567 3.244.974
(99.6%) (76.0%) (35.2%0)
Large 9.141 2.810,767 5.239.226
Enterprise (0.4%0) (24.0%0) (61.8%)
and Others
Total 2.375.368 11.711.334 8.484.200
(100%%) (100%¢0) (100.0%)
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SMEs In China
(Red Mark i1s SMES’ share)
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SMEs rely on Banks and Micro Credit

Credit Capital
< v Stock Market
Large
corporations Bond Market
<
Banks
Credit
SMES/Guarantee
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Bank based SME financing

Start-up SMES

1, Bank Loans to SME

2, SME mutual funds / SME fund
to provide financing to start ups

Banking
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Separate Accounts of SME financing

1, Traditional Bank finance

Private banks

Government banks
2, SME fund, SME mutual funds

Sell these products through banks
3, Separating two accounts

Bank accounts (Guarantee)

SME fund (non-guarantee)
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Fig. 3-2-5 Fundraising structure by number of employees (fiscal 2006)

Dependency on borrowing increases as the number of employees becomes smaller
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(1) Financial Position
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3. 1-3-9 Trends in SME loan balance by financial institutions
SME loan balance by financial institutions decreased overall between the 1990's and early 2000°s,
increased year-on-year in 2006, and has, again, been decreasing since the second half of 2007
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The SME Industry and Credit Information
Infrastructure in East Asia

+SMEs dominate the business landscape

of ASEAN economies and influence output, employment
and income growth.

+Information asymmetry still exist and the

type of infrastructure that could appropriately address this
problem in terms of existence and state of development
across the ASEAN region.

+It Is Imperative to have a credit

Information system for the SME sector to
help address the persistent challenge of
Information asymmetry and financing access.

@CopyRightYoshinoKeioUniversity
2010/ July/7



Wage Differentials

between Large companies and SMES

Fig. 1-1-35 Trends in wages by enterprise size
Slight upward trend in wages, mainly at small enterprises
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Fig. 3-3-1 Wage curve of permanent employees

The rise in the wages of SME permanent employees is more moderate in comparison to that of large
enterprise permanent employees
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Fig. 1-3-16 Trend in non-performing loan ratio

The non-performing loan ratio increased slightly for banks nationwide in the term ending September
2008 compared to the term ending March 2008 due to the economy turning to a recessionary phase
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3. 1-2-9 SME bankruptcy trends

The number of SME bankruptcies has been increasing recently
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—

—————__ Year 2003 2004 2005

—

Financial institutiaﬁ_“"‘“nﬁ”_?_”lh Mar. | Jun. | Sept. | Dec. | Mar | Jun | Sept | Dec. | Mar | Jun. | Sept | Dec.
City banks 893 834| 831| — | — — — — _ _ _ _
Regional banks 678 660] 664 — | — | = | = [ = [ = = = | =
Member banks of the Second
Associafon of Regiona Benks 44 B2 B2) — | = | = | = | = | = | = | = |~
Other 5 1] 19| = | = | = | = | = | = | = | = | =

Sfénuﬁsnﬁﬁmﬁmﬂ"ks e 194.0 | 183.7 | 184.6 | 1805 | 186.0 | 1764 | 179.1 | 178.6 | 179.4 | 1717 | 176.0 | 177.7
E;mmﬁﬁ?cj'm Lo 23| 18| 17| 16| 16| 14| 15| 16| 16| 17| 16| 19
Credit associations #5| 410| 412| 418| 405| 400| 405| 411 | 404 | 401 | 408| 415
Credit cooperatives 92| 91| 92| 92| 91| 90| 91| 92| 92| 91| 92| 93

Private-Sector financial institutions fotl 2469 | 2355 | 236.7 | 233.1 | 237.3 | 226.9 | 230.3 | 2305 | 2306 | 2225 | 227.6 | 230.4

mmgﬁﬂsﬂmm 244.7 | 2337 | 235.0 | 2315 | 235.7 | 2255 | 228.8 | 228.9 | 229.0 | 220.8 | 226.0 | 2286

Japan Finance Corporation

Sl andMedium Etepise Ui 75| 75| 76| 76| 76| 76| 76| 76| 75| 74| 73

Japan Finance Corporafion

WictoBusness an il U 92| 92| 91| 92| 89| 89| 88| 88| 84| 83| 82

Shoko Chukin Bank 01| 99| 99| 10| 98| 97| 97| 98| 96| 95| 95| 96

Govemment-affiliated financial instifuions fotal | 26.8 | 266 | 267 | 268 | 263 | 261 | 261 | 262 | 255 | 252 | 250 | 249

Total outstanding lending to SMEs 273.7 | 262.1 | 263.4 | 260.0 | 263.6 | 252.9 | 256.3 | 256.7 | 256.1 | 247.8 | 252.5 | 255.4

mgﬁﬁg‘"ggﬁ”m”g‘”s’“&(E*d"“'"ﬂ 2715 | 2603 | 2617 | 2563 | 262.0 | 2515 | 2548 | 255.1 | 2545 | 246.1 | 250.9 | 2535

@CopyRIghtYoshinoKelouniversity 16
2010/July/7



—— e ——

————— Year 2006 2007 2008

—

-,

Financial instiluti.:_;;{““““n."ﬂﬂ[‘ﬂ] Mar. | Jun. | Sept. | Dec. | Mar | Jun. | Sept | Dec. | Mar. | Jun. | Sept | Dec.
Giy banks -l -1l =-1=-1=-1=-1-=-1=-1=1=1=1-
Regional barks — -1l =-1=]1=1=-=1=-1=1=1=1=1-
Member banks of the Second _
Association of Regional Banks - - - - - - - - - - -

(ther — — — — — — — — — — — —
Domestialy lensedbrkS KN | 416 | 1776 | 1862 | 167.1 | 187.4 | 183.0 | 1646 | 1853 | 1841 | 1798 | 1796 | 1840
Dorvestal-Joersed brks st 19 19| 17| 17| 16| 16| 15| 15| 15| 14| 13| 12
Credit associaions 08| 405] 415 421 a17] @3] 419 423] 416] 413] 420] 430
Credit cooperaives 93] 93] 94| o4] 4| 93] 94| o95] 94| 93| 94| 95

Pivae-sector financial insiuions total 2336 | 2205 | 238.8 | 2402 | 2400 | 235.2 | 2375 | 2385 | 2365 | 2318 | 232.3 | 2377

Eﬁﬁﬁﬁ“ﬁ?ﬁﬁﬁ'ﬁ“ﬂmm 231.7 | 2276 | 237.1 | 2386 | 2385 | 2336 | 2360 | 237.1 | 235.1 | 2304 | 231.0 | 2365

Japan Finance Corporation

e 70| 69| 68| 67| 64| 63| 62| 60| 58| 57| 56| 55

(Small and Medium Enterprise Unit

Japan Finance Corporation

o _— 78| 17| 76| 15| 72| 71| 70| 70| 68| 68| 67| 67
(Micro Business and Individual Unit)

Shoko Chki Bark 04| 93] 93] 94| e8] 93] 92| 93] 91| 9] 89| 90
Govemment-afited irancielnsiions ol | 24.3 | 23.9 | 237 235| 230 | 227 | 224 204 | 217] 214[ 214 ] 213
Total outstaning ending to SMES 257.9 | 253.3 | 2625 | 2638 | 263.0 | 257.9 | 259.9 | 2609 | 2582 | 253.2 | 258.4 | 2589
Rﬂgﬁ‘ﬁg@'ﬁgﬁ"‘“g‘USMES(E*""“'"Q 256.0 | 2514 | 2608 | 262.1 | 2615 | 2563 | 2564 | 2504 | 2568 | 2518 | 252.1 | 257.8
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Role of Government Banks for SME

1, Information Asymmetry
2, Lack of information by lenders
3, role of government
employment opportunities
SMEs are engine of growth
4, tax payers’ money
5, Private financing vs. government banks
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Appended note 3-2-10 Significance of lending from government-affiliated
SME financial institutions

Regional financial institutions have high expectations of lending from govemment-affiliated SME financial institutions
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Loans by Banks, Credit Cooperatives etc.

Fig. 1-3-11 Trends in outstanding lending to SMEs (by type of financial institution)

Comparatively stable lending by government-affiliated SME financial institutions, credit associations,
and credit cooperatives, but lending by domestic banks too has recovered from June 2005

== CDlomestic banks —e— Credit associations and cooperafives —e— Governmeant-affiliated SME financial institutions
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Source: Compiled by the SME Agency from BQOJ, Monthly Fnancial and Economic Stafisfics and other sources.
Motes: 1. The figures for “"domestic banks” indicate the combined lending of domestic banks (excluding credit associations and
credit cooperatives), domestic trust banks, and overseas branch accounts of domestically licensed banks.
2. Government-affiliated SME financial institutions are the Shoko Chukin Bank, Japan Finance Corporation for Small and
Medium Enterprise (JASME), and Mational Life Finance Corporation.
3. The shaded sections indicate economic contraction (from the peak to the trough in the business cycle).
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Fig. 3-2-19 Efforts and services required of financial institutions
While financial institutions place emphasis on business support other than lending terms, SMEs emphasize borrowing term:
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Four Accounts by SMEs

» Tax Authority

> Banks

»  His Own

Showing to
his wife
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Lack of Data for SMEs

Credit Capital
Rating Market
< y Stocks and Bonds
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orporations
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Fig. 1-3-20 Ratio of borrowing companies which have guarantees by

Credit Guarantee Corporations
Ratio of borrowing companies showed a recent increase
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SMEs Database

1, Common Database in ASEAN+3
2, Credit Scoring
3, Statistical Examination
= Default Risk
4, Reduce Information Asymmetry
5, Securitization of SME loans
-1t Is circulated Iin Asian Bond Market
6, Benchmark for SME credlt anaIyS|s
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Credit Guarantee Systems (CGS)
And SME Finance in ASEAN

+Credit guarantee schemes (CGS) have
the objective of absorbing part of
the loss resulting from the default of
a bank loan.

+I1t reduces lender’s risk, serves to
Improve the supply of credit and
facilitates the smooth operation of
the SME loan market.

@CopyRightYoshinoKeioUniversity
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Credit Guarantee Systems (CGS)
and SME Finance in ASEAN

Sustainability of CGS
1,motivation,
2,To Avold moral hazard;
3,Going concern
(Revenue, selling information
providing data analysis)

@CopyRightYoshinoKeioUniversity 27
2010/July/7 Presentation of HURI (February 2009)



Credit Guarantee System

1, Put incentive mechanism to banks
2, provide incentive mechanism to SMEs
3, 100 % guarantee - moral hazard problem
4, partial guarantee
5, performance based coverage ratio
good banks are given higher guarantee
bad banks only receive low rate guarantee
6, Policy oriented CGS (government support)
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CRD (Credit Risk Database)
Membership composition (July,2009)

Credit guarantee corporations 52
Government financial institutions 3
Private financial institutions 136
Credit-rating agencies, etc. 6
Small and Medium Enterprises Agency,
Bank of Japan, etc. 5

Total 202
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CRD Data: Since 1995

Corporations March-2009
Total 10,180,000 (17/85)
Default data 1,117,000 (209)
Individual owned company

Total 2,496,000 (803)
Default data 301,000 (90)

Number of (Number of
Accounts companies)
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SME Data base

Credit Guarantee
Corporations
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Data on SMEs under the Small and

Medium Basic Law

1) Financial
Non-financial data and atiribute data

Default information e

(1) (Provision nl’mr‘“'u anonymous form

CRD services

Credit risk scoring
%inmumm

@CopyRightYoshinoKeioUniversity 32
2010/July/7



CRD Data Collection

+Financial data -B/s and p/L

+Non-financial data -E.g. date of
establishment and geographical location.

+Default data

+ 3 months or more arrears,;

+ de facto bankruptcy;

+ subrogation by credit guarantee corporations
+ possible bankruptcy.

@CopyRightYoshinoKeioUniversity
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Consolidation and Anonymity

+ An effective credit information database
needs a large amount of data.

+ The database needs to consolidate the
data on the same borrower.

+ Anonymity is important to form a large
and effective credit information database.

+ Anonymity Is a legal protection issue.
+ Confidenciality

@CopyRightYoshinoKeioUniversity 34
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In the context of SME participation
INn bond markets:
+ The securitization of SME bonds pius a credit

guarantee on those bonds could render it more attractive to investors.
+ Establishment of SME credit information entities must be continuously

pursued. This development would help generate a critical mass
of SME information and help create SME-focused credit

ratings agencies.

+Nation wide data

+ Existing domestic rating agencies need to be more efficient.

+A strong legal and regulatory framework

must be in place to protect investors, promote financial reporting and
accounting discipline and encourage transparency in capital market
transactions.

@CopyRightYoshinoKeioUniversity 35
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Lists of Policy Recommendations

(1) SMEs have to have incentives to disclose

their truth data. In Japan, SME data are collected
nationwide by Credit Guarantee Corporations, which
have 47 offices in all the prefectures in Japan. When
SMEs want to borrow from banks, they are often asked
to put credit guarantee on their loans. This is because
SMEs are perceived to be much riskier than large
corporations. Since ASEAN countries have different
financial and SME lending systems, the kind of
organization to collect SME data in each country must
be studied well.
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Lists of Policy Recommendation

(2) An institution that is mandated to collect SME
data while looking after the confidential and
trustworthiness interests of the SMEs In its
database must be established.

(3) Once the organization to collect SME data is set
up, the government must spend for the initial

cost of its establishment to help get its operations off
the ground. The cost must be as minimum

as possible. At the same time, it must have its own
revenue source. In Japan, CRD (credit Risk
Database) collect fees from financial institutions by
selling data and by providing the computation of
default risks. Consultation of data analysis with
various banks Is afetriey seigisee efincome from CRD.



(4) The SME database should be a repository of both financial
and non-financial SME data. In

Japan, the data collected by CRD includes

sales, operating profits, ordinary profits, investment in
plant and equipment, investment in P&E (excluding
Investment in software), increase in inventories, ratio of
operating profits to sales, ratio of ordinary profits to sales,
ratio of net worth, liquid assets, inventories, fixed assets,
deferred assets, total assets, liquid liabilities, fixed
liabilities, net assets, interest expense and personnel
expenses.

(5) Statistical analysis is required to compute the default risk
ratio of SMEs. The database

Institution can then provide statistical analysis to its member
banks.
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Ssummary---SMEs Database

1, Common Database
2, Credit Scoring
3, Securitization of SME loans
- It is circulated in Asian Bond Market
4, Benchmark for SME credit analysis
5, Statistical Examination
= Default Risk
6, Reduce Information Asymmetry
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More than 60% use Credit Data

Fig. 1-3-34 New methods of financing and extent of use
New lending products being developed by financial institutions too

[[] Already well established ] Available but not well established [ ] Under consideration [B§ Mo plans to introduce Don't know

Commitment lines

Syndicated loans

Assot-based lending (ABLs)

Current asset-backed loans

Inventory-backed loans

Privately-placed bonds

Croedit sconng finance

CLOs

Heceivable-backed loans

0 10 20 30 40 50 60 70 80 90 i E[I
Source: RIETI (conducted by Tokyo Shoko Research, Ltd.) (2006), Survey of the Financial Environment of Small and Medium (%)
Enterpnises.
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Direction of Portfolio Investment
Figure 1, From Asia, Figure 2. To Asia, Figure 3, Europe

Others Others
11.80% 11.10% USA 15.67%

Asia 8.20% Asia 7.67%
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Others
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37.20% USA 37.12% ngggﬁ
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ABMI (Asian Bond Market Initiative)

Steps so far

1, Government Bond Market

2, Semi-Government Bond (Power plant)

3, Large Companies

4, Infrastructure Financing (Revenue Bond)
5, Housing Loan, Securitization

—->Small Businesses are neglected

- Credit Data Is difficult to obtain
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