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z Sustainable finance for SMEs:

Challenges and opportunities

This chapter provides an overview of the sustainable finance landscape for
SMEs and focuses on the key challenges that these companies face in
seeking out and accessing financing for the green transition. It also
provides recommendations to strengthen the provision of financial and non-
financial support for SME sustainability.
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Glossary of Terms

Bridge loans refers to a financing instrument that allows SMEs to have capital until permanent or
next stage financing can be obtained.

Carbon pricing is a pricing scheme where a tax is directly applied to the production of carbon
emissions or fuels that release GHG gasses.

Environmentally sustainable finance is all finance that considers environmental performance as
a criterion for the financing decision or for determining the financing conditions, regardless of the
purpose of use of the funds.

ESG integration is an investment/financing strategy that considers environmental as well as social
and governance impacts as factors of risk and opportunity in the financing and investment
strategies of financial institutions and institutional investments, alongside maximizing financial
returns.

Exclusionary screening is an investment/financing strategy that prohibits financing/investments
in specific industries or activities (e.g. extraction of fossil fuels, agricultural activities associated
with deforestation).

Green asset ratio is a metric used to assess the sustainability of a company or portfolio, calculated
by dividing the total value of an entity's environmentally friendly assets by the total value of all of
its assets.

Green equity refers to either Venture Capital or Private Equity aimed specifically at funding
innovative solutions to address environmental challenges.

Green loans are a debt instrument committed exclusively to finance green projects.

Green revolving credit is a form of credit where the requested amount is available and once used
and repaid, the credit replenishes. Only available for green projects (e.g. energy efficiency,
renewable energy, etc.).

Green supply chain financing/green factoring involves a buyer approving its supplier invoices
for financing by a bank when a product or service is provided. This type of financing helps the
supplier get short-term credit and optimize working capital, while the buyer gets more time to pay
off balances. Preferential rates are given depending on the sustainability performance of the
supplier.

Green transition is a shift towards an economical model that allows for sustainable growth without
negatively impacts on the environment.

Green washing a practice whereby sustainability related statements, declarations, actions or
communications, do not clearly and fairly reflect the underlying sustainability profile of an entity, a
financial product, or financial service. This practice may be misleading to consumers, investors or
other market participants.

Hard-to-abate refers to firms that have emissions that are extremely costly or difficult to reduce
with the currently available technologies.

Hybrid financing/hybrid instruments are instruments/investments that combine debt and equity.

Impact investing is an investment strategy that pursues or seeks to maximize environmental and
social returns, even if they come at the expense of financial returns.

Nature positive refers to sustainable development outcomes that have a net positive impact on
the natural world. This concept goes beyond net zero, focusing on actions that preserve
biodiversity, improve natural capacity to absorb pollution, and decrease the vulnerability of natural
ecosystems.

Net zero refers to the target of reducing greenhouse gas emissions to zero by balancing the
amount released into the atmosphere with the amount removed and stored by carbon sinks. An
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entity can achieve net zero by reducing carbon emissions and offsetting any emissions that cannot
be eliminated.

e Non-financial disclosure/reporting is a form of transparency reporting whereby companies
formally disclose information not related to their finances, including information on environmental
impacts and human rights. For example, non-financial disclosures related to climate include
information on carbon emissions. On the one hand, climate related non-disclosure requirements
enable companies to demonstrate foresight in their consideration of climate issues. On the other
hand, it helps inform investors to efficiently allocate capital towards a lower emissions economy.

¢ Public Financial Institutions refer to government-owned entities that offer a host of financial
services/products, such as direct financing and guarantees, to support SMEs’ access to finance.

e Partnership for Carbon Accounting Financials (PCAF) Methodology is a methodology that
enables financial institutions to measure and disclose GHG emissions for loans and investments.

e Scope of emissions describe the three different levels by which the coverage of climate-related
disclosure requirements differs. While Scope 1 and 2 emissions include GHG emissions that the
company is directly responsible for (1) or indirectly produces through energy consumption (2),
Scope 3 emissions encompasses all other emissions that are outside of the company’s control.
The hard-to-measure scope 3 emissions stem from upstream activities such as commuting of
employees or purchases goods as well as from downstream activities such as treatment of waste
or operations of franchises.

e Sustainable finance is finance that takes into consideration environmental, social and governance
factors (ESG) in financing decisions.

e Taxonomy is a framework to establish a common definition what activities are considered
environmentally sustainable.
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Overview

Financing SMEs’ transition to sustainability is an important priority to meet climate objectives. SMEs on
aggregate account for about 40% of the greenhouse gas (GHG) emissions of the business sector; yet most
are only at the beginning of the journey to net zero (OECD, 2023;1)). Likewise, few SMEs have developed
transition plans or made commitments to reach net zero (OECD, 2022p). In the current context of high
interest rates and more difficult access to finance for SMEs (see Chapter 1), these firms must nevertheless
push ahead to drive the green transition and green their business practices.

Access to finance is an important constraint for SMEs’ net-zero action. In a recent survey of nearly 350
SMEs globally, 55% of respondents identified the lack of funds as a key reason for limited action on climate
change and nearly 70% stated that they need additional funds to take action or accelerate their progress
on emission reductions (SME Climate Hub, 20233;). Access to finance will likely represent an even bigger
constraint for climate action, as financing conditions become increasingly dependent on sustainability
considerations and as financial institutions (Fls) face non-financial reporting requirements, both of which
place a reporting burden on SMEs. Ensuring that SMEs have access to tailored sustainable financing
solutions to meet their net-zero investment needs is critical for the net-zero transition.

The supply of sustainable finance is growing rapidly in response to regulatory and stakeholder demand
and management of risks in the net-zero transition. In a 2023 survey by the OECD Platform on Financing
SMEs for Sustainability, both public and private financial institutions (Fls) stated that they are increasingly
integrating climate considerations in their operations, including in developing institutional objectives and
plans and assessing some or all financing/investment opportunities. Some Fls are also providing dedicated
financing programmes or more advantageous conditions for investments focused on green objectives.
Most Fls are providing tailored financing solutions for SMEs’ investments in net zero and greening,
including through medium- and long-term loans, short-term loans and factoring, credit guarantees, and
other financing instruments.

However, SMEs may not be able to tap into this growing pool of sustainable finance. Financial institutions
increasingly need and seek out granular data on their clients’ sustainability performance to manage risks,
develop financing instruments and meet reporting requirements. Yet SMEs are not as well equipped to
provide these data as large entities due to their relatively limited capacities to identify, measure and report
on their environmental performance. This poses potential risks to SMEs’ ability to access financing in the
future. SMEs also risk losing access to finance if they cannot advance (sufficiently rapidly) on the journey
to net zero and/or cannot demonstrate credible transition plans. This is a particularly strong risk for SMEs
in high-emitting and hard-to-abate sectors.

SMEs’ limited demand for sustainable finance is also an important challenge, which often stems from lack
of information and awareness, as well as capacity and resource constraints. SMEs also face high technical,
market and regulatory uncertainty. This has several important implications for policy and finance. SMEs
need a stronger business case and external support to boost their investments in sustainability and to seek
the related financing. In the absence of SME demand, public and private Fls have limited incentives to
develop tailored financing solutions for financing SMES’ net-zero and other investment needs.
Furthermore, if they do not invest in improving their sustainability performance or cannot provide credible
transition plans, SMEs risk losing access to finance even for other investment needs, as noted above.

Public actors have an important role to play in establishing a stable and conducive regulatory and policy
environment for sustainable finance and investment and providing relevant financial and non-financial
support to enhance SME access to and uptake of sustainable finance. Financial support can entail the
provision of direct financing through loans, equity, grants and other instruments; or it may entail the
mobilisation of private financing through credit guarantees and other de-risking instruments. Public
financial institutions can also help SMEs by facilitating their participation in capital markets and supporting
financial innovation to foster the development of relevant digital financial solutions. Non-financial support
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may include information and tools to help SMEs in strengthening their awareness about the sustainability
journey, the available technologies and resources they can tap into, and the ways in which they can
measure and report on their sustainability performance.

Private actors, too, need to drive the transition. The large financing gap cannot be filled by the public sector
alone. Private financial institutions, Fintechs, ESG intermediaries, such as rating agencies, accountants
and other relevant stakeholders, all need to contribute toward creating a conducive ecosystem that
provides the right information, incentives and conditions to drive SME investment in greening and their
uptake of relevant financing instruments to meet these needs.

In order to help foster the provision and uptake of sustainable finance for SMEs, and to maximise the
potential for private actors to the contribute to the transition, public institutions need to take into account
the following considerations:

e Understand SMEs’ diverse needs and pathways to net zero and nature positive;

¢ Devise sustainability-related policies and regulations that take into consideration the impact on
SMEs;

e Strengthen the transparency and interoperability of sustainability-related data, definitions and
standards;

e Ensure that a stable, transparent and comprehensive policy and regulatory framework is in place
to support investment and financing of the green transition;

e Provide financial support to address challenges impeding SME access to sustainable finance;

e Provide non-financial support for SMEs to foster their access to, but also uptake of sustainable
finance;

e Foster the sustainable finance ecosystem for SMEs by promoting dialogue and knowledge-sharing
among the diverse actors.

This thematic chapter of the Scoreboard aims to shed light on timely issues and provide additional context
and information to enrich the trends documented in this report. Following the 2022 edition, which analysed
how COVID-19 and build-back-better support measures contributed to SME access to finance, this chapter
provides information on the latest state of play in sustainable finance for SMEs, offering information on
financial institution strategies and approaches, relevant financing support and technical assistance
provided to small businesses and policy recommendations. It takes into account guidance provided in the
OECD Recommendation on SME Financing and insights shared at the 2023 CSMEE meeting at Ministerial
Level (OECD, 20234), (OECD, 2022(5). It brings insights from the 2023 survey “Financing SMEs for
Sustainability — Financial Institution Strategies and Approaches” and builds on the 2022 report on
“Financing SMEs for Sustainability: Drivers, Constraints and Policies”, developed by the OECD Committee
on SMEs and Entrepreneurship and informed by the activities of the OECD Platform on Financing SMEs
for Sustainability (OECD, 2023s)) (OECD, 2022;2;) (OECD, 20237)).

Introduction

Financing the net-zero transition of millions of SMEs is an important priority for the coming decades. SMEs
account for a significant share of the global greenhouse emissions: about 40% of business sector GHG
emissions in EU countries, according to recent OECD estimates, and about 50% globally according to the
International Trade Centre (ITC) (OECD, 2023(1;; ITC, 2021s)). Despite this, SMEs have not been a strong
focus for national and international climate policies, which have most often targeted larger firms. According
to the International Energy Agency (IEA), as of mid-2021, less than 100 of more than 6 000 environmental
and energy policy measures, concerned specifically SMEs and 150 start-ups and entrepreneurship
(OECD, 20219)). Similarly, an OECD analysis of post-COVID national recovery and resilience plans from
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91 countries suggests that SME-specific policies represent only about 5% of the total number of climate-
related policies and about 2.4% of total allocated funding for the implementation of these policies (OECD,
2022110)).

Furthermore, and in part as a result, SMEs themselves have also taken only limited actions toward the
net-zero transition. For example, a 2023 survey of nearly 350 SMEs showed that while most SMEs (82%)
recognise that the green transition is a high priority, the large majority have taken only elementary steps
toward greening their business models, such as the introduction of energy efficiency measures and waste
reduction (76%), reducing energy consumption (71%) and employee education (66%) (SME Climate Hub,
2023;3)). SMEs also have an important role to play in developing the innovative technologies, products and
processes that advance the global net-zero agenda. For example, SMEs account for an estimated 70%
and 90% of clean tech companies in the UK and Finland respectively (ETLA, 2015(11;) (Carbon Trust,
2013p12)).

Most entrepreneurs and SMEs cite access to finance as an important obstacle to their green and net-zero

transition. In the above-mentioned survey, 55% of SMEs identified the lack of funds as a key reason for
limited action on climate change and nearly 70% stated that they need additional funds to take action or
accelerate their progress on emission reductions (SME Climate Hub, 20233)). Access to finance is likely
to become an even bigger constraint as sustainability considerations are increasingly linked to financing
decisions and as financial institutions (Fls) face non-financial reporting requirements that place a reporting
burden on SMEs. Ensuring that SMEs have access to tailored sustainable financing solutions that can
meet their net-zero investment needs is a critical factor for the net-zero transition.

However, ensuring that there is sufficient demand and uptake of sustainable finance among SMEs is also
an important challenge. SMEs often lack awareness about the net-zero transition and the actions they
need to take to reach net zero. A 2021 survey conducted by the UK Chamber of Commerce shows that
only one in ten SMEs currently measure their GHG emissions (one in 20 for microenterprises). Moreover,
22% of SMEs do not fully understand the term ‘net zero,” and almost a third have yet to seek advice or
information to help them develop a net-zero roadmap or improve their environmental performance (British
Chambers of Commerce, 2021p13)). Yet, even when they are aware of the importance of the green
transition, SMEs may not see the business case for net-zero investments given that these investments
often entail high upfront costs with uncertain long-term returns due to changes in the regulatory
environment, varying consumer demand, technological progress and other factors. Lack of relevant
knowledge and skills, time and other resources can also deter SMEs from taking action on climate change.
Nearly 60% of SMEs globally have cited lack of skills and 44% lack of time as constraints to climate action
(SME Climate Hub, 2023(3)). Similarly, survey data from Korea show that 31% of SMEs find the lack of
information on the methods to reduce their carbon footprint to be a main constraint to achieving net zero
(Korea Chamber of Commerce and Industry, 2021(14;). This means that even if tailored financing
instruments and support are put in place, uptake can pose a challenge for SME clients. Non-financial
support, therefore, has an important role to play in bolstering SME demand for net-zero financing and
investment and supporting the effective financing of SMEs’ transition.

This chapter builds on the 2023 survey “Financing SMEs for Sustainability — Financial Institution Strategies
and Approaches” and the 2022 report “Financing SMEs for Sustainability: Drivers, Constraints and
Policies” of the OECD Committee on SMEs and Entrepreneurship and informed by the work of the OECD
Platform on Financing SMEs for Sustainability (OECD, 20223; OECD, 2023(15)) (OECD, 2023j¢)). This
chapter focuses specifically on the environmental angle of sustainable finance. It outlines the key
challenges and opportunities in the provision and uptake of sustainable finance by SMEs and explores the
role that regulations, policies as well as public financial and non-financial support can play in supporting
SMEs as they tap into the growing pool of sustainable finance and mobilise investments towards net zero.

The chapter is divided into four sections. The first section explains what sustainable finance is and why it
matters for SMEs. The second section explores how sustainable finance is changing the financing
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landscape for SMEs and what this implies for SMEs in terms of their ability to access finance and their
incentives for greening their business models. The third section focuses on the challenge posed by SMEs’
limited demand for and uptake of sustainable finance. Finally, the last section elaborates on the importance
of creating a conducive ecosystem for the provision and uptake of sustainable finance for SMEs. It focuses
in particular on the role public actors, including regulators, policy makers and public financial institutions,
can play in providing financial and non-financial support to drive and accelerate SMEs’ transition to
sustainability.

Box 2.1. Green/sustainable taxonomies are being developed to define green and sustainable
activities

Purpose and function of green/sustainable taxonomies

Green/sustainable taxonomies seek to provide greater clarity on the environmental sustainability of
specific financing and investment activities by establishing clear criteria for what assets can be defined
as green or sustainable.

The adoption of green/sustainable taxonomies helps mobilise resources to sustainable investments by
providing a shared definition, reducing the incidence of greenwashing, and by incentivising firms to offer
additional non-financial disclosures.

Examples of green taxonomies across the world

The EU green taxonomy defines six categories of environmental objectives: 1) climate change
mitigation; 2) climate adaptation; 3) sustainable use of water and marine resources; 4) transition to a
circular economy; 5) pollution prevention; 6) protection and restoration of biodiversity and ecosystems.

For an economic activity to be qualified as sustainable, it must contribute substantially to one or more
of the above environmental objectives while doing no significant harm to any of the other listed
objectives. Sustainable investments must also comply with minimum social safeguards, aligning with
several international standards (ex: OECD Guidelines for Multinational Enterprises, UN Guiding
Principles on Business and Human Rights, International Labour Organisation’s declaration on
Fundamental Rights and Principles at Work, etc.). To facilitate the adoption of the above requirements,
the EU has incorporated a set of guiding metrics, principles and online platforms to which firms can
refer.

There are certain mandatory requirements, including requirements for providers of financial products to
disclose which of their investments comply with the sustainability criteria of the taxonomy. Large
enterprises and all listed companies must also disclose what share of their turnover and capital
expenditure are sustainable in line with the taxonomy criteria.

The green taxonomy also has provisions that consider investments enabling green activities and
transitional activities that are not sustainable but have lower carbon emissions (e.g. nuclear power and
natural gas).

Colombia in 2022 launched its own green taxonomy plan, the first country in the Latin American region
to do so. The national government used the EU Green Taxonomy as a baseline with many of the same
environmental goals and guidelines. Additional technical criteria were introduced to adapt the policy to
fit the socio-economic context of the country and align it with local environmental strategies.

In Korea, the government has developed a Korean Green Classification System (K-taxonomy). The
taxonomy defines a subset of economic activities that can be considered green, including activities in
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the energy, industrial, and transportation sector. The taxonomy also makes additional classifications for
transitional activities.

In Mexico, the sustainable taxonomy was launched in March 2023. The taxonomy covers both
environmental and social activities, including climate change mitigation, climate change adaptation and
gender equality.

In Singapore, the Green Finance Industry Taskforce has begun the development of a taxonomy that
would be used by Singapore-based financial institutions which are also active in the ASEAN region.

In South Africa, the National Treasury launched in April 2022 its Green Finance Taxonomy (GFT)
which builds on the technical content of the EU Sustainable Finance Taxonomy.

China has an informal taxonomy that is a combined set of regulations defining green credit and green
bonds. These regulations offer lending guidelines with accompanying KPIs and require banks to report
bi-annually on what percentage of their portfolio is green and their combined impact on emission
reduction and water savings.

The UK Green Technical Advisory Group is advising the Government on the development of a UK
taxonomy.

In Canada, the development of the so-called Transition Taxonomy has been led by the private sector
(six major banks, pension funds and insurance companies). The government in 2021 began preparing
recommendations for the establishment of a green and transition finance taxonomy, establishing a
technical group from the Sustainable Finance Action Council to provide guidance.

Other countries that have taken steps to develop and implement green taxonomies include Chile,
Georgia, Malaysia and Mexico.

Transition taxonomies

Transition taxonomies differ from traditional green taxonomies, focusing instead on providing finance
to high-carbon emitting firms that intend to decarbonize their operations. Transition taxonomies help
promote long-term strategic GHG emission reduction by establishing clear guidelines and reporting
frameworks for decarbonization.

Several countries have begun to establish transition taxonomies to address these needs. In 2021,
Japan published Basic Guidelines on Climate Transition Finance that require recipients of transition
finance to develop and report on their transition progress to financial institutions and provides guidance
on aligning reporting with international standards. Korea, as noted above also has additional
clarifications within its green taxonomy defining transitional activities. Likewise, Canada’s taxonomy
roadmap report establishes transition finance mechanisms for activities with viable decarbonization
pathways.

Source: (OECD, 2020y16)), (European Commission, 2023(17), (Reuters, 2022;1g)), (bnamericas, 2022p19)), (IBK, 20231207), (Modern Mining,

2022p21y), (Green Finance Institute, 2023(22), (Natixis, 2021p23)), (Lexology, 202224), (OECD, Forthcomingps;), (Canada, 2023;26]) (Gobierno
de México, 2023p27))

What is sustainable finance and why does it matter for SMEs?

Sustainable finance takes into consideration environmental, social and governance factors (ESG) in
financing decisions (OECD, 2020p2g]), with the “E” pillar including all financing that considers environmental
performance as a criterion for the financing decision or for determining the financing conditions, regardless
of the purpose of use of the funds. Sustainable finance therefore goes beyond the financing of greening or
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environmentally sustainable investments/projects as defined by relevant green and sustainable
taxonomies (Box 2.1). This chapter focuses on environmentally sustainable finance, and in particular on
the climate/net-zero dimension.

The consideration of environmental factors in financing can take many forms. Exclusionary screening or
divestment prohibits financing/investments in specific industries or activities (e.g. extraction of fossil fuels,
agricultural activities associated with deforestation). ESG (environmental, social, governance) integration
considers environmental (as well as social and governance impacts) as factors of risk and opportunity in
the financing and investment strategies of financial institutions and institutional investors, alongside
maximising financial returns. The active engagement approach targets companies with high emissions but
a strong propensity for improvement in their ESG performance. On the other end of the spectrum, impact
investing pursues or seeks to maximise environmental and social returns, even if they come at the expense
of financial returns (OECD, 2020y2¢)) (Eurosif, 2016(30]) (Busch, Bauer and Orlitzky, 2016(31;; Busch, Bauer
and Orlitzky, 2016(32;). Depending on the nature of their enterprise, Fls and (institutional) investors may
employ one or more of these approaches or instruments when incorporating environmental factors in their
operations.

Whatever the approach taken, the inclusion of environmental factors in financial institutions’ investment
decisions and broader operations has important implications. One of the main implications is that financial
institutions (Fls) increasingly need to obtain sustainability-related data on their clients for the purposes of
making financing decisions, devising relevant tailored financing instruments, managing the risks of their
financed portfolios and meeting emerging reporting requirements. Likewise, companies in high emitting
sectors or sectors with a high and hard-to-abate environmental footprint face greater risks of being
excluded from access to external financing, especially if they cannot provide credible transition plans to
net zero or towards improved environmental performance (OECD, 202233)). The challenges are further
exacerbated for the inclusion of considerations such as transition to nature positive and enterprises’
impacts on biodiversity and ecosystem services, which are even more difficult to identify and measure
(OECD, 202334)).

The emergence of sustainable finance has even stronger implications for SMEs. Some of these
implications, which will be further elaborated in the following sections, include:

e SMEs that adopt green business models or improve their environmental performance could tap
into a growing pool of finance to meet their investment needs. They could also benefit from
financing at better conditions (e.g. lower interest rates, etc), if they are able to produce relevant
data to demonstrate their sustainability performance. Conversely, SMEs could risk losing access
to external financing if they cannot produce data on their sustainability performance, due to their
relatively limited capacities to identify, measure and report on their environmental performance.

e Similarly, while SMEs may increasingly face stronger incentives to green their business models,
they may risk losing access to finance if they cannot advance (sufficiently rapidly) on the journey
to net zero and/or cannot demonstrate credible transition plans. This is a particularly strong risk for
SMEs in high-emitting and hard-to-abate sectors.

e The evolution of the financing landscape requires SMEs to interact with an even wider range of
ecosystem actors, including various ESG intermediaries and sustainability-related service
providers that can support SMEs in measuring, reporting on and improving their environmental
performance. This has implication for resources and their allocation within the SME (OECD,
2022;35)).
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The supply of sustainable finance is growing...

Sustainable finance is growing rapidly in response to stakeholder demand

Sustainable finance has seen tremendous growth over the past decade. ESG integration now accounts for
about USD 40 ftrillion in assets under management, and financial institutions around the globe are
increasingly pledging to integrate ESG factors into their operations as well as to align their portfolios with
net zero, the Sustainable Development Goals or other sustainability metrics (Global Sustainable
Investment Alliance, 2020;36)) (BNP Paribas, 202137).

Emerging non-financial disclosure and other regulatory requirements for financial institutions and large
enterprises are one of the key drivers for the growth of sustainable finance. In a 2023 OECD survey of
public development banks and private financial institutions (Box 2.2), regulatory demand was identified as
the most important driver of climate action (Figure 2.1). Fls in a growing number of countries need to
disclose the sustainability of their own operations as well as the operations of their clients. These
requirements can entail reporting on financed emissions, the share of the portfolio that is aligned with the
nationally applicable taxonomy, a green asset ratio and other similar indicators, which creates incentives
for Fls to allocate more financing toward green and sustainable activities.

The increase in the supply of sustainable finance has also been driven by investors,” consumers’ and
employees’ growing awareness of the importance and urgency of tackling the climate crisis and other
environmental and social challenges. According to a 2022 poll, 88% of institutional investors place
sustainability on par with operational and financial considerations when making investment decisions.
Furthermore, 60% of respondents base their decision on where to work on their beliefs and values and
58% buy or advocate for brands that match their values (Edelman, 20223g)). Shareholder and client
demand were identified as important drivers for climate action in the OECD survey of financial institutions
(Figure 2.1). In combination with increased sustainability reporting mandates for Fls and the associated
reputational considerations, the changing investor and consumer preferences create increasingly powerful
incentives for Fls to integrate sustainability considerations in financing decisions.

Besides growing awareness and value-based investment decision-making, purely financial considerations
also drive investors’ and FIs’ growing allocation of financing toward sustainable or sustainability aligned
activities. In the OECD survey, implications for the long-term financial and operational performance of the
Fl were the second most important driver of climate action (Figure 2.1). Other survey data show that 83%
of early-stage investors in Europe prefer to invest in more environmentally sustainable start-ups, as they
are likely to perform better when they have sustainability goals in their business models. Likewise, 59% of
investors said that they have declined an investment opportunity in the last year due to sustainability
concerns (SME guidance for business growth, 2022(39)).
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Figure 2.1. Factors driving action on climate change in Fls

Please rate the importance of the following factors in driving action on climate/net zero in your institution (% of all
respondents)

M Very High High ® Moderate M Low Very Low ® Not relevant

Regulatory requirements I B
Implications for long-term financial and operational performance -
Shareholder demand for better sustainability performance I B

0% 10% 20% 30% 40% 50% 60% 70% 80%  90%  100%

Client demand for green/sustainable products

Managing physical risks from climate change

Managing liability risk

Implications for attracting and retaining talented staff

Source: (OECD, 2023g)).

StatLink Si=r hitps://stat.link/32jvru

The OECD survey shows that financial institutions are taking steps toward integrating climate
considerations in their SME and overall operations. Over 60% of Fls consider climate implications when
developing strategies and business plans, and nearly half set climate-related criteria for their suppliers.
Over 75% of public and 60% of private Fls also assess the climate related impacts of some or all of their
financing/investment decisions (OECD, 2023¢)) (Figure 2.2).
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Box 2.2. OECD Survey - Financial Institution Strategies and Approaches

The OECD Survey Financing SMEs for Sustainability-Financial Institution Strategies and
Approaches, conducted in the spring and summer of 2023 by the OECD Platform on Financing SMEs
for Sustainability under the aegis of the Committee on SMEs and Entrepreneurship, sought to
understand the sustainability strategies of financial institutions and provide a snapshot of how they
currently incorporate climate considerations in their SME operations. The survey was administered
among both public development banks and private financial institutions serving SMEs on a voluntary
basis. 67 Fls from across the globe responded to the survey, including 45 private banks.

The survey explored questions related to FlIs’ climate strategies, targets and transition plans, their
approaches and future plans with respect to the integration of climate considerations in SME operations,
the financing instruments and non-financial support they use to enable SMEs’ net-zero transition, and
feedback on how the regulatory environment is affecting SMEs’ access to and uptake of sustainable
finance. The survey included both multiple choice and open-ended questions.

The results of this survey are intended for use by a variety of stakeholders (governments, financial
institutions, etc). They provide a benchmark by which to measure future progress in this area.

Source: (OECD, 2023))

Figure 2.2. Most public and private Fls take climate considerations into account in their (SME)
operations

How (if at all) does your institution integrate climate considerations in its financing/investment decisions? (% of
respondents)

Il Public Private

Take into account climate implications when developing institutional objectives
and plans

Require suppliers to meet climate criteria

Assess the climate-related impacts of some financing/investment opportunities

Assess the climate-related risks of every financing/investment opportunity

Divest from or withhold financing from companies that pursue investments
contributing to global warming

Require suppliers to disclose climate performance data

None of the above

0% 10% 20% 30% 40% 50% 60% 70% 80%

Source: (OECD, 2023g).

StatLink Sz hitps://stat.link/4rgofm
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Flis are expanding their offer of green and sustainable financing products through a
range of instruments

Environmental considerations can be integrated into financing products in different ways. As the typology
in Table 2.1 illustrates, products can range from green debt or equity that are financing specific greening
investment or sustainability-linked financing. The latter links financing — regardless of purpose — with the
sustainability performance of the investment or investee (Table 2.1).

Table 2.1. Types of sustainable finance products

Instrument Type Actors involved Characteristics Environmental aspects of the instrument
Green loans Debt PFls, Banks Lending to finance SME greening = Green loans are committed exclusively to
can be enhanced through finance green projects such as those addressing
targeted SME lending portfoliosor = climate change, natural resource depletion,
green credit lines. biodiversity loss, and air, water and soil
pollution. These instruments involve periodic
reporting by the borrower to the lender of the
actual use of proceeds, through qualitative or
quantitative  performance measures (e.g.
electricity generation, or reduction of GHG
emissions).
Green Debt PFls, Non- As PFls support governments to =~ Green concessional loans are used specifically
concessional Commercial achieve policy goals, they areina = for environmental investments and granted with
loans banks position to provide loans with = (substantially) more favourable terms compared
favourable terms for SMEs, i.e. = tomarketloans (below-the market interest rates,
grace periods and low interest longer grant periods or a combination of both).
rates Such loans may be conditional on measures
beyond regulatory requirements (e.g., use of
best available techniques or best management
practices).
Bridge loans Debt PFls, Investors  Bridge loans can be crucial forthe = Bridge loans are particularly useful for green

survival of green projects. Given
the large risk of sustainable
projects, this instrument allows
the SME to have capital until
permanent or next stage financing
can be obtained.

pioneer companies facing high upfront costs and
risks in early-stage development phases and
between funding rounds, (e.g. developing
cutting-edge technologies in areas such as
clean energy or mobility).

Green revolving = Debt PFls, Banks Revolving credit gives flexibility to =~ Green revolving credits are often dedicated to
credit green SMEs as they can use fund energy efficiency, renewable energy,
funds when they need it. The and/or sustainability projects that generate cost
requested amount is available, = savings. A portion of the savings are used to
once used and repaid, the credit =~ replenish Green Revolving Funds allowing

replenishes. reinvestment in future similar projects.
Green Debt PFls, Banks, PFls and guarantee societies can ~ Green credit guarantees have specific eligibility
guarantees  to Mutual incentivize bank lending by criteria aligned with environmental objectives
banks Guarantee providing guarantees to green thatcan be based on the use of proceeds and/or
Societies credit lines. Eco-credits are on the characteristics of borrowers. Green
examples of loan guarantees to = guarantees may have monitor and evaluation
promote  energy  efficiency = frameworks to measure and report climate
projects performance and disclose the carbon footprint of

the guaranteed portfolio.

Green  supply = Debt PFls, Banks, Financial institutions as well as = Supply chain finance involves a buyer approving
chain financing/ Enterprises enterprises can use this its supplier invoices for financing by a bank when

green factoring

instrument to support SME
greening in supply chains.

a product or service is provided. This type of
financing helps the supplier get short-term credit
and optimize working capital, while the buyer
gets more time to pay off balances. Green
supply chain finance entails the provision of
financing at  preferential rates  upon
demonstrated sustainability performance. Such
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preferential rates can potentially improve along
with sustainability scores.

Grants for green = Grants PFls PFls can channel governmental = While green subsidies are specifically used to
projects grants for green SME projects. = help firms offset high upfront costs related to the
Grants can include cash transfers = implementation of green technologies and/or
as well as technical support. processes, green grants can be used for a
broader set of purposes (e.g. incentivize
production of green products and services).
Green equity Equity Impact Equity is one of the main Green Equity includes both Venture Capital and
Investors, PFls,  instruments used by impact Private Equity aimed specifically at funding
Venture capital  investors but it can also be used = innovative solutions to address environmental
funds by PFIs and private financial —challenges (e.g. Green-tech, sustainability start-
institutions ups). Green VC typically fund the development
of pilot-scale green projects where investments
can have long funding periods. It has continuous
monitoring and reporting, and investors are
directly involved in corporate governance to
ensure products and processes are aligned to
climate objectives. PE fund green start-ups in
advanced stages, and also incorporate green
indicators to evaluate performance.
Hybrid Equityand  Impact Hybrid instruments combine debt = Using hybrid financing instruments, PFls are
Financing Debt Investors, PFls  and equity. It is useful for SMEs = able to offer additional incentives for SMES’
as they can convert outstanding = green transition. SMEs are likely to benefit more
debt into equity. from green investments as compared to
alternative investments because of favourable
financing conditions (e.g. when a green loan is
connected to a grant). For example, PFls can
provide a certain percentage of the green loanin
the form of a grant if the company uses the grant
for targeted green measures such as investment
in renewable energies or energy efficiency.
Mini-green Capital Banks, PFls, They are smaller green bonds to =~ Mini-green bonds are committed exclusively to
bonds Markets Impact allow the access of unlisted SMEs  financing environmental or climate projects.
Investors to capital markets. Minibonds can =~ These bonds are issued by green start-ups or
complement large green bonds. = SMEs. They often cannot be traded and must be
The downside is that they are held until maturity, as they do not usually have a
often  perceived as risky secondary market for investors to exit early.
investments, thus they are Green mini bonds are also less regulated and
guaranteed by public institutions.  given their high perceived risk they offer higher
returns compared to traditional bonds.
Sustainability- Debt, Banks, PFls, Loans or bonds whose financing = Sustainability-linked loans have a dynamic
linked capital Impact conditons are tied to the interest rate linked solely to selected
instruments markets investors sustainability/ESG  performance = sustainability performance indicators, such as

of the issuer.

carbon emissions or a specific ESG target.
Beneficial conditions are not tied to the use of
proceeds (like in green concessional loans).
ESG-linked bonds have coupons linked to
sustainability performance targets (e.g. EU
Taxonomy, UN Sustainable Development Goals
related to climate change or environmental
degradation).

Source: (OECD, 2022;7) based on (ASEAN, 201940)), (European Commission, 2017141)), (European Parliamentary Research Service, 202142),
(FCA, 2022y43)), (KFW, 2022(447), (McDaniels and Robins, 2017us)), (OECD, 2015us)), (Sustainalytics, 202247)), (The Montreal Group, 2016ps)),
(Kim et al., 2022p497), (US Department of Energy, 2021(s07), (World Bank, 202151) and (Lin, 2022;52)).

Fls can use green or sustainable instruments to align their portfolios with national, supranational or
individually defined taxonomies. This, in turn, can help Fls manage sustainability-related risks in their
portfolios and improve portfolio alignment for the purposes of disclosure and managing reputational risks.
It can also allow for the provision of more favourable financing conditions for such investments recognising
their better long-term financial performance.
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In the OECD survey of financial institutions, most Fls indicated that they offer tailored financing solutions
to SMEs. Most banks have products labelled as green and sustainable, but fewer offer ESG-linked
instruments or transition finance (Figure 2.3 Panel A).

Most Fls offer debt instruments — medium- and long-term debt and short-term loans and factoring — but
equity and quasi-equity financing remain relatively limited. Loan guarantees are important instruments that
public financial institutions use to mobilise financing for SMEs’ green and sustainable investments
(Figure 2.3 Panel B).

The introduction and implementation of sustainable financing instruments requires regular monitoring of
sustainability performance or pre-defined KPIs related to that financing (Table 2.1). Yet SMEs have limited
capacities to provide such data, making it more difficult for them to benefit from these financing products.
This in turn also makes financial institutions more reluctant to extend such tailored products for SMEs as
they risk being labelled as greenwashing if they cannot produce relevant firm-level data. Demand-side
constraints also limit SMEs’ ability to profit from this growing pool of tailored financing solutions.
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Figure 2.3. Banks provide a variety of sustainability related financing products.

A. Does your insfitution provide any financing/investment products classified as:

I Public Private

Mk

No green/sustainability labels F

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

B. Which of the following types of tailored instruments does your instituion use to inance SMES’ sustainable or green investments?

Il Public Private

Medium/long-term  Loan guarantees Shortterm Grants Equity/quasi equity ~ No dedicated
loans loansffactoring financial instruments

90%
80% [
0%
60% [
50% |
40%
30%
20%

10% [

Source: (OECD, 2023)).

StatLink Su=r https://stat.link/4vq876
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Data requirements have emerged as an important obstacle for financial
institutions and SMEs to seize sustainable finance opportunities

FlIs increasingly need data on clients’ sustainability performance, but SMEs have limited
capacity to respond

Financial institutions increasingly need and seek out granular data on their clients’ sustainability
performance in order to manage risks, develop financing instruments and meet reporting requirements
(Box 2.3).

Box 2.3. What drives banks to collect sustainability-related data on SMEs?

Managing risks: Fls are increasingly taking into account the potential impacts of physical, transition
and systemic risks stemming from climate change biodiversity loss and other environmental
degradation in their SME-related assets and liabilities. The range of impacts is wide, from material
damage related to increasingly severe weather events, which can impact the value of the Fls’ assets,
to the risks posed by the green transition itself, including regulatory, technology, market and reputation-
related risks. In the latest OECD survey, over 50% of private Fls stated that they have integrated climate
considerations in risk management policies, and 78% stated that climate related risks are regularly
evaluated at executive/board level meetings (OECD, 20235)). Comprehensive assessment of Fls’
exposure to climate and nature-related risks requires access to relevant data on the exposure of
individual clients, including SMEs (OECD, 2023).

Devising financing instruments: The net-zero and nature-positive transition of Fls also entails
opportunities to develop new tailored financing products that can meet the transition-related financing
and investment needs of SMEs. However, green and sustainability-linked financing instruments relate
financing conditions with sustainability criteria or key performance indicators (KPIs), which means that
they require some form of data collection on sustainability performance of clients. SMEs’ more limited
knowledge, capacities and resources to collect and report on such data makes them less able to tap
into available sustainable finance instruments. In turn, Fls are less inclined to developed tailored
sustainable financing instruments for SME clients, because, in the absence of relevant client data, they
can be labelled as engaging in “greenwashing.”

Meeting reporting requirements: In a growing number of OECD and non-OECD countries, financial
institutions are subject to sustainability reporting requirements (see section Data requirements have
emerged as an important obstacle for financial institutions and SMEs to seize sustainable finance
opportunities). While these requirements often exempt non-listed SMEs, which account for the majority
of enterprises in the economy, the reporting burden is increasingly transmitted to SMEs by the reporting
entities, including Fl, which have to disclose not only their direct environmental performance but also
the performance of their clients (e.g. in the case of carbon emissions, Fls in many jurisdictions have to
report on the so-called Scope 3 emissions which include the emissions of their supply chain as well as
the financed emissions of their clients).

Source: (TCFD, 2017s3)) (TNFD, 2023;54))

Current regulations allow Fls and other reporting entities to use alternative methods of calculating the
environmental performance of their financed portfolios. For example, in the case of carbon emissions,
many entities use the method of the Partnership for Carbon Accounting (PCAF) which uses sector-based
weights to estimate the carbon footprint of the SME portfolio without necessarily requiring any additional
data from SME clients.
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However, Fls also face challenges when they try to use alternative approaches that do not require
collection of data from SME clients. These types of top-down approaches, which use sector-level data to
estimate firm-level footprints, do not deliver sufficiently granular information to support decision-making.
Where artificial intelligence is used, transparency presents an issue. Fls, therefore, have an incentive and
do seek out sustainability related data from their SME clients to fulfil their various operational needs.

Survey results confirm that the lack of granular data on SME sustainability performance represents a critical
challenge for most Fls. For example, around 85% of the surveyed public and private Fls in OECD countries
cited the lack of data on SME climate performance as a barrier to the integration of climate considerations
in SME operations (Figure 2.4). Most Fls also cited data challenges as the most important barriers to the
development of net-zero targets and transition plans, reporting on financed emissions and taking overall
action on climate change at an institutional level (OECD, 2023).

Figure 2.4. Lack of granular data on SME climate performance is a challenge for most banks

What are the key challenges you face in integrating climate change considerations in financing/investment decisions
regarding SME clients? (% of respondents)

Il Public Private
Lack of data on SME climate performance —
Lack of internal knowledge/capacities _
Lack of guidance from national competent authorities e
Lack of (clear/coherent) strategy/policy at institutional level e
|

Conflict with other objectives of the institution

Do not know/not sure

|

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Source: (OECD, 2023g)).

StatLink Sa=r https://stat.link/acémrz

Currently most Fls ask for some type of sustainability-related data from their SME clients (Figure 2.5).
These data can be collected through surveys or other means before the provision of financing and
afterward, during the monitoring phase. The types of data requested can differ considerably across
institutions as well as depending on the sector and size of the enterprise, the type of investment, the type
of instrument used (e.g. asset-backed; sustainability-linked etc). Also, while some Fls use pre-defined
frameworks to define the data requirements (e.g. EU green checker; ESG ratings), others are using or
defining their own assessment/reporting framework (OECD, 2023).
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Figure 2.5. Most Fls ask for sustainability-related data from their SME clients

How is sustainability-related data obtained for small and medium-sized (SME) clients for the purposes of
financing/investment decisions? (% of respondents)

Il Public Private
70% r
60%
50%
40%
30%
20%
10% |
0% Directly I Indirectly I No data requested from SME clients

Source: (OECD, 2023g)).

StatLink Sa=r https:/stat.link/8u10rl

There is currently no common approach in terms of the types of data asked from SME clients across
institutions. Some examples cited in the 2023 OECD survey include data on GHG emissions;
certificates/labels (e.g. energy performance, ISO on sustainability /waste management/water management
etc.); ESG ratings (if any); ESG/sustainability strategy/commitments, audited integrated reporting, etc.
During the monitoring or post-repayment stage, the data requirements can vary even further, with some
Fls just asking for the same data as those requested prior to the provision of the financing and others
asking only for data to verify the purpose of the financed activity. Some Fls also ask for proof of the
achieved commitments or KPIs (e.g. energy savings), but this can vary from monitoring KPIs to only
qualitative response to a questionnaire without further verification (OECD, 2023)) .

This current state of play presents many challenges for SMEs:

e SMEs have more limited capacities to measure and report on their sustainability performance
compared to large enterprises. SMEs are generally not required to report on their non-financial
performance; in some countries only listed SMEs will have to provide such disclosure. Likewise,
few ESG rating providers assess SMEs specifically, and SMEs are underrepresented in ratings
among the major ratings providers (OECD, 2020s5). And although voluntary reporting,
certifications and other means of communicating SMEs’ environmental performance are on the
rise, they are still employed by relatively few SMEs due to the associated costs. For example,
despite representing over 99% of all businesses in OECD countries, only 10-15% of companies
using the GRI Sustainability reporting standards are SMEs (ESG Investor, 2021 s¢)).

e Relatedly, there are concerns about the quality and consistency of the data produced by SME
clients for the purposes of aggregation and reporting for large enterprises, which can be a
disincentive for the provision of financing for SMEs. Sustainability data and ratings rely mainly on
data that is self-reported or proxy data that is not verified or audited, and this can raise questions
about the objectivity, comparability and reliability of these data with largely negative implications
for SMEs. In the current context, the quality of these data reflects to some degree the capacities of
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companies to adequately measure and report on their environmental performance and greening
actions, and this likely disadvantages SMEs relative to large enterprises (OECD, 202235)).

e The lack of a standardised framework for data requirement compounds the above challenges and
further adds to the burden on SMEs. Results from the OECD survey confirm anecdotal evidence
shared by SME associations and other stakeholders that there is a large variety of data points that
SMEs are asked to report on for different entities, including different financing providers and large
entities in their value chains (OECD, 2022;577)) (OECD, 2023g)).

Financing enterprises in hard to abate sectors will come with additional demands, which
are particularly strenuous for SMEs

Ensuring a just transition means that enterprises across all sectors, including those that are currently highly
polluting and hard-to-abate, will need to continue to have access to so-called “transition finance” in order
to reduce their environmental footprint. Yet financing the greening of highly polluting sectors can easily be
subject to “greenwashing” if not accompanied by credible transition plans for the financed entities. This
poses a critical challenge for SMEs as the production and/or certification of transition plans can be a very
resource intensive endeavour that many SMEs cannot fulfil. The absence of simplified frameworks for
development and verification of SME transition plans makes it difficult to see how SMEs can benefit from
transition finance in the future and increases the risks that SMEs in certain sectors can lose access to
external finance.

Implications for SME access to finance

The sections above highlight that the shift of the financial sector toward more sustainable investments,
while generally a very welcome development, also raises concerns about SMEs’ access to finance. Data-
related challenges, complexity and costs related to development of transition plans, and demonstrating
improvements in sustainability performance, mean that SMEs may not be able to meet the emerging
requirements that Fls will need to introduce to meet their own operational and reporting needs. This has
implications for regulators, policy makers and other national and international public entities and calls for
the development of effective solutions to help SMEs not only to navigate but also benefit from this evolution
in the financial sector (see more in section Creating a supportive ecosystem to help SMEs navigate the
transition).

Limited SME demand for sustainable finance poses an important challenge to
further market development

In addition to the above-mentioned constraints to the provision of sustainable finance for SMEs, policy
makers, public and private Fls, and other ecosystem actors need to tackle the challenge of SMEs’ limited
demand for sustainable finance, which reflects awareness, knowledge and resource barriers.

Information and awareness related barriers are high among SMEs

A lack of information and awareness of opportunities, environmental regulations and support options can
constitute a significant barrier for greening efforts by SMEs and entrepreneurs. They may lack knowledge
of current and upcoming policy requirements, possibilities and opportunities to reduce resource use and
available financial or advisory support measures to assist them. Lack of awareness and information
represent a common barrier for SMEs across different policy areas, but receives particular emphasis in
the environmental domain, in part because of its perceived technical and economic complexity. For
instance, SMEs are often unaware of many financially attractive opportunities for environmental
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improvement. There is a widespread misperception that protecting the environment is associated with
technical complexity, burdens and costs (OECD, 2018ss)).

Even when well-informed, often owner—managers of small firms are ‘struggling to bridge the gap between
their environmental attitudes (aspirations) and their environmental behaviour (practices). While for many
SMEs the business case for investing in the transition is clear, which makes them reactive to information
on opportunities and obligations, for some (and potentially large) groups of SMEs, the business case may
be less clear-cut. In this case, actions devoted to improve access to information may not be sufficient to
change practices and incite investment.

SMEs also face high technical, market and regulatory uncertainty

Technical uncertainty often arises from questions about the technical feasibility of adopting new
innovations and solutions, as well as their potential implications. SMEs often do not have technical
expertise and have questions about the functionality, usefulness, or quality of new innovations for the
performance of their own business. This uncertainty leads to an under-investment by SMEs.

Market uncertainty is frequently identified as one of the main barriers to greening in surveys of SMEs and
entrepreneurs. SMEs often view environmental measures as reducing profits while simultaneously
presenting uncertain market benefits even if there is considerable evidence to the contrary. For many
SMEs, greening will likely have a net cost, which leads them to view “greening” with scepticism. In Korea,
for example, 60% of SMEs and entrepreneurs consider that the net-zero transition would negatively impact
their competitiveness over the near term, and 15% consider it even a threat to their existence (Korea
Chamber of Commerce and Industry, 2021147). In the UK, about 30% of SMEs have cited feasibility as
their top constraint to green investment, while in Canada SMEs cite their perceived inability to profitably
provide affordable green products, services or processes as one of their top three obstacles for greening
(British Business Bank, 202159;; Business Development Bank of Canada, 20210)). This obstacle is
typically greater for SMEs than for large firms. It also represents a major hurdle for eco-entrepreneurs,
since they typically need to build a market for a product that does not yet exist.

Policy and regulatory uncertainty can also be an obstacle to greening since policy volatility can contribute
to market uncertainty. This is particularly true for innovation and entrepreneurship. Moreover, while
regulation is considered a powerful driver for environmental innovation, environmental regulation is often
more arduous for SMEs than for larger firms (Brammer, Hoejmose and Marchant, 2012;s1;) since they have
fewer resources to dedicate to navigating a complicated regulatory system that may require certifications
and compliance inspections. For resource efficiency actions, complexity of administrative procedures is
the most cited difficulty for European SMEs (34%) (European Commission, 2021s2)).

Capacity and resource constraints affect SME demand for sustainable investment and
finance

SMEs willing and capable of adopting sustainable practices and seizing green business opportunities
generally face skill deficits, size-related resource and technology constraints, and difficulties in obtaining
government support (OECD, 2018sg)).

Even when SMEs are aware of the potential of better environmental performance to improve their
competitiveness, a lack of appropriate skills and expertise commonly prevents these enterprises from
acting upon win-win opportunities. In a 2023 survey, 58% of SMEs globally identified skills and knowledge
as a barrier for taking action on climate (SME Climate Hub, 20233)). Managerial constraints have also been
shown to limit SMEs’ ability to implement solutions, with stronger green management being linked to more
drastic cuts to greenhouse gas emissions (De Haas et al., 2021s3)).
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SMEs also face technological and resource constraints as a result of their size. For instance, SMEs may
be less able to access environmental technologies than large firms due to pre-existing challenges in finding
capital or due to the economies of scale needed to realise the environmental benefits of the solution. In a
meta-analysis of the 50 most cited articles related to sustainability barriers for SMEs, resource-based
barriers (lack of resources, high initial capital costs and lack of expertise) were found to be the most
important (Alvarez Jaramillo, Zartha Sossa and Orozco Mendoza, 2019s4)).

Finally, SMEs face constraints in obtaining government support. Government agencies increasingly need

data as a means of proving a programme’s effectiveness and showing progress towards environmental
goals. As elaborated in previous sections, data provision is a challenge for resource-constrained SMEs.
Additionally, the administrative costs of applying for and obtaining government support remain relatively
fixed across firm size, hence affecting SMEs disproportionately. These challenges limit SMEs’ utilisation
of government support and thus lead to an under-investment in sustainable technologies.

SMEs need to interact with a wider range of actors in the sustainable finance ecosystem

SMEs have to navigate an increasingly complex sustainable finance ecosystem with a growing number of
actors. In addition to the traditional players including public and private financial institutions, accountants,
policy makers, regulators and others, SMEs also need to interact with many ESG intermediaries including
Fintech companies and other service providers that can enable them to measure and report on their
sustainability performance as well as take actions to improve it. SMEs may also need to interact with
various verification bodies to ensure that their reporting or transition plans are credible and aligned with
the Paris Agreement and other relevant global benchmarks. This can also temper their demand for
sustainable finance and investment.

Implications for SME sustainable finance

SMEs’ limited demand for sustainable investment and the related finance has several critical implications:

e SMEs need a stronger business case and external support to boost their investments in
sustainability and seek the related financing;

e In the absence of SME demand, public and private Fls have limited incentives to develop tailored
financing solutions for financing SMEs’ net-zero and other investment needs;

e If they do not invest in improving their sustainability performance or can demonstrate credible
transition plans, SMEs risk losing access to finance even for other investment needs as elaborated
in the previous section.

A clear and transparent regulatory and policy framework is critical to limit regulatory and policy uncertainty
and strengthen the business case for investing in net zero and greening. Financial and non-financial
support aimed at strengthening SMEs’ awareness and capacities and incentives to invest in the green
transition will also be critical going forward. Different actors in the sustainable finance ecosystem - both
public and private - need to be mobilised in this effort (see section Conclusion and policy implications).

Creating a supportive ecosystem to help SMEs navigate the transition

Creating a supportive ecosystem is critical to the green transition of a broad and diverse population of
SMEs. To increase SME demand for sustainable finance and to address the above-mentioned constraints,
regulatory frameworks must provide a stable and clear path for transitioning. These frameworks should
take into consideration the capacity of SMEs while being comprehensive enough to allow financial
institutions to reward those undergoing the transition.
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Regulatory and policy approaches

Clear, transparent and predictable regulatory and policy framework

Clear, transparent and predictable regulatory and policy framework is critical to strengthening the case for
SME investment in greening. As noted above, SMEs’ demand for sustainable investments is constrained
by the uncertain returns stemming in part from regulatory uncertainty. Governments must, therefore,
ensure that they set a clear economy-wide transition path and a coherent regulatory and policy framework
to support the private sector’s sustainable investments.

Comprehensive regulatory framework (e.g. carbon pricing; non-financial disclosure, etc) will also provide
banks greater incentives to price in climate- and nature-related risks into their operations, with impact on
financing decisions and financing conditions. The latter implies that Fls will be able to increasingly offer
better financing conditions for enterprises with better financial performance. Currently, by most accounts,
the premia for better environmental performance are relatively small i.e. Fls can only offer small discounts
for financing of SMEs that have a better financial performance. A more comprehensive regulatory approach
that incentivises the internalisation of environmental externalities and pricing of environment-related
physical transition and systemic risk can foster better pricing of financing products. A clear and
comprehensive regulatory framework also provides incentives for SMEs to invest in greening and helps to
address the demand-side constraints to the growth of sustainable finance.

Governments should also take the SME dimension into consideration when designing regulations and
policies. As elaborated in the previous sections, SMEs do not have the same resources and capacities as
large enterprises to address regulatory requirements, particularly complex requirements such as non-
financial disclosure in line with various existing national and international reporting standards. This does
not have to mean necessarily exemption of SMEs from regulations; in fact, exemptions may produce
unintended consequences, such as creating a threshold or barrier for firm growth (OECD, 2021s)).
Moreover, as discussed above, even if exempted, SMEs may be indirectly impacted by the requirements
imposed on larger entities. Consideration of the SME dimension can, for example, include the introduction
of regulatory requirements that are proportional to firm size and thus entail considerable simplification and
lower resource intensity for smaller enterprises (OECD, 20223s). When determining what policy
intervention to use, governments should consider the impact of the policy, the relevance of SMEs to the
goals of the policy, and what subgroups of SMEs (sector, age, geographic location, etc.) are most likely to
be affected (OECD, 20215)).

Many countries have begun introducing a variety of mechanisms to better account for SMEs, including:
collecting granular data on key features and behaviours of various types of SMEs, undertaking ex post
evaluations to assess the effectiveness of policies and programmes for specific populations of businesses,
creating dedicated institutions to coordinate functions, incorporating the use of SME threshold testing to
gauge the relevance of a policy to SMEs, and strengthening consultation processes to include voices that
are less heard (OECD, 2021s5)). The different approaches and mechanisms to include the SME dimension
need to be adapted to fit the countries’ specific institutional set-up (OECD, 20234)).

Sustainability reporting regulations

Many current and emerging regulations, notably regulations on sustainability disclosure, have been
designed with large enterprises in mind and have largely exempted non-listed SMEs which account for the
vast majority of SMEs. However, as elaborated above, SME are indirectly impacted by these regulations
via the financing channel and/or their participation in the value chains. This means that reporting entities,
including financial institutions, have to request a certain set of data points from their SME clients and
translate them into relevant metrics to meet their own comprehensive reporting requirements. As noted, in
the recently implemented survey by the OECD, some Fls use already existing frameworks for obtaining
such data from SME clients, while others rely on their own assessments and methodologies. This creates
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a plethora of different approaches and data points that are being sought from SMEs, which further
compounds the burden on these entities with limited capacities to measure and report on their sustainability
performance.

The development of simplified reporting frameworks for SMEs can help take into account their relatively
more limited capacities for measurement and reporting compared to large firms, as can the promotion of
interoperability of these frameworks. Likewise, dialogue to explore how these requirements could be
balanced or offset by using estimates can contribute to minimising the burden for both SMEs and financial
institutions.

Some initiatives are already being put in place to address these challenges. The European Commission
in 2023 introduced the SME Relief Package, which notes the difficulties SMEs have in accessing
sustainable finance and commits to limiting disclosure requirements from trickling down through value
chains and to adapting the Green Asset Ratio to improve incentives for SME financing (EU Commission,
2023i661). Likewise, the European Financial Reporting Advisory Group (EFRAG), the EU advisory body that
developed the European Sustainability Reporting Standards (ESRS), has been mandated to develop
voluntary reporting standards for non-listed SMEs that can provide a common framework that Fls and
SMEs can refer to. The IFRS is also developing guidance for SMEs (Box 2.3). The OECD Platform on
Financing SMEs for Sustainability is also working to support this global effort for the development of a
simplified SME reporting framework for Fls.

Box 2.3. Selected initiatives to limit the sustainability reporting burden on SMEs

IFRS

The International Financial Reporting Standards (IFRS) Foundation, which developed the
International Sustainability Standards Board (ISSB) standards, has taken an initiative to streamline the
ISSB standards for non-public SMEs. Compared to the full ISSB, these new accounting standards omit
topics not relevant to SMEs, simplify the principles for recognising and measuring
assets/liabilities/income/expenses, and require fewer disclosures. To ease readability, the streamlined
offering is written in a clear, easily translatable language and some accounting choices are restricted
to provide a simpler methodology. The initiative also limits the frequency of revisions to ISSB (once
every 3 years) to further reduce the reporting burden for small businesses.

EFRAG

The European Financial Reporting Advisory Group (EFRAG) provides technical advice for the
adoption of the European Sustainability Reporting Standards (ESRS) for listed SMEs. Their focus is to
remove the reporting requirements that they deem are irrelevant to SMEs or are disproportionately
burdensome. SMEs under the revised standards would have simplified disclosures for reporting on the
roles/responsibilities of management as well as for sustainability impacts, risks and opportunities.

EFRAG has also begun to develop a Voluntary Sustainability Reporting Standard (VSRS) to be used
by unlisted SMEs not covered under ESRS. Through VSRS, EFRAG aims to facilitate SMEs’ access to
sustainable finance without substantially increasing the reporting burden for SMEs.

Source: (IFRS, 2023;s7)), (Deloitte, 2023s)), (EFRAG, 202269)), (EFRAG, 2022(70))

Transition finance frameworks

Current reporting frameworks focus strongly on sustainable or sustainability-aligned activities which
creates limited incentives for Fls to invest in brown activities or hard-to-abate activities, even when entities
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have developed credible transition plans. This excludes entities that are responsible for a high proportion
of emissions and crucial to decarbonization efforts (OECD, Forthcomingjzs)).

Transition finance frameworks exist to facilitate the phased transition plans of brown and hard to abate
firms. Currently there exists no internationally recognized agreements on transition finance but various
governments have established their own initiatives to foster the participation finance of market players
(OECD, Forthcomingizs)).

Transition finance is reserved for firms that can develop and prove the credibility of their transition plans
(e.g. through relevant independent verifications), creating a barrier for SMEs with lower reporting capacity
and limited financial resources. Simplified frameworks for SMEs should be developed, and non-financial
support be given to aid SMEs in developing transition plans. Financial institutions engaging in transition
finance should apply the principle of proportionality when requesting transition-related information from
SMEs (OECD, Forthcomingzs)).

Frameworks for inclusion of biodiversity and nature-related risks and opportunities in non-
financial reporting

Going beyond measures related to carbon neutrality and GHG emissions, public and private actors are
increasingly incorporating concepts of biodiversity as they look to develop holistic measures of
environmental performance. The inclusion of biodiversity impacts and exposure to nature-related risks in
disclosure and other regulatory requirements for FIs and large enterprises also poses challenges for SMEs.
Currently reporting frameworks are varied in methodology due to geographic factors and interrelatedness,
heightening the complexity of establishing biodiversity-related dependencies and impacts. SMEs often lack
a comprehensive understanding of how their activities impact their ecosystems, along with information
about how climate change affects the ecosystems they depend upon; they may thus lack the capacity to
develop sustainable land/ocean/forestry practices in line with emerging frameworks.

Efforts are also being taken to increase the ease of reporting on biodiversity related impacts and risks. The
Taskforce for Nature-related Financial Disclosures (TNFD) is a market-led taskforce of financial institutions
that aims to develop a risk management and reporting framework that captures nature-related risks. TFND
does not aim to create new standards for biodiversity but instead aims to create an integrated framework
that aligns disclosures, provides flexibility in reporting depending on the capacity of the organisation,
encourages easy adoption of natural related disclosures and overtime provides a structured path to
increasing disclosure ambitions (TNFD, 2023;s4). As these frameworks become standardised and nature-
related disclosures become mandatory, action is needed to ensure that SMEs are not overburdened by
additional reporting standards.

On the regulatory side, governments are beginning to mandate the disclosure of biodiversity impacts and
the exposure of firms to nature-related risks, many of which are based on the TNFD framework. The
European Sustainability Reporting Standards (ESRS), for example has two modules dedicated to
biodiversity and nature related risks: “Water and Marine Resources” and “Biodiversity and Ecosystems”.
Under both these modules entities are required to report their respective impact, mitigation efforts and
material risks associated with the entity’s activity (OECD, 202334;). As mentioned in Box 2.3, EFRAG is
working to streamline ESRS for the use of SMEs, although this does not currently include changes to the
two aforementioned modules (EFRAG, 2022;9]). Indonesia also has established in its reporting obligations
that entities disclose all conservation activities and report on their exposure to biodiversity related impacts
(Indonesia Financial Services Authority, 201771)).

Given the complexity of understanding and measuring nature-related risks and impacts, standard setters
and regulators need to make sure that simplified measurement and reporting frameworks are in places.
Different public and private actors should also provide tools, training and other capacity building support
to help SMEs understand their dependency and impact on biodiversity and ecosystem services.
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Public support to mobilise sustainable finance for SMEs

SME access to sustainable finance is subject to considerable supply-side constraints that reflect not only
traditional challenges in the provision of SME financing (asymmetric information, high cost relative to the
size of loan, limited collateral, etc.) but also specific challenges related to the needs of sustainable finance
instruments, most notably the measurement, monitoring and reporting on their sustainability performance.
As elaborated in the section Data requirements have emerged as an important obstacle for financial
institutions and SMEs to seize sustainable finance opportunities, in the absence of public support to
mobilise financing from private Fls, SMEs will have limited access to tailored financing solutions for the
green transition and may even lose access to finance altogether. Financing support can take many forms.

Direct financing

Public lending schemes for SMEs are the most used direct financing instrument by public institutions.
Direct lending is provided through specialised public banks that are focused on SME finance (e.g. the
British Business Bank, the Business Development Bank of Canada, Bpifrance and the Industrial Bank of
Korea) or through government-sponsored entities that can provide lending to SMEs (e.g. the US Business
Administration). It can take the form of direct issuing of SME loans or it can entail the provision of credit
lines for on-lending through private financial institutions (e.g. microloans). These lending schemes can be
designed to target specific types of investments, including investments for greening or scaling up green
solutions. As discussed above, lending to SMEs can be extended through a range of different instruments
including concessional loans, bridge loans, revolving credit, etc. Public FIs can also channel financing
obtained through the issue of green bonds to SMEs through various forms of credit.

Non-debt financing for SMEs, such as equity, can also be used by governments to mobilise finance to
small business, particularly for new, innovative and fast-growing companies with a higher risk profile.
These entrepreneurs and SMEs need substantial funds to finance green projects with high growth
prospects, but their future earnings are often difficult to forecast and thus they are unlikely to be able to
obtain bank credit. These financing constraints can be especially severe in the case of start-ups or small
businesses whose business model relies on intangibles (e.g. green intellectual capital), which, despite their
contribution to firm profitability and competitive advantage (Chen and Chang, 201172)), are difficult to use
as collateral in traditional debt relations (OECD, 202273;) (OECD, 2015(46)).

Non-debt financing can also take the form of grants. Grants can be used to support eco-entrepreneurs
that are seeking to develop and grow their innovative green ideas. They are particularly well suited to
support technologies that are further away from the commercialisation stage. They can also be used to
incentivise eco-adoption of greening technologies that can have broader environmental and social benefits.

Hybrid financing instruments are gaining increased attention in the post-COVID period as a means of
recapitalising the SME sector. A 2021 study in the EU, recommended the use of a hybrid capital instrument,
ideally guaranteed by an EU entity, which delivers equity accounting treatment as well as tax deductibility
to mobilise SME sustainable finance. This kind of instrument could provide the scale to deliver cost-efficient
capital that would not require relinquishing control of the company, which is a major concern for many
SMEs (AFME, 2021(74;). Other hybrid instruments, such as convertible loans (i.e. loans are converted to
equity once specific stipulations in the loan agreement are met), can also be used to support the financing
of SMEs’ green transition without further raising the debt burden on SMEs.

Mobilising private financing

Public credit guarantee schemes (PCGSs) are the most common instrument for mobilising debt
financing for SMEs, and they have considerable potential to mobilise finance for sustainable investment
as well as to reduce the cost of capital of green projects. Credit guarantees are especially instrumental in
offsetting the informational asymmetries between borrowers and lenders as they absorb the risk of lending
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to SMEs. Financial institutions have higher incentives to provide the financing the company needs, as the
risk of non-repayment in the case the company fails, is shared between the financing bank, the PCGs and
the state. Although the coverage of credit guarantees varies largely among countries, in the European
Union, for example, most of the credit guarantee coverages ranges from 60% to 80% (AECM, 2022(7s)).

Credit guarantees that incorporate climate objectives are increasingly used around the world as a
mechanism to mobilise sustainable and green finance for SMEs (Box 2.4). Credit guarantees can be an
effective way to channel finance to eco-adopters considering the large upfront costs they face when they
undertake sustainable investments. Similarly, credit guarantees can be useful to reduce the private sector’s
risk of investments to eco-innovators. Although these types of enterprises rely mainly on equity instruments
to finance their operations, they also benefit from hybrid instruments and as such, can benefit from green
credit guarantees.

Private financial institutions, in turn, can rely on a range of sustainable or green financing
instruments to finance SMEs’ sustainable investments. As noted above, financial institutions currently
finance SME net-zero investments mainly through medium and long-term loans as well as short-term loans
and factoring. Likewise, many Fls provide this financing through tailored instruments labelled as green,
sustainable, or ESG-linked (OECD, 2023g)).

Box 2.4. Examples of credit guarantee schemes aimed at mobilising green finance for SMEs

Green credit guarantees

The Sustainability Portfolio Guarantee Product, implemented by the EIF under the InvestEU
programme, strives to enhance access to debt finance for SMEs investing in the EU’s green and
sustainable transformation. In comparison to the market’'s standard products, the EIF Sustainability
Guarantee offers preferential conditions to financial intermediaries, such as a high guarantee coverage
rate of up to 70% and a maximum transaction amount of 7.5 million when private financial intermediaries
finance SMEs. Eligible to apply for the guarantees are “Sustainable Enterprises” (e.g. those working
with clean-tech related technology or recipients of an eco-label from an EU labelling scheme) or “Green
Investments” (such as SME’s investment in energy efficiency or sustainable use of materials).

The €500 million Growth and Sustainability Loan Scheme operated by the Strategic Banking
Cooperation of Ireland (SBCI) provides longer-term lending to SMEs. The Scheme targets a minimum
of 30% of the lending volume towards environmental sustainability purposes with the aim of
encouraging SMEs to take positive actions in support of the climate change agenda. In addition, up to
70% of lending will be for strategic investments with a view to increasing productivity and
competitiveness and thus underpinning future business sustainability and growth.

In Finland, Finnvera, in collaboration with the European Investment Fund (EIF), offers direct financing
for sustainability in the form of a Climate and Environmental Loan product aimed at supporting Finnish
companies engaged in advancing renewable energy sources, energy efficiency, sustainable materials
usage and the transition to a circular or low-emission economy. This initiative encompasses various
sectors, including renewable energy, green and energy-efficient certified commercial buildings, zero-
and low-emission mobility infrastructure, Green ICT investments, waste management, and circular
economy business models. The scheme provides favourable loan terms, with amounts ranging from
EUR 150 000 to EUR 2 million per financing project. The loan does not require collateral and the EIF
provides a 60% guarantee.

Similarly, the French national promotional bank, Bpifrance, offers Green Guarantees as part of their
Climate Plan. The Green Guarantees are provided for individual business projects as well as in the form
of portfolio guarantees, e.g. to reduce environmental impacts and improve energy performance of
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SMEs. The Green Guarantees cover 80% of the loan amount, up to a maximum risk commitment of
1.5 million Euros.

In Portugal, the government, through the Banco Portgues de Fomento, has allocated EUR 100 million
for Linha de Credito para a Descarbonizacao e Economia Circular (Line of Credit for Decarbonization
and Circular Economy). Through this scheme, SMEs can apply for financing backed by guarantees to
invest in projects aimed at improving energy efficiency or incorporating circular economy concepts (e.g.
upgrading equipment, processes for resource optimization, etc.). Guarantees cover 80% of outstanding
capital up to a maximum amount of 2,000,000 Euros per company.

In Romania, the National Credit Guarantee Fund for Small and Medium Enterprises (FNGCIMM)
provides guarantees for SMEs in the construction sector for projects related to energy efficiency,
accessing green energy or aligning with environmental objectives. Guarantees cover 90% of
outstanding loan amounts with a maximum of 5 million Romanian Leu for working capital financing and
a maximum of 10 million Leu for investment loan guarantees.

In June 2021, the Government of Sweden launched a special credit guarantee for green investments.
The programme will facilitate loan offerings to companies that contribute to reaching the goals of the
environmental objectives system and climate policy framework. To qualify for the guarantee scheme,
the company needs to its contribution to environmental objectives in line with the EC’s Green
Taxonomy.

In Bulgaria, the Energy Efficiency and Renewable Sources Fund (EERSF) includes a credit
guarantee facility and a consulting company offering technical assistance to SME. The Fund also
directly finances or co-finances projects in energy efficiency.

In Korea, the Government, in conjunction with the Korea Energy Agency, Korea Credit Guarantee
Fund and the Korea Technology Finance Corporation, launched the Green Guarantee Program for
SMEs that operate in the New and Renewable Power Generation sector or in the New and Renewable
Energy Industry. The Program aims to provide liquidity support and incentivise capital expenditures in
green facilities and technologies by guaranteeing up to 95% of the loan amount.

In Mexico, the FIRA (Fideicomisos Instituidos en la Relacion con la Agricultura) promotes financing by
granting loans and providing guarantees and technical assistance to SMEs that contribute to the
sustainability of Mexico’s agricultural sector.

Source: (AECM, 20237)) (EIF, 2023p777) (SBCI, 2022y7g)), (Finnvera, 2023p), (Bpifrance, 20230), (Banco Portugues de Fomento, 2023;s1]),

(FNGCIMM, 2022;s2)), (Swedish Ministry of Finance, 2021s3)), (Energy Efficiency and Renewable Sources Fund, 2004s4)), (ALIDE, 2017ss)),
(AECM, 2022;s5)).

Public institutions also have an important role to play in supporting the development of green capital
markets and facilitating SMEs’ participation in them. Bonds typically have to be of a relatively large size
to be attractive for institutional investors, which is challenging for small-scale projects and issuers. This
can result in these projects being inaccessible to large investors, resulting in higher cost of financing.
Governments can support better access to capital markets through the aggregation of bonds, which in turn
can be done through warehousing, standardisation of contracts or issuance of green covered bonds.
Countries can also allow for issuance of small or “mini bonds” by unlisted SMEs (European Commission,
2016s77). Many EU countries have created platforms or allow for the issuance of mini bonds including the
UK (London Stock Exchange), Italy, Germany, Nordic countries (Nordic ABM), France, Spain, etc.

Non-financial support for SMEs
Public Fls and other public institutions, private banks and non-governmental initiatives also have a pivotal

role to play in providing non-financial support for SMEs and entrepreneurs. Non-financial services, in the
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form of training and advice, consultancy and education, are crucial as part of the policy mix. They can help
SMEs and entrepreneurs strengthen their ability to understand the steps needed to green their businesses
and help them allocate financial resources appropriately.

Public Fls, as well as private financial institutions, are increasingly providing sustainability-related technical
support, practical tools and education to entrepreneurs and SMEs in order to incentivise their net-zero
transition. A number of governments and public Fls have established online hubs with tools and resources
that can help SMEs to understand, measure and mitigate their carbon footprint. They also provide SMEs
with data and information on the financial and other support they can tap into when taking their actions
toward improved sustainability (Box 2.5).

Box 2.5. Examples of sustainability-related non-financial support provided to SMEs

Canada: The Business Development Bank of Canada (BDC) provides numerous forms of non-financial
support to help SMEs. Their Climate Action Centre provides guidance on decarbonisation for SMEs
based on data provided on their industry, size and operations. The Centre hosts and actively updates
a list of active government grants, tax credits and loan programs to support the environmental initiatives
of Canadian SMEs. BDC also offers technical assistance to help SMEs obtain B-Corp certification, with
a benchmark tool on B-Corp eligibility that firms can use to gauge their alignment to
social/environmental objectives. BDC is in the process of developing a carbon calculator which will help
SMEs monitor and report on their environmental impact.

Denmark: The Danish Business Authority in collaboration with the Danish Energy Agency have
launched a digital carbon footprint calculator (the Climate Compass), which is targeted at SMEs. With
the Climate Compass, SMEs can access a free, authoritative tool to calculate their emissions in
compliance with the GHG-protocol that is continuously updated by the Danish authorities with the
newest available data.

France: Bpifrance and the French Agency for Ecological Transition, ADEME, implemented the
Decarbonisation Accelerator, aimed at supporting French SMEs and midcaps in their green transition.
The programme, spanning 2 years, involves an intensive 30-day individual support phase in which a
firm-specific diagnosis, decarbonisation strategy and deployment plan are developed. The initiative
provides 8 days of seminars offering key insights into low-carbon transitions, toolkits and case studies.
Knowledge exchange is fostered through meetings with experts, peer-to-peer interactions and
preferential access to Bpifrance and ADEME services. Bpifrance and ADEME additionally provide a
climatometer- a free tool which allows SMEs to calculate their environmental footprint. SMEs obtain an
individual diagnosis assessing environmental impacts and recommendations for climate actions they
can take.

UK: The British Business Bank has established a demand development function that seeks to provide
data, information and instruments that are impactful for SMEs and can incentivise their green actions.
The BBB also has an online Finance Hub to direct SMEs to digital resources and information on these
topics including information on digital carbon calculators, environmental initiatives and financing tools
for sustainability.

Hungary: The European Investment Bank (EIB) and Magyar Fejlesztési Bank (MFB) developed co-
operation in 2021 to help MFB's advisory unit provide advisory services to Hungarian project promoters.
MFB's advisory unit will also focus on supporting the recovery and green investment activities of key
economic players such as SMEs.

Greece: The Hellenic Development Bank has recently launched their ESG Tracker, an online platform
that captures the progress of businesses in meeting ESG criteria. The program is freely accessible and
provides firms with a real-time self-assessment and a tool to report on their sustainability progress. The
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platform aligns itself with international indicators from the Global Reporting Initiative, Sustainability
Accounting Standards Board, Task Force on Climate Related Disclosures, and the Climate Disclosure
Project as well as national standards used by the Athens Stock Exchange.

The European Commission’s Covenant of Companies for Climate and Energy (CCCE) is an initiative
to support SMEs in Croatia, Finland, Italy, the Netherlands and Poland with free technical assistance
in energy auditing, types of financing mechanisms and available technologies to mitigate their
environmental footprint.

As part of InvestEU, the European Investment Fund (EIF) has developed the Sustainability Guarantee
Tool. This tool allows Fls and firms to assess the climate impact of their projects and their eligibility for
the EIF’s InvestEU Sustainability Portfolio Guarantee Product. The reports generated by the tool can
be used to satisfy specific reporting requirements to the credit institutions under the Sustainability
Guarantee Portfolio Product.

Source: (BDC, 2023;ss)) (BDC, 2023s9)), (State of Green, 2022)0)), (Bpifrance, 202091]), (BBB, 201992)), (BBB, 2018(93)), (EIB, 202104,
(European Commission, 2022e5)), (EIF, 2023177)), (EIF, 2023;9¢)), (Hellenic Development Bank, 2023;s7))

In the OECD survey of Fls, a large share noted that they currently provide a range of non-financial support
services to SME clients, including workshops, one-to-one consulting services, online and in-person training
and capacity building, online tools, peer learning etc. (Figure 2.6).

Figure 2.6. Most Fls provide some type of non-financial support to SME clients

What type of non-financial support does your institution offer to SMEs to build their capacity to measure, report and
take action on climate change and net zero? (% of respondents)

Hl Public Private

Conferences and workshops

Online training and capacity building
One-to-one consulting services

In-person training and capacity building
Online carbon footprint measurement tools
Consulting services for company networks
Peer learning

No non-financial support provided

Support for obtaining relevant certifications

0% 10% 20% 30% 40% 50% 60%

Source: (OECD, 2023g)).

StatLink Sa=P https://stat.link/uad9vq

International efforts

In addition, international institutions are stepping up initiatives to foster sustainable finance for SMEs
(Box 2.6). The OECD Platform on Financing SMEs for Sustainability, launched in November 2021,
contributes to efforts to reduce the barriers to the demand and supply of sustainable finance for SMEs. By
convening key stakeholders from the SME sustainable finance ecosystem (public and private financial
institutions, SME associations, policy makers, etc.), the Platform fosters knowledge sharing and policy
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dialogue whilst also advancing the data and analytical work on SME sustainable finance in order to
accelerate SMEs’ net-zero transition. The Platform works to develop and share recommendations and best
practices, as well as promote and coordinate research to further obtain comparable information on SME
access to sustainable finance (OECD, 20219s)). The Platform builds upon the work of the Committee on
SMEs and Entrepreneurship and complements other relevant OECD work and guidance, including on
sustainable finance and investment, transition finance, corporate governance and others.

Box 2.6. Selected examples of international initiatives to support access to and uptake of SME
sustainable finance

The Executive Agency for Small and Medium-sized (EASME) created by the European Commission
aims to help create a more competitive and resource-efficient European economy based on knowledge
transfer and innovation. The EASME manage the Sustainable Industry Low Carbon Scheme and is part
of the EU programme for the Environment and Climate Action, the European Maritime and Fisheries
Fund and the legacy of the Intelligent Energy Europe programme and the Eco-innovation initiative.

The Asia-Pacific Economic Cooperation (APEC) established a working group that developed a
2021-2024 strategic plan for SMEs’ development in the Asia-Pacific region. As its key objective the
working group highlights SMEs’ access to global value chains, finance and alternative financial
solutions. To foster SMEs’ competitiveness and access to international markets, they promote green
awareness among businesses and support green SMEs. Moreover, in September 2022 the APEC’s
Ministers responsible for SMEs urged APEC member states to accelerate SMEs’ access to sustainable
finance.

In Latin America, the Green Finance Latin-American Platform has been developed to support
national development banks and private financial institutions to share knowledge on green finance. As
of 2023, it has 12 initiatives in partnership with the Inter-American Development Bank to promote
sustainable instruments including on Financing the Circular Economy on SMEs.

The working group on Innovation of the Pacific Alliance has created the programme on Innovation
for Sustainability with the objective to help entrepreneurs in eco-innovation to grow and develop. The
Programme has also the objective to help SMEs be competitive by implementing sustainable practices.

The G20 launched the Sustainable Finance Working Group (SFWG) that focuses on several areas
related to sustainable finance, including greening the banking system; greening bond markets; greening
institutional investment; risk analysis; and measuring progress. In September 2023, the SFWG met
under the Indian G20 Presidency and provided recommendations in the following key areas:
mechanisms for mobilisation of resources for climate finance; measures for catalysing the development
and deployment of green and low-carbon technologies; improving nature-related data and reporting and
overcoming data-related barriers to climate investments.

The European Commission’s Platform on Sustainable Finance provides recommendations around
the usability of the EU Taxonomy and other sustainable finance frameworks. These recommendations
include usability considerations for SMEs and entrepreneurs, with the goal of ensuring that SMEs have
equitable access to sustainable finance.

The European Association of Guarantee Institutions (AECM) Working Group on Sustainability helps
to foster knowledge exchange and coordination among its members in the area of guarantees to support
access to sustainable finance.

Source: (APEC, 2022yg)), (Green Finance Latin American Platform, 2023(100)), (Cisneros, 2019101)), (G20 Indonesia, 2022102)), (EU
Commission, 2020103]), (AECM, 2022;104).
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Furthermore, in the context of the work of the CSMEE, with input from the Platform, a dedicated principle
on SME access to sustainable finance is included in the 2022 Updated G20 OECD High-Level Principles
on SME Financing, which formed the basis of the OECD Recommendation on SME Financing, adopted in
June 2023 (OECD, 2022;5)) (OECD, 2023105]) This update contributes to shaping SME sustainable finance
policies within the G20 and OECD.

Private sector initiatives to drive SME sustainability

Private actors can play a key role for SME sustainability transition. The large financing gap cannot be filled
by the public sector alone, which means that private financial institutions, Fintechs, ESG intermediaries,
such as rating agencies, accountants and other relevant stakeholders all need to contribute to creating a
conducive ecosystem that provides the right information, incentives and conditions to foster SME
investment in greening and their uptake of relevant financing instruments to meet these investment needs
(Box 2.7).

Box 2.7. Examples of private sector initiatives to drive SME sustainability

Bankers for Net Zero is the UK chapter of the Net Zero Banking Alliance, an initiative of global banks
who aim to lower the emissions of their portfolio and reach net zero by 2050. Bankers for Net Zero
seeks to decarbonize their portfolios in ways that do not generate an administrative burden for SMEs
through the creation of a simplified reporting framework. This framework utilises open banking and
accounting data models to both improve SMEs’ access to sustainability reporting and the trust, reliability
and standardisation of sustainability reports. In 2023, Bankers for Net Zero was also invited to convene
an SME advisory group for the UK Transition Plan Taskforce (TPT) to consider proportionate
sustainability reporting and transition planning for SMEs and provide recommendations to the TPT.

The SME Climate Hub is an initiative between the We Mean Business Coalition, a collection of leading
climate oriented non-profit organizations, and the Exponential Roadmap Initiative, an initiative signed
by 21 major multinationals and partners with the World Wildlife Fund. Its key objective is to mainstream
climate action to SMEs. The hub offers practical tools for SMEs such as a Business Carbon Calculator
as well as educational resources on creating credible transition plans and accessing sustainable
finance. The SME Climate Hub recently launched a web-based reporting tool that facilitates climate-
related data reporting by SMEs. The reporting tool is aligned with the Carbon Disclosure Project (CDP)
and has three main components: reporting on annual GHG emissions, listing actions taken to reduce
business and value chain emissions, and monitoring on progress so far.

Corporations supporting financing of SMEs in their supply chains. Supply chain financing is a set
of financial instruments that financial institutions are using to bolster SMEs’ working capital and fuel
their financing needs as they transition. In recent years, large corporates have also been stepping up
efforts to support SMEs in their supply chains to access financing and invest in improving their
sustainability performance. Supply chain financing works by providing SMEs with green guarantees
from business partners and commercial banks. These green guarantees improve SMEs credit ratings,
incentivising the transition and offsetting the administrative cost to SMEs of transitioning.

The European Banking Federation’s (EBF) Chief Sustainability Officers Roundtable convenes
member CSOs with the aim to explore how the banking sector can collectively contribute to the
European Union’s sustainable transition. By facilitating high-level dialogue, the Roundtable aims to
inform and enhance the sustainability actions of its 30 members.

Source: (Bankers for Net Zero, 202210¢]), (SME Climate Hub, 2023107)), (McKinsey, 2020108)), (SME Finance Forum, 202110g)), (EBF,
2022;11q)), (SME Climate Hub, 2023(111))

FINANCING SMES AND ENTREPRENEURS 2024 © OECD 2024



| 99

Conclusions and policy implications

The public and private sector both have an important role to play in fostering the provision and uptake of
sustainable finance for SMEs. Given the challenges that SMEs face in investing in greening and measuring
and reporting on their sustainability performance, and the risks for SMEs’ continued access to external
finance, a supportive ecosystem needs to be put in place to help SMEs to navigate this important transition.
Critical considerations include:

Understand SMEs’ diverse needs and pathways to net zero and nature positive. SMEs are
composed of a diverse set of enterprises ranging from microenterprises with fewer than 10
employees to mid-sized firms with hundreds of employees that may also be part of large and
complex global value chains. These enterprises have very diverse levels of understanding of the
sustainability transition and diverse starting points in the journey. They also have different
awareness and capacities to take the steps they need to improve their sustainability performance
as well as different levels of resources to put into the transition and the related measurement and
reporting of their sustainability performance. Public institutions need to have a good understanding
of SMEs’ diverse net-zero pathways and needs in order to devise tailored solutions.

Devise policies and regulations that take into consideration the impact on SMEs. SMEs have
more limited capacity and resources to devote to regulatory and policy compliance compared to
large enterprises. Providing due consideration to SMEs in regulation and policy making may entail,
for example, applying proportionality in the development of requirements to meet the regulatory
and policy needs without putting an excessive burden on SMEs. This can apply for example to
mandatory or voluntary non-financial disclosure requirements.

Strengthen the transparency and interoperability of sustainability-related data, definitions
and standards. Lack of interoperability magnifies the burden on SMEs that have to respond to
different data requirements or meet different criteria to access financing or value chains across
different institutions and jurisdictions.

Ensure that policy and regulatory frameworks support sustainable investments by SMEs
and provision of finance by Fls. Regulatory stability helps reduce uncertainty and incentivises
SMEs’ investments in greening. The regulatory environment also plays a role in spurring Fls to
integrate comprehensively climate- and nature-related considerations and risks into their
operations. This can, in turn, create broader incentives for SME greening and allocation of financing
to activities that are green/sustainable or brown activities that are backed by credible transition
plans.

Provide financial support for SME sustainability activities and investments. SMEs face
traditional constraints in accessing external finance, and additional challenges in tapping into
sustainable finance. Financial support can entail direct financing from public entities through loans,
equity, grants, or indirect support through guarantees and other instruments that can crowd in
private financing for SME clients. Fostering innovation in the financial system and markets is also
critical to enable digital financial solutions to play a role in broadening SMEs’ access to sustainable
finance. Fostering SME participation in green financial markets is also important.

Provide non-financial support for SMEs to foster their access to and uptake of sustainable
finance. Non-financial support is critical to address awareness-, knowledge-, and resource gaps
that SMEs face in embarking and advancing on the journey to net zero and nature positive, and in
seeking out sustainable finance. It is also critical in helping SMEs to be able to measure and report
on their progress on this journey.

Foster the sustainable finance ecosystem for SMEs by promoting dialogue and knowledge-
sharing among the diverse actors. Many different actors have to be mobilised to support SMEs’
transition to sustainability, including regulators, policy makers, standard setters, public and private
financial institutions, ESG intermediaries, accountants, providers of digital financial and non-
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financial solutions, and many others. Fostering regular dialogue, knowledge-sharing and
partnerships among these different entities can help generate and disseminate relevant solutions
to accelerate the transition. The OECD Platform on Financing SMEs for Sustainability will continue
to support this endeavour through its analytical work, data collection, and knowledge-sharing
activities. It will also support efforts to build consensus around the types of data that Fls should
seek from SMEs to minimise their compliance burden.
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