
New Approaches to Economic Challenges [A5]
New approaches to SME and entrepreneurship 
financing: broadening the range of instruments

Theme of The projecT

The recent crisis has worsened existing access to 
finance problems for SMEs …

The 2008-09 global financial crisis profoundly 
changed the business environment for SMEs 
and entrepreneurs, and access to finance was 
particularly affected. In many OECD countries, 
the crisis exacerbated the financial constraints 
typically experienced by SMEs, mainly as a re-
sult of information asymmetries in financial 
markets, and financial resources dried up for 
the most dynamic enterprises.

which still rely mostly on tighter debt finance …

Across the OECD countries, bank lending is still 
the most common form of external finance for 
SMEs. Banks, however, are facing more rigor-
ous prudential rules, especially following the 
Basel III regulation on higher capital bank ra-
tios. This has led to a modified banking busi-
ness model, which may lead to a new business 
environment with tighter availability of credit. 

resulTs of The work sTream

Vulnerability of SMEs to the changing role of 
banks suggest a need to broaden their sources 
of finance… 

The crisis has in fact only exacerbated a 
long-standing access to finance problem for 
SMEs and small-scale entrepreneurs. The need 
to strengthen capital structures and decrease 
dependence on borrowing has become more 
urgent. Some of the immediate policy respons-
es to the crisis have increased firm-leverage by 
incentivising further increases of debt. 

… towards asset-based instruments… 

Now, increasingly complex and interconnected 
financial markets offer opportunities to serve 
the needs of the SME sector. SMEs have al-
ready been making greater use of asset-based 
finance for their short and medium-to-long 
term financing needs. Such financing instru-
ments (e.g. asset-based lending, factoring, 
leasing) are provided not on the basis of the 
firm’s own credit standing but on the value of 
specific assets (including account receivables, 
inventory, machinery, equipment, and real es-
tate), which makes them suitable for firms and 
markets that suffer from large information 
asymmetry. A key advantage of such source of 
financing is that firms can access cash faster 
and under more flexible terms than through 
conventional secured lending, regardless of 
their balance sheet position and future cash 
flow prospects. 

… corporate bonds and other alternative debt  
instruments, …

The potential of alternative debt instruments 
in the capital markets to finance SME invest-
ment is starting to be recognised. Such debt 
instruments, for instance corporate bonds, 
differ from traditional bank lending in that in-
vestors rather than banks provide the financ-
ing. Unlike equity financing they do not dilute 
the ownership of the company. They are par-
ticularly attractive in the current low interest 
rate market environment for firms that have 
more limited access to bank lending, as SMEs 
do. However corporate bond issuers typically 
require the borrower to have a certain size, es-
tablished credit history, and limited volatility 
on revenues and earnings. Regulatory frame-
works may need to change to ensure such in-
struments are available en masse for SMEs. 
Similarly, this is needed to enable SME loan se-
curitisation, to enable a liquid market for these 
bank assets, and turn bank loans into a larger 
SME source of finance.
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… and altogether alternative financial sources

Some new and alternative sources of finance 
that tap into private individuals’ financial re-
sources, such as crowdfunding and peer-to-
peer lending, have taken off the ground, but 
are very small in scale to make a real difference 
for capital-constraint SMEs. Seed funding and 
private equity investment have developed 
substantially in recent decades, and provide an 
increasingly important source of funding for 
small, young, and innovative firms that promise 
a potentially very high return, but also present 
a high risk. There are also some opportunities 
for public listings of SME equity, but the mar-
kets are currently very small.

New approaches / policy implica-
TioNs

SME financing challenges can be addressed by 
first improving their financial knowledge and 
skills... 

To overcome the challenges of limited access 
to finance, SME skills in financial literacy and 
knowledge of various sources of finance, as 
well as business and strategic planning, need 
improvement. This can be done by training and 
mentoring, where the public sector can have a 
role. 

… designing effective regulation to balance fi-
nancial stability and novel financial channels …
 
The regulatory framework is a key enabler for 
the development of instruments that imply a 
greater risk for investors than traditional debt 
finance, from asset-based financing to equity 
financing. Regulatory bodies need to be aware 
of new financing models emerging in the pri-
vate sector, recognise the need to allow for 
liquid securities that minimise the risk of SME 
lending while remaining vigilant for possible 
excesses, and incentivise investors to take a 
long-term view.

… improving information infrastructures… 

Addressing the information asymmetries in the 

markets should be a priority in the develop-
ment of a viable financing ecosystem for SMEs. 
The public sector can help by increased public 
engagement and direct interaction of investors 
and firms, brokerage and match-making agen-
cies. In this respect the public sector can help 
linking SMEs back to private sector resources 
that have retreated from the informational-
ly-opaque SME sector due to the crisis. Such 
efforts need to go further, however, to develop 
comprehensive mechanisms of information ex-
change and expose those SMEs that are viable 
investment opportunities.  

… and improving the evidence base

Ultimately, to devise appropriate policies the 
evidence base of SME financing needs and the 
uptake of alternative financial products, has to 
be enlarged. 


