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Introduction

Ikigai and MSME finance

The COVID-19 pandemic is a global catastrophe,
with no region spared including Asia and the
Pacific. The cost has been considerable, whether
measured in terms of public health or economic
fallout. In a bid to constrain the spread of the
coronavirus, national and local governments were
obliged to lock down public spaces, forbade business
transactions in person, restricted travel, and
otherwise interdicted the flow of people, goods, and
services globally. The consequences for business
have been acute (ESCAP, 2021).

In the long-term, there will be a noticeable shift in
what stakeholders expect from MSME finance
(ESCAP, 2021). For most stakeholders, MSME
finance is not an end in itself; rather it is a means to
an end. That end is the sustained growth of businesses
and economies: helping micro firms become small,
small firms become medium-sized, and so on (ESCAP,
2021; Cassidy, 2020; Gancarczyk and ZabalaIturriagagoitia, 2015).1 The implicit logic revolves
around the desirability of firms to become larger over
time, and thereby enjoy economies of scale and other
attributes that can make them more competitive
(World Bank, 2020a).2 Thus, firms in most economies
have been encouraged, and even sometimes
incentivised, to scale up. This trend may now be
changing, as technological innovations disrupt the
logic behind economies of scale and allow for cost and
price competitiveness even when operating at a
smaller, more bespoke scale of production and service
offering (ESCAP, 2021).

Micro, small, and medium-sized enterprises
(MSMEs) naturally suffered more than large firms,
given their limited human and financial resources,
and heavier reliance on cash flows. The exogenous
shock of the sudden, dramatic curtailment of
business was a blow that ended an unknown
number of MSMEs across the region. Access to
finance, already a major constraint to MSME
development prior to the pandemic, has worsened
considerably, even in cases where governments
have had sufficient resources to enact emergency
policies aimed at keeping their MSME sectors afloat
(ESCAP, 2021). The environment remains difficult.
Despite these challenges, the pandemic represents
an opportunity for MSME finance in the region.
Policymakers can build back better to enable MSME
finance to be more sustainable, efficient, and
resilient. This will require dramatic changes in how
policymakers and all stakeholders, including
members of the international development
community such as ESCAP, view MSME finance: its
provision and related services. In this policy brief,
we propose a holistic framework to capture this new
thinking.

1

It should be noted that there has been a tendency in the
past for policy-makers to provide well-meaning, but
ultimately flawed, support frameworks for MSMEs that
actually create inverted incentives that encourage firms to
remain small, or at least appear small, so as to continue to
benefit from government largesse directed at small business
(Benedek and others, 2017; Tsuruta, 2020). As a result,
there has been a growing recognition that what MSMEs
need most is not preferential treatment, but simply fair and
equal treatment with their larger rivals.
4

What we are witnessing is a paradigm shift; a true
inquiry into the fundamental purpose of economic
activity and the role of MSME finance within it. It is
within this wider, post-pandemic re-evaluation of
economic development and its priorities, that we
should assess the challenges of MSME finance in 2021
and beyond, the opportunities that the pandemic
provides to re-examine the priorities and purpose of
MSME finance, and the optimal means of achieving
them.
To this end, we have sought to adopt and convert the
Japanese approach of ikigai (ESCAP, 2021); see figure
1. Ikigai refers to a means by which an individual can
try to bring about a sense of fulfilment, and reason for
being, from attaining a balance of various – and
potentially competing – forces, in order to create an
2

Of course, economies of scale are not the sole attribute
associated with large firms. As a recent World Bank report
notes, larger firms “are significantly more likely to
innovate, export, and offer training and are more likely to
adopt international standards of quality. […] Across lowand middle-income countries […] nearly 6 out of 10 large
enterprises are also the most productive in their country and
sector. These distinct features of large firms translate into
improved outcomes not only for their owners but also for
their workers and for smaller enterprises in their value
chains” (World Bank, 2020a, p. xvi).
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optimal balance (Mirelles and Garcia, 2017). In
particular, balancing: (i) what one is good at doing; (ii)
what one can be remunerated for doing; (iii) what one
most enjoys doing; and (iv) what the world needs. Get
that balance right, and the ikigai approach would

suggest that a fulfilling state of affairs can result.
Whether one fully agrees with the approach or not, it
provides a holistic means by which to frame and
consider how to reconcile different pull factors in a
bid to achieve the best possible life balance.

FIGURE 1 IKIGAI (OR A REASON FOR BEING)

Source: Mirelles and Garcia (2017); Forbes (2018).3

Adopting that same approach, and applying it to the
issue of MSME finance, we suggest that the ikigai of

MSME finance, in a post-pandemic context, might
look something like figure 2 shown below.

FIGURE 2 THE IKIGAI OF MSME FINANCE

Source: The authors, based on Mirelles and Garcia (2020).

3

See:
https://www.forbes.com/sites/chrismyers/2018/02/23/how5

to-find-your-ikigai-and-transform-your-outlook-on-lifeand-business/?sh=c2602b2ed444.
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In this conceptual framework, we suggest that MSME
finance tries and balances four potentially competing
forces: (i) what the private sector does well, notably
financial innovations; (ii) the responsibilities of
government, particularly managing systemic risk; (iii)
what the world needs in the post-pandemic
environment, especially more emphasis on
sustainability/SDGs; and (iv) what the new normal
might look like after COVID-19, such as the kinds of
structural transformations in markets and economies
created by the pandemic (ESCAP, 2021). These forces
offer points of intersection around regulation, support,
innovation, and ESG concerns.
To give an example, various actors in the private sector
– many of them start-ups – in numerous Asia-Pacific
economies are experimenting with highly innovative
fintech products and services that could radically
improve MSMEs’ access to finance. At the same time,
the respective regulatory agencies are concerned about
the potential systemic risks that could result from a
liberal approach to control (ESCAP, 2021).4 Too much
regulation could inhibit an economy from enjoying
momentous, fintech-driven breakthroughs that could
bring about a far more conducive enabling
environment for MSMEs. Conversely, too little
regulation could trigger an unanticipated systemic
crisis that could cost an economy, and the financial
sector and MSME community within it, years of lost
productivity, profits, and growth. Regulatory
sandboxes, which allow controlled experimentation,
might be an optimal solution.
To be clear, the ikigai approach itself is not a formula
offering specific solutions; rather, it is a paradigm to
frame the issue. Key stakeholders can coalesce around
what is the optimal balance, whether at the national,
regional, or global level, and whether to focus on
MSME finance development as a whole, the fintech
space, ESG issues, or even individual financial
innovations (ESCAP, 2021).
While institutional investors and large companies have
started to place increasing emphasis on issues around

ESG, this has been less apparent in the MSME
financing space. From the perspective of MSMEs, this
is quite understandable, as accessing adequate finance
is challenging enough, without adding further
conditions around their adherence to ESG principles.
To this point, then, MSMEs rightly perceive the
attainment of ESG goals to be a cost, not a benefit. If
that viewpoint could be reversed, so that going
forward MSMEs value ESG adherence as a means to
obtain finance more easily and cheaply rather than as
an expensive obstacle, then key interests will be better
aligned towards a shared goal.
Pressure for smaller firms to embrace ESG essentially
revolves around meeting the compliance demands
made by large-scale clients in the relevant supply
chains, or face a halt to future orders (Huang, 2019;
PRI, 2017; Van der Lugt, Van de Wijs, and Petrovics,
2020). Dispensation of benefits to incentivize MSMEs
to mainstream ESG in their business models has been
rare, at least thus far. This is where the same advances
around digitalization and Fintech may offer the
prospect of ESG-related solutions, bundled within
financial products and services customized for MSMEs.
For example, integrating some aspects of ESG
compliance into the process of assessing lending risk,
so that a higher level of ESG performance translates
into a lower rate of interest on debt. Such an
adjustment reflects the reduced levels of risk that
adherence to ESG principles are known to provide
(Fitch Ratings, 2020).5

Becoming inclusive and
sustainable
The pandemic and its aftermath have called into
question the optimal means of not only financing
MSMEs, but also how to direct such financing
towards meeting the environmental, social, and
governance (ESG) objectives laid out in the
Sustainable Development Goals (SDGs). The
unsustainable pursuit of business growth that comes

4

Typically, private sector investors seek to pursue a high
‘beta’, while regulators prefer to see a more modest ‘beta’.
In finance, ‘beta’ is used to denote the relative volatility of
the price of a particular asset, relative to a wider portfolio. A
‘high beta’ indicates higher investor risk, but also suggests
greater return potential.
6

5

A trend already reflected in Fitch Ratings Agency’s
introduction of ‘ESG Relevance Scores’. See:
https://www.fitchsolutions.com/products/fitch-ratings-esgrelevance-scores-data.
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at a deleterious cost to gender equality, social
cohesion, the environment degradation is no longer
viable or acceptable (ESCAP, 2021). Therefore,
building back better must be not only efficient but
also socially inclusive and environmentally
sustainable.
Embracing ESG offers a competitive advantage for
MSMEs regarding access to finance. A great number
of both public and private financial institutions are
offering ESG-driven loans to MSMEs as banks and
investors gradually accept ESG principles as criteria
for evaluating potential investees (Park and Kim,
2020). Listed companies also tend to be at the
forefront of ESG practices, and often provide trade
finance to their MSME suppliers who have adopted
ESG principles. For inclusion in global supply chains
(GSCs), MSMEs espousing ESG will be preferred to
those who do not. Multinational enterprises seek
MSME suppliers who will protect their brand by
sharing ESG values while offering supply chain
finance to them (ESCAP, 2021).
In the wake of the COVID-19 pandemic, MSMEs
seeking capital increasingly had to demonstrate their
understanding of ESG to satisfy financial institutions
and investors (Philipova and others, 2020). This
requires MSMEs to learn and to integrate ESG
principles in their operations. MSMEs that can adapt
can expect rewards in terms of lower cost of capital
and more convenient access to finance (ESCAP,
2021). Policymakers in the Asia-Pacific region
should take the lead in educating and advising
MSMEs concerning practical steps in this regard.

Indeed, governments and regulatory institutions are
facilitating these trends by requiring new ESG
financing and disclosure guidelines. In some cases,
businesses that implement the ESG principles in their
projects are already receiving priority (Abe and
Chee, 2017). In Asia and the Pacific, Japan and
Australia are the leaders with regard to ESG
disclosure requirements, followed by Singapore’s
disclosure regulation since 2017 and stricter
guidelines in Hong Kong, China in 2020 (Philipova
and others, 2020).

Efficiency: Using
digitalization and fintech
The possibilities for enhancing MSME access to
finance, through an efficient use of digitalization and
fintech, are myriad. During a loan application
process, for instance, fintech tools can help financial
institutions capture, validate, and analyze the
creditability of their MSME customers remotely
(World Bank, 2020b). Artificial intelligence (AI) and
machine learning algorithms can also enhance the
approval process for MSME loans, thereby
compensating for a lack of financial data (ibid). In
addition, the provision of finance to MSMEs can be
part of a suite of products and services offered to
them, e.g. registration of the business, followed by
lending and advisory services, all delivered digitally.
Such an ecosystem would seem a natural progression
from the trend depicted in table 1 below.

TABLE 1 TRENDS OF DIGITAL PAYMENTS IN SELECT ASIA-PACIFIC LDCS
Made/received digital
payments in million

Average transaction value
per user in US$

Users in million

2017

2020

2017

2020

2017

2020

2.4

4.9

5.0

15.0

2.7

5.3

Source: The authors’ compilation based on IMF (2020).
Note: Asia-Pacific LDCs in this table comprise Bhutan, Cambodia, Kiribati, Lao PDR, Salomon Islands, and Tuvalu.
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Similarly, advances in fintech could result in the
bundling of financial services and products with other
business services provided to MSMEs (ESCAP, 2021).
Previously, a company would have its funding
requirements met by one or more banks or finance
providers, and for most MSMEs it would typically be a
single bank. This relationship was somewhat separate
from the core business activities of the MSME (Berger
and Udell, 2002; Kagan, 2020). On a macro level, banks
are traditionally financial intermediators in an
economy, moving idle capital from areas of excess
funds to areas of fund shortage (Gobat, n.d.). 6 But on a
micro-level, businesses, including MSMEs, allocate
those funds from financing to areas of need: payroll,
rent, raw materials, etc. (OECD, 2015).
To deal with the challenges of information asymmetry,
a lack of adequate collateral to pledge as debt security,
and other risk factors, government agencies and others
seeking to improve MSMEs’ access to finance have
tried using credit scoring mechanisms and providing
guarantee schemes, etc. (ESCAP, 2021-see the left side
of the figure 3 below). In other words, the focus of

attention has been on the channel between the MSME
and the bank.
Fintech has the potential of significantly changing the
dynamics of this relationship, in two ways (ESCAP,
2021). First, advances in the fintech space can reduce
the transaction costs of providing credit to small-scale
businesses and provide alternative scoring mechanisms
that banks can employ in order to have a higher degree
of confidence about the risks entailed (i.e. lessen the
information asymmetry problem). Second, the fintech
space hold the promise of linking the finance provision
more closely to the various core aspects of the
company’s business (see the right side of the figure 3
below). Such an integration allows finance to be better
integrated with the various functions of the firm, and
the MSME has fewer concerns in trying to
intermediate its own cash flows. For the finance
provider(s), the financing is more closely tied, or
bundled with, the specific activities it is being used to
fund, and lessens the risk to which the company will
misallocate those funds to support alternative
activities.

FIGURE 3 THE ‘ENSO-ING’ OF MSME FINANCE

Source: the authors.

6

For details, visit:
https://opentextbc.ca/principlesofeconomics/chapter/27-3the-role-of-banks/.
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To give one example, various platforms – such as
Shopify and Amazon – are moving to provide
financing for client companies; a role traditionally
played by banks (Exton Consulting, 2021).7 One
advantage that these platforms have is that they have
direct information about the cash flows of those client
companies, as they transact some or all of their
business through their platforms, and the data
generated is verifiable. These platforms can aggregate
that data (big data) and analyse it (supported by AI),
thereby reducing the risk of lending to the client
company and lowering its cost of borrowing. This shift
in the way that MSMEs source funding will mean that
interventions around improving MSME access to
finance will also change, at least in part, to new areas
of fruitful activity, and no longer be focused solely on
mitigating the constraints that exist in the direct
relationship between companies and their traditional
finance providers (ESCAP, 2021).
Because digital payment systems allow such financiers
to observe cash flows of the MSME, this knowledge
should obviate the need for collateral when lending
(Chatterjee, 2018). That should increase access to
finance, as lack of collateral is a major obstacle for
MSMEs in the Asia Pacific region and globally (ADB,
2020).
While it is tempting to suggest that this disruption in
MSME finance will be a revolution sweeping away the
traditional role of banks and finance providers, a closer
look reveals a more nuanced picture. Banks are
unlikely surrender the MSME finance market without
a fight. Instead, they are likely to adjust, and where
possible also try to use advances in fintech to keep the
market share (ESCAP, 2021). They will capture some
of the cost saving and risk mitigating advantages that
fintech unlocks, whether by emulating them and
developing their own copy-cat offerings, acquiring socalled disruptors in the MSME finance space, or
entering into alliances with new finance providers
(ESCAP, 2021). Some banks are shifting to open
banking systems that allows some of the new Fintech
products and services to sit inside their own systems,

as so-called white label offerings. They may also look
to develop traditional products and services that newer
rivals are less able to disrupt, such as around
relationship-based and value-add services. Whatever
strategy they choose to remain relevant, MSMEs are
likely to find themselves better served by financiers in
the years ahead (ESCAP, 2021).
We are already beginning to see some fintech
providers offer their services to established banks and
finance providers as a suite of back office services that
can bring about efficiency gains (Chuard, 2020; Kagan,
2020). Cloud and software as a service (SaaS) will allow
established MSME finance providers, with extensive
distribution networks, to harness machine learning
and AI that can analyse and process funding
applications at a pace and cost that was previously
impossible, and with less reliance on conventional
forms of security as collateral (IFC, 2020). This
promises to be a major unlock for MSME finance
provision, whether in terms of availability and
inclusion, and/or cost and efficiency. Advances in open
banking and open application programming interface
(API) should allow even some of the most traditional
finance providers to benefit, without having to invest
massively in new infrastructure (ESCAP, 2021).8
Amazon, Shopify, Ant Financial, and numerous others
are also leveraging their digital business networks and
reams of big data to get into small ticket MSME lending
that can help their clients to grow, and thereby
channel more business through their platforms. These
include short-term loans to cover working capital
needs, such as Instamojo (of India) providing so-called
sachet loans on WhatsApp, to help ease temporary
cash flow shortages as a result of COVID-19’s
disruption to business cycles (ESCAP, 2021).9 Parts of
Asia and the Pacific are leading this shift to digital
financial services. For example, the adoption of mobile
payments by smartphones, at the point of (retail) sale
in 2020, is greatest in China, at 32.7%, followed by the
Republic of Korea (24.4%) Viet Nam (23.8%), and
India (15.7%), well ahead of most European countries,
and the United States (at 15.0%).10 And as of September

7

For Shopify, see: https://www.shopify.com/capital. For
Amazon, see: https://sell.amazon.com/programs/amazonlending.html.

International Banker, 6th April 2020. Available here:
https://internationalbanker.com/banking/the-growingimportance-of-apis-to-banking.
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9

APIs entail the creation of applications that access data and
features of other applications, services, or operating systems.
See ‘The growing importance of APIs to banking’, in
9

Visit: https://www.instamojo.com/start/payment-gateway/.
Figures provided by Statista Digital Market Outlook.
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2020, the greatest funded fintech start-up venture in
the world was Singapore’s Grab (mobile wallet),
having attracted US$ 9.7 billion in investment; almost
twice as much as its next three peers combined: Stripe
(payment processing), Robinhood (on-line brokerage),
and Oscar (insurance), all of the United States (Girling,
2020).11
Even prior to the pandemic, trends in digitalization
were revolutionizing the way that businesses of all
sizes, and even individuals, conducted their finances.
In China, for example, the most popular digital
payment systems used by retail customers include
Alipay, WeChat Pay, QQ Wallet, and Baidu Wallet
(Daxue Consulting, 2021).12 MSMEs will no longer
have an outward-facing set of financial transactions
with clients and customers that are largely separate
from a backward facing set of relationships with their
financiers; instead, it will all be enveloped by a single
financial service umbrella arrangement (Hall, 2020,
Lanteri, Esposito, and Tse, 2021). With greater
visibility into the cash flows of individual businesses,
digital finance providers will have a much better sense
of commercial borrowers’ ability to service their debt
obligations. As a result, the information asymmetry
risk that has plagued lenders for decades could be
lessened considerably, and that should have a positive
impact on pricing of financial products and services
(ESCAP, 2021).
A key way in which MSME finance can snap forward
is to embrace existing trends in digitalization and
fintech that predated the pandemic, and that has
been accelerated after the pandemic. Instead of
returning to the status quo, where banks and nonbanking financial institutions (NBFIs) dominated the
landscape of MSME finance, now is the time for
policymakers to be visionary and embrace digital
innovation as the crux of a financial ecosystem for
MSMEs. This ecosystem will feature, inter alia, the
extensive use of mobile phone apps, Big Data,
artificial intelligence (AI), blockchain/distributed
ledger technology (DLT), peer-to-peer (P2P)
lending, and crowdfunding to finance MSMEs and
supply related products such as foreign exchange,
wealth management, and investment advice (ESCAP,

11

See: ‘Grab ranked the most well-funded private fintech
start-up’. Fintech magazine, 16th September 2020. See:
https://www.fintechmagazine.com/venture-capital/grabranked-most-well-funded-private-fintech-startup.
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2021).
Based on the research presented in ESCAP (2021),
there are two main recommendations for
policymakers:




Education

and
training,
first
for
policymakers, and then for MSMEs. While it
is not necessary for policymakers to be
experts in big data, AI, and algorithms, it
behoves them to learn the basics and their
applications to bridge effectively the sources
of these technologies and the users and
beneficiaries, e.g. the MSMEs.
Dissemination of best practices. The private
sector is ever the source of frontier
technology. Policymakers should expose the
financial institutions in their own countries,
e.g. MSME development banks, to successful
initiatives from companies. This suggestion
comes with the caveat of adapting to local
circumstances and contexts.

Improving resiliency and
robustness
The COVID-19 pandemic has served as a global
stress-test for MSMEs and pinpointed where
weaknesses in the increasingly elaborate network of
value chains exist. The recent pursuit of efficiency
gains and other means of competitiveness have now
been tempered with a realization that value chains
and production networks need to be able to
withstand black swan events, and other
unanticipated exogenous shocks (ESCAP, 2021).
Distribution networks need to balance leanness with
robustness going forward, with more emphasis on
the latter than ever before given recent events. It
would be naïve to imagine that there will be no
future pandemics like COVID-19.
Larger firms are already looking at ways to ‘vaccinate’
their own supply chains (Shih, 2020, Baker &
McKenzie 2020). This trend may well extend to MSME
12

See: https://www.statista.com/chart/17409/most-populardigital-payment-services-in-china.
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finance too, with both financiers and firms seeking to
ensure that the provision of financial products and
services is sufficiently resilient to withstand the kinds
of exogenous shocks posed by a pandemic, or some
other global crisis (ESCAP, 2021). Finding ways to
inoculate lines of funding may result in new ventures
and services being developed, with users willing to pay
a premium for financial products that can withstand
major shocks to the financial system (Gompers and
others, 2020).
For example, where global supply chains provided
various financial products and services to
participating MSMEs, the provision of that financing
will change as the major companies reconfigure the
supply chain itself to withstand exogenous shocks
better. There may be a return of manufacturing
closer to the major markets, i.e. onshoring or
proximity sourcing, such as the United States and the
EU, as the pandemic served to illustrate how
vulnerable more extended supply chains can be to
disruption (EU 2021; Guan and others, 2020).13
Advances in AI and robotics – where the only virus
threat is one around malicious hacking or
programming errors – were already starting to offset
the competitiveness of Asia-Pacific manufacturers
even before the pandemic (Hamlin and Roberts,
2017, Crabtree, 2018 and Trivedi, 2020). This, along
with a potential willingness of buyers to pay a
premium for a product that is manufactured closer to
home, could see manufacturing orders in Asia and
the Pacific reduced (ESCAP, 2021). Where MSMEs
work to fulfil those orders, whether as first, second,
or third order suppliers, they will inevitably be
impacted, which in turn will have a knock-on effect
on their ability to attain – or even need – external
financing.
With the anticipated re-engineering of global supply
chains in the offing, policymakers need to consider
that there will be MSMEs who benefit, and those
who do not. For the latter, there need to be sources
of funding, particularly trade financing, to re-engage
these MSMEs with the global economy.

13

For example, see: https://www.redwoodlogistics.com/thepandemic-has-altered-sourcing-strategies.
11
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