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Laws and Regulations, institutions and processes

3. Insolvency and
debt resolution

Distressed businesses tend to disappear

Information asymmetry ‘

1. Credit information

Credit

Infrastructure

AN

2. Secured
Transactions and
Collateral Registries

Mismatch of assets owned VS collateral

Awareness and Literacy
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/ \ Ease of Doing Business scores on Doing Business topics - Sub-Saharan Africa

Starting a Business (80.1)

Resolving Insolvency (31.3) 100} Dealing with Construction Permits (58.5)

An economy’s ease 80

of doing business 60

score is reflected on o forcing Contracts (9.6 i
a scale from 0 to 20

100, for each

indicator, where 0 Trading across Borders (53.6) s o (261

represents the
lowest and 100

represents the best
Paying Taxes (57.8) Getting Credit (45.2)
pe rfo rmance. Protecting Minority Investors (38.5
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Why does Credit Information matter?

Reduce information asymmetries

Improve borrower discipline /
prevent over indebtedness

INFORMATION ASYMMETRY
* Approve a bad loan

e Over indebtedness

« NPLs _

« High cost of credit
« Deny a good loan

» Less access for

consumers
e Less income for lender

Lower cost of credit, thus
Increase access to credit

Support bank supervision and
credit risk monitoring



DEPTH OF CREDIT INFORMATION RANKING: 8 OUT OF 8

/-

Acessibility
of
information

Quality and Depth of
information

* % (adult population)

¢ The law establishes that borrowers can
inspect their data in the bureau.

J

¢ On line access to credit information

W

e Information on consumers and companies

e Information of all types of data (retailers)

e Positive and negative information

e Historical Data for more than 5 years

¢ Credit s of all amounts

TSI

e Credit Scoring




Doing business — Depth of Credit Information (0-8)

Kenya

Cote d'lvoire
Rwanda
Nigeria
Togo
Zambia
Niger
Tanzania
Mauritius
South Africa
Namibia
Botswana
Eswatini
Zimbabwe
Malawi
Senegal
Uganda
Cameroon
Ghana
Cabo Verde
Lesotho
Madagascar
Mauritania
Seychelles

S&o Tomeé..

Mozambique
Gabon
Congo, Rep.
Comoros

Equatorial..

Burundi

Central..

Mali

Liberia

Chad

Sudan
Sierra Leone

DB 2020

Burkina..!

Guinea

Congo,...

Angola
Benin

Guinea-...

Ethiopia
South Sudan
Somalia
Gambia
Eritrea

=]

N

DB 2015

«

L)

~
]

DB 2010

~



Doing business — Coverage % of adults
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OPERATIONAL REGULATORY
« Uniquely identifying

borrowers may result in * Absence/ weak legal
over-indebtedness and and reqgulatory
higher NPLs framework on data
privacy, and cross
« multiple fragmented data border information
sources which are difficultto = CHALLENGES sharing

collate and aggregate
 unintended side effects

e completeness and such as potential for
timeliness of data discrimination

* lack of digitized data due to « opagueness of scoring
minimal usage of digital methodologies.

platforms




Key innoy’a(ti_pns’and trends

Proliferation of big
data

« Emergence of new
technologies

* Rise of electronic
platforms

 Emergence of
alternative / digital
lenders

« Emergence of

THE CREDIT INFORMATION LANDSCAPE scoring techniques
S CHANGING = NEW OPPORTUNITIES
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ON CREDIT REPORTING

General
Principles
2011

Data
Security
Governance
Legal
Framework
Cross border

Policies on
Alternative
Data 2018

Promote the
use digital
platforms
and open

data
systems

Cybersecurity
Standards
2019

Be aware of
third party
incidents.

 Train the

BOD

THE STANDARDS ALSO ADJUST
TO THE “ERA OF DATA AND
TECHNOLOGY”:

Principles on
Credit Scoring
2019

CREDIT SCORE

765

VERY Pooil PoOR Fi Gy EXCELLENT

cm T

CRBs should
be able to
demonstrate
that their
scores is
predictive



« ICCR was tasked to draft policies based

on the conclusions of the GPFI SME
BACKGROUND Sub-group report on “Alternative Data
- ] transforming SME Finance” May 2017

Alternative Data
Transforming SME Finance

« MSMEs and individuals generate vast
amounts digital data from financial and
non-banking platforms such as payment
systems, mobile, trade transactions and
social network.

« Alternative data can be used to assess
creditworthiness: capacity and
willingness to repay loans.




« Adoption of unique identifiers
POLICY RECOMMENDATIONS « Promote digitization of Public

for Credit Information information
« Open data systems and standards

* Promote use of digital platforms

INFORMATION * Digitization of government services

« Reqgulatory reforms for fintech lenders
and expand information sharing to
NBFIs

« Assess credit registries new role

* Assess reporting thresholds

» Cross border collaboration

IMPROVING AVAILABILITY AND ACCURACY OF

EXPANDING CREDIT INFORMATION SHARING

ENABLING RESPONSIBLE CROSS BORDER DATA
EXCHANGES

BALANCING INTEGRITY, INNOVATION AND ’ ngmonlzatlon of data protectlon and
COMPETITION privacy laws

- Consideration of regulatory sandboxes
«_Promoting risk based pricing




WAY FORWARD

. ]
L= N |
L) & I Adoption of
Additionality Complementarit .
Clients with “thin En:ancesthe ' Q L. . alternatlve
orno” oreditfles  richness of the » Defining country context of alternative :
data will go a
data. .
- J * Legal reforms to promote usage of long Wa_y |
alternative data and safeguards for promoting
(AR ) protecting consumers. Inclusion of
;E-Q a - Promoting the use of digital platforms. marginalized
Data Accuracies Data Privacy ¢ PIIOtIng and teStIng the use Of grOUpS Of
alternative data and data analtics societies.
@ ﬂm (credit scoring).
Cyber Risks dl?otgnt_ial{_or ® CapaCIty bUlIdlng
« Consumer awareness and literacy.




Evolving Credit Information Landscape

Transaction Platforms

L

Mobhile Devices(

Psychometric Test ( New
Technology

Electronic
= / payment System

Social Media ([Vf_:]

Distributed Ledger
Technologies
(Blockchain)

New.
Business
Models

Biometrics & National
ID Systems

Alternative
Lenders

S 1 o

Regtech / Suptech( = W

Alternative Risk
Management & Scoring
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How new technologies provide value for Credit information?

An old Problem

« MSME’s main
constraint to grow
IS access to credit.

 Lenders’ main
constraint to lend
to MSMEs, is lack
of information.

WBG Initiatives
]
« TAto promote MSMEs to use of
cloud based solutions to run their
business.

« Develop credit scores for MSMEsS.

 Financial institutions, fintechs
and others lend to MSME

@

Electronic ]

[Advanced Computing] Payment System

If MSMES run
their business
on internet
platforms,

If MSMES
transact with
cards, mobile,

they leave a

they leave a
digital trace

digital trace

Access to this data
will facilitate
evaluation of credit
worthiness for
MSMEs



WBG is promoting the use of alternative data in client countries

(
Use of agronomy data

(sourced through satellite)
to build credit scores for
farmers (IFC agri team)

Trade credit and utilities ]

m Alternative Data ]

Integration of alternative ]

Bangladesh -
data (pipeline)

(
Launching a psychometrics

scoring model for the
largest MFls in Morocco N
with regulator support Incorporation of

/ mobile network data

into the credit bureau )

South Africa Pilot with National Credit ]

Regulator (alternative data)
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Collateral Gap

Mismatch between assets
owned by companies and collateral required

Capital Stock of

Firms
Vehicle/
Land/ Machinery/
Real Estate Equipment
22% 44%
Accounts
Receivable Movable
34% Property

78%

23

Collateral Taken by Financial
Institutions

Movable
Property

27%

Land/
Real Estate

73%
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What are the main concerns that creditors have when
lending against movable collateral?

I
How can the creditor know
that the asset offered as
collateral is not already

pledged to another creditor?

1l
How can the creditor make
sure that other creditors will
not take his collateral?

1
In case of default, how does the
creditor collect the asset in a
manner that is simple, affordable
and fast?

« Search the database (Collateral

Registry) where the security
rights for all movable assets

taken as collateral for loans are

registered.

» When the creditor registers the
asset in the collateral registry, a
“time stamp” is recorded and the

rule of “First to Register” applies.

This guarantees the priority right
of the right creditors

« Extrajudicial:

() repossession by the secured creditor.

(i) settlement agreement in an alternative
dispute resolution (ADR) mechanism,
such as arbitration, mediation or
conciliation.

« Judicial:

() The law should include specific fast-
track judicial procedures for the
repossession and disposal of movable
collateral.

WORLD BAN I( GROUP
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Doing Business Strength of Legal Index (0-12)

Legal framework for secured transactions — creation publicity and enforcement of security
Interests in movable assets.

Centralized — web based solutions

Notice based meaning (no paper documentation filed)

Public Registry — registration and search services available to all

Registration by creditors or their agents

Secured creditors are paid first (i.e. before tax claims and employee claims) ..
Law allows parties to agree on out of court enforcement

@ WORLD BANK GROUP



Collateral Registries for Movable Assets:
Does their Introduction Spur Firms’ Access to Finance?

T T

Access to finance 8 percentage points
Access to a loan [ percentage points
% of working capital financed by 10 percentage points
banks

Interest rates 3 percentage points
Loan maturity 6 months

Study also provides evidence that the impact of the introduction of movable registries on

firmam! ammmmes b Elrnmammms 1o larrmar amsmsiaed sanaallar Eirmaes iles aleams rameark o el rsds s 16



Doing Business Strength of Legal Rights Index (0-12)
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Digital tools automate the verification process of the collateral throughout
Digital Platforms and product the lending cycle. ...particularly important when the collateral pledged

Development generates the cash flow for repayment of the loans (such as raw materials,
WIP inventory, invoices, etc.) .

Secured Revolving Lines of Credit

PROCESS 8
1. Loan to SME

2. Security Interest in the Raw 7
Materials
. Manufacturing Process
(& —1—

£ W

Security Interest in
Inventory

Sale of Inventory 6
Security Interest in Invoices
Payment of Invoices by
SMEs Clients

8. Deposit of Payments in
Controlled Account

O
l

171

1111

No o,
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» Lender repayment with
Deposits and new advance
= ) Ot L




Segmentation for a better fit

Segmentation helps match the collateral with credit products that best fit
the different MSMES needs

..by type of collateral

Cash Only

MSMEs

Eligible Collateral

* Equipment

Cash Plus Electronic

Payment
MSMEs

Eligible Collateral

* Equipment
* Inventory

* Payment Instruments
including POS

* Deposit Accounts
\h /

Cash Plus Receivables

MSMEs

Eligible Collateral

e

* Equipment
* Inventory

* Receivables including
Electronic Instruments

* Payment Instruments
including e-payments

* Deposit Accounts

Eligible Collateral

* Equipment

* Inventory

* Revolving Collateral

* Receivables including
Electronic Instruments

* Payment Instruments
including e-payments

+ Deposit Accounts

Cash Plus Electronic

Payment
MSMEs
Cash Only

MSMEs

Eligible Credit Products

AN J

* Financial Lease

... by type of credit product

Cash Plus Receivables

MSMEs

Eligible Credit Products

* Financial Lease

* Traditional Factoring

* Reverse Factoring,

Full Service

SMES

Eligible Credit Products

* Financial Lease

+ Merchant Cash Advances

* Asset-Based Lending (ABL)

* Traditional Factoring

Eligible Credit Products including Supply Chain * Reverse factoring
* Merchant Cash Advances Financing including Supply Chain
+ Financial Lease + Receipts Financing * Receipts Financing Financing
+ Others
— AN AN
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Doing Business: Strength of Insolvency Framework Index (0-16)

A significant determinant of insolvency rankings in the DB report is the “strength of
insolvency framework™ index

* This indicator assesses the countries’ legislation in 4 major categories:

« Commencement of proceedings

— Insolvency proceedings should be available to debtors and creditors and on the basis of
both balance sheet insolvency and illiquidity

« Management of debtor’s assets

— The law should allow the debtor or IP to accept or reject ongoing contracts, avoid
preferential or undervalued transactions and obtain post-commencement financing on
priority terms

 Reorganization proceedings

— The law should allow all creditors to vote on the reorganization plan and also provide
equal and fair treatment to dissenting creditors

« Creditor participation

— The law must require creditors to approve the selection of IP, the sale of crucial assets and
also allow them to object to the admission of claims

y V ORLD kBANKGROUP
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Doing Business Strength of Insolvency

Framework Index (0-16)
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as)

Failed businesses
can "exit" the

A

market efficiently
and effectively by
liquidation

Insolvency

Saving viable
businesses
through tools
such as

restructuring,
workouts and
out-of-court
workouts

Restructure

WORLD BANKGROUP

Finance & Markets

Benefits of effective Insolvency regimes
Lower credit costs

Increased access to credit

Improved creditor recovery

Strengthened job preservation

Promotion of entrepreneurship

Reduced failure rates for small businesses
Other benefits for small businesses
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