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EXECUTIVE SUMMARY

The Asia-Pacific Financial Forum (APFF), a platform for public-private collaboration to
develop robust and integrated financial markets in the region, was proposed by the
APEC Business Advisory Council (ABAC) and adopted by the APEC Finance Ministers
at their 2013 annual meeting in Bali. In its 2014 Interim Report to the APEC Finance
Ministers, the APFF identified undertakings to advance development in key areas of
financial markets that are critical to the region’s economic aspirations. These areas are:
(a) lending infrastructure; (b) trade and supply chain finance; (c) insurance and
retirement income; (d) financial market infrastructure and cross-border practices; (e)
capital markets; and (f) linkages and cross-border issues.

The Interim Report contained a description of a number of action plans to advance
these objectives. This Progress Report provides information on how these action plans
are being developed and their future directions. Its highlights are as follows:

B The Report discusses a proposal to establish a Financial Infrastructure
Development Network (FIDN) comprising private and public sector entities,
multilateral institutions and industry associations as a specialized subgroup under
the APFF. Its aim is to undertake activities to help member economies develop legal
frameworks for credit information systems and secured transactions and movable
asset finance systems, and identification of key issues for its work program.

B The Report identifies key issues to be addressed in a series of dialogues and
workshops on trade and supply chain finance for relevant public and private sector
stakeholders in the region. These will include capital and Know Your Customer
(KYC), Anti Money Laundering (AML) and Customer Due Diligence (CDD) rules
affecting trade finance. These also include digital and innovative working capital
management products and techniques, reducing barriers to digitalization of supply
chain finance, and interrelationships among finance, trade, customs and technology
to support the internationalization of MSMEs.

B There is ongoing work to complete a guide for legal and regulatory frameworks,
settlement systems and market conventions supporting sound and efficient repo
markets. The Report further develops the action plan to engage domestic
regulators and governments through workshops, encourage and assist economies
in establishing classic repo markets, disseminate industry best practices,
encourage adoption of international standards for efficient clearing and settlement
of repo transactions, and monitor the impact of financial reforms on repo market
development in the region.

B The APFF has completed the self-assessment templates to help relevant
authorities facilitate availability of information for investors in the region’s debt
markets, especially those for non-bank corporate debt. These templates cover
three key categories (disclosure, bond market data and information on investor
rights in insolvency). The APFF also launched a pilot program with the Philippines
to use these templates in identifying gaps and undertaking measures to fill them.



44
45
46
47
48
49
50

51
52
53
54
55

56
57
58
59
60
61
62
63

64
65
66
67
68
69

70
71
72

73
74

75
76
7
78
79
80

81
82
83
84
85
86

87
88
89

Draft as of 2015-08-07

The APFF served as a platform for engagement of industry to assist the six
regulatory authorities progressing the ARFP in identifying critical elements in
designing rules and operational arrangements for a successful regional funds
passport. These critical elements were identified as enlargement of membership,
reciprocity, interoperability with other similar regional frameworks, inclusiveness,
taxation, dispute resolution, standardization of fees and performance figures and
international recognition of passport funds.

The APFF undertook further development of the action plan to assist economies in
ensuring an enabling legal infrastructure for derivatives, including activities geared
toward identifying legal structural weaknesses in jurisdictions, educational seminars
targeting regulatory and legislative bodies as well as key members of the judiciary,
and preparation of a pilot program.

Further work was done to identify key issues for workshops and dialogues to help
economies develop a regional securities investment ecosystem. The APFF will be
working on a regional roadmap of upcoming regulatory and market changes, the
feasibility of a regional private-public-market infrastructure forum for exchange of
views on these changes, regionally and globally aligned standards for KYC/AML
documentation collection and reporting, the use of third party industry utilities for a
centralized KYC/AML electronic depositary, and standards for data privacy,
protection and security.

This Report describes recent work initiated by APFF on retirement income and
longevity solutions, microinsurance and disaster risk financing and financing
vehicles that can be developed and supporting measures to facilitate expanded
investment by pension funds and insurers in infrastructure and capital markets. The
APFF also continued its efforts to promote regulatory and accounting frameworks
that support long-term investment in infrastructure.

The Report also describes ongoing research and discussion on the regulation and
supervision of the region’s banking systems and capital markets, market integration
and access and regional financial architecture

This Progress Report recommends the following steps as the way forward for advancing
the work of the APFF:

Undertake a pathfinder initiative to develop credit information systems. This should
involve the development of online resources aimed at policy makers as well as a
series of workshops focused on building capacity for developing regulatory
frameworks, establishing and operating private credit bureaus and enhancing
lenders’ ability to use credit information. It will also involve building support for
identified reforms in collaboration with policy makers.

Undertake a pathfinder initiative to improve policy frameworks for secured
transactions and the use of movable assets as collateral. This should involve
holding workshops and promoting reforms to develop robust legal and institutional
architecture for asset-based lending and factoring, collateral registries, rules related
to the use of movable assets and accounts receivables as collateral, and legal and
institutional frameworks to facilitate cross-border supply chain finance.

Convene public-private dialogues on regulatory issues in trade and supply chain
finance. These should aim to promote effective and regionally consistent
implementation of capital and liquidity standards and KYC/AML/CDD rules.
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90 W Hold workshops on emerging facilitators of trade and supply chain finance. These

91 should focus on three key aspects: expanded use of electronic supply chain
92 management platforms; wider use of Bank Payment Obligations (BPOs) and
93 related working capital management techniques; and facilitating market education
94 and information exchanges on the use of regional currencies such as the RMB and
95 related working capital management techniques.

96 MW Support the development of alternative funding mechanisms for MSMEs. This
97 should involve the holding of regular public-private workshops on ways to develop
98 alternative funding mechanisms for MSMEs and start-ups, including development
99 of new financial instruments, addressing regulatory barriers to innovative financing,
100 identifying policy frameworks for alternative finance, policy initiatives to spur equity
101 based financing to invest in small businesses, enabling regulations for crowd
102 funding, Islamic finance and public-private innovative funding vehicles. These
103 workshops will be designed to progressively go into greater detail into key specific
104 issues to help policy makers and regulators adopt and implement policies and
105 design initiatives including funding mechanisms.

106 W Develop best practices for strengthening MSMEs’ resilience. This should involve
107 workshops for relevant policy makers and regulators in the region and will cover
108 measures to mitigate the impact of financial crises, natural disasters and other
109 unexpected events, based on lessons from responses to previous financial crises
110 and successful experiences in the use of microinsurance and disaster risk finance,
111 with special focus on vulnerable micro- and small businesses, including farmers in
112 remote areas.

113 W Establish an APEC-wide DRF expert group within the APFF to develop a gap

114 analysis report in 2016, a disaster risk database starting in 2017 and a baseline
115 DRF framework for APEC economies in 2018. The work of this expert group should
116 be focused on knowledge sharing to help member economies design effective DRF
117 schemes. This work includes conducting a gap analysis of existing disaster
118 insurance and relief mechanisms in disaster prone economies and identification of
119 priority areas; creation of an expert group from finance and relevant ministries with
120 clear objectives; participation of experts, originators and risk modelers from industry
121 and academia; learning from experiences outside the region; identification of areas
122 where disaster insurance needs to be made more available and affordable;
123 periodical follow-up of progress; and consideration of a baseline framework to
124 facilitate DRF implementation.

125 W Promote the accumulation of long-term capital in pension funds through retirement
126 income market reforms. This involves promoting demand for retirement savings as
127 well as wider access to and supply of retirement income products. To promote
128 demand for retirement savings, governments should identify and adopt policies
129 related to consumer education, tax measures, mandatory provisions, distribution
130 channels and product design. To promote retirement income product supply, policy
131 makers and the private sector should collaborate to ensure that this is supported by
132 policy, regulatory and accounting frameworks related to capital markets, long-term
133 investments and risk management..

134 W [dentify and address regulatory and accounting issues that affect insurers’
135 incentives to undertake long-term investment in infrastructure and capital markets.
136 Regulatory issues include bank-centric regulations, short-term oriented economic
137 regimes and one-size-fits-all models that do not fit different business models across
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138 the region. Accounting issues include those affecting asset-liability interactions that
139 produce volatility in balance sheets and profit and loss statements, as well as
140 issues related to complexity, consistency, transition and presentation of traditional
141 long-duration contracts.

142 m Identify best practices in promoting private funds for equity investment in
143 infrastructure involving public-private collaboration. This involves exploring
144 collaboration among institutional investors, financial institutions and multilateral
145 development agencies and private equity funds. One example of a partnership
146 among parties including a multilateral agency, a foreign and local pension fund and
147 an infrastructure asset management firm is the Philippine Investment Alliance for
148 Infrastructure (PINAI), which is now investing in energy projects.

149 W Establish a public-private sector network of microinsurance experts within the APFF
150 to hold a series of workshops to support interested APEC economies in developing
151 their own roadmaps for expanding the coverage of microinsurance. Topics to be
152 covered in these workshops should include (a) the integration of microinsurance in
153 their financial inclusion strategies, development plans and/or inclusive finance
154 roadmaps; (b) formulation of microinsurance policy and regulatory frameworks and
155 overall strategies, implementing guidelines and directives and business models; (c)
156 promoting a culture of genuine dialogue among stakeholders, including regulators
157 and the industry in the development of regulations and sustainable business
158 models; (d) policies and mechanisms to encourage PPPs in the provision of
159 insurance solutions for catastrophic events, perils in the agriculture value chain,
160 health and MSMEs; (e) mechanisms to encourage innovations and institutional
161 arrangements in creating data/information centers, developing product prototypes,
162 designing technology-based enrolment and claims administration, among others; (f)
163 capacity development for stakeholders; (g) cross-border peer-to-peer knowledge
164 exchange; and (h) development of good microinsurance practices, creation and
165 updating of information and communications technology applications and
166 harmonization of cross-border microinsurance regulations.

167 W Undertake public-private sector workshops regionally and in individual economies
168 to facilitate policy reforms and measures to promote the effective use of hedging
169 instruments and risk management tools and fostering a more diverse investor and
170 issuer base, through the APFF. These should focus on promoting legal and
171 regulatory reforms and capacity building to accelerate the development of repo and
172 derivatives markets; improving the availability of relevant information needed by
173 capital market investors on issuer disclosure, bond market data and investor rights
174 in insolvency to more confidently expand their activities across the region; and
175 promoting the development of financial market infrastructure and practices to
176 facilitate greater cross-border portfolio investments.

177 W Ensure the successful launch of the Asia Region Funds Passport (ARFP) through
178 the facilitation of its early enlargement to include a critical mass of participating
179 jurisdictions, as well as its interoperability with other regional mutual recognition
180 frameworks, using the APFF as a platform for undertaking discussions among
181 finance and financial regulators, the private sector and international organizations
182 on these issues.

183 W Convene regular APFF Roundtables to promote more active involvement of APEC
184 financial market regulators in discussions on global rules that affect financial
185 markets and services and their implementation across the region in support of
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APEC’s economic objectives and regional integration, as well as effective
mechanisms for industry to contribute to the development of sound and effective
financial regulatory frameworks, robust risk management in financial institutions
and expanded access to finance.

This year, the APEC Finance Ministers will launch the Cebu Action Plan (CAP) to guide
the work of the Finance Ministers’ Process over the next several years in promoting
stronger, more sustainable and more balanced growth in the region. Institutions
collaborating in the APFF have actively contributed to discussions that have informed
many aspects of the CAP, which also reflect many of the aspirations of the initiatives
that are being proposed in this 2015 APFF Progress Report.

With these proposals, the APFF hopes to provide a platform for collaboration to achieve
tangible outcomes over the next few years that would have significant impact on the
development of financial markets and services in our region, ultimately contributing to
advancing the Finance Ministers’ vision for the region. Greater access to finance for a
wider cross-section of society and MSMEs, including those engaged in global supply
chains, more diverse and stable financial systems, deeper and more liquid capital
markets, greater regional financial integration and more effective and efficient
intermediation of capital, particularly long-term investments into long-term assets such
as infrastructure, can result from these efforts.

The success of these undertakings will depend on active participation and engagement
from the public sector. APFF intends to provide a forum and informal network for
dialogue and capacity building where they can interact on a regular and sustained basis
with experts in relevant specialized and technical fields from the private sector and
international and academic organizations. The APFF looks forward to close
collaboration with the APEC Finance Ministers in advancing the initiatives of the Cebu
Action Plan.
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Asia-Pacific Financial Forum
2015 Progress Report to the APEC Finance Ministers

l. INTRODUCTION

The Asia-Pacific Financial Forum (APFF), a platform for public-private collaboration to
develop robust and integrated financial markets in the region, was proposed by the
APEC Business Advisory Council (ABAC) and adopted by the APEC Finance Ministers
at their 2013 annual meeting in Bali. In its 2014 Interim Report to the APEC Finance
Ministers, the APFF identified undertakings to advance development in key areas of
financial markets that are critical to the region’s economic aspirations. These areas are:
(a) lending infrastructure; (b) trade and supply chain finance; (c) insurance and
retirement income; (d) financial market infrastructure and cross-border practices; (e)
capital markets; and (f) linkages and cross-border issues.

The APFF work program is structured around two major clusters. The first deals with
issues related to the access to financial services of Micro-, Small and Medium
Enterprises (MSMES), which is a priority issue in many APEC member economies. The
second deals with the development of deep, liquid and integrated financial markets,
which is important for a variety of reasons. These include the need for more diverse and
stable financial systems, improved availability and lower costs of financing for public
and private borrowers, more efficient intermediation of the region’s savings into
investments, greater capacity to finance infrastructure development, growth of the
region’s financial services sector and better investment opportunities to finance future
needs.

The Asia-Pacific region needs inclusive financial systems to enable more households
and enterprises to participate in economic activities and create broad-based economies
that can ensure sustained growth. Action plans contained in the APFF Interim Report to
help address this challenge are designed to pursue the following objectives:

B Enabling enterprises and individuals to use reputational collateral through the
development of credit information sharing systems, which require capacity of
regulators and lenders to effectively use them, development of private credit
bureaus and reforms of domestic and cross-border data regulation, consumer rights,
and bureau licensing, ownership, oversight and regulation.

B Facilitating the use by SMEs of movable assets as collateral through the
development of robust and regionally consistent legal and institutional architecture
for asset-based lending and factoring in the areas of security interest creation,
perfection and enforcement, strengthening of collateral registries, and clear and
predictable rules around priority, enforceability and assignability of claims.

B Expanding availability and efficiency of financing for SMEs in supply chains through
improved and regionally consistent regulatory capacity to implement relevant
banking standards and regulations based on deep understanding of their impact on
trade and supply chain finance, as well as through the promotion of proper and
wider use of working capital management tools, emerging market currencies,
collateral management services and innovative electronic platforms that facilitate
financing of supply chains. The region also needs well-developed financial markets
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to more efficiently channel savings to where they can contribute more to and gain
the most from economic development, especially in the region’s emerging markets.
Action plans in the APFF Interim Report that address this goal are geared toward
achieving the following objectives:

B Contributing significantly to the improvement of emerging capital markets’ depth
and liquidity through measures (e.g., legal, market infrastructure, conventions,
industry best practices, currency convertibility and repatriation, tax and market
access, regional harmonization) to enable the development of classic repo markets
and steps to enable the effective use of OTC derivatives, particularly the
development of robust legal infrastructure for providing netting certainty, protection
of collateral interests and margining of non-cleared OTC derivatives.

B Promoting expanded investor activity in the region’s capital markets through the
identification and provision of information that investors need to understand the
bond issuer, how particular investments perform over time and the nature and
extent of their rights in the event of insolvency. APFF has developed
self-assessment templates covering disclosure, bond market data and investor
rights in insolvency that can be used for this purpose.

B Deepening regional financial market integration through expanded cross-border
portfolio investment by holding regional-level discussions on market practices,
standards and platforms that can selectively harmonize market access and
repatriation practices, improve their inter-operability, liquidity and connectivity of
domestic and cross-border financial markets and reduce systemic risks, as well as
the successful launch of an Asia Region Funds Passport (ARFP), with participation
by a critical mass of jurisdictions the region.

B Enabling insurers and pension funds to more effectively play their critical roles in
channeling long-term savings to long-term investments across the region, through
deeper understanding of the impact of relevant regulatory and accounting issues on
incentives for engagement in long-term business and measures to address these
issues, market and operational issues that constrain the flow of investment to
long-term assets, and retirement income and longevity solutions to facilitate the
growth of long-term capital.

B Broader discussions at the strategic level on issues such as future directions for
financial regulation in the context of regional financial cooperation and integration,
the interplay between cross-border investment in a rapidly evolving financial
services industry and connectivity of financial markets, and understanding
macroeconomic imbalances and systemic risk are critical for policy makers and
regulators as they continue to shape policy and regulatory frameworks in response
to a changing financial landscape and the needs of the region.

The previous year’s APFF Interim Report contained a description of a number of action
plans to advance these objectives. This Progress Report provides information on how
these action plans are being developed and their future directions. Several initiatives
have since attracted much attention and are being considered for inclusion in the Cebu
Action Plan (CAP), which will guide the work of APEC Finance Ministers for the next
several years.

Credit information systems, secured transactions and movable asset finance systems,
and trade and supply chain finance have been given much attention due to APEC’s
focus this year on the role of MSMESs in promoting inclusive growth. Much progress can

7
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be achieved in this space through the establishment of a platform — the Financial
Infrastructure Development Network (FIDN) — that can weave closely together a broad
collaborative network of public and private sector institutions, including multilateral
agencies, with many years of research and advisory work in the region behind them.

Initiatives that are critical to capital market development, such as development of classic
repo and derivatives markets and information for capital market investors, have
attracted similar attention, due to the importance of capital markets for promoting both
investment in infrastructure and greater financial stability. APFF’s initiative to support the
successful launch of the ARFP has also gathered pace in conjunction with the progress
of discussions among jurisdictions in the region to finalize the funds passport rules and
operational arrangements.

This year’s Progress Report adds a new element to the APFF’s work on capital markets
through the completion of the self-assessment templates for providing critical
information to capital market investors. These templates, which are appended to this
Report, are now available for use by relevant authorities within the region, and the first
dialogue using the APFF platform to harness these tools has been undertaken with
Philippine officials involved in capital market development.

Several new elements have emerged from APFF's work on insurance and retirement
income, and these are given ample treatment in this Progress Report. One of these is
the work on retirement income and longevity solutions, which identifies the critical
issues to address in order to expand both retirement savings demand and retirement
income product supply. This is expected to help build up long-term capital for investment
in key assets such as infrastructure and address the needs of our aging societies. To
achieve these objectives, this Report discusses strategic options in the context of three
major types of retirement income systems within the region.

Another new element is the work on microinsurance and disaster risk financing, which
has been undertaken in response to both recent developments and this year’s APEC
theme of inclusive and resilient growth. The increasing frequency of natural disasters in
the region and experiences of economies and communities in using these tools during
the past few years have stimulated much thinking on how the public and private sectors
can collaborate and use financial markets and instruments to increase the resilience of
vulnerable communities, enterprises and supply chains, while reducing the costs to
individuals, businesses and governments of preparing for and responding to
unexpected events.

The APFF also continues to serve as a platform for broader and deeper discussions on
the impact of regulatory initiatives undertaken in global fora and key financial markets
on financial services in the region, and how Asia-Pacific policy makers and regulators
can best respond to them to ensure strong, stable and inclusive economic growth. This
Report describes the direction of ongoing discussions on these issues, particularly with
respect to regulation and supervision of banking systems and capital markets,
integration of financial markets and services and regional financial architecture.

This main part of this Progress Report is structured around five major themes: (a)
lending infrastructure, which is divided into credit information and secured transactions
and movable asset finance systems; (b) trade and supply chain finance; (c) capital
markets, which includes sections on classic repo markets, information for capital market
investors, support for the ARFP, legal infrastructure for derivatives, and financial market
infrastructure and cross-border practices; (d) insurance and retirement income, which is
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350 divided into sections on retirement income and longevity solutions, long-term
351 investment in capital markets and infrastructure, impact of regulation and accounting
352  issues, microinsurance and disaster risk finance; and (e) linkages and structural issues.
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. PROGRESS OF INITIATIVES

A. Lending Infrastructure

For most micro-, small and medium enterprises (MSMEs), lack of efficient and
sustainable access to finance is most often ranked as the key issue preventing them
from effectively participating in economic activities and global value chains and
benefiting from the growth of trade and investment. In many developing economies,
MSMEs typically do not have real estate that is commonly accepted by lenders as
collateral against loans. Movable assets are not widely used in many emerging markets,
and many existing and potential business owners at the micro- and small end of the
spectrum do not even have such assets, including large numbers of individuals who
have no accounts with formal financial institutions.

One of the key factors behind this problem is the inadequate legal and institutional
infrastructure in many developing economies to support risk-based lending using
transactions and payments data and lending against a broader range of collateral.
APEC can help address these issues through practical steps involving close
collaboration between the public and private sectors that can yield tangible results, in
terms of concrete legal, policy and regulatory reforms, capacity building and awareness
raising. The APFF has identified a number of such steps that can be undertaken as part
of the APEC Finance Ministers’ Cebu Action Plan (CAP), and it is hoped that various
interested economies will participate in these initiatives.

This year, ABAC, the International Finance Corporation and the SME Finance Forum
collaborated with various institutions to undertake discussions on the shape of initiatives
related to credit information systems and secured transactions and movable asset
finance systems. These discussions have helped identify initiatives that APFF is
proposing to Finance Ministers under the CAP. These included the following events:

B 2015 Asia-Pacific Forum on Financial Inclusion: Developing the Lending
Infrastructure for Financial Inclusion (3-4 March 2015, Tagaytay City, Philippines;
hosted by the Philippine Government and jointly organized by ABAC, the
Foundation for Development Cooperation and the Asian Development Bank, in
partnership with Citi Foundation and supported by GE Capital, International
Finance Corporation, CGAP, Japan International Cooperation Agency, and the
Policy and Economic Research Council)

B APFF Roundtable on Financing Micro-, Small and Medium Enterprises in the
Asia-Pacific Region (20 April 2015, Mexico City, Mexico, co-organized by ABAC,
the International Finance Corporation and the SME Finance Forum)

These discussions provided the basis for the APFF’s proposals on the way forward for
public-private collaboration in promoting credit information systems and secured
transactions and movable asset finance systems under the CAP.

Credit Information Systems

Credit information systems enable lenders to make lending decisions based on
information about the borrower. Without such systems, lenders normally require
physical collateral or charge higher interest rates when extending loans. Where this is
the case, micro-, small and medium enterprises (MSMESs) that do not have physical

10
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collateral are typically unable to access loans. Where credit information systems exist
but only provide negative credit reports, information available to lenders is inadequate
and credit is not allocated to the most reliable borrowers. Where such systems only
provide credit information from financial institutions, individuals who wish to start
businesses but have no previous credit history tend to be excluded.

To achieve greater financial inclusion, economies should develop credit information
systems that are full-file (collecting both negative and positive data) and comprehensive
(collecting information from many sectors, including for example, utilities payments).
Wherever possible, private credit bureaus, which are typically focused on providing
information specifically tailored to lenders’ needs, should be encouraged to operate
alongside public credit registries that support the information needs of regulators.
Effective credit information systems are based on robust legal and policy frameworks
that balance the objective of consumer and privacy protection with that of access to data,
and supported by financial education to promote capacity of lenders and borrowers to
effectively use them.

The absence or inadequacy of credit information systems is one of the most important
factors behind the inability of many MSMEs in the region to access finance from lenders.
Credit information systems form an important part of the lending infrastructure that will
enable more credit to flow to MSMESs, support the growth of supply chains, advance
financial inclusion and help APEC economies achieve inclusive and stable growth. In
line with these considerations, APFF proposes to undertake activities that will help
economies facilitate expanded lending to MSMEs and greater financial inclusion using
full-file and comprehensive credit information systems across the region.

To advance this initiative, APFF proposes to establish under its auspices a Financial

Infrastructure Development Network (FIDN) comprising private and public sector

entities, multilateral institutions and industry associations as a specialized subgroup to

undertake workshops, dialogues and studies on the following topics:

m legal frameworks for credit information systems based on the World Bank’s General
Principles of Credit Reporting;

B  model language for regulations governing the sharing of public data with credit
information systems among participating economies;

B benefits of and pathways to a common data format/dictionary for APEC based on
the data collected by credit information systems; and

B benefits and challenges of linking the credit information databases of APEC
members, forming a regional credit information network, and the use of credit
information to support cross-border trade and services.

Secured Transactions and Movable Asset Finance Systems

Most micro-, small and medium enterprises (MSMEs) do not own real estate that is
typically accepted by lenders in many developing economies as collateral for loans, thus
giving rise to the most commonly known cause of MSMESs’ lack of access to finance. In
more advanced markets, MSMEs can obtain loans by using movable assets (such as
inventory, accounts receivables, crops and equipment, among others) as collateral. This,
however, requires functioning laws and collateral registries governing secured
transactions, which are very inadequate and not trusted by lenders in many developing
economies to protect their rights to collateral.

Even in developed economies where such legal frameworks and institutions are in place,
there are still flaws; for example, where there is no exclusive security interest registry,

11
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thus allowing different parties to acquire rights to the same collateral (hidden lien
problem), resulting in uncertainties that cause lenders to charge a risk premium or to
refrain from lending. MSMEs can effectively make use of movable assets to access
finance, including trade and supply chain finance, if economies undertake reforms to
develop the legal and institutional infrastructure as well as practices governing the use
of these assets. Undertaking these reforms in a coordinated manner across the region
will promote consistency and facilitate the growth of supply chains.

In conjunction with the development of credit information systems, this undertaking will
address the most important factors behind the inability of many MSMEs in the region to
access finance from lenders. Secured transactions and movable asset finance systems
form an important part of the lending infrastructure that will enable more credit to flow to
MSMEs, support the growth of supply chains and help APEC economies achieve
inclusive and stable growth. APFF proposes to undertake activities that will help
economies increase bank lending to MSMEs by developing the legal and institutional
infrastructure and practices to enhance lenders’ acceptance of movable assets as
collateral.

APFF will seek to advance this initiative through the aforementioned FIDN that will

undertake workshops, dialogues and studies on the following topics:

m reform and development of secured transactions systems and insolvency
frameworks among APEC economies;

B good practices and internationally accepted principles on secured transactions
legislation;

B establishment and development of effective modern collateral registries and
advantages of pathways to single, central, online notice filing systems and
comprehensive coverage of security interests on movable assets within the
economy; and

m development of regionally consistent legal, institutional and operational structures
to facilitate the financing and expansion of cross-border trade and supply chain
finance.

B. Trade and Supply Chain Finance

Participants in supply and global value chains will need to address major aspects of the
trade ecosystem that include finance, lending infrastructure, trade and customs and
information technology.

In today’s environment of heightened resilience and compliance requirements,
participants require a deeper understanding of the important but often low-visibility
enablers of trade and supply chain financing, such as lending infrastructure and
secondary markets, banking capital standards, and Know-Your-Customer (KYC) and
Anti-Money Laundering (AML) rules, especially if such awareness can lead to clearer
legal certainty, consistent standards, and availability of timely, complete and high-quality
information to facilitat