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Greg Gilligan
Chairman, AmChma China

AmCham China launched the Social Impact Initiative (SIl) in 2020 in an effort to bring
together various stakeholder perspectives and make innovative, impactful, and relevant
recommendations on pressing social issues. The inaugural year of this program focused
on two tracks: (1) helping China’s millions of Micro-, Small, and Medium-sized Enterpris-
es (MSMEs) recover from the devastating economic impact of the epidemic and (2) ac-
celerating healthcare reforms as described in the “13" Five Year Plan” and “Healthy China
2030" This report highlights the key challenges and recommendations surrounding
MSMEs. AmCham China recognizes the crucial role that MSMEs play in their important
contribution to economic growth, vital role in global supply chains, and provision of
vast employment opportunities both in China and globally.

2020 was an unprecedented year. While COVID-19 has presented challenges for ev-
eryone, MSMEs acutely felt the strains related to decreased cash flows, revenue, and
demand for products and services. During the initial stages of the pandemic, MSMEs
were hit especially hard when their partners and supply chains were unable to resume
operations. We therefore hope that the Sl will help to facilitate cooperation and dia-
logue between policymakers and the private sector to foster an environment in which
MSMEs obtain the needed support to not only survive, but to flourish.

AmCham China
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Indeed, through these Sl working sessions, we were able to engage with AmCham
China member companies, government agencies and policymakers, global experts, re-
search institutions, and other stakeholders to discuss relevant challenges and potential
solutions impacting the MSME ecosystem. This report highlights the role that MSMEs
play and provides recommendations to help them effectively navigate today’s digitally
enabled and globally competitive economy.

Going forward, AmCham China is committed to furthering and expanding this initiative
to delve deeper into the unique challenges faced by MSMEs and drive discussions that
can lead to the development of solutions that will further facilitate MSME growth in
China. We are incredibly thankful for the sponsors of the Social Impact Initiative, who
have made this new effort possible and whose valuable input is contained within this
report. We also would like to thank our partners, especially the China Association of
Small and Medium Enterprises, for their support of this report. | also want to express my
gratitude to the AmCham China Government Affairs and Policy team, who have worked
tirelessly to bring this new program to life.

March 2021
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Background

As an independent, nonprofit organization with nearly 1000 member companies, Am-
Cham China is uniquely positioned to develop a platform for multi-sector dialogue that
bridges common principles and objectives. As a trusted organization with extensive ex-
perience in facilitating public-private partnerships to advance US-China collaborations,
AmCham China is eager to utilize our capacity and platform to enable the private sec-
tor to contribute on-the-ground expertise, share best practices, and initiate thoughtful
leadership regarding how their solutions and capabilities can be utilized to improve
China's MSME ecosystem.

The MSME track acknowledges that micro-, small-, and medium-sized enterprises
(MSMEs) are the lifeblood of China's economy, and the COVID-19 pandemic has exacer-
bated existing conditions that particularly challenge MSMEs. As the SIl emphasizes the
need to create neutral venues to initiate conversations, discuss challenges, and develop
impactful policy recommendations, this report aims to (1) identify and discuss the role
of the private sector in providing solutions to current issues facing MSMEs; (2) ensure
the solutions can be widely implemented; (3) appreciate the value of public-private
partnerships and joint efforts; (4) share best practices; and (5) offer effective govern-
ment policy recommendations to promote a favorable environment for the growth and
development of MSMEs. Additionally, these recommendations are in line with the State
Council's proposed “stability on the six fronts” (734%.) and “security in the six areas” (73%R)
and facilitate high-quality economic growth in China.

Stakeholders of the MSME track gathered for four working sessions between July and
November 2020 with a focus on the following topics: (1) ensuring and enhancing finan-
cial inclusion, (2) acceleration of digital transformation, and (3) accessing international
markets.

Main Challenges

While discussing these three topics, three corresponding challenges were identified
by stakeholders: (1) lack of financing channels, (2) inefficient use and slow process of
digital transformation, and (3) difficulty accessing foreign markets. This report further
analyzes these challenges based on experiences and insights from MSME owners and
stakeholders.

Some of the difficulties MSMEs face stem from the implementation of insufficient
measures, as well as a lack of necessary resources and capacity due to the inherently

AmCham China
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small structure of MSMEs. In such cases, even when the government can push policies
through, MSMEs may be unable to fully benefit from these policies due to financial, dig-
ital, and market expansion insufficiencies.

Itis also crucial for these issues to be analyzed in the context of China’s greater econom-
ic landscape, urban-rural geographical disparity, financial system reforms, and standing
in international relations, among other factors.

Recommendations

The Sll acknowledges the immense value of the measures set forth by the Chinese gov-
ernment in response to the economic shock caused by COVID-19. However, with the
continuous evolution of the business environment during these pressing times, the Sl
proposes recommendations to actively enable MSMEs to effectively navigate post-pan-
demic challenges with the support of the private and public sectors. The recommenda-
tions presented in this report draw from private sector perspectives and resources with
an intent to aid and accelerate the government’s existing efforts. Indeed, the SIl hopes
the government will leverage private sector perspectives when developing policy re-
forms, utilize private sector resources to support government-led implementation, and
enhance private sector-led programs that support MSME growth.

The SlI, in collaboration with its sponsors and other private sector representatives, rec-
ommends an integrated, multi-sectoral approach leveraging innovative and more sus-
tainable solutions. In particular, the SIl advocates the following recommendations:

1. Establish a more inclusive financial system for MSMEs. The Chinese government
could institutionalize the credit system for MSMEs via the proposed social credit
system to reduce the information asymmetry between enterprises and banks and
increase the willingness of financial institutions to lend to MSMEs. In the meantime,
MNCs and large enterprises could credentialize MSMEs to facilitate with credit rat-
ings. The government could also introduce innovative financing models, such as
supply chain financing, to explore new business models for MSME financing. Mean-
while, the Chinese government could also strengthen the policy support and legal
protection of small financing institutions and MSMEs and promote the awareness
of risk management and relevant solutions.

2. Create a more favorable business environment for MSMEs to undergo digital trans-
formation by strengthening relevant policy support. Meanwhile, in addition to gov-
ernment support, MSMEs could benefit from adopting more practical solutions by
getting involved in private-public partnerships. Governments can promote small-
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scale pilot programs to test proposed solutions and promote the most effective

ones on a larger scale.

3. Strengthen the role of the public sector to help MSMEs access new markets, lever-
aging existing business partnerships between MNCs and MSMEs. Doing so would
require governments to emphasize updating relevant policies, improve the law
enforcement mechanism, and enhance the support provided to the private sector
to better catalyze MSME innovation and truly help MSMEs grow and expand.

Each recommendation within this report is supported by practical and action-
able steps with specific examples and references to initiatives currently being executed
by other countries and organizations. Suggested action points also incorporate existing
government-led programs in China and include recommendations on how to incorpo-
rate greater private-sector participation and promote a whole-of-society strategy.

AmCham China



China’s MSME Ecosystem: Present Situation
and Challenges

Micro-, small- and medium-sized enterprises (MSMEs) are the lifeblood of China's econ-
omy. The COVID-19 pandemic has created dauting challenges for MSMEs including
but not limited to strained cash flows, significant declines in revenue, disrupted supply
chains, and decreased market demand for products and services. The Sl hopes to bring
together both the public and the private sectors to better understand these challenges
and develop solutions that can facilitate MSMEs'growth in China.

The Sl has adopted the standards promulgated by various regulatory departments un-
der the State Council in China to classify MSMEs. While these standards vary, operating
income, total assets, and employee headcount are the essential differentiators.” MSMEs
typically have revenues of less than RMB 500 million and fewer than 1,000 employees
(see Figure 1).2

Figure 1: SlI’s Classification of Micro-, Small- and Medium-Sized

Enterprises (MSMEs) According to China Standards

Operating Revenue Number of Employees Total Assets

[o}
=

< RMB 100 million <300

< RMB 200 million

< RMB 800 million < RMB 800 million
< RMB 400 million < 1,000

< RMB 1 billion <2,000

< RMB 300 million <1,000

< RMB 50 million <1,000

< RMB 2 billion < RMB 100 million
< RMB 100 million <300

< RMB 200 million <300

< RMB 100 million <300

< RMB 1.2 billion <300

< RMB 300 million <1,000

< RMB 300 million <200

< RMB 400 million <200

Source: "China Issues Classification Standards for SMEs,” China Briefing

Globally, China’s standards for MSMEs are mostly aligned with other countries. The EU
uses staff headcount, turnover, and balance sheet totals to classify MSMEs.? On the
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other hand, the US Small Business Association (SBA) determines MSMEs by sector, and
sector-specific annual revenue and number of employees.*

In August 2018, the State Council's Leading Small Group on Facilitating SME Develop-
ment ([E S Fle#E R/l & B TIESS/NAE ) underlined MSMES' critical impor-
tance to China’s economy. According to the Leading Small Group, MSMEs in China are
responsible for 50 percent of total taxes paid, 60 percent of China's GDP, 70 percent of
technological innovation, 80 percent of urban employment, and account for more than
90 percent of China’s enterprises.

The COVID-19 pandemic, which started in early 2020, continues to negatively impact
China's economic growth. Despite being the only major economy to achieve GDP ex-
pansion by the end of 2020, China recorded a historic low for its GDP growth last year.
MSMEs, by virtue of their size, cash flow restrictions, and asset limitations, were dispro-
portionately impacted. According to a report by the Fudan-Ping An Research Institute
for Macroeconomy released in May 2020, MSMEs in China are facing significant chal-
lenges that are unlikely to dissipate in the near term:

e Though gradually recovering, the Small and Medium Enterprises Development In-
dex (SMEDI)® was down 6 percent in Q4 2020 compared with Q4 2019

o More than 80 percent of China's MSMEs are facing cash flow challenges;?
o Over 64 percent of MSMEs have never used internet-based financing methods.”

To offset the economic shock caused by the pandemic, the Chinese government ad-
opted a proactive approach of rolling out nearly 100 different policies by May 2020 to
support the MSME sector. These policies cover eight categories including financial sup-
port, tax and other cost reductions, and promotion of employment and productivity.'®
However, the effectiveness of many of these policies can be further improved. The Pe-
king University National School of Development (NSD) estimated that, as of July 2020,
only 15 percent of MSMEs in China had received financial support despite the wave of
both central and local level policies introduced to ease financing difficulties." Identified
barriers hindering MSMEs from benefiting from these policies include the reluctance of
banks to support enterprises with whom they do not have an existing relationship with,
lack of policy awareness, and variation in needs across industries that may require more
targeted policies.

After careful consideration and deliberation with Sl sponsors, global experts, and poli-
cymakers, the 2020 Sll identified three important challenges that, if addressed, can help
MSMESs better navigate the post-pandemic business environment: 1) lack of access to fi-
nancing, 2) underutilization of digital technologies to accelerate growth, and 3) barriers

AmCham China
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to access global markets (see Figure 2). These challenges are further illustrated through-
out the report with insights gained from interviews conducted with MSME represen-
tatives. Addressing these challenges will help MSMEs better adapt to a post-pandemic
recovery environment.

Figure 2: Key MSME Topics and Challenges Discussed

in Sll 2020 Working Sessions

Lack of access to financing

= Lack of access to institutionalized financing, brough about by higher risk profile, complex application
processes, and fragmented market access

= Reliance on non-bank financial intermediaries or shadowbanking activities with lower requirements but

significantly higher risks

Inadequate use of risk management tools to mitigate risks associated with MSMEs’ nature of business

and improve creditworthiness

Underutilization of digital technologies Barriers to access global markets

to accelerate growth
= Lack of knowledge on overseas markets,

= Lack of skills and awareness to plan, design including culture, customer needs and behavior
implement and optimize digital transformation and regulations
initiatives = |nadequate internal capacity and resources,

= High costs associated with the use of digital including financing, human capital and an
technologies, as well as potential unforeseen innovative mindset
expenditures that could significantly take away = Insufficient external support stemming from

resources from core business expensive professional services and fragmented
channels for assistance offered by a broader
group of stakeholders

Challenge #1- Lack of Access to Financing

In line with the global call for universal financial access, China has made significant
strides to strengthen its policies and institutions to promote financial inclusion. While
increasingly more individuals, including traditionally marginalized groups, are begin-
ning to access and utilize financial services, MSMEs remain underserved. According to
the SME Finance Forum, an organization managed by the World Bank Group, China still
has an immense MSME finance gap of $1.93 trillion as of 2020. 2

Since 2003, with the enactment of the Law on the Promotion of SMEs( {1 A RiL
FEAF/NEAEHIED ), the first-ever national law to support the development of
Chinese SMEs, the government has rolled out a series of policies and laws focused on
promoting a better business environment for SMEs. To relieve the negative impacts of
COVID-19 on MSMEs, the State Council has released additional measures, such as the
Notice on Temporarily Deferred Repayment of Principal and Interest for Loans to Micro,
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Small and Medium-sized Enterprises ( { & T %5 H/) s b b 53 7 52 15 B 14 RE 2R A
1T B BEADD ), allowing MSMEs to delay loan repayments. However, institutional-
ized financing channels continue to be non-existent for most MSMEs due to their high-
risk profiles. Additionally, risk management tools, designed to help MSMEs improve
creditworthiness, are still not widely available or accessible. As a result, MSMEs often
are compelled to depend on informal and even illicit sources of financing to sustain
cash flows. For instance, at the end of 2016, the scale of shadow banking in China was
already quite large, with broad shadow banking exceeding 90 trillion yuan and narrow
shadow banking also reaching 51 trillion yuan.” This could expose both MSMEs and the
entire economy to greater risks.

Importance of Financial Inclusion

Financial inclusion refers broadly to the provision of safe, affordable, and sustainable
financial services for individuals and businesses.™ It has long been a priority at the inter-
national level through the adoption of multiple organizations’ agendas, such as the 17
UN Sustainable Development Goals (SDG), the G20 2020 Agenda, and the World Bank’s
commitment to achieve universal financial access.”

Financial inclusion is an important dimension of a country’s overall level of financial
development as it is closely linked to poverty alleviation and inclusive and sustainable
growth.'® High rates of inclusion have been found to benefit economic growth and
reduce economic inequality.”” Many existing definitions of financial inclusion also pri-
oritize disadvantaged or underserved segments of society. For instance, China’s Plan for
Advancing Inclusive Finance Development (2016-2020) ( {#E#H Z EHER L E ML

(2016—2020 £F) ) ), released by the State Council in 2015, states that the focus of
inclusive finance in China is to be directed toward “small and micro businesses, farmers,
urban low-income groups, impoverished groups, the disabled, the elderly, and other
special groups.'®

When measuring financial inclusion, the World Bank notes in its 2014 Global Financial
Development Report the importance of prioritizing utility over accessibility." Building a
physical or institutional infrastructure for financial services is only the first step, it is also
critical that the population feels comfortable utilizing the available financing options
when needed. However, in practice, the 1) high cost of account set-up and transactions;
2) physical distance from financial institutions; and 3) distrust of financial services pro-
viders have caused considerable difficulty in achieving this objective.?

State of Financial Inclusion in China

In China, the proportion of adult bank account owners has grown from 64 percent in

AmCham China
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2011 to around 80 percent in 2017, surpassing other upper-middle income countries
and reaching the level of high-income economies.”’ In fact, nearly 78 percent of adults
from China’s rural areas are reported to hold bank accounts. Part of this success lies in its
extensive coverage of traditional bank branches across urban and rural areas, boasting
one of the largest financial networks in the world. The rapid growth of digital financial
services (e.g., WeChat and Alipay) also provide new financial service options for domes-
tic consumers.?

Improvement continues to be seen in banks' provision of financial services, especially in
the area of financial inclusion. By the end of the fourth quarter of 2020, the balance of
loans used by banking financial institutions for MSMEs was RMB 42.7 trillion, of which
RMB 15.3 trillion was the balance of loans for small and micro enterprises with a total
credit amount of RMB 10 million or less for a single household, an increase of 30.9%
from the beginning of the year.??

China has long focused on providing financial support to MSMEs, epitomized by the
many laws, policies, and regulations enacted in support of the sector** In 2002, the Na-
tional People’s Congress (NPC) introduced the Law on the Promotion of SMEs ( {FI%E
ABRHEAMEH/NEARHIED ) to improve the business environment and promote
MSME development in China. The law was revised in 2017 to facilitate and promote di-
rect and indirect MSME financing. In 2014, the PBOC issued the Notice to Support SME
Lending by Financial Institutions ( (X FH DL/ NBER T K NHEWE
G R AIIBANY ) which mandated financial institutions to meet a quota of RMB 50
billion for SME lending.” Other policies released include the National Development and
Reform Commission’s (NDRC) ( {EZE et —F @/ Nl g BHNETEL) )
and the Ministry of Finance (MOF)'s Notice of Exemptions on Administrative Fees ( (€S
FEUHE. FEEMRE—#TEE W EWRERREH) ) 2 The Chinese government's
support to MSMEs has been recognized by multiple Sl working session attendees, in
which a Zhejang-based SME noted that the Chinese government had made significant
efforts in supporting the MSME sector, particularly in talent cultivation and industry
growth.

However, challenges to financial inclusion still remain. A 2018 report, co-written by the
People’s Bank of China (PBOC) and the World Bank, notes that China still lacks a modern
concept of financial inclusion that is widely accepted by other countries.?”” The report
also notes that China is in need of more market-oriented approaches and innovative
risk-managed financial products in order to promote and expand inclusion.

More importantly, the Chinese MSME sector is where financial inclusion is most neces-
sary. According to the China SMEs Financial Service Report by PBOC and CBIRC, only 18
percent of MSMEs have a bank loan or line of credit as of 2018. Though the exponential
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growth of numbers of Chinese MSMEs is accounted in this data and the amount of MS-
MEs receiving loans actually grew 35% since 2017, the report still shows that most MS-
MEs are unable to receive loans from financial institutions.® When making comparisons
to other middle-income countries, China lags behind in the SME category (See Figure 3).

Figure 3: Benchmarking Financial Inclusion in China and Select Countries

Percent of Bank Percentage of Firms with a Bank
Adults with a Biggest Obstacle
ULy Bank Account Siz for Firms
(15+) (2017) A

Access to financing
56 59 58 Tax rates
37 37 27 Informal sector

69 35 23 Crime and disorder

- 49 32 25 Informal sector
80 21 16 Corruption

Note:  World Bank Enterprise surveys are available for individual country-year pairings between 2007 and 2019.
Source: “World Bank Enterprise Surveys” and the "World Bank Global Findex Database,” World Bank

Indones

Currently, the negative impact of the pandemic has also further amplified the chal-
lenge MSMEs are facing. In response, various Chinese government agencies released
additional policies to make financing more accessible for MSMEs, including measures
to expand financing coverage, restructure loan terms, and reduce financing costs.?” In
addition to these national-level policies, a wide range of policies were also announced
at the provincial and local level, including payment deferrals and waivers and subsidies
for remote work when many parts of the country were under lockdown.

As with any national-level policy, implementation often presents its own challenges. For
instance, policies that offer an extension on loan payments or low interest rates could
benefit MSMEs who already had existing loans, yet they do not resolve the need of a
great portion of other MSMEs who doesn't currently hold loans but desperately need
them.*®

This section tackles three financing challenges facing MSMEs that, if addressed, can
lead to long-term resiliency and growth: 1) lack of access to institutionalized financing, 2)
heavy reliance on informal financing and shadow banking, and 3) lack of risk manage-
ment tools.

AmCham China
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Lack of Access to Institutionalized Financing

In 2018, the proportion of Chinese MSMEs with access to loans only accounted for 25
percent of the total number of businesses in China with loans. Although limited access
to finance is a challenge for many countries around the world, the SIl working sessions
identified a unique series of proximate (i.e., those related to the nature of MSMEs' busi-
nesses) and distal (i.e,, those stemming from the economic system in which they oper-
ate) factors that combine to create a challenging environment for MSMEs in China.

“Relevant policies may be helpful for medium-sized enterprises,
but micro and small-size enterprises are currently finding it
extremely hard to benefit from the financial inclusion policies.”

——An executive director from a SME consulting firm

“Very few MSMEs can meet the collateral requirements set by
banks in order to obtain loans.”

——A managing director from an agriculture company

The first proximate factor centers on high risks. China does not currently have an es-
tablished centralized system collecting, storing, and assessing the overall health of
MSME businesses. Often times, there is an information asymmetry between MSMEs and
financial institutions. Unlike public companies or large corporations, which are required
to publish important business metrics, MSMEs are not required to disclose such infor-
mation. As a result, banks have difficulty determining MSMES' creditworthiness, which
either results in a lower success rate of MSME borrowing in China or higher financing
terms that many MSMEs cannot afford.

Even when an MSME is granted credit by a bank, the business owners often must use
personal assets as alternative collateral to meet the bank's stringent requirements. Fur-
thermore, loan applications usually involve a process that is time and resource-consum-
ing, which could distract the owners'focus from running the business itself.

MSMEs in rural areas may find themselves in a more disadvantaged position as they
have even lower access to financing than those in urban cities. Their options are usually
limited as there are only a small number of financial institutions whose presence reach
their community. The five major state-owned commercial banks have stringent require-
ments on personal credit audit, while farmers, under the current weak construction of
the rural credit system, can hardly meet the requirement.' Rural MSMEs are considered
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slightly profitable enterprises boasting annual sales revenues that rarely exceed this
amount, making it difficult for them to even meet the minimum loan threshold set by
banks.

“Without assets or collateral, it is impossible to get a loan. I
have never heard of any MSME successfully obtaining a bank
loan.”

——A finance director from an MSME in the service industry

Distal factors, on the other hand, highlight the lack of alternative options to banks. As
China’s financial system is dominated by banks, capital markets are comparatively un-
derdeveloped.*? These big banks are also more likely to prioritize lending to larger, more
established, and often state-owned firms, potentially crowding out funding that could
be directed towards smaller, private MSMEs. Instead, MSMEs are forced to utilize smaller
banks for loans with much higher interest rates which often cost double to what large
banks offer to large corporations; thus, MSMEs tend to view financing from banks as a
last resort rather than a part of their operational strategy. Furthermore, other sources of
financing, such as P2P lenders and institutions pivoting to MSMEs, have already been
closed or subjected to greater scrutiny as a result of the government's deleveraging
campaign to reduce risks in the financial sector since 2017.%

Reliance on Informal Financing and Shadow Banking

Due to insufficient access to financing, many MSMEs are forced to turn to non-bank
financial intermediaries (NBFIs) or shadow banking activities for help. Shadow banking
usually refers to a system of financial entities or actors that seek to fulfill functions sim-
ilar to those of traditional banks such as acting as credit intermediaries, but often skirt
formal banking regulations. These types of activities may include: 1) underground lend-
ing; 2) P2P lending; 3) social lending; 4) microfinance lending; 5) pawnshops: 6) wealth
management firms; and 7) underground asset management firms.

In 2018, NBFIs' financial assets reached US$11.2 trillion, growing to a 20 percent share
of total financial assets in China, from 14 percent in 2014 (see Figure 4).>* On one hand,
NBFIs offer MSMEs financing products with much less complicated and more expedited
application processes and flexible terms. On the other hand, NBFIs are not subject to
the same regulatory oversight, which can expose unsuspecting MSMEs to above-mar-
ket or predatory interest rates, unregulated transactions, and outright fraud. For in-
stance, the one-year interest rate from shadow banking sector loans averaged between

AmCham China
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Figure 4: Share of Total Financial Assets by Financial Institution Type in

China
2014-2018, percentages

100%

80% 8z 20% 21% 20%
14%
1%
% 0 10% 10% 10%
40%
61% 60% 58% 57% 59%
20%
0%
2014 2015 2016 2017 2018
Banks Central bank Non Bank Financial Intermediaries = Others

Source: “2019 Global Monitoring Report on Non-bank Financial Intermediation,” Financial Stability Board

13 to 15 percent, which is about 8 to 10 percent higher than those coming from formal
financial institutions.®

Increased reliance on informal financing® can put China’s financial system at great risk.
The number of costly civil cases brought about by lending disputes appears to be ris-
ing*’

To address the non-performing loans, the Chinese government has taken steps such as
capping the interest rate on private lending to 24 percent*® and encouraging regional
banks and financial institutions to expand coverage in remote areas. According to a re-
port published by the PBOC and CBIRC, the number of commercial banks open in rural
areas has grown from 1262 in 2017 to 1427, and the number of village banks has also
grown from 1562 to 1616.%

Lack of Risk Management Tools

Risk management is about identifying business risks and adopting strategies to address
or mitigate them. From a financial inclusion perspective, the goal of improving risk
management is to establish the creditworthiness of an MSME by providing them with
tools to mitigate the risks of taking on financing, enabling them to grow their business
in a sustainable manner.

Apart from the direct financial risks identified above, MSMEs may face other threats in-
cluding: 1) a volatile operating environment; 2) inability to adapt to market trends due
to size and scalability; 3) limited capacity to scale operations by strictly relying on inter-
nal resources; and 4) vulnerability to external shocks.

Social Impact Initiative
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As mentioned in the Plan for Promoting the Development of Financial Inclusion (2016-
2020) ( (HEEHZEERILRBRAL (2016—2020 ) ) ), the Chinese government
continues to emphasize that improving risk management through capacity building
should be a critical prioritization for MSME owners and entrepreneurs.® The Bank of
Deyang and World Bank's International Finance Corporation launched a $31 million fi-
nancing and training program for women-owned enterprises in 2009, where 322 wom-
en entrepreneurs were granted microloans that amounted to US$2 million.#' The loans
provided external financing that enabled the small enterprises to recover following the
2008 Sichuan earthquake, which led to more than 1,000 employment opportunities
benefiting unemployed residents as well as rural and self-employed women in the ar-
ea'42

While individual financing and training programs are valuable in supporting MSMEs in
managing risks, participants of the financial inclusion working session also highlighted
the need to build institutionalized risk-managed solutions specifically tailored to MS-
MEs. The participants also encourage large corporations to explore how their resources
and capabilities can be used to contribute to those solutions.

Challenge #2: Underutilization of Digital Technologies to
Accelerate Growth

Digital transformation (DX), or the use of technology-enabled tools to evolve some or
all business segments, can enable informed decision-making, streamlined work pro-
cesses, improved customer experiences, expanded market reach, and optimized cost
reduction. With DX, MSMEs are in a better position to compete globally and drive sus-
tainable growth.

The Chinese government has introduced policies to encourage digital technology
adoption among businesses and more participation from the private sector to facilitate
the process. As a result, China has shown a significant improvement in digital maturity
over the past five years and is poised to be the biggest spender of DX initiatives glob-
ally in the coming years.** Such trend is likely to continue in a post-pandemic world
where digital technology continues to be highly valued by businesses. However, the
implementation of DX can be costly, and many MSMEs often need additional support
in order to afford such technologies.

Impact of Digital Transformation

Digital transformation (DX) is defined as the “continuous digitalization process of a com-
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pany by leveraging digital and data-driven innovation to improve existing processes,
evolve business model elements, or reinvent its business models entirely** A study
identified market growth, customer experience, and improved operations as top areas
MSMEs operating in the Asia-Pacific region want to improve upon through digital trans-
formation, and these same priorities can also be applied to MSMEs in China.*

In the Asia-Pacific region, the current top three applications to support DX are cloud
solutions, artificial intelligence analytics, and video conferencing.* Within China, the top
applications used for DX include Al analytics, loT-enabled solutions, and e-commerce
platforms.*

The benefits of DX are multidimensional and can deliver upside across different stake-
holder groups (see Figure 5).

Figure 5: Summary of Digital Transformation Benefits

Increased competitive
advantages

Increased employee productivity Elevated customer experience

Decreased reliance on

Expanded market reach el Emr

Increased customer satisfaction

Cost-efficient business Streamlined workloads Tl s (o s
development tools and processes P
. " . . . " Improved quality of products
Data-driven decision making Higher income opportunities S e/
Improved operational efficiency Safer working conditions TElloiiEEE contgnt, Rt
and services
Enhanced production and Increased flexibility in working Greater access to value-added
delivery arrangement innovations

Source: AmCham China analysis

Aside from operational advantages, large-scale digital adoption can also generate pos-
itive gains for human development and environmental sustainability. The use of digital
tools would give MSMEs greater flexibility to expand their businesses into non-tradi-
tional geographies as well as provide remote employment opportunities. DX also has
the potential to bring specific positive changes across different industries. For instance,
automation and robotics in the manufacturing sector can reduce worker exposure to
hazardous or unsafe working conditions found in factories.*® In addition, implementing
Al technologies in the human resources field can reduce bias in hiring processes and
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create an equal and diverse work environment for all.* From the environmental sustain-
ability point of view, a report by the Global e-Sustainability Initiative (GeSl) reports that
information and communications technology (ICT), with its ability to create new busi-
ness models and enhance social connectivity, has the potential to reduce global carbon
emissions by 20 percent through 2030.*°

Digital Transformation in China

China’s focus on DX, backed by government policies and private sector initiatives, has
resulted in a significant improvement in digital maturity over recent years. China con-
tinues as one of the top leaders in private spending on digital technologies, but still re-
main slightly behind the US and Western Europe. In 2019, IDC forecasted DX spending
to increase from $1.22 trillion in 2019 to $2.3 trillion in 2023 worldwide, with a five-year
compound annual growth rate of 17.1 percent.®’ However, in the face of the current
economic slowdown, this forecast is expected to drop significantly to 10.4 percent in
2020. This equates to a worldwide total spending of $1.3 trillion in 2020, with China
making up 19 percent of the total share.>

Before COVID-19, China was poised to account for the second largest share of global DX
spending, overtaking Western Europe. However, the pandemic proved to expedite the
digital adoption process and cause those expectations to be exceeded, as China deliv-
ered the strongest year-on-year growth in 2020 with 13.6 percent, ahead of Western Eu-
rope’s 12.8 percent, the rest of the Asia Pacific’s 10.4 percent, and the US's 7.3 percent.”
Specifically for MSMEs, digital transformation initiatives are likely to remain popular
amidst the current economic slowdown, with spending expected to reach RMB 330 bil-
lion or USS 43.8 million in 2022.>

In recent years, the Chinese government implemented a number of measures to sup-
port MSMEs' DX efforts. The 13th National Five-year Plan (2016 - 2020) called for the pro-
motion of innovation-driven growth of MSMEs and more specifically on their manufac-
turing capabilities.® The Digital Transformation Partnership Action Initiative ( {2{FE v %%
BN EEATENEIN) ), launched in 2020 by the Chinese government, aims to encourage
MSMEs to utilize DX to expedite recovery from COVID-19. The Notice Concerning Driving
the Accelerated Development of the Industrial Internet ( « > 5l Tk 5 3¢ j hi b %
JEHYIEA» ) encourages developers and digital service providers to upgrade services
and lower the adoption costs for MSMEs, such as video conferencing and cloud com-
puting.®® In addition, the establishment of Cross-Border E-Commerce (CBEC) pilot zones
has allowed MSMEs to widen market access, enabling broader DX to take place at the
local level.

Recognizing the prospect of DX to increase economic resilience during the pandemic,
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the NDRC released the Implementation Plan for Promoting the Action of “Purging Clouds
and Using Data to Empower Intelligence” to Cultivate New Economic Development( {xTF
i L BHMBE” 7o) BEMEF ARG ) ) in April 2020 to support
economic development with the establishment of a multi-dimensional industrial in-
ternet platform, application of cloud computing and Al, the industrialization of digital
technology, as well as the digitization of industries in supporting economic develop-
ment.>” In the plan, NDRC cites state-sponsored studies to highlight that through said
developments, DX can increase revenues by up to 33 percent, productivity by 60 per-
cent, and management efficiency by 50 percent.®® The same study also estimates that
DX can reduce costs as much as 34 percent for a number of business processes includ-
ing logistics, labor and manufacturing.

The effects of the COVID-19 pandemic have only accentuated the need for MSMEs to
incorporate DX into their existing strategies. However, implementing a successful DX
requires a significant investment. Specifically, MSMEs need support in addressing their
lack of skills and awareness, as well as the high cost of adoption.

Lack of Skills and Awareness

Digital transformation is a complex process that not only involves moving business
operations from offline to online, but also requires integration into new supply chains,
industries, and even the entire digital economy. Companies must navigate the unchart-
ed territory of industrial Internet solutions such as artificial intelligence, robotics, 5G,
Internet-of-Things (loT), and cloud computing. In order for DX to work and to ensure
the smoothest transition, MSMEs would need to carefully develop a digital strategy that
aligns with and is most suitable for its business objectives.

However, many MSME owners are not yet capable of creating a comprehensive DX
strategy due to limited DX literacy.”® Adopting the right type of DX requires a deep un-
derstanding of both business needs and types of digital technologies that brings out
the most business potential. This is especially challenging for those MSMEs established
before the digitalization of the global economy, in comparison with those enterprises
which were founded more recently,®® since they often lack the vision and knowledge
needed to conceptualize how digital technologies transform businesses.

“Most MSMEs have never thought about or planned for digital
transformation as part of their long-term business strategy
because most of them are merely surviving.”

——A senior representative from a platform that facilitates msme digital transformation
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Even when MSMEs are able to come up with a comprehensive plan for DX, they are
more likely to encounter the next challenge of assembling a team able to execute the
plan optimally. Internally, MSME owners might encounter financial or resource con-
straints to provide the needed training for employees to adapt to the digitalization
transformation. Furthermore, as DX initiatives would require more advanced specializa-
tions, finding those who are qualified locally will also be a difficult challenge.®!

High Cost of Adoption

Implementing DX across an organization requires significant investments upfront. For
MSMEs with limited resources, this would mean high opportunity costs. Aside from
human capital expenses, DX also requires infrastructure upgrades, such as data storage
and computing systems. However, many MSMEs do not even yet have a basic digital
infrastructure, much less one that is sufficiently advanced to support digitalization.

While there are many service providers offering DX platforms, MSMEs are often dissat-
isfied with the price. In Digital Transformation: A Game Changing Strategy to Alleviate the
Plight of SMEs in China, a Fudan-Ping An report conducted in 2020, two of the major ob-
stacles identified by SMEs regarding costs include prohibitive fees of service providers
and MSMEs' shortage of funds (see Figure 6 for details).®? These challenges, combined
with the aforementioned issues regarding the lack of access to financing, makes it high-
ly likely that MSMEs will not have the sufficient budget to implement DX due to the
high upfront and fixed costs. The report also makes aware of the additional unforeseen
expenses which may incur from the DX process, another important detail for MSMEs to
consider during budgeting. Furthermore, the range of DX solutions currently available

Figure 6: Biggest Obstacles in Digital Transformation

According to MSMEs, percentages

35%

Service provider overcharging

Short of funds

Lack of urgency and necessity

Short of technical skills of employees

Difficulty in obtaining policy support

Others

Source: “Are China's SME Lagging Behind the Digital Transition? Evidence from a Survey,” Fudan-Ping An
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on the market may not be suitable for MSMEs, therefore, more specifically tailored digi-
tal solutions that are better aligned with smaller-sized enterprises’ unique demands are
needed, driving the cost of adoption even higher.

DX is resource-intensive across the entire lifecycle of planning, designing, implement-
ing, and optimizing, which can be time- and energy-consuming for MSMEs. Allocating
resources to DX means that investments and resources are being shifted away from
core business processes, which may compromise their operations and potentially result
in a decline in production, disgruntled employees, and inconsistent customer experi-
ences — something many MSMEs simply cannot afford. Application of digital technol-
ogies also creates a new cost dynamic for MSMEs. For example, DX subjects MSMEs to
data protection regulations, which would require increased spending to address. In
addition to increased direct costs, some MSMEs may not be able to comply with all of
the data use and protection regulations due to a lack of awareness or capacity, which
brings potential legal troubles that MSMEs are unequipped to resolve.

Therefore, MSMEs need inclusive services from governments, MNCs, large corporations,
and civil society to access human, capital, technological and other types of resources
and support that are desperately needed to carry out successful digital transformations.

Challenge #3: Barriers to Accessing Markets

China is a known leader in global markets, with high participation rates in the global
value chain, export trade, and outbound investments. This success is primarily driven
by MSMEs' export of manufactured goods, which the government has been providing
continuous support for through policies such as the “Belt and Road Initiative (BRI), the
13" Five Year Plan (2016-2020) and the establishment of Comprehensive Cross-Border
E-Commerce Zones.

As China's MSMEs facing increasingly intensive competition in the global value chain,
new strategies will need to be developed to become more innovative and introduce
better value propositions. The pandemic, in combination with the prevailing digital shift,
have prompted a rapid increase in demand for digital commerce platforms, allowing MS-
MEs to explore high-frequency business-to-consumer (B2C) e-commerce models.5 Both
the Chinese government and the private sector have provided support for cross border
e-commerce infrastructures, taxes, and more cost-friendly logistical services, enabling
more MSMEs to expand their global market presence. However, several barriers still exist
that are hindering MSMEs' success rates for participating in global trade, which include
insufficient market knowledge, capabilities, resources, and external support.
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Internationalization as Key to China’s Future Growth

As the world’s largest exporter of goods and services since 2009, China remains a global
leader in international trade.5* Chinese MSMEs are an integral part of the country’s par-
ticipation in international trade, making up nearly 80% of China’s total exports in 2019.5

Realizing the important contributions MSMEs have on economic growth, the Chinese
government is placing significant policy focus on encouraging MSMEs to access inter-
national markets.®® For example, the BRI, introduced in 2013, promotes the develop-
ment of Eurasia through infrastructure, trade, and investment,®” which in turn enables
ease of trade for MSMEs; China's 137 Five Year Plan (2016-2020) supported MSME growth
in high-tech sectors.%® Additional policy support for MSME exports includes preferential
income tax rates for low-income enterprises and tax exemptions for lending to MS-
MEs.5

Digital technologies has created new opportunities for both large corporations and
MSMEs. For example, digital technologies have provided easier paths for MSMEs to
reach new international markets, mainly through business-to-business (B2B) and
business-to-consumer (B2C) cross-border e-commerce. Global e-commerce markets
reached US $25.6 trillion in 2018 and China ranked third in total sales with US $2.3 tril-
lion next only to US and Japan, China was already the global leader in B2C with US $1.3
trillion in sales (see Figure 7).”°

Figure 7: Global E-Commerce Sales
2018, US$ billions

Count Total E-Commerce B2B E-Commerce B2 E-Commerce
Y Sales Sales Sales

8,640 7,542 1,008
3,280 3,117 163
2,304 943 1,361
1,364 1,263 102
918 652 266
807 687 121
722 620 101

394 362 32
348 326 21
333

72

Source: “Global e-Commerce hits $25.6 trillion — latest UNCTAD estimates,” United Nations Conference on Trade and Development
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The Comprehensive Cross-Border E-Commerce (CBEC) pilot zones, another measure in-
troduced by the government, enable MSMEs to adopt digital tools and diversify foreign
market access through new products and services. The CBEC pilot zones conduct poli-
cy experiments via integrated services in customs, taxation, foreign exchange, logistics,
and financing.”" As of 2020, the State Council has approved five batches of 105 compre-
hensive pilot zones for CBEC, covering almost all provinces across China.

These various measures allow China to further strengthen its international trade leader-
ship position, enabling MSMEs to focus on R&D and reduce overcapacity issues result-
ing from local market saturation. These policies would also allow the country to shift
value propositions from low-cost labor to high-quality innovative products, thereby
evolving and sustaining China’s competitive edge. Through broader market access, Chi-
nese MSMEs will be in a better position to weather any geopolitical storms, which could
result in tightened regulatory policies.

While these government measures have created a more friendly environment for MS-
MEs to access global markets, MSMEs still require additional support to successfully
capture business opportunities abroad. Specific challenges for MSMEs to address in-
clude: 1) lack of market knowledge, 2) insufficient internal capacity and resources, and 3)
inadequate external support.

Lack of Market Knowledge

Global markets are widely divergent, thus, different customer needs, product types, mar-
keting and sales strategies, as well as foreign cultural norms and local regulations will
all need to be taken into account. Additionally, MSMEs would also need to navigate the
increasingly complex global business environment. As such, it is important for business
leaders to have a deep understanding of target markets abroad and the broader global
dynamics in order to effectively capitalize on international business opportunities.

However, a study found that limited access to market data and insufficient understand-
ing of the local political and regulatory dynamic remains a top challenge for MSMEs in
developing strategies for international expansion. Moreover, the study shows that lack
of market knowledge also increases MSMEs' perception of risk, reducing their likelihood
to consider entering new markets as a way to grow their business. "> During our inter-
views, some MSME owners said they will definitely lose their competitive edge when
expanding abroad as local market knowledge is their key advantage.

MSMEs typically rely on limited open-source information when exploring international
expansion. For MSMEs that have already established a global presence, the global value
chains (GVC) they are a part of provide another potential channel for overseas market
information. However, many China MSMEs are in low value-added positions within
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GVCs, often as original equipment manufacturers (OEM), making it difficult for them to
maximize the benefits of learning through the other partners in their network. Further-
more, as they are more likely to not have a market-facing role in the value chain, first-
hand acquisition of knowledge of other markets is also severely limited.”

As China continues to integrate into the global economic system, more MSMEs are
becoming interested in expanding globally. However, SII working session participants
highlighted that the decision to penetrate markets abroad should be carefully con-
sidered, as it may not be the optimal decision for every company. Participants noted
that to make this decision, MSMEs must take into account the potential international
demand for the products they offer, the upside of overseas expansion vis-a-vis focusing
on domestic markets, and their willingness to go through an arduous and resource-in-
tensive process of internationalization.

Inadequate Internal Capacity and Resources

Access to capital is a critical requirement for global market expansion. Unfortunately,
as documented in this report, a lack of capital and access to financing often limits the
ability for MSMEs to grow. Categorized by banks as high-risk entities both locally and
globally, MSMEs suffer from shortages of funds and lack of access to financing, thus hin-
dering MSMEs' capability to invest in growth.

Finding talent in local market and abroad is another daunting task for MSMEs. Global
expansion requires a unique set of skills and a good grasp of overseas markets, howev-
er, MSMEs often have limited knowledge of international operations. When companies
are assembling a team that meet these requirements, they may find that, in the tide of
globalization, there are insufficient international professionals familiar with target mar-
kets, resulting in intensified competition and a skill-demand mismatch.

MSMEs also face greater competitive pressure from MNCs and large corporations when
pursuing overseas markets. To stay competitive, MSMEs should focus on improving
their innovation capabilities such as leveraging digital technologies to make processes
and production more cost efficient, improving public-facing channels, and expanding
the product suite. However, it is important to consider the implications of allocating
internal resources to innovation initiatives, which, as previously mentioned, could re-
sult in reduced capacity in conducting core business operations due to MSMEs' limited
available resources.

Insufficient External Support

To address the inadequacies in market knowledge and resources, MSMEs often look to
external support for assistance. Professional service providers offer help in conducting
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businesses abroad, while management consulting and law firms offer expertise (e,g.,
regulatory compliance, due diligence, background investigation, market analysis, strat-
egy development) to address knowledge constraints about overseas markets. However,
these professional services are often very expensive for MSMEs to afford. Furthermore,
working session participants also noted that in certain cases, different consulting firms
may give out conflicting recommendations, leading to confusion and making such ser-
vices counterproductive.

There are also solutions providers that support day-to-day management operations,
such as customs clearing, tax settlements, and logistics. However, while integrated ser-
vices are already offered on most e-commerce platforms where they act as intermedi-
aries, MSMEs in other industries have to tap into separate third parties to address their
needs due to fragmented market offerings.

The support coming from alternative sources, such as different government agencies,
academic institutions, non-profit organizations, and large corporations, also remains
fragmented. MSMEs can actually benefit greatly from an institutionalized platform to
learn about the nuances of other markets, share best practices with other MSMEs, and
expand their networks for new business opportunities.

As for setting up cooperative networks with other companies of similar size and nature
to jointly enhance capabilities, MSMEs in China expressed a certain extent of cautious-
ness and aversion, stating a high risk that their internal practices will be studied and
replicated by peers. As barriers for entry in the industry are low due to type of participa-
tion many MSMEs have in GVCs, they are worried that sharing practices with peers may
lead to creation of new competitors in the in the industry.”

“The biggest barrier for MSMEs to go abroad is cultural
differences, including a difference in market rules. However,
risks come with opportunities. In relatively mature markets like
the US and EU, with comprehensive procedures and formalities,
the risk can be predictable if companies ensure to follow all
procedures.”

—— an MSME that provides business and legal support for companies to go abroad
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An Integrated, Multi-Sectoral Solution

The economic downturn brought about by the COVID-19 pandemic has significantly
impacted MSMEs, particularly those that lack the resources to drive growth. Given the
significant proportion of China's economic system that MSMEs represent, their recov-
ery should be prioritized. However, growth alone should not be the only focus in the
process of revitalizing MSMEs in the post-pandemic era, China also needs to develop
a more robust MSME sector that is more resilient in the face of black swan events and
other disruptions, better integrated into the global supply chain, and more capable of
sustaining business operations with sufficient support.

The Social Impact Initiative believes that the existing measures introduced by the gov-
ernment through the 137 Five Year Plan, along with many other policies such as the BRI
and the revised Law on the Promotion of SMEs, already provide a solid foundation to
empower MSMEs. However, collective action between the government, larger corpo-
rations, financial institutions, research and non-profit organizations, professional service
providers, and other segments of the private sector is needed to further accelerate MS-
MEs' development and ultimately the country’s economic growth. As such, AmCham
China, with its member companies, recommend an integrated and multi-sectoral ap-
proach that leverages innovative and more sustainable solutions from both the public
and private sectors to achieve common goals (see Figure 8).

Figure 8: Recommendations to Empower China’s MSMEs
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Recommendation #1:
Make Financial System More Inclusive for MSMEs

China has made important progress expanding access to financing, outpacing many
peer countries at similar levels of development.” The Law on the Promotion of SMEs, is-
sued in 2002 and revised in 2017, specifically highlights financial inclusion for MSMEs.”®
The Sl believes that to fully adopt a financially inclusive society, it will be beneficial to
develop a financial system that is fully supportive of MSMEs, with a large portion of this
responsibility coming from MNCs.

In order to improve MSMEs" access to financial services, enhancing creditworthiness
should be explored. The existing social credit system, which includes MSMEs' credit rat-
ings, needs to be further developed and integrated into financial institutions' processes.
MNCs are able to offer assistance in this field by sharing risks as guarantors for MSMEs,
or by providing supplementary MSME transaction data as proof of business stability.
Widespread adoption of alternative financial models backed by strong policy support,
such as supply chain financing and credit guarantee schemes, as well as increased
adoption of risk management solutions across all stakeholders could help distribute the
risks associated with lending to MSMEs.

Improve MSME Creditworthiness

Institutionalize China’s Social Credit System (SCS)

The State Council released the Planning Outline for the Construction of a Social Credit
System (SCS) (2014-2020) in June 2014 to establish and manage a comprehensive social 27

credit system covering both individuals and entities for the country by 2020.”

The SCS is currently regulated by a combination of national laws and regulations, such
as the Administrative Penalties ( {TTEULSTE) ) and Licensing Laws ( {IFBIIERD )
and State Council OGI Regulations ( (U (E 2 AFFEFI) ). In terms of implementa-
tion, the National Enterprise Credit Information System (NECIPS, X EREER
AL ) and “Credit China” (" {5 FE R E ") were created to collect, share, and disclose
credit information on a national level. Furthermore, some government agencies, as well
as city-level and provincial-level governments, are also building respective systems sup-
ported by local regulations.”

On a policy level, improvements to the country’s credit information system are likely
to benefit MSMEs. Ideally, financial institutions could use different portals to have bet-
ter visibility on their regulatory and business performance. However, interoperability
remains limited as the data platforms are still in nascency, with the exchange of data
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between national and local platforms still fragmented.”

In addition, the system’s data coverage at present still lacks a comprehensive account-
ing of business and financial information needed for lenders and banks to successfully
evaluate an MSME’s loan application. For now, enterprises are only encouraged to share
business information that may be useful in improving their ratings.®

For the SCS to become truly effective in achieving its goal of aiding financial risk as-
sessment, focus should be given on ensuring data comprehensiveness, integrity, and
interoperability. The Sl recommends that regulators and policymakers continue to
more deeply explore different business performance metrics that could be included
in evaluating credit scores. Financial institutions could also benefit from a more trans-
parent assessment process that aids in better understanding of the rationale behind

enterprise ratings, which would be helpful as they conduct their analysis of MSMEs
creditworthiness.

By enabling access to the SCS, thereby reducing information asymmetry and associated
risks, financial institutions’ willingness to lend to the MSME sector will likely increase sig-
nificantly, particularly in regard to smaller banks that may not have enough resources to
conduct due diligence. These improvements could be supplemented with an updated
data security regulatory framework for financial institutions, as the adoption of a central
database that includes sensitive business and financial data increases risk and vulnera-
bility to data breaches.

Enable MINCs and Large Corporations to Credentialize MSMEs

While China’s SCS s still in its early stages, MNCs and large corporations have an im-
portant role to play in boosting MSME creditworthiness by providing supplementary
data and complementary support. For instance, MNCs could support MSME loan ap-
plications indirectly; since many MNCs already have access to a significant amount of
financial and operational information on MSMEs in their value chains, they could play
an important intermediary role in connecting MSMEs with financial institutions. Further
on, MNCs could also act as guarantors for MSME loan applications.

Several MNCs have already operationalized pilot programs using a similar approach.
Some companies have supported lending programs for MSMEs by legally sharing the
data collected from commercial activities of MSME clients hosted on their platform with
local intermediaries willing to provide loans. The data on MSME activities serves as evi-
dence of MSME business operations and credit information for further investigation by
third parties and qualified financial institutions.
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Country Case Study: Japan’s Credit Risk Database (CRD)

In Japan, information asymmetry is being addressed by the private sector through
the Credit Risk Database (CRD)®' The database, founded as a venture of the Ministry of
Trade and Industry and the Agency for Small- and Medium-Sized Enterprises, was built
to acquire and aggregate data for a more accurate assessment of MSMEs, thereby ad-
dressing hurdles in MSMEs'access to finance. It contains industry-related data, as well as
company-specific information on more than three million Japanese MSMEs. Access to
the database is exclusive for members which, as of 2020, composed of more than 150
credit guarantee corporations, financial institutions, credit rating agencies, and govern-
ment organizations (see "SIl Spotlight: Japan's Credit Risk Database (CRD) Association”).

The CRD provides financial indices based on MSME performance, which allows lend-
ing institutions and intermediaries to conduct comprehensive financial assessments,
including probability of default. As a result, MSMEs in Japan now have better access to

Sll Spotlight: Japan’s Credit Risk

Database (CRD) Association

Collects financial and other business data on SMEs from member
companies, processes the data using a credit risk measurement
model, and returns assessments of SMEs’ business situation to

mamhare
Process

= CROD collects SME data from members, including financial/non-
financial data and default information under the Small and Medium
Enterprise Basic Law

= CRD stores, cleanses and consolidates data for use

= CRD provides members with data on client SMEs through a broad
range of services

Services Offered Membership
= Scoring — Provides = 51 Credit guarantee
creditworthiness of borrowers corporations
= Statistical information — Offers = 98 Private financial
statistical data on a range of institutions

financial indicators
= 15 credit-rating agencies

= Sample data — Delivers
anonymous SME data from
financial statements

= 5 government institutions
utilizing the platform for
research

= Management consulting support
system — Helps members
diagnose financial condition of
SME clients

3 government-affiliated
financial institutions

Source: “Credit Risk Database,” Credit Risk Database Association
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finance, with many of them able to borrow from banks without the need for collateral.
MSMEs with good credit ratings can also apply for more loans at lower interest rates,
while those with relatively poor ratings have to incur higher interest rates and a lower
borrowing cap. Consequently, guarantee fees were also determined through the CRD,
where MSMEs with the highest rating are only charged 0.5 percent credit guarantee
fees and those with lower ratings are charged as much as 2.2 percent.®?

Introduce Innovative Financing Models

MSMEs are reliant on traditional bank financing models that are, at times, inapplicable
to their unique nature. Consequently, the requirements to secure financing also do not
fit the MSME profile, rendering them unable to comply. This is particularly the case for
newer, innovative, and fast-growing MSMEs with a higher risk-return profile. Traditional
financing models will continue to be crucial for MSMEs but there are opportunities to
broaden the range of financing models and explore new solutions that are specifically
tailored for MSMEs. The Social Impact Initiative recommends that the government,
through financial sector regulators, explore the viability of “supply chain financing” and
‘credit guarantee schemes'.

Supply Chain Financing

Through supply chain financing (SCF), financial institutions can act as intermediaries
and pay suppliers'account receivables in place of the customer or debtor in advance of
the due date, giving suppliers faster access to working capital. This model specifically
applies to MSMEs that act as suppliers of corporate buyers, as well as for smaller firms
that banks typically are unable or unwilling to serve using traditional financing models.

SCF is not only beneficial for MSMEs, but also for large corporate buyers in terms of im-
proving working capital management and reducing supply chain disruptions. Known
models of SCF consist of several options that aim to finance suppliers by using invoices,
inventory flow, and receivables as intermittent collaterals.®

Expand China’s State Financing Guarantee

The government could also explore the option of expanding the State Financing Guar-
antee, originally introduced in 2018 to ensure loan payments, either partial or in full, re-
duce loss on bad credit. Its objective is to share the credit risk of lending to MSMEs,
thereby encouraging financial institutions to provide credit without the usual collateral
or guarantor. Similar to SCF, this guarantee eases collateral requirements and unloads
risk from financial institutions. The country’s CGS, with an initial capital of RMB 66.1
billion, was initially funded by the central government with support from financial insti-
tutions.® As of 2018, the loan amount covered by the fund reached RMB 32.6 billion for
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more than 25,000 borrowers.®

Although the State Financing Guarantee fund has created first steps to support MSME

financing, more work is needed for it to become fully institutionalized. First, the govern-

ment can look to intensify promotion of the service to increase MSME awareness. Next,

additional capital allocated to the fund could help its capabilities in guaranteeing loans

for a larger percentage of the MSME sector. The availability of the service could also

be further expanded by establishing more partnerships with financial institutions and

re-guarantee corporations at both the provincial and local level.

SlI Spotlight: The World Bank and the FIRST

Initiative’s Principles for Public Credit
Guarantee Schemes (CGS) for SMEs

Developed a tool with 16 principles that is intended to become a
standard for governments designing, implementing and

Legal and
Regulatory
Framework

Corporate
Governance and
Risk Management

Operational Framework

Monitoring
and Evaluation

evaluation a public CGS for SMEs

Establish the CGS as an independent entity
Provide adequate funding and keep sources transparent

Promote mixed ownership and treat minority
shareholders fairly

Supervise the CGS independently and effectively

Clearly define the CGS mandate

Set a sound corporate governance structure with an
independent board of directors

Design a sound internal control framework to safeguard
the operational integrity

Adopt an effective and comprehensive enterprise risk
management framework

Clearly define eligibility and qualification criteria for SMEs,
lenders, and credit instruments

Ensure the guarantee delivery approach balances
outreach, additionality, and financial sustainability

Issue partial guarantees that comply with prudential
regulation and provide capital relief to lenders

Set a transparent and consistent risk-based pricing policy

Design an efficient, clearly documented, and transparent
claim management process

Set rigorous financial reporting requirements and
externally audit financial statements

Publicly disclose non-financial information periodically.

Systematically evaluate the CGS’ performance and
publicly disclose the findings

Source: “Principles for Public Credit Guarantee Schemes (CGSs) for SMEs,” World Bank
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To assist in the expansion and improvement process of the fund, China could utilize the
Principles for Public Credit Guarantee Schemes (CGSs) for SMEs, a tool developed by the
World Bank and the FIRST Initiative® to help countries design, implement, and evaluate
a public CGS for MSMEs.#” The tool offers 16 development principles covering the legal
and regulatory framework, corporate governance and risk management, operational
framework, and monitoring and evaluation (see “Sll Spotlight: The World Bank and the
FIRST Initiative’s Principles for Public Credit Guarantee Schemes (CGS) for SMEs") £

Empower MINCs to Establish Direct or Indirect MSME Financing Channels

During the Sl working session discussions, participants noted that financing options for
MSMEs do not necessarily need to come directly from banks or other financial institu-
tions — MNCs or other large corporations are able to provide financing options directly.

Another potential role the government or MNCs could take is to develop a platform
that brings private lending institutions into the formal financing ecosystem. For exam-
ple, the Saudi government created a funding channel called The Monsha'at Financial
Portal,® a digital platform thar connects small business owners and entrepreneurs
seeking funding with various financial institutions and development organizations. The
platform’s objectives are to enable SMEs'access to finance, reduce transaction costs for
financial institutions therefore providing capital to SMEs, and increase financial inclusion
in rural areas.

Financing through the Monsha'at Financial Portal takes many forms, including debt,
equity, and guarantees. With more financial institutions competing on the platform,
the likelihood of MSMEs being able to choose from more attractive financing packages
increases.” This means that, aside from potentially obtaining lower interest rates for
loans, MSMEs can also find potential investment opportunities from different entities.
As of 2020, the funding platform has attracted funding participation from more than 25
banks, development organizations, and other non-bank financial institutions, and has
received over 250 financing requests from MSMEs.

Promote the Use of Risk Management Solutions

Strengthen Policies for Business Risk Management

The burden of risk management does not need to be wholly dependent on MSMEs.
Strengthened policy support and legal protection for small-scale financial institutions
and MSMEs hold great potential in increasing the accessibility and availability of financ-
ing options. Policy support could decrease risks associated with lending to MSMEs,
while legal protections could help facilitate loan processing. Furthermore, as the gov-
ernment implements continuous improvement to the existing enterprise SCS, respon-
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sible agencies should seek to make the assessment process more transparent. This will
equip MSMEs with more information regarding the makeup of their credit score, and
thus be able to more easily address any issues.

Apart from connecting MSMEs to various financing channels, MNCs can also lead the
development of enterprise risk management solutions that allow MSMEs to record,
manage, and share their financial and business information, thus, improving creditwor-
thiness. Some MNCs, in their role as corporate buyers, can deploy these tools within
their internal supplier networks, while MNC service providers can implement these cus-
tomized solutions on a larger scale by offering them directly to MSMEs at more afford-
able rates.

Improve the Financial Literacy of MSME Operators

Improving access to MSME financing requires more than just the provision of credit
lines. MSMEs often lack awareness and knowledge of financing options, hence, strug-
gles to understand how to access different financing sources.® The government could,
therefore, strengthen MSME capacity development programs that focus on financial
literacy and growing the ability to manage business risks, given their importance to
procuring financing.

Existing financial literacy programs by the People’s Bank of China can be upgraded with
training and education in corporate and financial management, marketing, and adop-
tion of digital technologies.®> Enhancing these skills will allow MSMEs to better manage
their business operations and financial performance, which could help lower their risk
profiles, making them more likely candidates for loans from formal financial institutions.
Furthermore, by embracing digital applications and best practices for risk management,
MSMEs will be in a better position to address or respond to losses, improve their opera-
tions, and have a better understanding of their operating landscape.

Risk Management Solutions Case Studies

Micro Disaster Risk Insurance (MicroDRI),” a micro insurance product specifically devel-
oped for Philippine MSMEs, ensures business interruption coverage (e.g., loss of assets,
disruption of the value chain) in the aftermath of natural and man-made disasters
(typhoons, floods, fire, theft, and workplace accidents) by providing financial payouts
of a specific sum. Through MicroDRI, MSMEs, whose business continuity capacity are
disproportionally affected in the aftermath of disasters, are provided with an accessible
financing option to fund resumption of business operations. As a risk management
solution, MicroDRI secures capital investment (e.g., equipment, infrastructure, crops)
enabling MSMEs to recover from investment losses incurred due to damages. Currently,
the insurance product covers more than 10,000 MSMEs and is endorsed by the Philip-
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pine Department of Trade and Industry.

In another example, a global food corporation acts as a facilitator for its supplier MSMEs
to access financing. Many of the company’s downstream customers are agricultural
MSMEs, which are often unable to meet typical collateral requirements. To address this,
they created an in-house department that facilitates connections between MSMEs
and financial institutions, as well as its own credit rating system for MSMEs that can
supplement a loan application and reduce the information gap between the bank and
the MSME. This company is also working with their MSME partners to negotiate directly
with financial institutions to obtain loans for MSMEs and share in the financial risk.
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A New Financial Service Mode for MSMEs Empowered by Technology

As economic development enters a new stage and forms new patterns, MSMEs
(micro-, small-, and medium-sized enterprises) are presented with new challenges.
First, the difficulties MSMEs face in terms of financial access is converging with
the downward pressure on the economy; in addition, the risk appetite of banks is
decreasing, making access to finances even more challenging than before. Second,
a structural deviation now exists in the finance supply, specifically, a large amount
of credit funds is being supplied to larger-sized MNCs (multi-national corpora-
tions), reducing the suitability of finance for MSMEs and thus, forming a crowd-
ing-out effect.

One of the difficulties in financing for MSMEs lies in risk control, which is reflect-
ed in two aspects. First, it is tremendously difficult to improve the effects of risk
control. Due to the lack of management and standardization in their submitted
forms, it is nearly impossible to accurately conduct credit assessment on MSMEs
using the information they are provided. Second, it is also difficult to maintain a
steady balance between risk control effects and costs. That is, if the conventional
method of manually collecting information and conducting credit assessments on
MSMEs is used, the cost of risk control will be substantially increased.

In response to this dilemma, Tongdun Technology has launched a financial service
marketplace solution for MSMEs. It utilizes the data shared by the government
and the smart tools of technology companies to create an innovative “platform
set up by the government, developed by technology companies, and registered
by SMEs”. Prior to the launch, Tongdun Technology has already reached strategic
cooperation with enterprise services in Hangzhou, Tangshan, Xiamen, amongst
many other major Chinese cities.

Ma Junqu, co-founder of Tongdun Technology, explained that during the pandem-
ic, Tongdun’s financial service solution was crucial for MSMEs as it fully utilized
the advantages of digitalization, online platforms, intelligence, and non-contact
services. Based on its accurate analysis of MSMEs, the marketplace was able to
make timely and innovative adjustments that allowed MSMEs to easily access the
financial services they needed even while their business was stagnated.

In 2019, the Tangshan Integrated Financial Service Marketplace for MSMEs was estab-
lished, spearheaded by the Tangshan Municipal Government and Tangshan Bank
with the support of Tongdun Technology. The solution integrates, processes, and
mines internal and external data from banks and government agencies to build
models and make analyses of such as complex networks and rule engines to con-

Social Impact Initiative



duct data correlation analysis. Risk control modeling is then used to obtain the
credit score of each MSME and generate a corporate assessment report. A financial
service model which combines “Internet + government affairs + finance + big
data risk control” and “online + offline” services integrates multi-party resources,
breaks down information, and bridges the communication gap between gov-
ernment agencies, financial institutions, MSMEs and other parties, allowing the
demand of MSMEs to “seamlessly match” with financial supply and effectively
solves= issues of false information, low credit, and insufficient trust that once ex-
isted in the financing process.

In the State Council’s seventh major inspection on 43 practices of pandemic pre-
vention and control along with economic and social development, Tangshan Inte-
grated Financial Service Marketplace for MSMEs was given a public commenda-
tion, which attracted a great deal of attention.

The financial service marketplace has emerged as a convincing solution, however,
whether or not it will take off and truly make a difference in financing for MSMEs
— only time will tell. Nevertheless, MSMEs contribute greatly to the high-quality
development of China’s economy, and thus, more exploration on solutions to help
MSMESs will continue on in the near future.
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Recommendation #2: Create a Conducive Environment
for Digital Transformation

The Sllis in full support of the government’s initiative to introduce the Digital Transfor-
mation Partnership Initiative, released by NDRC in May 2020.** The SII views it as a good
starting point to accelerate digital transformation (DX) for MSMEs. Moreover, MNC rep-
resentatives expressed interest in participating in similar future efforts should the gov-
ernment decide to expand the platform to a broader set of stakeholders. Multi-sectoral
support will significantly enhance MSMEs’ awareness of digital transformation benefits
and incentivize MNCs to cooperate to achieve the initiative’s objectives. Using this plat-
form as a springboard, the SIl recommends: 1) strengthened support from the policy
level; 2) provision of more relevant solutions through multi-sectoral collaboration; and 3)
small-scale implementation to catalyze bigger initiatives.

Strengthen Policy Support for Digital Transformation

A successful DX strategy involves effective coordination of the seven dimensions - ac-
cess, use, innovation, jobs, social prosperity, trust, and market openness.”> Identified di-
mensions will function harmoniously when anchored within a robust policy framework
supporting DX. In the process of policymaking, it is necessary to consider policies and
regulations that are agile, fit-for-purpose and, at the same time, recognizes the complex
and rapidly changing needs of MSMEs, which will therefore contribute to a more en-
abling business environment for DX.

Continue Strong Government Support, with Increased Focus on Fiscal Policies

The Sl recognizes the government’s efforts in creating favorable policies for MSMEs, es-
pecially that of the Digital Transformation Partnership Initiative. The initiative's primary
objective is to help MSMEs build resilience through digitalization that will enable them
to minimize the negative impact of disruptive events, such as the COVID-19 pandemic.
It aims to provide a diverse range of support across different industries to accelerate
digital adoption among MSMEs, including infrastructure support, consulting services,
professional training, and targeted financial assistance.”

SII participants are optimistic that the government will continue to support MSMEs in
the post-pandemic era. To make existing programs more inclusive, working session
participants suggested the government explore new fiscal policies that would make DX
more attractive and cost-effective for MSMEs, such as tax relief schemes and subsidies.

The government can also provide indirect financial support and increase MSME digital
capabilities through incentivizing large corporations, technology providers, and e-com-
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merce operators to implement programs that empower MSMEs to embark on their DX
process.

Digital transformation consists of the fusing between physical and digital entities, and
China’s regulatory framework is still in the process of catching up in this aspect. For
MSMEs in the manufacturing industry, specifically, the shift to smart manufacturing
requires reliable internet connectivity and efficient algorithms.”” The government’s
aggressive policy-supported 5G network expansion nationwide proved to be a strong
start in supporting DX. Leveraging the generated momentum, the government could
reevaluate policies that would allow private MNCs to contribute resources to establish a
robust ICT framework that ensures consistent network connectivity, strong data privacy
and security, and provide technological solutions tailored according to MSMEs' needs.
Furthermore, existing regulations can be modified to ensure a balance between en-
couraging innovation and upholding regulatory mandates. MSMEs will greatly benefit
from increased flexibility to innovate and the adoption of digital technologies, services,
and products appropriate to each of their specific needs.

Data security policies and regulatory processes also need to be updated to be applica-
ble to actual data use. With the Draft Data Security Law ( {#iEZ 2% (BZ) ) )=
Draft Personal Information Protection Law ( { D AEERIFE (BEZ) ) )* and Draft
Guide to the Building of the Framework of Data Security Standards in the Telecommunica-
tions and Internet Sectors ( { BB1E 5 EEBXMIT I B L 2R ERREIGIER (B
22 ) ) )™ still in the legislative process, the government could roll out interim mea-
sures on data management, which could include a dedicated data sharing mechanism
to bridge the gap between the data demands of small enterprises and available data
resources. To enable seamless data exchange, working session participants proposed
for the government to explore the use of blockchain and big data technologies.

Clarify Relevant DX Policies and Promote Awareness among MSMEs

Providing clarity around the specifics of DX-enabling policies is also important to maxi-
mize benefits. Since the supervision and regulation of digital entities are different from
physical entities, the government should clearly identify the roles and responsibilities
of all regulators involved in oversight of DX, as well as the implementation guidelines
for the regulation of the digital economy. The government could also improve coordi-
nation between relevant departments to reduce administrative burdens, avoid duplica-
tion of responsibilities, and streamline regulatory approval procedures.

Though there were a wide range of policies introduced to support MSMEs, many MSME
owners often found them challenging to understand, apply, and fully maximize, leading
to the underutilization and underappreciation of these government policies. Moreover,
complicated application procedures can cause unnecessary burden for MSMEs. Thus, it
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would be helpful from the MSMEs' point of view if the government places emphasis in
promoting policy awareness and delivering information in a more straightforward and
inclusive manner, such as in the form of policy briefings, which could then be published
in various government portals that are relevant to MSMEs.

Examine and Address DX Impact on Broader Business Environment

DX not only affects the entities undergoing the process of moving operations from
offline to online, but also the broader business environment. New supply chains will be
created, while many industries will inevitably converge and new ones will emerge. As
such, the government should consider looking into the business segments impacted
by DX and analyze how they can be restructured or reinforced to cope.

Human capital significantly contributes to enabling an environment for DX. Beyond the
business environment, the government should also consider how MSME DX will impact
other sectors of society as a whole, and potentially enact applicable reforms that will
allow them to adjust and cope with this evolution. For instance, DX is already impacting
the labor market as business process automation decreases the need for a manual labor
workforce. Policymakers need to reevaluate education policies that can accommodate
retraining or upskilling of displaced workers and create new policies to satisfy the de-
mand for specialized talent in the labor market. According to a study that measures the
MSME DX capacity in the manufacturing industry, MSMEs with highly educated staff are
more likely to drive efforts to upgrade manufacturing capacity with smart technology.'”!

DX Policy Framework Case Study

Japan’s Society 5.0 is Japan's national digital transformation strategy that goes beyond
industrial DX applications and policies for the digital economy.'” The Japanese policy-
making approach recognizes that DX will penetrate through all aspects of society and
these policies must tackle these challenges from all angles. This strategy ensures that
all relevant perspectives are considered; more inclusive and impactful solutions are
brought to the whole of society including MSMEs; as well as a balance of economic de-
velopment and solutions to social issues. In a world where technology’s role in society
and the economy is ever-changing, addressing the need for relevant, agile, and fit-for-
purpose policies are especially crucial (see "SIl Spotlight: Japan's Society 5.0 Policy”).

Provide More Relevant Solutions through Multi-sectoral Collaboration

Encourage Broader Participation in the Digital Transformation Partnership
Initiative

Building upon the objectives of the Digital Transformation Partnership Initiative, the
government could benefit from extending the existing platform to a broader set of

Social Impact Initiative



e
Y/, MSME Track Final Report

/. Recommendation #2: Create a Conducive Environment for Digital Transformation
YL

Sll Spotlight: Japan’s “Society 5.0” Policy

Japan’s science, technology and innovation (STI) policy framework
envisions a sustainable, inclusive socio-economic system, powered by
digital technologies

Key pillars Policy integration

= Infrastructure = Fifth Science and Technology
= FinTech Basic Plan (FY16 to FY20)

= Healthcare = Comprehensive Strategy on

= Logistics Science, Technology and

Innovation (2017)

= Artificial Intelligence
= Japan’s Growth Strategy 2017

Policy Priorities

= Urban and Rural Development. Realize diverse lifestyles through the
development of independent, prosperous societies through the peaceful
co-existence of humans and nature

= Disaster Risk Reduction: Use digital technologies to maintain and
manage essential infrastructure and rapidly share vital information across
organizations

= Financial Reforms: Efficiently allocate financial resources across societies

= Public Administration Reforms: Establish social safety-nets to protect
communities

"A human-centered society that balances economic advancement with the
resolution of social problems by a system that highly integrates cyberspace
and physical space.”

Source: Society 5.0, Cabinet Office, Government of Japan

stakeholders. This enhanced platform could enable MNCs, local companies, industry
associations, and other private sector entities to participate and integrate their resourc-
es, developing innovative solutions that accelerate MSME DX. Involving private sector
stakeholders, particularly MNCs, can potentially provide MSMEs with support from the
broader business community.

For MNCs and other private sector entities, the open platform can help them connect
with more MSMEs, enabling MSMEs to gain better understanding of the digital trans-
formation challenges they may face. This would help MNCs determine the insights they
can share that would be most valuable for MSMEs, and for solutions providers to devel-
op offerings that are more relevant to their needs. The Sl advocates for a whole-of-so-
ciety approach that integrates digital transformation support efforts with existing plat-
forms to promote resource sharing and lower digital transformation costs for MSMEs.

Collaboratively Develop more Relevant DX Insights and Solutions for MSMEs

Digital transformation can be adopted in multiple areas of the business, including go-
to-market approaches, offerings and value propositions, and delivery models — a com-
plex undertaking that many MSMEs are unequipped to deal with. Furthermore, there is
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rarely a one-size-fits-all approach to digital solutions that optimizes business processes,
as different business models and industries experience varying sets of challenges,
which is why MSME DX requires specific, tailor-made solutions.

MSMEs often view the currently available recommendations and insights about digital
transformation to be too general or inapplicable to their specific needs. MNCs, on the
other hand, frequently possess first-hand experience and expert knowledge about
digital transformation in the context of China, and are thus well-suited to offer insights
and advice to MSMEs. The Digital Transformation Partnership Initiative could therefore
become the main matchmaking channel between MNCs and MSMEs to facilitate
knowledge transfer. Through the platform, MNCs that are more likely to have success-
fully incorporated digital technologies in their business can share their learnings to help
MSMEs develop strategies for digitalization, including which business areas to prioritize,
which solutions can be adopted, and how to achieve goals with a great degree of suc-
cess. Partnering MNCs and MSMEs that belong to similar industries or have comple-
mentary business models can ensure that MSMEs are receiving customized training,
recommendations, and consulting services that are applicable and useful. The unique-
ness of this activity would also promote awareness of the government’s valuable efforts
in supporting MSMEs' digital transformation and economic development.

Furthermore, the government’s contributions could come in the form of data sharing
and data analysis to assist MSMEs in making informed decisions. The government could
also provide a database that houses information on credible technology service provid-
ers and assessment tools that help determine optimal DX strategies.

Singapore’s Go Digital Program

Singapore’s Go Digital Program implemented by the Info-Communications Media
Development Authority (IMDA) is a prime example of a government initiative that sup-
ports MSME digital transformation with multi-sectoral stakeholder participation. The
program highlights the importance of expert advisory and collaboration with MNCs
to develop tailor-made digital transformation solutions for MSMEs. Through the Go
Digital platform, MSMEs can follow roadmaps that are specific to their industry, as well
as connect with industry leaders and associations to gain valuable insights as they un-
dergo digital transformation. It also allows MSMEs to choose among vetted solutions
providers and leverage their services at lower cost (see “Sll Spotlight: Singapore’s SMEs
Go Digital Program”).'® Similarly, Australia’s Entrepreneurship Program connects MSMEs
with expert advisory and facilitation services that support business improvement and
innovation, with the aim of providing MSMEs with the capabilities and networks to
grow with the help of innovation.'™
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Sl Spotlight: Singapore’s

SMEs Go Digital Program

Utilizes network of industry leaders, technology solutions
providers, financial institutions, and subject matter experts to
help SMEs build digital capabilities to seize growth opportunities
in the digital economy

Services Offered

= Industry Digital Plans — 13 sector-specific roadmaps that provide
SMEs with step-by-step guide on digital transformation and relevant
training for employees

= Pre-Approved Solutions — Recommended digital solutions that are
proven to meet SME needs, which can be adopted with up to 80%
grant support

= Start Digital, Start Right — Helps SMEs that have not yet to digitalize
to get started with foundational digital solutions in areas of banking and
telecommunications

= Grow Digital — Offers business-to-business (B2B) and business-to-
consumers (B2C) e-commerce platforms that SMEs can use to access
global markets

= Digital Resilience Bonus — Incentivizes adoption of pre-defined
digital solutions, beginning with the food services and retail sectors

= SME Digital Tech Hub — Provides cost-free digital consultancy to
SMEs in need of expert insights in specialized areas such as artificial
intelligence, cybersecurity, data analytics and Internet-of-Things

Results

= As of September 2020, more than 50,000 SMEs have adopted digital
solutions as identified in the program

Source: “Helping SMEs Go Digital,” Info-Comm Media Development Authority

Encourage Small-Scale Implementation to Catalyze Bigger Initiatives

Pilot programs have been proven to minimize the risk of failures and maximize the
benefits of innovative solutions. As industry leaders, MNCs can leverage their industry
expertise to initiate small-scale pilot projects that test MSME digital transformation
models. The process of implementing pilot programs will be advantageous for MSMEs
as they explore and validate different strategies before pursuing the most efficient
option, which enables MSMEs to manage risk of failure and financial loss in a better
manner. For the government, the results of the programs will contribute to reforming
existing policies and updating regulatory processes, thus, MSME DX pilot projects can
serve as prototypes to validate policy solutions. Ultimately, pilot programs will provide
stakeholders with the proper context and real-time experience to avoid hastened, one-
size-fits-all strategies, policies, and regulations.

As an example, MNCs could explore by building an “innovation lab"-type platform for
MSMEs that integrates the use of digital technologies to redefine their business process
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and optimize operations. An “innovation lab”is a collaborative platform typically estab-
lished by large enterprises where employees work with third-party experts, designers,
and academics to develop new products or business models that leverage new busi-
ness strategies and digital technologies. In this suggested “DX enablement innovation
lab’, MSMEs will take the role of employees and MNCs will act as third-party experts. To
enrich testing and evaluation capabilities, academics and research institutions could
also be invited. This approach will be ideal for DX solutions providers that want re-
al-world evaluation of their products. MSMEs, on the other hand, will benefit from the
expert guidance from experienced MNCs and an increased DX awareness.

As policymaking supplements MSME innovation labs, the government could adopt an
approach to policymaking that is similar to Sweden’s “policy labs!'® The name policy
“lab” comes from the idea that experimentation is a key element in creating policy
solutions, and a platform like this one is crucial for developing a regulatory framework
that employs the participation of representatives of various competencies from differ-
ent sectoral backgrounds. Policy labs are relevant to MSME DX pilot projects because
they were primarily designed to formulate an agile approach to developing regulatory
frameworks that stimulate innovation. It aims to address existing regulatory policies
that are lagging behind the fast-paced technological advancements, while also avoid-
ing the temptation of employing quick but irrelevant solutions. A suggested application
would be for the policymaking body to collaborate with MSMEs and MNCS to test DX
pilot programs, how the existing regulatory framework will react, and validate possible
policy reforms in a safe environment (see "SIl Spotlight: Sweden'’s Policy Lab").

Sl Spotlight: Sweden’s Policy Lab

An emerging trend in public policy and regulatory development that
leverages a creative, technology-enabled, data driven, experimental and
user-centered approach in developing demand-oriented policies

Basic Principles Benefits
= Focus on user demands = Pushes policy development in
= In-depth understanding of the the right direction

problem = Enables innovation and smart
= Early tests and prototyping policy making in a small scale

and with low risk
= Facilitates learning process for
knowledge and capacity

= System approach, system thinking

Innovations in Policymaking

. . building
= Use of experimentation and . P t tainabl uti
prototyping romotes sustainable solutions
= User-centered approach = Endorses policy reforms that
= Promotes multi-stakeholder recognize the role of digital
collaboration and co-creation disruption in society

Policy Labs are neutral meeting spaces of stakeholders from commerce,
academe, and government to discuss, create or improve policies and
regulations impacted by digital technologies

Source: “What is a policy lab?,” Vinnova
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China is entering a new era of digital commerce, which brings both challenges
and opportunities for many industries and enterprises. There is an increasing gap
between digital marketing talents and the high demand from the fast growing
cross-border e-commerce, which will directly affect the future development of dig-
ital marketing in China.

Developing digital marketing talents to go global

Google Digital Marketing Talent program was launched in 2020 to help bridge the
talent gap by providing Google’s free high-quality digital marketing training to
young students and professionals. The training contents include digital marketing,
data analysis, overseas knowledge, and product application skills, amongst many
others. Google also matches MSMEs with hiring needs to talents who have suc-
cessfully completed the training program, to help talents better navigate the job
market and the company to upgrade their capacity to explore overseas markets.

Partnering with industrial associations/economic parks/local
government to support business going global

Google has partnered with various industrial associations, economic parks, and
local governments to give free support to MSMEs to conduct business overseas
during the COVID-19 pandemic. This includes training on industry verticals like
textile, food, light and industrial products; supporting SMEs in preparing for on-
line trade fairs such as Canton Fair, China International Fair for Trade in Services
and East China Fair; as well as working with local governments to train local ex-
porters in key export cities.

Google has partnered with associations and governments to provide the following
services:

o Courses on B2C cross-border retail and B2B marketing ideas and methods

« Training on how to prepare for online exhibitions and to conduct live broad-
casts on online platform

« Online or offline 1-on-1 Q&A sessions to help companies solve overseas mar-
keting issues

o Google also develops growth plans for local B2B and B2C cross-border
e-commerce companies.
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What we have achieved:

Since its launch two years ago, Export With Google has trained over 43,000
individuals from 36,000 different companies

The Google Digital Marketing Talent program has attracted more than 30,000
individuals to sign up, 14,000 individuals to participate, and over 800 job po-
sitions filled in more than 120 companies

In 2020, over 100 free online training events were held
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Recommendation #3: Empower MSMEs to Access Global
Markets

The Sl recognizes that MSME participation in international trade is wholly endorsed by
the government with policy-level strategies, government-led support services, physical
support infrastructure, and a successfully developed entrepreneurial ecosystem. The
SII's recommendations revolve around suggested activities that MNCs and other private
sector stakeholders can execute to reinforce government-led initiatives that leverage
MNCs' existing business relationships with MSMEs. Ultimately these recommendations
are built around promoting private sector engagement in government-led measures
that boost MSME participation in international trade.

Specifically, private sector stakeholders can establish their role in the MSME support
system by fostering linkages between MSMEs and international trade gatekeepers,
leveraging resources to stimulate MSME innovation and host collaborative spaces, and
serving as single points of contact for MSMEs seeking support and assistance.

Mediate between MSMEs and Global Market Players

MNCs, with their access to domestic entrepreneurial networks and international busi-
ness organizations, can foster cooperation among entities by acting as arbitrators
between MSMEs and overseas chambers, as well as foreign enterprises. For instance,
MNCs can organize a network of MSMEs with good standing that they can endorse to
international industry associations. The objective of this vouching system would help
MSME suppliers more easily enter the global supply chain system and find potential
export buyers. Furthermore, this platform could be expanded to facilitate “matchmaking
events”and trade fairs. In summary, both MSMEs and buyers would benefit from this
platform, as it provides them with a network of trusted partnership opportunities.

These mediation services can also apply to MSMEs exploring operation expansions
overseas. MNCs can provide reliable contacts and access to business networks in for-
eign markets, which provides MSMEs with relevant information on unique business
practices and socio-cultural context, as well as aid in setting up operations abroad.
Moreover, having access to business networks overseas would allow MSMEs to identify
new business opportunities and design suitable business strategies appropriate for spe-
cific foreign markets.

Trade associations, collectively representing MNCs, could also venture into bilateral
trade arrangements with other countries. For example, the Singapore Indian Chamber
of Commerce & Industry (SICCl) proposed for India's Gujarat government to set up a
Special Economic Zone (SEZ) for Singapore MSMEs.'® The proposal included expansion
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of trade opportunities in the proposed SEZ by providing infrastructure, logistics solu-
tions and technology enabled services. This model is unique as it supports MSME over-
seas expansion (i.e, Singapore MSMEs setting up production facilities in India), while at
the same time provides employment opportunities to the host country (i.e., manpower
needs of production facilities will be provided by India) (see "SIl Spotlight: Singapore
Indian Chamber of Commerce & Industry”).

Sll Spotlight: Singapore Indian Chamber of

Commerce & Industry

A business association for Indian-owned businesses in Singapore with
over 1000 members mostly SMES. Connects, enables, advocates its
members interests in local and international markets

Strategic Goals Support Services Offered

= Helping SMEs in bringing their = Business advisory for
businesses to the local government grants
and international market = Capability development seminars

= Representing the interests of the and training programs
Indian business community in = Trade documentation for export
Singapore goods and direct shipments

= Promoting entrepreneurship and = Business matching (local and
forging connections international)

= Assisting start-ups and helpingin = = Mission trips for overseas
digitization and capability business development
development .

Networking sessions

Core Values

= Focus — Driven by Member Needs = Development & Empowerment
= Leadership and Advocacy = Collaboration

= Innovation = Connections

Source: Singapore Indian Chamber of Commerce & Industry

Leverage Resources to Enhance the MSME Ecosystem and Catalyze
Innovation

A focus on innovation could cement China's MSMEs' place in the global competitive
space, helping them shift away from the reputation of manufacturing mass-produced
goods, imitating products, and copying business models from abroad. In fact, govern-
ment-led policy reforms and strengthened intellectual property (IP) enforcement mech-
anisms have established a stable foundation to cultivate innovation-driven growth.

Moreover, the establishment of government-controlled facilities, such as industrial parks
and economic zones, has enabled MSMEs to have access to basic infrastructure (e.g.,
roads, energy, water, and sewage), security, business services, affordable land, technical
training, and other cost-efficient amenities without the need for costly individual capital
investment, all of which are immensely valuable to the growth of MSMEs.
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MNCs can help optimize the business environment for MSMEs by leveraging these ex-
isting government strategies. For example, MNCs can invest in integrating robotics and
Al into supply chain and logistics solutions. These services will complement the gov-
ernment’s Cross-Border e-Commerce (CBEC) zones, which have been the main point of
access so far for MSMEs to conduct cross-border trade. One way to restructure supply
chain solutions for MSMEs is to explore cost-sharing models for transport, storage, and
warehousing services, which enables consolidation and encourages optimal produc-
tivity and efficiency. Finally, upgrading support services will allow MSMEs to operate at
scale and cater to larger supply chain requirements.

MNCs can also invest in technology-enabled shared facilities for MSMEs to promote
innovation and global competitiveness. To further enhance this, trade associations such
as AmCham China could organize entrepreneurship and innovation competitions for
MSMEs to catalyze, incentivize, and facilitate innovation and collaboration amongst MS-
MEs. Within this platform, organizers can engage incubators and accelerators to enable
and train MSMEs with the capacity to adopt and leverage IP rights (IPR) as a business
strategy.'” Organizers can also expand the platform for MNCs to share their knowledge
on IPR creation, protection, and management, as well as partner with legal service pro-
viders which can assist in application procedures.

Germany’s Central Innovation Program for SMEs (Zentrale Innovationsprogramm Mit-
telstand) grants funding for MSME-led innovation projects.’® The program promotes
collaboration and encourages innovation projects to be carried out in partnership with
R&D institutions, with the ultimate goal of providing multi-sectoral support for MSME
innovation and global competitiveness (see "SIl Spotlight: Germany’s Zentrale Innova-
tionsprogramm Mittelstand”).

Shanghai’s Municipal Government released the Regulations on Encouraging the Es-
tablishment and Development of Foreign-funded Research and Development Centers
in 2020 to attract foreign investors to set up R&D centers in Shanghai.'” MNCs should
leverage this opportunity to invest in an open innovation platform for MSMEs, which
helps promote innovation by providing facilities, equipment, research and devel-
opment sites, and professional guidance to MSMEs and innovations teams. Govern-
ment-mandated support services are also available within these R&D centers, including
customs support, preferential taxes, rental subsidies, and cross-border financial services
facilitation. MNCs can also explore recreating innovation platforms in other municipali-
ties that have established MSME clusters.

MNCs can also contribute to upgrading individual digital capabilities of MSMEs, which
will help MSMEs increase their understanding of digital transformation advantages.
Upgrading MSME digital capacities improves productivity, reduces costs, expands scale
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Sll Spotlight: Germany’s Zentrale

Innovationsprogramm Mittelstand (ZIM)

Central Innovation Program for SME - A funding program implemented
by Federal Ministry for Economic Affairs and Energy (BMWi) for German
MSMEs to develop innovative products or improve existing processes
with public and private non-profit research and technology
organizations as collaborators

Funding Distribution Funding Schemes
= MSMEs receive 25-55% of = Feasibility Studies
project costs (max. €380,000) = Individual Projects
= Research institutes receive = Cooperation Projects
100% costs (max. €190,000). = Innovation Networks
= International R&D Projects

Program Objectives

= Provide long-term financial support for MSME-led innovative products
processes, and technologies

= Encourage implementation of R&D results into marketable innovations

Sustainably increase the innovative capacity and competitiveness of

MSMEs

Reducing technical and economic risks related to R&D

Promote industry-science collaborations

Assist in technology transfer between collaborators and participants

Support MSME economic growth

Source: “ZIM — Germany'’s largest innovation programme for small and medium-sized enterprises,” Federal
Ministry of Economic Affairs and Energy

of production, and enhances capacity for innovation, laying out the foundation for

global competitive advantage. To support this effort, MNCs can invest in developing ICT
infrastructure upgrades critical for e-commerce operations, which is maximized when

integrated in existing economic zones and industrial parks with enabling ecosystems.
Technology support can also come in the form of designing “going global” apps for MS- 49
MEs that best fit their business models and internal structures. Financial services can be
embedded that include traditional trade finance, credit services, and even investments
through subsidiaries. The same app can integrate resources for financial assistance and
subsidies. Technical support can come in the form of training MSMEs in essential skills
needed for e-commerce including digital marketing, website building, search engine
optimization, and data analysis.

Consolidate Support from Private Sector Stakeholders

For the purposes of having a single point of resource for MSMEs seeking to expand to
the global market, MNCs can establish linkages and organize summits with government
agencies, legal services, consulting agencies, research institutions, industry associations,
business networks, and other MNCs, to establish a platform that integrates existing
resources and provides a channel to propose solutions. In addition to providing access
and convenience for MSMEs, this would also improve public accessibility and aware-
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ness of existing government-led support services, as well as scale existing campaigns
and services through the private sector’s network and resources, ultimately increasing
impact and influence.

MNCs can contribute greatly by establishing a single channel for knowledge, more
specifically, sharing best practices (geopolitics, laws, social security) to help MSMEs
respond to risks. This channel could also host capacity-building activities that include
information on maximizing participation in trade shows, utilizing e-commerce, devel-
oping export intelligence, accessing online market information for specific country and
regional economies, and emphasizing on how MSMEs can adopt good governance
practices to help them grow or attract additional investors. The goal of MNC training
and knowledge sharing is to help MSMEs understand the requirements of developing
sector-specific products according to international market demand.

This one-stop-shop could be a physical venue, a web-based portal, or a mix of both.
Physical venues would be best established near industrial parks and CBEC zones where
there are higher concentrations of MSMEs to generate greater impact. A web-based
version, on the other hand, could ensure wider coverage and increased accessibility.

The New Export Nation Consortium, a program led by the Japan External Trade Organiza-
tion (JETRO) in collaboration with private and public stakeholders including chambers
and societies of commerce and industry, local governments, and financial institutions,
specifically aims to support overseas business development for MSMEs.""® The program
leverages the individual expertise of partner organizations and enables provision of
consultation and advisory services for strategic business planning; ultimately establish-
ing international linkages, business deal mediation, and legal and administrative assis-
tance. The program also holds business meetings where participants are able to discuss
government measures relevant to the export industry. Export consortia is an efficient
approach that allows cooperation between MSMEs, addressing the lack of market
knowledge and financial resources to penetrate and establish presence in the export
industry (see Sl Spotlight: Japan External Trade Organization’s New Export Nation Con-
sortium”).
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Sll Spotlight: Japan External Trade

Organization’s New Export Nation Consortium

A regional multi-sectoral collaborative platform led by Japan External Trade
Organization (JETRO) providing comprehensive support measures for
Japanese MSME business development in export trade

Support Services Offered

= Provide expert consultation and advisory on export processes
= Facilitate access to overseas markets

= Assist in addressing MSME-specific issues in export trade

Multi-sectoral Participation

= Ministry of Economy, Trade and Industry (METI)

= Mistry of Foreign Affairs

= Minister of Agriculture, Forestry and Fisheries (MAFF)

= Japan External Trade Organization (JETRO)

= Japan Food Product Overseas Promotion Center (JFOODO)

= Organization for Small & Medium Enterprises and Regional Innovation

= JAPAN (SME Support, JAPAN)

= Nippon Export and Investment Insurance (NEXI)

= Japan Chamber of Commerce and Industry (JCCI)

= Association for Overseas Technical Cooperation and Sustainable
Partnerships (AOTS)

Source: “Introducing the best practices of 100 companies working on overseas expansion using
JETRO,” Japan External Trade Organization
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MSMEs are in a far less advantaged position to explore overseas markets and
achieve digital transformation compared to larger companies. It has become even
more difficult with the recent pandemic and uncertain economic developments, as
many export companies are facing sharp drops in their orders and some are even
on the verge of bankruptcy. MSMEs therefore need to quickly understand the "real
needs" of users and their changes, accurately grasp market trends, and formulate
effective marketing strategies in order to see success. Though there is a substantial
growth in online business opportunities, many export companies have insufficient
online experience, pay little attention to online business, are restricted by the online
platform traffic or are unfamiliar with the credit status of online buyers. Therefore,
their progress in digital transformation is slowed down and drastically restrained.

Providing market insight to understand the market potential for
different MSMEs

Google has the wealth of resources for analyzing global market activities and busi-
ness trends. Google Market Finder and Google Trends are able to provide unique
insight for MSMEs to shape their business strategies towards different markets
and client groups. Google compiles useful reports on overseas market trends. For
example, the WeChat account for Google Marketing Business School publishes in-
dustry reports/briefings and the CXO interview series to share insight and inspire
countless industry professionals.

Empowering MSMEs with digital tools, platform, and knowledge

Google’s digital tools create marketing strategies for MSMEs to connect with un-
tapped global markets. Google Ads solutions(such as Search and Youtube) enable
MSMEs to better attract and engage with their target users and foreign buyers.
Online exhibition playbook designed by Google provides MSMEs with crucial
knowledge to prepare for online trade fairs during the COVID-19 pandemic. Goo-
gle Export Experience Centers are established in key export cities to better serve
potential customers through on-site support and training for Google Ads.

o Through the use of Google tools, clients are able to carry out precise market-
ing strategies, target specific customer groups and merchandise, make quick
adjustments, discover potential categories, optimize supply chain decisions,
and improve customer experiences comprehensively. In doing so, they are
able to achieve significant growth despite many unfavorable factors.
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On May 15%, Google hosted a livestream event on how to prepare for online
trade fairs. There were 5.8K attendees in total, out of which over 90% be-
lieved that the event was effective in preparing them for online trade fairs,
and over 91% agreeing that they are more aware of the importance of digital
marketing after the event.
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Supporting MSMEs Going Abroad Through Reliable
International Logistics Service

The robust growth of cross-border e-commerce is fast changing the traditional
way of doing international business. It enables small and medium-sized manu-
facturers to reach more markets and customers globally. However, cross-border
logistics services remain a challenge faced by SME in ensuring fast and reliable
customers experience globally.

Unpredictability and uncertainty as a result of long-haul transportation and cus-
toms procedures in different countries and territories hinder the SMEs’ ability to
provide trusted services to overseas customers, and impact their competiveness
and sustainable development.

The international logistics service provider worked in close collaboration with
the pilot customs across the country to introduce more efficient customs clearance
approaches for B2B exports of Chinese cross-border e-commerce companies. Sim-
plified declaration and prioritized inspection improved the efficiency and cut the
cost for SME customers to export in large quantity.

The logistics service provider also introduces new online declaration tools facil-
itating SMEs to submit relevant data of low-value Type C goods and formally
declared Type D goods. The new tools improve efficiency and accuracy of data
submission as required by the customs and thus speed up the export process.

SME exporters benefit from more simplified customs clearance experience and
faster clearance procedures. As a result, they can count on more reliable and pre-
dictable international transportation to deliver the goods to overseas destinations.
Against the backdrop of the COVID-19 pandemic, cross-border e-commerce plays
a positive role in ensuring people’s well-being and restarting worldwide econo-
mies.
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Setting High-Level Strategic Goals to Fulfill MNCs’
Corporate Social Responsibility

Corporate responsibility is an essential part of Intel’s culture as a leading technol-
ogy company. As part of its core strategy, Intel always integrates corporate respon-
sibility into business operation, such as continuously investing heavily in envi-
ronment protection, supporting development of female employees, and achieving
gender pay equality globally, and others.

2020 is an important milestone as Intel closes its corporate responsibility goals for
the last decade and is also a new beginning as Intel launches new goals for the next
decade. In the past decade, Intel achieved almost all goals in addressing climate
change, promoting inclusiveness and improving social impact, and others. In its
latest Corporate Responsibility Report, Intel detailed all efforts and achievements,
among which Intel has achieved nine major goals in environmental sustainability.

Intel 2030 RISE Strategy and Goals

Intel’s purpose is to create world-changing technology that enriches the lives of
every person on earth. It drives Intel to promote innovative ideas and technologies
in broad social responsibility areas and promote sustainability. Following the idea
of inheriting and developing corporate responsibility, Intel sets up new ambitious
2030 RISE strategy and goals for next decade.

Intel is committed to accelerate the adoption of responsible, inclusive, and sustain-
able practices in key areas in our operations and supply chain, and across the tech-
nology industry and society:

« Responsible: Drive to even higher levels of safety, wellness, and responsible
business practices in our own operations and supply chain, including accel-
eration of responsible minerals sourcing practices. We will also collaborate
with others and revolutionize how technology will improve health and safety
through strategic healthcare, manufacturing, and transportation initiatives.

o Inclusive: Advance diversity and inclusion at Intel, including doubling the
number of women and underrepresented minorities in senior leadership roles.
Together with a broad range of stakeholders, we will strive to make technolo-
gy fully inclusive and expand digital readiness for everyone.

o  Sustainable: Continue to invest in reducing our own environmental footprint,
including goals for absolute carbon emissions reductions, 100% renewable
energy use, net positive water use, and zero total waste to landfill. We will
also take on the challenge together with our customers and others to achieve
carbon neutral computing through improved product energy efficiency and
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sustainable design—and the increased application of technology solutions to
reduce emissions in high-impact industries.

o Enabling: Accelerate the ways in which we will enable progress through our
technology and the expertise and passion of Intel employees.

Intel Combats COVID-19

Intel, as a core member of tech industry, actively engaged in fighting against
COVID-19. In addition to zero employee infection in China, Intel overcame many
barriers and ensured timely delivery of 90% orders, helping with the stability of
industry chain and supply chain. Globally, Intel invested a total of $60 million for
COVID-19 fight, including $50 million for the Pandemic Response Technology
Initiative and $10 million donation for communities, and cooperated with 100+
organizations on near 200 projects.

We see smart technology plays an unprecedented role in the COVID-19 fight. From
saving life, reducing pain of patients to protecting medical workers, from produc-
tion and testing of medical devices, hospital informatization to virus research and
medicine development, and from remote education, remote meeting to everything
on cloud, our way of work and life changed remarkably. All these are supported
by cutting-edge technologies.

Intel, as a leading tech company, joins hands with partners to combat COVID-19
and drive economic and social development, including:

o Intel, Lenovo and BGI Genomics partnered to accelerate the analysis of ge-
nomic characteristics of COVID-19.

o Intel helps HY to use Al-powered CT imaging solution in the diagnosis of
COVID Medical -19 and assist doctors to rapidly handle CT research report
with Al neural network model.

o Intel’s Al deep learning technology allowed mask manufacturers to rapidly
deploy production lines for 24x7 automatic and efficient operation.

o Intel-based robots have been deployed in many Chinese hospitals to transport
medical supplies and surgical equipment to reduce human-to-human interac-
tions.

o Asafounding sponsor of Open COVID Pledge, Intel also gives COVID-19 sci-
entists and researchers free access to Intel’s vast worldwide intellectual prop-
erty portfolio — one of the world’s largest.
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