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Background
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• SMEs account for more than half of GDP and employment in high-

income economies, while much less in low-income ones, also known as 

the “missing middle” phenomenon.
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Missing middle in Asia and the Pacific 

Employment contribution (left) and percentage of firms (right) by firm size 

in Central and West Asia

Source: World Bank Enterprise Surveys
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• Several factors affect the low applicant turnout, such as the lack of 

need for the loan, unfavorable interest rates, and complex 

application procedures.
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SMEs low economic participation is partly due to  

their limited access to finance

Source: ADB’ computation based on WBES.

SMEs with access to bank finance Bank loan rejection rate among SMEs

%With bank loan

/line of credit %Partially or not 

approved



• Access to finance is a major problem for SMEs to produce and 

export, especially in developing countries

• High costs make it unprofitable for small businesses to use trade 

finance instruments such as letters of credit
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Persistent, large unmet demand for trade finance

Global Trade Finance Gap, 2014-2016 and rejection by region

Sources: ADB based on Trade Finance Gaps, Growth, and Gaps Survey 2017 A.Asia= Advanced Asia (Hong Kong, China; Japan; the Republic of 

Korea; and Singapore); CIS= Commonwealth of Independent 

States; Dev. Asia= Developing Asia excluding the PRC and India; 

PRC= People’s Republic of China
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Inter-firm trade credit and bank-intermediated 

trade finance support global trade

ECA = Export Credit Agency, MDB = Multilateral Development Bank

Source: ADB based on ADB (2017), BIS (2014), ICC (2018), Malaket (2016), WTO (2018).

Inter-firm Trade Credit  (60%) 
Bank-intermediated Trade Finance  

(40%) 

ECA-

supported  

13%  

$2.331 

Trillion  

MDB-

supported  

0.12%  

$20.9 Billion 

Open Account  

40%  

$7.092 Trillion  

Cash in Advance  

20%  

$3.546 Trillion 

L/C

20%  

$3.617 Trillion  

Documentary 

Collections  

8%  

$1.447 Trillion 

Supply 

Chain 

Finance  

6%  

$1.064 

Trillion  

Guarantees  

5%  

$0.965 

Trillion 

Global Goods Export, 2017  

$17.73 Trillion



• ADB, AfDB, EBRD, IDB, IFC, and ITFC have provided a total of 

US$165 billion trade finance support until 2017
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MDBs bolster international trade through trade 

finance programs

ADB AfDB EBRD IDB IFC ITFC

Program 

name

Trade 

Finance 

Program 

(TFP)

Trade 

Finance 

Programme

(TFP)

Trade 

Facilitation 

Programme

(TFP)

Trade 

Finance 

Facilitation 

Program 

(TFFP)

Global Trade 

Finance 

Program 

(GTFP)

ITFC Trade 

Finance 

Program 

(TFP)

Program 

start

2004 2013 1999 2005 2005 2008

Total value of 

transactions
US$ 30bn US$ 6.65bn US$ 18.5bn US$ 5.9bn US$ 64bn US$ 40.2bn

% SMEs in 

portfolio

81% 58% 78% 84% N/A 15%

ADB = Asian Development Bank, AfDB = African Development Bank, EBRD = European Bank for Reconstruction and Development, IDB =

Inter-American Development Bank, IFC = International Finance Corporation, ITFC = International Islamic Trade Finance Corporation

Source: ICC (2018)



ADB’s Credit Guarantee

9Source: ADB Trade Finance Program (TFP)



Major Challenges in the 
Provision of Trade Finance
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Process inefficiencies arise from the use of 

paper in documentary transactions

Potential risks to traditional L/C transaction

Source: ADB based on ICC (2014); World Economic Forum and Bain & Company (2018)
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Regulatory compliance requirement increases 

the cost of supplying trade finance

Obstacles and Concerns to Trade Finance Growth Impact of regulatory requirements 

Source: ICC (2018)



• While banks require multiple information from their clients to mitigate 

information asymmetry, such requirements may prevent SMEs from 

gaining access to finance. 
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Requirements to reduce information asymmetry adds 

more challenges to SMEs access to trade financing

Source: ADB. 2017 Trade Finance Gaps, Growth, and Jobs Survey

Reasons why banks reject trade finance applications (% of rejections)



Opportunities in Trade Finance: 
The Role of Innovation and 
Technology
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Technology is being used during the entire process 

of cross-border trade



Role of technology in addressing 
challenges in digital trade facilitation
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Technology

Addressing challenges

1 Process inefficiency
2. Regulatory 
requirements

3. Information 
asymmetry

Decreased 
human errors

Improved 
speed of 

transactions

Improved flexibility 
to changes in 

market/regulatory 
requirements 

Improved 
KYC and 

AML efforts

Improved 
credit scoring 

tools

Cloud-based 
invoicing 
solutions

✔ ✔ ✔

Optical Character 
Recognition (OCR)

✔ ✔ ✔

Electronic bills of 
lading

✔ ✔

Distributed ledger 
technology (DLT) 
such as 
blockchain-based 
platforms

✔ ✔ ✔ ✔

Artificial 
Intelligence (AI) 
and Big data 

✔ ✔ ✔ ✔ ✔

Single window ✔ ✔ ✔

Internet-of-Things 
(IoT) and GPS

✔ ✔

Application 
programming 
interfaces (API)

✔ ✔ ✔

Source: ADB
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Digital technology is recognized as a promising 

tool to enhance processes in trade finance

Source: ICC (2018)

Technology’s Effects on Banks’ Ability Emerging technologies identified as relevant 

to invest in within the next 12 months (%)

Source: Global FinTech Report 2017 .



• With other latest technologies (e.g. AI), blockchain allows banks to create 

an accurate, immutable record of each transaction, and exchange these 

of reliable trade information in a digital form

• Blockchain technology could reduce trade finance operating costs by 50-

70% and cut turnaround times to a third or a fourth (WEF 2018)
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Recent digital technology has potential to lower 

processing costs, and improve existing procedures

Typical open account transaction

Source: ADB based on Structures and solutions in trade finance (2015) and Morris (2018) 

Open account transaction using a digital platform
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Source: Disruptive banking (Nov 2018; https://disruptionbanking.com/the-5-trade-finance-consortia-testing-blockchain/)

https://disruptionbanking.com/the-5-trade-finance-consortia-testing-blockchain/


Banks also find: 

(i) the high cost of technology 

adoption is the biggest 

impediment in technology 

adoption, followed by 

(ii) lack of global, established 

standards, laws and rules 

for digital finance, 

(iii) insufficient interoperability 

of different financing 

platforms, and 

(iv) lack of expertise in 

technology
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But progress in digitization is far from complete, 

and cost of technology adoption is high.

Source: ICC (2018).

State of digitization



• Despite its efficiency enhancing functionality, the adoption of BPO among 

banks was low mainly because of high costs.

• Lessons: need for a bigger client base; interoperability of platforms
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Cost of implementing technologies: 

Lessons from the Bank Payment Obligation  

Process of Bank Payment Obligation

Source: Simmons and Simmons (2015)

Types of technologies used to digitize trade finance

Source: ICC Global Trade Finance Report (2018)



• Fintech can support SME finance 

by (i) providing alternative business 

lending and (ii) helping speed up 

transactions at a lower cost and 

providing greater borrower 

convenience.

• However, MSMEs are not yet very 

active in utilizing digital financing 

though fintech despite knowing of 

its existence
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FinTech as alternative financing for SMEs remains 

to be seen
Use of digital finance platforms

(% of respondents)



Conclusions and Policy 
Considerations
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• National ECAs can help improve 

SMEs’ access to trade finance by 

identifying challenges.

• Government collaboration with the 

private sector as well as other 

governments is also critical 

• Regional ECAs can help support 

SMEs and other nontraditional 

exporters to trade competitively at the 

domestic, regional, and global level.
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How to strengthen support for SME trade finance

Group export credit insurance scheme
(Korea Trade Insurance Corporation; KSURE)

Source: ADB based on KSURE (2018) and consultation with KSURE
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How to promote technology and implementation

Support Digital 
Standards for Trade 

initiative

Global Adoption of 
the Legal Entity 

Identifier

Implement Legislation 
and Rules in Digital 

Trade

• Identify and develop 
digital standards

• Develop digital 
standards

• create a scorecard to 
benchmark industries 

Global environment conducive to technology adoption

• verify who’s who, who 
owns whom, and  who 
owns what

• enhanced 
transparency on 
AML/KYC concerns

• global laws in place to 
support adoption of 
digital trade

• Important roles of 
UNCITRAL and ICC 
Banking Commission

Source: ADB



How to reduce 
knowledge gap

• Raise awareness of various 
instruments and sources of 
trade financing among 
SMEs

• Improve monitoring of trade 
finance provision to identify 
and respond to gaps 

• International communities 
can strengthen an open 
dialogue with regulators 
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