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A Review of Access to Finance by Micro, Small and Medium  Enterprises and Digital Financial Services in Selected Asia-Pacific 



Least Developed Countries
 +

by
   



Nitin Madan
*
 April 2020 

Abstract 


Micro, Small and Medium Enterprises (MSMEs) are key to the economies of various countries. 


Their numbers and contribution towards employment is well documented and there is acceptance 
 amongst policy makers that these enterprises are critical for economic development. Increasingly, 
 access to finance has been recognised as a major hurdle in their development or growth.


Amongst, the countries reviewed in this paper -  Bangladesh, Bhutan, Cambodia,  Lao People’s 
 Democratic Republic, and Nepal – Bhutan is the only target country where the supply of finance 
 to MSMEs is favourable with nearly 68% of the demand being met. Cambodia has the highest 
 finance gap followed closely by Lao Peoples Democratic Republic and Nepal. While examining 
 the  finance  gap  of  microenterprises  and  SMEs,  the  gap  revealed  in  Bhutan,  Cambodia,  Lao 
 People’s  Democratic  Republic  and  Nepal  are  not  substantial.  However,  in  Bangladesh  the 
 differences are much larger between microenterprises and SMEs with only 14% of microenterprise 
 demand being met.  


The review also explores the number of women owned MSMEs (WMSMEs) in the countries and 
 the access to finance for such enterprises. It shows that the finance gap is amongst the lowest in 
 Bangladesh  (6%),  Bhutan  (19%)  and  Nepal  (9%).  In  Cambodia  and  Lao  People’s  Democratic 
 Republic, the share is higher at 32% and 42% respectively. But in both South East Asian countries 
 women owned MSMEs also are a larger proportion of MSMEs.  


There are a number of demand and supply reasons or constraining factors leading to issues in 
 access to finance. The common factors pertain to awareness, risk, knowledge, and products and 


+The views expressed in this working paper are those of the author(s) and should not necessarily be considered as 
 reflecting the views or carrying the endorsement of the United Nations. Working papers describe research in progress 
 by the author(s) and are published to elicit comments and to further debate. This publication has been issued without 
 formal editing. For more information, please contact Hamza Ali Malik, MPFD Working Paper Series Editor and Director 
 of the Macroeconomic Policy and Financing for Development Division (MPFD) (email: escap-mpdd@un.org). 


*This paper has been prepared by Nitin Madan (email: madannitin78@gmail.com). 
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processes. Women owned enterprises too face these challenges, but these may be more severe as 
 they  are  often  entrenched  in  gender  stereotypes,  limited  education  opportunities  and  restricted 
 mobility, perception that women cannot manage businesses or lack leadership skills, and women 
 are also often required to perform the dual role of business women and homemakers. Most of the 
 countries are still in the process of framing laws pertaining to contract enforcement and resolution 
 of insolvency. Specifically, on the demand side, enterpreneurship is not viewed as a career option 
 and risk acceptance is overall low.  


While  these  constraints  exist,  there  are  several  policy  initiatives  undertaken  by  regulators  and 
 governments in these countries to increase access to finance. These approaches involve a mix of 
 regulatory and financial approaches, including efforts to develop the financial infrastructure, such 
 as,  secured  transaction  laws,  creation  of  collateral  registries,  developing  credit  bureaus,  and 
 payment  and  settlement  systems.  Other  actions  include  interest  subsidies,  dedicated  funds  and 
 institutions. But these are in various stages of enactment and implementation. Cultural shifts in 
 terms of acceptance of entrepreneurship have also been observed in many of these countries, with 
 governments adopting policies to encourage entrepreneurship.  


While Digital Finance Services (DFS) initiatives specifically linked to increasing MSME access 
 to finance are few, and there are no specific policy initiatives (in the target countries) linking the 
 two, development of DFS and its spread is likely to positively affect MSME access to finance. 


This is because DFS helps to create a digital footprint that when combined with other accumulated 
 data can yield business intelligence to make decisions related to credit risks, for example. 


In all the countries reviewed, there is a notable push in terms of policy and mobile connectivity 
 that favour the growth of digital payments. Number of bank and non-bank agents in all the five 
 countries has shown significant increase as has the adoption of payment services by populations. 


This has in part been supported by the high levels of 2G and 3G mobile service penetration. 


A lot of the policy and  regulatory  effort by the  target countries is in the right direction  which 
 requires further encouragement and a more nuanced approach towards MSMEs.  Policy makers 
 need to continue to build their own capacity on MSME access to finance. In terms of financial 
 infrastructure, what matters is that it is effective and reliable. This should be the continued focus 
 of policy makers and regulators in the target countries. Alternative source of finance should be 
 encouraged, but with the understanding of the varied sources and their applicability to different 
 stages of enterprises. It is vital that women owned MSMEs be treated as a distinct category and 
 attempts  made  to  use  data  and  training  to  remedy  the  perception  issues.  Finally,  DFS  offers 
 immense potential and efforts need to be made move beyond payments and into digital lending, 
 savings and insurance simultaneously building up consumer protection policies related exclusively 
 to DFS.  


JEL classification numbers: G21, G23, G28, G32, O12. 


Keywords: MSMEs, digital finance, least developed countries, Bangladesh, Bhutan, Cambodia, 
Lao People’s Democratic Republic, Nepal. 
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1.  Introduction 


MSMEs  are  often  described  as  the  ‘engine  of  growth’1 for  emerging  economies  from  the 
 perspective of employment and innovation.2 The  UN estimates that MSMEs constitute 90% of 
 global businesses and account for 60% to 70% of global employment.3 Research studies in recent 
 years have helped gather more data on this ‘engine.’ A number of these studies have analysed 
 access to finance issues pertaining to MSMEs, and concluded that difficulties in access to finance 
 is the widely accepted constraint for this segment globally.4 To make progress in this area, there 
 is increasing recognition5 that DFS has the potential to increase and accelerate MSME financial 
 inclusion, when compared to traditional brick and motor models:    


‘Emerging  financial  technology  (fintech)  players  around  the  world  are  reshaping  how 
 MSMEs can access working capital and cash flow finance. Having acknowledged that 
 MSMEs lack the capacity to produce financial reports to enable financial institutions to 
 assess  their  repayment  capacity  and  default  risk,  they  are  deploying  nimble  and  agile 
 technologies to get an accurate understanding of their cash conversion cycle.’6


But the growth of DFS is facilitated by new emerging business models and along with these, new 
 types of risks. There is an acknowledgement that regulation and regulators are crucial in the context 
 of DFS and their increased understanding and capacity is essential for managing new risk: 


‘The regulatory  perimeter  needs  to  be  reviewed  and  perhaps  redefined,  new  providers 
 licensed and supervised, cyber-security standards improved, consumer protections made 
 more robust, and data protection and privacy and competition laws strengthened, among 
 others.  There  is  a  growing  need  to  better  equip  regulators  to  deal  with  the  challenges 
 ahead, and this is an area that is often overlooked by the development community.’7


Furthermore, while DFS comprises of many areas8, it is the use of agents and mobile money that 
 has seen the greatest increase in the target countries as well as other emerging economies. Use of 
 agents and issuance of e-money is also considered as a key enabler for DFS as per the CGAP.9
 Given this background, the paper is divided into three sections. 


Section  1  sets  out  the  above-mentioned  connection  between  DFS  and  MSME  financing.  It 
 examines  what  this  connection/relationship  is  likely  to  look  like  particularly  in  the  context  of 
 MSMEs being deficient in physical collateral. The chapter also lays out a digital financial inclusion 
 pathway in countries. The pathway has four stages with the stage for the wider set of financial 
 products being set by payments and transfers services.  


1 International Finance Corporation (2017). 


2 International Finance Corporation (2017), Matthew (2019), Gonzales, Hommes, & Mirmulstein (2014). 


3 Cometto (2019). 


4 Shinozaki (2019). 


5 See Chatterjee (2018) and Nemoto & Yoshino (2019). 


6 Chatterjee (2018). 


7 Bull (2019). 


8 For example, Real Time Gross Settlement (RTGS), National Electronic Funds Transfer (NEFT), internet banking. 


9 Staschen & Meagher (2018). 
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Section 2 is divided into sub-sections that discuss the situation in five countries. The sub-sections 
 have a uniform structure: 


1.  Country  introduction:  This  lays  out  the  overall  financial  inclusion  context  in  each 
 country. Financial inclusion data for MSMEs is also provided where available.  


2.  Access to finance for formal10 MSMEs: This section establishes the finance demand and 
 gap pertaining to the formal MSME sector. In order to do this, the data from the SME 
 Finance Forum is primarily drawn on. This data is disaggregated by type of enterprises, 
 gender and level of constraints faced. In term of the level, the three levels – unconstrained, 
 partially constrained, and unconstrained are explained in Annex 1. 


3.  Exploring supply and demand for finance and reasons for gaps: The supply side mainly 
 covers credit services. The demand side mainly draws on data related to entrepreneurship 
 and the World Bank’s Ease of Doing Business. It also reviews access issues pertaining to 
 WMSMEs. Using, various research sources, this section sets out the challenges faced by 
 MSMEs in accessing finance.  


4.  Policy  effort  to  increase  financial  inclusion  of  MSMEs:  Creating  an  enabling 
 environment  to  increase  the  flow  of  funds  for  MSMEs  is  very  crucial.  This  section 
 examines various regulatory initiatives that each of the target countries have undertaken in 
 an endeavour to increase the flow of credit to MSMEs. It also examines regulatory efforts 
 made to increase access to finance for WMSMEs.   


5.  DFS in each target country: The previous sections layout the background pertaining to 
 MSME financing in the target countries. This section examines the developments related 
 to digital finance in each country. It reviews the general DFS environment as there is a 
 requirement for more research connecting DFS and MSME access to finance in the target 
 countries. Never-the-less, DFS developments will affect MSMEs particularly payment and 
 transfer services. This section also identifies which stage of the digital financial inclusion 
 pathway each of the countries is in.  


The final section of this paper will look at policy recommendations based on the findings in the 
 previous section.  



2.  On the radar: MSMEs financial inclusion and DFS 


The  Global  Findex  Database  201711 estimates  that  1.2  billion  adults  globally  obtained  a  bank 
 account between 2011 and 2017 and 69% or 3.8 billion adults have a bank account.12 While the 
 increased numbers do generate optimism as it shows that more adults have an account in a financial 
 institution or through a mobile money provider, the gender gap is still a source of concern, as is 


10 The term ‘Formal’ in this paper has been adopted from the MSME Finance Gap report. See International Finance 
 Corporation, (2017). It refers to MSME enterprises that are registered private sector firms.  


11 While there are various data sources for measuring financial inclusion, the data presented throughout this paper is 
 sourced from the Global Findex 2017 and the country FinScope surveys. Findex allows for country comparison while 
 FinScope allows for measuring financial inclusion at a national level. Where FinScope data is available, that is the 
 preferred data source for measuring financial inclusion. This is because compared to Findex, FinScope comprises of 
 a larger questionnaire and sample, feeds into the national financial inclusion strategies of various central banks and is 
 customized to the survey country. 


12 Demirgüç-Kunt, Klapper, Singer, Ansar, & Hess (2018). 
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the number of adults who continue to remain unbanked.13 With DFS taking off in many countries, 
 particularly the LDCs, this does offer the opportunity to accelerate financial inclusion. In fact, a 
 key  takeaway  from  the  Findex  report  is  that  the  most  significant  gains  (including  progress  on 
 gender equality) have been in countries where governments have focused on digital payments. 


Other studies too show DFS as ‘one of the primary’ ways to accelerate financial inclusion, as it 
 often serves as a ‘gateway’ to other financial services.14 Additionally, when digital solutions are 
 applied to various types of financial products there can be a positive effect on financial inclusion.15  
 In relation to MSME, DFS is considered as an important if not essential means to accelerating the 
 pace of their financial inclusion. In general, a significant portion of MSME financial inclusion 
 research is concentrated on MSME access to credit and comparatively little research is available 
 on  non-credit  financial  services,  research  available  shows,  financial  institutions  (FIs)  are often 
 reluctant to lend to MSMEs due to challenges pertaining to lack of financial and/or credit history 
 information  and  inadequate  or  inappropriate  collateral.  This  challenge  is  very  aptly  described 
 below: 


“the  banks  have  trouble  making  a  risk  assessment  cheaply  enough.  They  lend  to  big 
 organizations  based  on  their  income.  For  SMEs  [small  and  medium  enterprises],  they 
 revert to looking at assets as they would for consumer lending. The bank can value a house 
 or car, but not a ton of fertilized chicken eggs.”16


However,  just  as  in  digital  consumer  lending,  digital  solutions  offer  an  alternate  route  via  the 
 possibility  of  accumulating  data  points  (including  alternative  data)  that  may  provide  FIs  with 
 appropriate and adequate information pertaining to the finances of an MSME.17  


‘Accumulated digital data can complement the limited data disclosed by SMEs and reduce 
 the cost of information asymmetries’18


Big  data  coupled  with  artificial  intelligence  is  helping  FIs  better  understand  credit  risks  and 
 repayment frequencies allowing for an ‘accurate understanding of their (MSMEs) cash conversion 
 cycles.’19 For example, Ant Financial’s MYbank in China has used digital payments transactions 
 data and underwritten over US$ 70 billion in loans to 5 million MSMEs since 2015. Taken over a 
 long term, accumulated digital loans create a financial footprint (including credit history) that then 
 may allow MSMEs to access larger and more appropriate financial products.  


13 Ibid. The Global Findex Database 2017 highlights the gender-based inequality in account ownership and the fact 
 that 1.7 billion adults globally continue to remain unbanked. 


14 Better Than Cash Alliance (2018), UNSGSA FinTech Working Group and CCFA (2019), World Bank (2019a). 


15 For Example: Transfers (including international remittances) often cost less than traditional means, digital loans are 
 often quickly disbursed and may entail lower costs for borrowers, digital savings services are usually at lower costs, 
 higher transparency levels and offer increased liquidity, mobile phones offer a new distribution channel for insurance 
 providers. UNSGSA FinTech Working Group and CCFA (2019). 


16 Gerald  Sun,  Vice  President,  Head  of  Sales  for  Commercial  Payments  Asia/Pacific  MasterCard  Worldwide 
 MicroCapital Team (2016). 


17 Chatterjee (2018), UNSGSA FinTech Working Group and CCFA (2019). 


18 Nemoto & Yoshino (2019). 


19 Chatterjee (2018) Cash conversion cycle is the time MSMEs need to convert investments in inventory and resource 
inputs into cash through sales of goods and services that can help establish the cash generation terms of the business 
and thereby help to determine their repayment capacity and enhance price transparency.  
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But digital applications are relevant for broader MSME financial inclusion encompassing non-
 credit  financial  services  as  well.  For  example,  insurance  is  an  area  where  digital  solutions  are 
 increasingly being adopted wherein companies are using remote sensing technology along with 
 crop history, sizes, yields and other data to design crop protection products for farmers.20 Other 
 examples include mobile wallets that provide MSMEs with a savings account and options such as 
 payments and transfers. Digital payments can be a good starting point for various credit products 
 such as cash flow-based loans. Small businesses can connect accounting software and avail invoice 
 financing.  This  raises  a  pertinent  question  of  whether  there  can  a  pathway  to  digital  financial 
 inclusion. A pathway is important to consider as the move from cash to digital is not likely to be 


‘one giant leap’, but is more of a ‘multi-stage process’. 21 Like Findex, as noted earlier, there is 
 increasing evidence to show that the pathway includes early adoption of digital payments in the 
 move  towards  digital  financial  inclusion.  These  findings  are  not  specific  to  MSME  financial 
 inclusion, however, the same applications of mobile wallets and services such as payments and 
 transfers can be used by MSMEs which is an established fact. As this paper will later show, in the 
 subsequent  chapters,  in  all  the  target  countries,  internet  banking  and  ATMs  are  often  the  first 
 digital  applications  to  be  launched  in  countries,  however,  it  is  digital  payments22 that  are 
 increasingly finding favour amongst policymakers who are keen to accelerate financial inclusion.  


There are four stages in the pathway to digital financial inclusion that each country is likely to pass 
 through (Figure 1).23  


Figure 1: Pathway to Digital Financial Inclusion and payment preference


Source: Author’s compilation. Based on Radcliffe & Voorhies (2012) 


20 Chatterjee (2018), UNSGSA FinTech Working Group and CCFA (2019). 


21 Radcliffe & Voorhies (2012). 


22 Supported by the expansion of mobile telephone due to better infrastructure and affordability of mobile phones. 


23 Radcliffe & Voorhies (2012). 
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-  Stage 1: Basic connectivity - The first stage in the pathway is to ensure that a country has 
 the  necessary  communication  infrastructure  in  place  and  mobile  penetration  is  high  or 
 increasing. 


-  Stage 2: Digital remote payments – Once Stage 1 is in place, the next stage is connecting 
 clients  to  the  digital  payment  ‘grid’.  Some  of  the  most  effective  ways  are  via  migrant 
 remittances and government to person (G2P). The advantages of leading with payments 
 have been presented in the figure above. 


-  Stage 3: Full range of payments - Stage 2 has the potential to link many poor and low-
 income  households  to  digital  accounts.  Ideally,  this  should  open  up  avenues  for  more 
 financial  services  via  the  digital  platform.  There  are  various  complex  challenges  that 
 include overcoming pricing barriers, technological innovations and regulators identifying 
 appropriate  policy  interventions  that  will  encourage  product/service  innovation  while 
 balancing out incentives to ‘build and maintain (those) platforms.’ CGAP has identified 
 four building blocks that help to ‘create an enabling and safe regulatory framework for 
 DFS.’24 These are also referred to as basic regulatory enablers and include allowing non-
 bank e-money issuance, use of agents for service delivery, ensuring consumer protection, 
 and allowing for risk-based customer due diligence.25


-  Stage  4: Digital  in-store  purchases  –  This  final  stage  is  to  get  people  to  make  small 
 everyday payments using the digital platform.      


While the Pathway was first proposed in 2012, there is not much further work by way of research 
 and  analysis  on  the  Pathway  per  se.  However,  work  like  that  of  the CGAP’s  four  enablers  do 
 explore various  aspects  that  are  closely  related  to  the  Pathway.  The  review  of DFS  in  all  five 
 countries  suggests  that  their  DFS  journey  has  been  initiated  with  the  development  of  digital 
 payment services coupled with robust basic connectivity. The Findex report also concludes that to 
 ensure  qualitative digital financial inclusion a well-developed  payments system, good physical 
 infrastructure, appropriate regulations and consumer protection safeguards need to be set in place.  


In the case of MSMEs, the financial education of MSMEs on how to use digital tools for purposes 
 such as accounting and storing/generating invoices will be critical. This effort and investment are 
 mutually  beneficial  for  FIs  and  MSMEs  as  it  helps  create  a  digital  footprint  based  on  which 
 products can be designed and delivered. It also helps reduce costs for MSMEs. For example, a 
 MasterCard estimate suggests that an SME spends between 3-7% of its costs on managing paper 
 invoices. Digitising will help move invoices and money faster.26


As DFS and new models for banking (including with MSMEs) continue to emerge, the role of 
 regulators has been put into the spotlight and is becoming ever more crucial in creating the enabling 


24 Staschen & Meagher (2018). 


25 While these enablers by themselves are not sufficient for DFS in a country, they are necessary to ensure that ‘DFS 
 is far more likely to grow responsibly and sustainably and achieve its full potential when all four elements are in 
 place.’ Staschen & Meagher (2018). 


26 MicroCapital Team (2016). 
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environment. DFS brings with it a set of challenges and risks27 particularly on consumer protection 
 and data governance that needs regulatory intervention.28   



3.  Country Experience 


3.1 Bangladesh 


Bangladesh’s economy has shown tremendous progress over the past decade averaging an annual 
 growth  rate  of  6.5%.29 Along  with  this  growth,  it  has  also  made  a  steady  stride  in  increasing 
 financial  inclusion.  The  Global  Findex  database  201830 reveals  that  the  number  of  adults  with 
 accounts in a bank, or a non-bank financial institution or a mobile money account has increased 
 from 32% in 2011 to 50% in 2017. Those with a bank or non-bank financial institution account 
 went up from 32% to 41% in the same period. Interestingly, mobile money accounts have increased 
 significantly from 2.7% in 2014 to 21% in 2017.  


While largely an agrarian economy, it is the MSMEs that form the ‘backbone’ of non-farm jobs 
 creation. An estimated 99% of all non-farm enterprises are MSEs employing 20.3 million people.31
 Trading is the dominant activity for micro and small enterprises while medium enterprises  are 
 mostly engaged in manufacturing. These enterprises, therefore, are of economic significance and 
 also add to the poverty reduction effort which has been of notable success in Bangladesh. Despite 
 this, MSMEs in Bangladesh face numerous challenges particularly in terms of access to finance 
 which ranked amongst the top three challenges.32  


3.1.1 Access to finance for formal MSMEs 


The SME Finance Forum33 estimates that there are 7.8 million registered MSMEs in Bangladesh.34
 A  large  proportion  is  microenterprises  (88%)  while 12%  are SMEs.  In  terms  of  ownership  by 
 gender, WMSME ownership is significantly lower at 5% across the enterprises with a marginally 
 higher level of ownership of microenterprises (6%) compared with SMEs (4%). Informal demand 
 for finance was 52% of formal demand or US$ 29 billion. 


The estimated demand for finance amongst the MSMEs is US$ 57 billion. However, only 33% 


(US$ 19 billion) of this demand is currently met. The finance gap is, therefore, estimated at US$ 


39 billion (67% of potential demand). The share of SMEs in this gap is significantly higher at 93% 


27 For example, fraud by mobile agents, data thefts, concerns regarding borrower over-indebtedness, low financial 
 literacy and awareness of financial products and services. 


28 UNSGSA FinTech Working Group and CCFA (2019), Asian Development Bank (2017). 


29 World Bank (2019b). 


30 World Bank (2018a). 


31 World Bank (2019a). 


32 Political instability and electricity being the first two challenges identified. World Bank (2019a). 


33 SME Finance Forum (2018a). 


34 Number of MSMEs data sourced from Bangladesh Bureau of Statistics (Economic Unit Census) 2013 by the SME 
Finance Forum. 
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or US$ 36 billion. The finance gap share follows the ownership pattern with WMSMEs accounting 
 for 6% (US$ 2.5 billion) of the gap compared to their male counterparts (94% or US$ 36.4 billion)  
 Within the enterprise types, microenterprises face more of a gap with 86% (US$ 2.8 billion) need 
 unmet. Within SMEs, this is comparatively lower, but still high at 67% (US$ 36 billion). In terms 
 of gender and enterprises, women-owned small and medium enterprises WSME gap is higher at 
 US$ 2.4 billion (96%). The proportion for male-owned SMEs is similar with 95% of SMEs facing 
 a finance gap.  


SMEs and microenterprises reporting that they have faced either partial or complete constraint are 
 nearly the same for SMEs (48%) and microenterprises (56%). Over a third of enterprises SME 
 (32%) and microenterprises (40%) reported being fully constrained in terms of access to finance. 


42% of WMSMEs report being fully constrained while for 33% of male owned MSMEs report the 
 same. Details of the level of constraint and type of enterprise are in Annex 2. 


3.1.2 Exploring supply, demand and the reasons for constraints 


The supply side is mainly dominated by banks (57 scheduled banks) that account for 70% of the 
 total financial systems assets.35 A large proportion (75%) of SME loans were accounted for by the 
 private commercial banks. Public commercial banks accounted for 19%. Bangladesh Bank’s (BB) 
 data36 for 2011 to 2018 on disbursement to the sector reveals that a large proportion of the credit 
 disbursed has been to the services sector followed by trading and manufacturing.37 Though over 
 time,  there  has  been  an  increase  in  percentage  terms  of  funding  to  trading.  Credit  to  women 
 entrepreneurs  has  also  increased  during  the  same  period,  but  there  was  a  significant  increase 
 between 2017 and 2018 (165%). This could be due to the efforts of the BB as noted later. Formal 
 banking sector lending to the MSME sector has tripled between 2010 and 2016. Around 25% of 
 the consolidated loan book of the commercial banks are SME loans. This is a notable achievement 
 as in many countries this ratio is in the single digits or in the tens.38 However, the finance gap still 
 remains significant at US$ 39 billion as explained in the previous section. 


There  are  724  licensed  microfinance  institutions  (MFIs)39 in  Bangladesh  whose  share  in  SME 
 financing is small at 3.7% of the total loans. 10 MFIs accounted for nearly 80% of the 25 million 
 borrowers  as of June 2017. 93% of these were women borrowers. Apart from these MFIs, the 
 Grameen  Bank,  BRDB  and  Jubo  Unnayan  Adhidoptor  are  significant  entities  (in  terms  of 
 disbursements) that cater to the same clients as MFIs.40


Capital markets and Venture Capital (VC) do have a presence in Bangladesh, albeit a small one in 
 relation  to  MSMEs.  These  are  currently  underdeveloped  as  financing  options  (mostly  equity-
 driven) and sources of long-term access to funding for MSMEs. Capital markets account for 20% 


of the financial system’s assets. While VCs have been funding large enterprises (including MFIs) 


35 World Bank (2019a), Bangladesh Bank (2019a). The Bangladesh Bank annual report was released in January 2019. 


The data is for the period July 2017 to June 2018. 


36 Bangladesh Bank (2019a). 


37 66% in 2011 and 52% in 2018. 


38 World Bank (2019a). 


39 Data as of June 30, 2019. The list of NGO-MFIs can be accessed from the Microcredit Regulatory Authority’s (See 
 http://mra.gov.bd/index.php?option=com_content&view=article&id=115&Itemid=95). 


40 Microcredit Regulatory Authority (2017). 
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the offer very limited options for SMEs; equity financing options also have had ‘limited success.’ 


This has to do with the absence of enabling financial infrastructure,41 regulation for VC industry, 
 and reluctance on part of enterprise owners to cede control42 for the expansion of VCs into the 
 MSME space.43


A common issue that emerges across research44 on MSMEs access to finance in Bangladesh is that 
 funding is skewed towards medium enterprises. Two related factors for this are the way banks 
 segment the market (See Annex 3 for segmentation) and the reliance on collateral-based lending 
 which medium and large enterprises are able to provide but remain challenging for micro and small 
 enterprises.  Where  collateral  is  available,  a  common  issue  is  its  poor  quality.  Multiple 
 studies/papers45 suggest that there appears to be a  very clear division of the segments between 
 banks and MFIs with the former catering to large and medium firms and the latter to small and 
 microenterprises. The current way of segmentation bolsters this argument as it leaves out many 
 micro and small enterprises. Figure 2 captures some of the key supply and demand issues.  


Figure 2: Bangladesh - Key supply and demand constraints for MSME access to finance 


Source: Author’s compilation. Based on Research Department, Bangladesh Bank (2018), World Bank (2019a), Singh, 
 Asrani, & Ramaswamy (2016) 


BB’s study46 reveals that 94% of MSMEs surveyed also accessed informal sources of credit. State-
 owned financial institutions face significant challenges in furthering the MSME financial inclusion 
 effort. They are reported to underperform on profitability, capital adequacy, and have high non-
 performing loans. Added to this are issues related to governance practices, weak internal controls 
 and inadequate risk management practices of these state-run institutions. Box 1 lists the reasons 
 why banks reject loan applications of MSMEs.
  


41 For example, credit bureau coverage and bankruptcy laws. 


42 Other  challenges  include  the  inability  to  conduct  proper  due  diligence,  and  different  perceptions  of  company 
 valuations between SMEs and VC firms. 


43 World Bank (2019a). 


44 World Bank (2019a), Research Department, Bangladesh Bank (2018). 


45 Economic Research Group (2017), World Bank (2019a). 


46 Research Department, Bangladesh Bank (2018). 
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Despite these constraints, there have been successes on the supply side. BRAC Bank, Industrial 
 Development and Leasing Corporation (IDLC) and Prime Bank are examples of ‘positive adaptive 
 experiences.47 Each  modified  its  mission,  strategy,  products,  organisation  structure  and  human 
 resources to include the MSME segment. While BRAC Bank adopted a decentralised approach 
 that relies on agent banking, IDLC relies on technology and has centralised its credit decision 
 function, and Prime Bank established a separate division staffed with MSME professional skills 
 that cater exclusively to MSME clients. 


On the demand side, based on the Global Entrepreneurial Index, Bangladesh is ranked amongst 
 the lowest (134 out of 137 countries) in terms of its ability to create and foster entrepreneurs and 
 regionally it is the lowest ranked. On the access to finance or ‘risk capital’48 Bangladesh gets a low 
 score  of 7%. The country ranks low on other components of entrepreneurship such as start-up 
 skills,  risk  acceptance,  product  innovation,  and  internationalisation.  These  factors  impact  the 
 ability to attract capital for an enterprise.49  


On the World Bank’s Ease of Doing Business (Annex 5) Bangladesh’s rank is amongst the lowest 
 globally at 168 out of 190 indicating that there needs to be a significant regulatory effort in creating 
 an enabling environment.50 The data reveals that both financial and physical infrastructure is weak 
 in the country, including: 


-  Strengthening  borrower  and  lender  rights  related  to  collateral  and  bankruptcy  laws, 
 increasing credit bureau coverage 


-  Reducing time and costs for enforcement of contracts via the judiciary 


-  Strengthening  the  insolvency  framework  including  the  time  taken  to  resolve  cases  and 
 recovery rate 


47 World Bank (2019a). 


48 ‘Risk Capital’ measures whether capital is available from both individual and institutional investors. 


49 Acs, Szerb, & Lloyd (2017). 


50 World Bank (2019c). 


  Box 1: Reasons for loan application rejection 


-  Improper paperwork particularly collateral documents, financials, sales and turnover data 
 -  Poor credit history/no banking relationship 


-  Manipulation of licenses 
 -  Fund diversion possibility 
 -  Shortage of required stocks 


-  Weak product demand/market saturation 
 -  Unwillingness to provide guarantee 
 -  Lack of adequate business experience 
 -  Possibility of over-indebtedness 


-  Adverse leverage ratio/low profitability 


-  Lack feasibility study/proper assessment of funds needed 


Source: Author’s compilation. Based on Research Department, Bangladesh Bank (2018)  
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While effort is needed, Bangladesh’s overall rank has improved from 176 in 2019 to 168 in 2020. 


This is mainly due to the expanded coverage of the credit bureau. As a result, the country has 
 significantly improved its rank from 161 in 2019 to 119 in 2020 on the Getting Credit indicator.51  
 It is estimated that women’s economic participation in Bangladesh lags across all types of firms 
 and is less than half that of other low-income countries.52 Formal ownership of enterprises is low 
 amongst  women  as  the  SME  Finance  Forum’s  data  reveals.  A  2016  International  Finance 
 Corporation53 (IFC) study on WSMEs in Bangladesh finds that only 31%  were able to finance 
 their  business  requirements.  Demand-supply  challenges  faced  include  lack  of  awareness  of 
 products and schemes, gender-related perception issues, perceived high risk of lending to women, 
 inability to provide collateral and low levels of financial literacy. Critically, over a third (36%) of 
 WSME interviewed as part of the IFC study report that they had to involve males in dealing with 
 FIs    dues  to  institutional  biases  related  to  a  women’s  ‘entrepreneurial  capabilities  and  their 
 perceived role as primary care givers.’54 These challenges are elaborated in Annex 4. 


3.1.3 Policy effort to increase financial inclusion of MSMEs 


The BB has adopted a deliberate strategy over the past few years to accelerate MSME financial 
 inclusion and as noted in the earlier section, the flow of credit to the sector has increased. The 
 BB’s  strategy  has  included  a  mix  of  financial  and  regulatory  policies  including  targeting, 
 establishing  dedicated  government  units/departments,  refinancing  schemes,  and  easing 
 provisioning requirements.55  


There have been various dedicated institutions that have been set-up by the government and the 
 BB.56 The most recent being the SME and Special Programs Department that is aimed at increasing 
 MSME  financial  inclusion  and  oversight  of  policy  implementation.57 Currently,  as  reported  in 
 BB’s Annual Report 2019, there are six MSME related refinance schemes for banks and Non-
 Bank  Financial  Institutions  (NBFI)  being  implemented.  These  cover  specific  sectors,  cross-
 sectoral SMEs, creation of medium to long terms funding options for SMEs, and start-up capital. 


Recognising  the  need  to  develop  entrepreneurship,  the BB  along  with  donor  funding  has  been 
 engaged in training and upskilling of youth who can then also have the option of accessing start-
 up capital from dedicated funds.58 Some notable policy initiatives include easing of provisioning 
 norms and risk weights of unrated assets, customised finance options for specific MSME clusters, 
 and  a  dedicated  rating  agency  for  MSMEs.  Apart  from  these,  BB  has  also  adopted  a  targeted 
 approach to increasing inclusion of MSMEs. This approach includes 


-  20% of loans of banks and FIs dedicated to MSMEs (increase to 30% by 2021) 
 -  40% of disbursement target for small entrepreneurs 


-  Efforts to ease loan sanction procedures aimed at reducing disbursement time 
 -  New branch licenses issued basis target achievement on MSME loans 


51 World Bank (2018b), (World Bank (2019c).  


52 World Bank (2019a). 


53 Singh, Asrani, & Ramaswamy (2016). 


54 Singh, Asrani, & Ramaswamy (2016). 


55 Bangladesh Bank (2019a), World Bank (2019a), Economic Research Group (2017). 


56 For a comprehensive list and purpose of each department refer to World Bank (2019a). 


57 Such as Bank for Small Industries and Commerce (BASIC) established in 1988 to facilitate finance for MSMEs. 


58 Bangladesh Bank (2019a). 
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While there is no specific scheme that is dedicated for WMSMEs, there are targets that have been 
 set within some of the refinance schemes for outreach to this set of entrepreneurs. Box 2 provides 
 an overview of some of the policies targeted at women entrepreneurs. 


These successes are notable, but demand and supply constraints laid out in the previous section 
 warrant further regulatory action. A core area of work is related to the financial infrastructure as 
 seen  from  the  Ease  of  Doing  Business  data  in  the  earlier  section.  The  credit  bureau  coverage 
 remains high excluding a number of MSME loans. A Secured Transaction Law has been drafted 
 and is undergoing the due process for its likely final enactment in 2020.59 Further work is needed 
 to improve the resolution of insolvencies in a timely and cost-effective manner with changes to 
 relevant laws and establishment of alternative dispute resolution mechanisms.  


Another challenge identified is that MSME policy setting is under the ambit of various ministries. 


While the BB is responsible for framing financing policy, it cannot act in a vacuum, but ‘there is 
 very little institutional coordination and no strategic vision or overarching policy framework to 
 support MSMEs.’60  


3.1.4 Digital Finance in Bangladesh 


The Government’s vision 2021 plan envisages a ‘Digital Bangladesh’ wherein digital solutions 
 will  be  used  to  ‘bring  socioeconomic  transformation  through  information  and  communication 
 technology (ICT).’61 The 2010-2021 Perspective Plan lays out the roadmap as to how this is to 
 happen. Mobile technology is one of the key enablers of this plan and DFS has been identified by 
 the BB as an area that can accelerate the pace and scope (non-credit financial services) of financial 
 inclusion, including MSME financial inclusion. 


The country has made substantial progress in terms of the development of its digital infrastructure. 


Global System for Mobile Communications (GSMA) data62 reveals a high level of penetration of 
 smartphone devices and mobile connections. 93% of the country has a mobile connection with 


59 AKM (2019). 


60 World Bank (2019a). 


61 GSMA (2018). 


62 GSMA (2019a). 


Box 2: BB initiatives targeting women entrepreneurs 


-  15% of the Small Enterprise Refinance Scheme allocated to women entrepreneurs 
 -  ‘Women Entrepreneurs’ Dedicated Help Desk’ in banks and other FIs 


-  Collateral free, personal guarantee-based loans up to BDT 2.5 million/US$ 30,000 
 -  Dedicated ‘Women Entrepreneurs Development Unit’ in BB head office and branches 
 -  Interest rate cap of 9% (bank rate+4% spread) on financing to women under BB’s 


refinance schemes 


Source: Author’ compilation. Based on Bangladesh Bank (2019a). 
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unique subscribers being 52.6% of the population. 99.5% of the population is covered by 2G and 
 an equally large number (94.2%) are covered by 3G.  


There is a proliferation of Mobile Financial Services (MFS)63and agents. The data clearly shows 
 that MFS and agent banking have established a strong foothold in Bangladesh’s financial inclusion 
 landscape. 


MFS began in Bangladesh in 2011 and has witnessed substantial growth since then. The number 
 of active MFS account has risen 154% (3.3 million in 2019) and there has been a 69% increase in 
 the number of agents (951,115 agents in 2019) between 2015 and 2019. 


In 2013, Agent Banking services were started for remote customers. As of December 2017,64 there 
 were 13 banks offering these services through 2,224 outlets to 0.87 million account holders.65
 On  the  mobile  payments  front  too,  Bangladesh  shows  promise.  In  terms  of  amount,  inward 
 remittances, and cash in/out have increased well over 100% since 2015. The largest jumps have 
 been in utility payments (315%), salary disbursements (659%), and P2P transactions (265%). This 
 implies  a  healthy  trend  in  the  adoption  of  mobile  wallets.  See  Annex  6  for  details  of  DFS  in 
 Bangladesh. 


MFIs have been slower in adopting digital solutions. Many of them have in the past two years 
 started their journey on digitising their own operations (e.g. use of tablets for loan applications). 


A  United  Nations  Capital  Development  Fund  (UNCDF)  study66 found  only  30%  of  the  MFIs 
 showed interest in digital credit and most lacked awareness of the concept. 77% of the MFIs had 
 no plans to adopt technologies such as artificial intelligence, but most of the large MFIs have been 
 exploring big data and analytics. 


A  2017  BB  study67 found  that  MSME’s  have  also  adopted  MFS.  They  mostly  use  MFS  for 
 revenue collection and payment to suppliers. A large number use mobile banking for transferring 
 money. Convenience was a key reason why most enterprises adopted mobile banking.  


There  has  been  significant  work  undertaken  by  the Government  of  Bangladesh  and  the  BB  to 
 develop the country’s digital infrastructure. More recently, this effort includes programs to foster 
 innovation  (Digital  Financial  Services  Lab),  scaling  up  the  National  ID  effort  (Smart  National 
 Identity),  setting  out  enabling  regulation  and  guidelines  for  MFS,  payment  systems  and  agent 
 banking  models.  There  is  still  scope  for  further  regulatory  action  with  respect  to  digital 
 applications. The challenges68 that pertain the regulatory framework include: 


-  The payment system is limited in application in that it only applies to Banks and MFIs are 
 out of its ambit. E-money is treated as a deposit account and hence the restriction. This is 
 restrictive in terms of DFS benefits to MSMEs as MFIs are unable to offer the micro and 
 small segments the benefits of MFS (unless they become agents of banks). 


63 DFS is commonly referred to as Mobile Financial Services in Bangladesh implying that DFS will be mobile phone 
 driven and mostly used for money transfer, mobile banking and mobile payments. Bank of Bangladesh & University 
 of Dhaka (2017). 


64 In 2016, there were 1,281 outlets and 0.26 account holders. 


65 Kwok & Ashraf (2018). 


66 Srivastava, Kant, & Sharma (2019). 


67 Bank of Bangladesh & University of Dhaka (2017). 


68 World Bank, (2019a), Srivastava, Kant, & Sharma (2019). 
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-  MFIs do not have access to the National ID database. This effects costs and time-related to 
 due diligence 


-  Cash withdrawal limits on mobile accounts restrict transactions particularly those related 
 to payments 


3.2 Bhutan 


Data  on  financial  inclusion  (Finscope  and  Findex)69 in  Bhutan  is  very  scarce,  but  financial 
 inclusion is a national priority issue for Bhutan and for the Royal Monetary Authority (RMA), the 
 use of DFS (mostly payments) is of particular import. While there is a paucity of international 
 sources of data on financial inclusion in Bhutan, the RMA’s National Financial Inclusion Strategy 
 (NFIS) reveals that financial inclusion is mostly lead by savings. 64% of Bhutan’s adults have 
 access to a bank savings account. Life insurance covers 18% of the population followed closely 
 by access to credit at 16% coverage of the adult population. In term of gender, across the three 
 services, males have more access than females. 64% of males have access to credit, while nearly 
 half of that (36%) of women report access to credit. In terms of savings and insurance, 56% and 
 59% of males report access to a savings account and have insurance while in the case of females, 
 it is 44% and 41% respectively. Data on MSME access to saving and credit is unavailable.  


Cottage and Small Industries (CSI)70 are the ‘jewels’71 of the Royal Government of Bhutan. They 
 are an estimated 22,000 CSIs that employ over 99,000 Bhutanese.72 The RMA has made access to 
 credit to CSIs a priority area for the next five years. 


3.2.1 Access to finance for formal MSMEs 


The SME Finance Forum data reveals that there were 19,000 licensed MSMEs in Bhutan.73 Of 
 these, there are 11,000 microenterprises74 and 8,000 SMEs. Male owned enterprises accounted for 
 62%  while  WMSMEs  were  at  38%  of  the  total  number  of  enterprises.  Within  the  types  of 
 enterprises,  male  ownership  of  microenterprises  and  SMEs  was  higher  at  57%  and  70% 


respectively of the total enterprises in each type.  


The  estimated  finance  gap  to  these  enterprises  is  US$  91  million  or  32%  of  the  total  demand 
 estimated at US$ 284 million. In terms of the level of constraint, a high proportion (74%) faced no 
 constraints. This is nearly the same for microenterprises (72%) and SMEs (76%). Disaggregating 
 this data by gender reveals that a much larger proportion (83%) of WMSMEs faced no constraints 
 while in the case of male-owned enterprises, this was 69%. Annex 2 provides details on the level 


69 Findex 2011 and 2017 do not cover Bhutan. The country is covered in the 2014 Findex survey. This data is used in 
 the NFIS for Bhutan. 


70 MSME category firms in Bhutan are referred to as CSI. 


71 Royal Monetary Authority of Bhutan (2018a). 


72 Department of Cottage and Small Industry (2019). 


73 SME Finance Forum (2018a) This estimate is based on the 2017 Annual Report of the Department of Cottage and 
 Small Industries under the Ministry of Economic Affairs. 


74 Based on definitions, it should cover micro and cottage enterprises. 
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of constraint by enterprise type and gender. The informal demand for finance is estimated to be at 
 38% (US$ 109 million) of the formal sector’s demand. 


3.2.2 Exploring supply, demand and reasons for constraints 


The  financial  sector  in  Bhutan  is  relatively  small  in  terms  of  the  number  of  institutions  in 
 comparison to other target countries. There are five banks, three MFIs, three insurance companies. 


68% of the financial sectors asset base comprises of loans and advances with banks comprising 
 89% of this as of June 2019.75  


Microfinance appears to be in a nascent state. The group lending methodology often used by MFIs 
 is ‘under-represented.’ Cooperatively owned savings and credit groups are few and small.76As of 
 June 2019, there were 6,657 loan accounts and the average NPL was 12.22%.77  


The share of loans by enterprise type reveals that medium enterprises have the largest share of 
 credit at 24%. While the CSI sector has the potential to generate jobs, its share of credit is very 
 low. Micro and Cottage industry shares are at 2% and 3% respectively. The small enterprises share 
 is at 10% of total loans. Observation of trends in loan growth by enterprise type reveals that loan 
 to medium enterprises has increased between June 2018 and June 2019. This is mainly on account 
 of increased loans to tourism and trade/commerce sectors. However, loans to cottage industries 
 has declined mainly due to a decrease in lending to the agriculture sector.7845% of the loans are 
 for non-enterprise purposes – mostly housing.79 This has put the financial sector at risk as corporate 
 short-term deposits are used to finance long term housing projects.80


The  geographic  concentration  of  financial  services  and  credit  is  an  area  of  concern  for 
 policymakers. RMA data reveals that 54% of financial services network is concentrated in just five 
 of the 20 districts and 53% of the credit is concentrated in four districts.81 A large proportion of 
 the priority sector lending is concentrated in two districts – Thimphu (43%) and Chhukha (18%).82
 Demand and supply issues leading to access to finance constraints for the CSI segment needs more 
 detailed research. However, observations reveal that credit risk is a ‘key constraint’ for suppliers.83
 Some observations on the constraints faced are noted in Box 3. 


75 Department of Financial Regulation and Supervision (2019). 


76 Rhyne (2017). 


77 Department of Financial Regulation and Supervision (2019). 


78 Ibid.  


79 Ibid. 


80 Dorji, (2017). 


81 Ibid. 


82 Royal Monetary Authority of Bhutan (2019). 


83 Balakrishnan (2019). 
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Despite,  a  credit  bureau  and  a  securities  exchange,  the  RMA  acknowledges  that  financial 
 infrastructure and limited alternative sources of finance are constraining factors in the access to 
 finance by CSIs.84


Entrepreneurship or the ‘perceived’ lack of entrepreneurial culture is a matter of concern amongst 
 policymakers.85In order to help nurture this culture and support entrepreneurs, particularly during 
 start-up phase, the RMA along with various other related government agencies have launched a 
 platform in 2018 called Jab-Chor. This platform aims to bring together young entrepreneurs and 
 funders  to  facilitate  access  to  alternative  sources  (angel  investors,  P2P  and  crowd  funding)  of 
 finance. The initiative is aimed at complementing the priority sector lending policy of the RMA.86   
 A review of the World Bank’s Ease of Doing Business survey87(Annex 5) reveals that the country 
 ranks high (compared with target countries) at 89 out of 190 in terms of doing business. However, 
 this is a drop from 71 in 2016.88In terms of getting credit, the country is ranked 94 in 2020, but 
 this is a fall from 79 in 2016. This is mainly attributed to an increase (from 14% to 30%) in the 
 number of firms highlighting access to credit as a key constraint in various World Bank Surveys 
 conducted in Bhutan.89 However, there is a credit bureau functioning that covers all FIs and all 
 loans (excluding informal lending). In terms of resolving insolvency, there no rank assigned as the 
 survey  has  not  found  any  cases  related  to  foreclosures,  liquidation  and  reorganisation.  On  the 
 enforcing contract indicator, Bhutan has a high score of 29 out of 190. However, primary data 
 collected  from  bankers  reveals  that  collateral  seizure  cannot  be  executed  due  to  an  inefficient 
 judicial system that largely favours borrowers.90


84 Cole & Carrington (2016). 


85 Rhyne (2017). 


86 Royal Monetary Authority of Bhutan (2019). 


87 World Bank, (2019d). 


88 World Bank, (2016). 


89 Cole & Carrington (2016). 


90 Ibid. 


Box 3: Access to finance constraints faced by CSIs in Bhutan 
 -  Collateral requirements are very strict 


-  Few CSI own land 
 -  Lengthy loan procedures  


-  Weak bank staff skills in due diligence of enterprises  


-  Unsuitable product design – mostly fixed asset purchase loans 
 -  CSI fear of loan rejection 


-  Inability to convince FIs of start-up potential 
 -  Poor credit discipline 


Sources: Author compilation. Based on Balakrishnan (2019), Tshering, (2019), Rinzin (2019), Saal (2019), 
Department of Cottage and Small Industry (2019), and (Royal Monetary Authority of Bhutan, (2018a). 
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3.2.3 Policy effort to increase financial inclusion of MSMEs 


In  2014,  the  Royal  Government  of  Bhutan  became  a  signatory  to  the  Alliance  for  Finance 
 Inclusion’s Maya Declaration. Since then, there have been numerous efforts at increasing financial 
 inclusion and strengthening the financial sector in Bhutan. One of the most concrete steps towards 
 increasing access to finance has been the adoption of the NFIS (2018 to 2023).91 Increasing access 
 to finance for CSIs is one of the pillars of the NFIS. The Strategy aims to develop ‘innovative 
 credit mechanisms and alternative sources of financing’ for CSIs. A key enabler of the Strategy is 
 the development of payment infrastructure including ensuring interoperability that is critical for 
 efficient DFS.92 Apart from the NFIS, the RMA and the Royal government have also launched 
 several key policy initiatives:  


-  Established rules and regulations for MFIs (2014), deposit-taking institutions (2016), agent 
 banking (2016), E-money issuer (2017), and Payment and Settlement Systems (2018)  
 -  Developed financial infrastructure (noted in the previous section) 


-  Set-up  of  the  basic  payment  infrastructure  –  a  payment  gateway  -  in  order  to  enable 
 interoperability, internet banking, P2P, G2P, and P2G payments. 


-  Adopted  the  National  Financial  Literacy  Strategy  (2018  –  2023)  that  focuses  on 
 entrepreneurial development, usage and access to financial services, DFS and consumer 
 protection, and financial management and credit responsiveness.93


-  Set-out priority sector lending guidelines to increase the flow of finance to CSIs 


One  of  the  most  recent  (June  2019)  policy  initiatives  has  been  to  the  issuance  of  registration 
 certifications to six new MFIs that are currently operating in all the 20 districts of Bhutan in order 
 to  facilitate  flow  of  priority  sector  lending  to  all  CSIs  across  Bhutan.  These  initiatives  clearly 
 display  a  tilt  in  regulation  towards  DFS,  particularly  payments.  Bhutan’s  DFS  initiative  and 
 pathway are detailed in the following section.  


3.2.4 Digital Finance in Bhutan 


There  has  been  a  stream  of  DFS  initiatives  (both  public  and  private  sector)  that  are  ensuring 
 Bhutan’s progress towards a cashless and digital society. These initiatives have included the launch 
 of mobile banking applications, Point of Sale (PoS) machines, e-wallets, and more recently G2P 
 and government to government (G2G) payment infrastructure. Box 4 presents specific examples 
 of DFS initiatives. 


91 Royal Monetary Authority of Bhutan (2018a). 


92 The enablers are general and not specific to CSI, but they are likely to impact CSI access to finance positively. 


93 Royal Monetary Authority of Bhutan (2018b). 
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These assume significance as they reflect the progress Bhutan has made in its journey towards a 
 cashless and digital society. Alongside these, progress related to mobile infrastructure and agent 
 network has helped further the enabling environment.  


GSMA data on mobile connective for Bhutan94 reveals that 98% of the population is covered by 
 2G and 88% are covered by a 3G network. The number of mobile connections are 107% of the 
 population while unique subscriber penetration is 53% of the population.  


Access point data from the RMA reveals a substantial proliferation of Agents. 64% of all access 
 points are Agents and 23% are PoS. Table 1 shows the growth in various types of access points 
 between 2013 and 2017. Significantly, while bank branches have reduced and ATMs numbers 
 have remained the same, Agents and PoS networks have been a substantial addition to the financial 
 inclusion  landscape  of  Bhutan.  The  increase  in  Agents  may  explain  the  reductions  in  banks 
 branches.   


Table 1: Access Points across Bhutan95


Access points  2013  2017 


Adult population  474,334  494.586 


Commercial bank branches/10,000 adults  4.3  3.01 


Total branches  203  149 


ATMs/10,000 adults  3.94  3.8 


94 GSMA (2019b). 


95 Data does not include Bank of Bhutan and MPay agents as they cannot perform cash in/out transactions. But they 
 have 71,763 and 11,268 users respectively. 


Box 4: Examples of recent DFS initiatives in Bhutan 


-  2015: Bank of Bhutan launched its M-BoB mobile payment services that allowed P2B 
 transactions between bank accounts 


-  2017: PoS (Point of Sale) systems were established at fuel stations in the capital to allow 
 for cashless transactions 


-  2018: Bank of Bhutan launched an e-wallet app called CHHARO for online purchase of 
 goods and services 


-  2019: (July) the Royal government launched the Electronic Public Expenditure 
 Management System (ePEMS) and the Global Interchange for Financial Transaction 
 (GIFT) payment system.  The ePEMS system enables the shifting of allows the 
 government to do away with the system of issuing manual cheques for G2P and G2G 
 payments. This will be facilitated by GIFT that will allow for interbank fund transfers in 
 real time and to multiple accounts from a single account 


Sources: Author compilation. Based on Dem (2019), Tshedup (2015), Lhamo & Zangmo (2017) and Zangmo 
(2018) 
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Access points  2013  2017 


Total ATMs  187  188 


Agents/10,000 adults  43 


Total Agents  2,133 


PoS/10,000 adults  15.35 


Total PoS machines  759 


Bank Agents/10,000 adults  8.23 


Total Bank Agents  407 


Source: Author. Based on Royal Monetary Authority of Bhutan (2018a)  


3.3 Cambodia   


Cambodia has witnessed ‘better than expected growth’ of 7.5% in 2018 along with reduced poverty 
 rates over the past decade.96 While this growth is mostly attributed to the construction, garments 
 and  a  growing  tourism  sector,  the  country  also  has  a  relatively  robust  financial  sector  largely 
 comprising of Banks, MFIs, Microfinance Deposit Taking Institutions (MDI) and a growing pool 
 of DFS providers.  


In terms of financial inclusion, Finscope data97 reveals 71% of adults in the country have access 
 to  financial  services.  Of  this  17%  have  access  to  banks,  42%  to  NBFIs  and  12%  to  informal 
 financial sources. 29% of adults are completely excluded from financial services. The data reveals 
 that  NBFIs  are  largely  driving  financial  inclusion  in  Cambodia.  26%  of  the  adult  population 
 exclusively uses NBFIs compared to only 5% that exclusively use banks. There is no significant 
 difference in the gender gap and female financial inclusion is slightly higher. The data shows that 
 56%  and  58%  of  the  country’s  adults  do  not  use  saving  or  credit  financial  services.  Informal 
 channels are the main source of savings for 21% of the population while NBFIs are the main source 
 of credit for 22%.  


DFS has rapidly developed roots in the Cambodian financial inclusion landscape. Remittance is 
 the most used service with 44% of  adults have  either sent  or received  money. Of this,  a large 
 proportion – 35% adults – use NBFIs to remit.   


41% of Self-employed/MSMEs are included via NBFIs while 22% use banks for various financial 
 services. In terms of access to formal credit, Finscope data reveals that only 28% of MSMEs have 
 access to formal credit, 11% access informal sources of credit while a high proportion – 62% - are 
 excluded.  


While most MFIs, MDIs and a few large banks98 are catering to the microenterprise segment, there 
 is a growing interest amongst financial institutions, the National Bank of Cambodia (NBC) and 
 policymakers in increasing access to finance for SMEs. 


96 World Bank (2019e), IPE Global & M-CRIL (2018), General Directorate of Banking Supervision (2019). 


97 Cenfri, FinMark Trust, UNCDF (2017). 


98 For example, Acleda Bank and Sathapana Bank. 
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 3.3.1 Access to finance for formal MSMEs 


There  are  an  estimated  376,000  formal  MSMEs  in  Cambodia.99 Of  these,  a  majority  97% 


(364,000) are microenterprises while 3% (12,000) are SMEs. The  current finance gap in these 
 institutions is estimated at a high 87% (US$ 3.70 billion) of total demand that is US$ 4.3 billion.  


There is not a large gender differential in ownership of MSMEs, but women have a higher share 
 at 52% of formal enterprises. More women own microenterprises than men, who own a significant 
 proportion of the SMEs.  


Data for the type of enterprises and gender reveals that women's share in microenterprises is higher 
 at 53%, but it is significantly lower at 35% ownership of SMEs. A similar gender differential is 
 observed for the finance gap data. While the differential is not much within microenterprises (52% 


gap for WMEs), but it is substantial in the SME segment with there being nearly an 82% finance 
 gap for male-owned enterprises while WSMEs, are able to finance most of the demand (82%). In 
 total,  the  formal  finance  gap  for  WMSMEs  was  32%  and  for  male  counterparts,  it  was  68%. 


WMSME ownership was the largest in wholesale and retail trade at 65%. While in manufacturing, 
 it is the lowest at 35%.100 Women are also more likely to transact in cash and use mostly MFIs.101
 In terms of the level of constraint, data reveals that 68% microenterprises and 65% of SMEs were 
 able to meet the financing needs of their enterprises. 15% of microenterprises and 18% of SMEs 
 were  partly  able  to  meet  needs.  Similarly,  69%  of  WMSMEs  were  able  to  fulfil  the  finance 
 requirements, while for male counterparts, 65% state there were no constraints. Annex 2 presents 
 the data on constraints by type of enterprise and gender.  


The SME Finance Forum’s estimates suggest that informal demand for finance is estimated to be 
 US$ 3.6 billion or 85% of formal demand.  


3.3.2 Exploring supply, demand and reasons for constraints 


The financial services landscape has a number of varied institutions including commercial banks 
 (43),  MDIs  (7),  MFIs  (74),  and  payment  service  providers  (16).102 Add  to  this  mix  is  a  large 
 number  (273)  of  rural  credit  operators.  In  recent  years,  the  number  of  e-money  or  payment 
 providers such as Wing Cambodia and True Money, have increased their presence via agents in 
 Cambodia.103 These institutions are regulated by NBC.  


Banks account for 84.2% of the financial sectors assets while MDIs account for 14%. The MFI’s 
 while  large in  number  have  a very  small  share at  2.1%.  Bank  credit  is mostly  concentrated  in 
 construction, real estate and the retail sector. Credit from MFIs and MDIs is largely concentrated 
 in  agriculture  and  for  households  making  them  an  important  source  of  credit  for  the 
 microenterprise sector.104  


99 SME Finance Forum (2018a). 


100 UNCDF SHIFT (2018). 


101 ESCAP (2019a). 


102 National Bank of Cambodia (2018). 


103 Wing Cambodia is reported to have 4,000 agents Asian Development Bank, (2017). 


104 National  Bank  of  Cambodia  (2018).  Note:  Sathapana  and  Acleda  Banks  –  both  former  MDIs  –  still  have  a 
significant credit portfolio in the small loans/household segment.  
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