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Introduction / /4

Shanghai Arbitration Commission (“SHAC”), as an observer of UNCITRAL Working
Group | (MSMEs) ("WG 1"), has participated in the meetings of UNCITRAL Working Group
| since May 2022 and has made relevant proposals on the draft guide on access to credit for
MSMEs (the “draft guide”), which have been published on the UNCITRAL website.
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In recent years, China has made relevant progress in terms of MSMESs access to credit,
SHAC hereby provides the relevant information and experience as the references for draft
guide.
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The Challenges and Developments of MSMEs’ Access to Credit in China / H /Mgl
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It has been difficult and expensive for MSMEs to obtain financing for a long time. The
reasons behind are related to MSMEs’ qualifications, the environment they live in and the
characteristics of their capital needs. Compared to large enterprises, there is a lack of relevant
information about MSMEs, such as financial, capital and credit information, which pushes up
the financing costs of MSMESs and poses a threat to institutional risk control.
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In terms of demand for funds, the needs of MSMEs are typically duration-short, amount-
small, frequent, urgent and scattered. Additionally, factors such as the questionable income
stability and low risk resistance of MSMEs may also discourage traditional financial
institutions to provide loan, especially those relying on collateral and pledges.
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https://uncitral.un.org/sites/uncitral.un.org/files/media-documents/uncitral/en/submission_by_shanghai_arbitration_commission.pdf.
https://uncitral.un.org/sites/uncitral.un.org/files/media-documents/uncitral/en/submission_by_shanghai_arbitration_commission.pdf.
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However, in China, there has been a 20-40% increase in loans granted to MSMEs in terms
of amount of loan and the number of households granted credit in recent years. Additionally,
interest rates on new loans granted to MSMEs have fallen significantly, by more than the
overall reduction in general corporate loans rates. According to the latest Global Findex data
released by the World Bank, there has been a significant growth in a number of financial
inclusion indicators in China, with a number of core financial inclusion indicators ranking
among the highest in the upper middle-income economies.
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. Policy support for MSMES’ credit
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In China, the development of inclusive finance has effectively alleviated the adverse
impact of the COVID-19 pandamic, and innovative financial support for maintaining
enterprises and ensuring employment has been constantly implemented. Inclusive loans to
MSMEs have continued to increase the size of loan, to expand the coverage of loan, to reduce
the cost of loan, and to encourage the first loans, renewal loans and credit loans. By the end of
the 2022 Q1, the balance of the nationwide inclusive loans to MSMEs had exceeded RMB 20
trillion (around USD 3 trillion), supporting more than 50 million MSMEs and individual
businesses, boosting the real economy. Since 2020 Q1, the nationwide inclusive loans to
MSMEs have demonstrated high growth performance, with year-on-year growth rates
exceeding 20%, continuing to maintain the characteristics of increasing loan size, expanding
coverage, reducing cost and optimizing structure for inclusive loans to MSMEs.
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Meanwhile, many places have issued financial policies to help ease enterprises’ burden in
recent years, focusing on improving the quantity and efficiency of MSMEs' credit. Since March
2022, Jiangsu, Zhejiang, Shanghai, Beijing, Anhui, Sichuan, Guangdong and other places have
issued supportive policies, respectively to expand the number of loans to MEMEs and guide
financial institutions to carry out support to MSMEs access to credit. In March 2022, the State
Council of PRC instructed financial institutions to “"promote a significant growth in inclusive
loans to MSMEs and a continued increase in the proportion of credit loans and first-time
lenders”. In April 2022, the China Banking and Insurance Regulatory Commission (the
“CBIRC”) proposed to increase credit loan investment, and strive to continuously increase the
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proportion of credit loans in the balance of inclusive loans to MSMESs. The People's Bank of
China (PBC) also issued a series of policies in conjunction with relevant authorities, requiring
commercial banks to optimise their risk assessment mechanisms, reduce their reliance on
collateral guarantees and strive to achieve a significant increase in the proportion of newly
issued credit loans under the premise of risk control. In June 2022, the CBIRC issued “The
Notice on Further Improving Financial Services for Enterprises in Difficult Industries Affected
by the Pandemic”, providing policy support in various aspects, including increasing credit
support, making good succession financing arrangements and appropriately increasing the
tolerance level for non-performing loans.
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1. Preferential credit support for green industries
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In 2022, China's green finance market is among the world’s leading position. The green
finance business has shown rapid development and wide distribution, with green credit as the
most mature product in the green finance system maintaining vigorous development. For one
thing, green credit is a key measure to implement the carbon peaking and carbon neutrality
goals and to provide financial support to the real economy, contributing to a resource-saving
and environment-friendly society, and a powerful financial lever to achieve sustainable social
development. For another, green credit facilitates the establishment of a green, low-carbon and
circular economy, prevents relevant eco and social risks, and enhances the eco and social
performance of the enterprises themselves.
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Currently, China has built a three-tier control system from due diligence, credit approval,
to post-loan management, and the green credit business system has been gradually improved.
The three-tier system guarantees that legal and compliant green projects receive investment,
prevent environmental and social risks, clarify the flow of funds raised and ensure the effective
implementation of green projects.
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Additionally, strengthening industry-specific credit support for green industries is also in
line with the United Nations Sustainable Development Goals.
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1. Application of information infrastructure to credit for MSMEs
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In China, artificial intelligence technology (“Al technology”) has become a mature
technology widely used in the financial sector. Al technology has provided strong support in
recent years in improving the quality and efficiency of the real economy and promoting the
development of the financial industry. The leading banking institutions and fintech companies
now have used Al technology as their core tool to optimise online services and shorten
processing time in term of improving MSMES access to credit.
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In the meanwhile, blockchain technology is also used to empower MSMESs access to credit.
The traceability feature of blockchain technology has improved the efficiency of credit flow,
the reliability of information and the safety of transaction security.
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Currently, artificial intelligence and big data are widely used in the whole process of
MSMEs financing. Blockchain is mainly applied in the field of supply chain finance and
depository, and the Internet of Things is applied in supply chain finance and finance concerning
agriculture, rural areas and farmers, etc.
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IV.  Credit data system construction
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China is in the middle of building a credit data system, and the construction of data
capabilities can help financial institutions to better understand MSMEs and thus improve their
services. In addition, the credit system can make up for the practical problems such as the lack
of information and difficulties in risk control of MSMEs.
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Based on above, China is exploring the combination of artificial intelligence, blockchain
and other technologies with big data applications, actively exploring technological
empowerment to provide accurate services for MSMEs to meet their funding needs, and to
solve their various needs for credit in a timely and efficient manner.
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V. Universality and diversity
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In recent years, China has been committed to increasing policy support for credit issues
for MSMEs targeting special groups such as low-income people, women, rural people, the
disabled, the elderly and ethnic minorities. For example, Ningxia province has provided special
loans for rural women for their own businesses, which sets up a special fund to provide
guarantees for them and offers them financial subsidy. It also provides policy loans for a variety
of industries such as planting, breeding, distribution and processing industries. Jiangsu
province has provided discount policy, a kind of poverty alleviation loan, for the disabled
people who have the desire and ability to start their own businesses and whose business projects
are in line with national industrial policies. Guangxi province has promoted elderly-friendly
financial services to meet the needs of the elderly for financial services. Zhejiang province has
launched inclusive loan products for ethnic minorities, and provided special credit and special
interest rate concessions to support ethnic minorities to start their own businesses and increase
their income.
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