
INTERNAL. This information is accessible to ADB Management and Staff. It may be shared outside ADB with appropriate permission.

ESG Investments,
Credit Guarantee,

and Debt Overhang by MSMEs

Naoyuki YOSHINO
Professor Emeritus, Keio University, Japan

Former Dean/CEO, ADBInstitute (ADBI)
Special Adviser, FSA Institute, Government of Japan

yoshino.a7@keio.jp
1

mailto:yoshino.a7@keio.jp


INTERNAL. This information is accessible to ADB Management and Staff. It may be shared outside ADB with appropriate permission.

Outline

1, ESG Investment and Needed 
Remedies

2, Carbon tax

3, Optimal Credit Guarantee Ratio

4, Credit Guarantee Fee

5, Green SMEs and Loan Shark
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Green Banking to SMEs 

Banks used to watch

“Rate of Return” and “Risks”

Attention has to be paid to “Green factors”

ESG scoring 

Green Bonds (Green Credit Rating) 

Carbon Pricing and Carbon Trading 

Carbon Tax                      
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Current ESG lending: distort asset allocation

1, Banks’ Loan Allocation : 

two-parameter approach

(i) Rate of Return (R), (ii) Risks (σ2）

(iii) Greenness score): multi-factor approach
2, ESG criteria is different from one rating agency to 
another

3, Each bank changes its’ asset allocation based on 
specific score of ESG given by the rating agency
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Different

Evaluation 

scores

of ESG
by various 

Rating 

Agencies

E-scores
Environmental

Scores
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Bloomberg Sustaina
lytics

Robecco

SAM

Company A 2.9 9.6 8.6

Company B 3.9 1.3 1.8

Different ESG Scores by different rating 
agencies

ーー＞ESG rating: based on CO2 
emissions
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Tools to Measure CO2 Emissions in Japan
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Large Business

MSMEs

Pressure from the market

No market pressure, 

Stock market
Corporate bond 
market

(Green bonds)Banks

Informal markets

1, Lower carbon tax rate compared to Large businesses
make SMEs aware of the importance of Cabon emissions

2, Net Carbon tax (CO2 emissions – Green investments)
2, Global taxation on Carbon emissions
3, Technological transfer from large businesses to SMEs
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No money, No 
technology 
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Adoption of New Environmental Technologies: 
Slow Progress among SMEs   

Number
of
Employee 

Environmental
Technological
Progress 
by SMEs (%)

Survey by Japan Finance Corporation, 2023  
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Why is it so slow by SMEs to tackle with CO2 ?
(1) Too much costs to reduce CO2 (23.5%)
(2) Time consuming  (15.0%)
(3) Lack of financing  (14.1%)
(4) Do not know what kind of technology to 
be introduced (13.2%)
(5) There is no knowhow (9.8%) 
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What would be needed for SMEs in Japan?
1, Subsidies from the government  (21.6%)
2, Social Mechanism to introduce (9.8%)
3, Easy Access to Finance (9.0%)
4, Easy Use of technology and products 
(8.9%)
5, Consultation with the government (8.3%)
6, High Reputation by reducing CO2 (8.8%)
7, Cooperation within the same sector 
(5.2%)
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Mitsui-Sumitomo Bank (private bank) starts 
consulting services and bank credit to SMEs

Mitsui-Sumitomo Bank
Bank 

Loans

ASUENE consulting company→
consulting services

the way to reduce GHG by 
SMEs
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Net Carbon Tax= t x 
(CO2)
[Amount of Carbon emission]
- [green investments]
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Banks can only pay attention to 
(1)after-tax rate of return 
(2)after-tax risks 
without paying attention to Green scores 15



INTERNAL. This information is accessible to ADB Management and Staff. It may be shared outside ADB with appropriate permission.

Net Carbon TAX = t x (CO2)

(=CO2 – Greenness Efforts)

After Tax: Return and Risks

Optimal portfolio allocation can be 

achieved by taxing on net carbon emission
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Carbon Tax can be used as subsidies
1, Lower carbon tax rate compared to Large 
businesses (Gradual increase in tax rate)

make SMEs aware of the importance of 
Carbon emissions
2, Net Carbon Tax

(CO2 emissions – Green investments)
3, Global taxation on Carbon emissions
4, Technological transfer from large businesses 
to SMEs by government subsidies
5, Investors can only attention to R and Risk
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Carbon Trading and Carbon Pricing by SMEs

18

Current 
(2023)

In 3 
years

Current status of carbon trading in Japan
Purchase of Carbon Credit 
(3.4%) Sales of Carbon Credit 

(2.3)

No trading in carbon market 55

Purchase of Carbon Credit (4.8%)

Sales of Carbon Credit (4.8%)

No trading in carbon market(91.3%)

Donot know35%
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Credit Guarantee for MSMEs 
Borrower, Lender and Loan Market
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Borrowerｓ

SME
Lenders
Banks

MicroCredit

Loan

Market

Information Asymmetry between  Lenders and Borrowers

Especially in MSMEs’ market
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Four Accounts by SMEs

1, Account to show Bankers

2, Account to show Tax authority

3, His own account

4, Account to show to his wife
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Barriers for SMEs in Accessing Financial Institutions, 
① Collateral, ② Higher interest rate, ③ long term process 

21
Source: ADB–OECD study on enhancing financial accessibility for SMEs: Lessons from recent crises. 

Mandaluyong City, Philippines: Asian Development Bank, 2013
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Increase of
Credit Guarantee
After Covid-19

Decline in defaults
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Temporaly affected SMEs should be rescued

Temporal impact vs Structural problem

→ Give advices to SMEs
→ Improvement of business

Data driven analysis is needed.

Structural Problem

Temporal
impact
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Optimal Credit Guarantee ratio

Policy Objective Function
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Loan Demand by SMEs

Loan supply by Banks

Default Risk Ratio

Oligopolistic banks
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Optimal Credit Guarantee Ratio
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Cluster Analysis of SMEs:NCB-Thailand
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Calculated Optimal Credit Guarantee Ratios

15/03/2017 Yoshino - Taghizadeh 31

Group 1 banks: 0.775

Group 2 banks: 0.683

the optimal credit guarantee ratio in our model depends 

on three groups of factors:

1.macroeconomic variables

2.government policies, 

3.banking profile. 

These two groups consist of various variables

including:price of land, price of stock, gross domestic

product (GDP), money supply, actual SME loans, fixed

demand for loans, deposit interest rate, expected GDP,

marginal increase of nonperforming loans by increase

of additional loans, desired SME loans, desired default

risk ratio of loan, weight for stabilizing the SME loans,

weight for reducing the nonperforming loan ratio, and

financial profile of banks.
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Optimal
Guarantee
Fee
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(Unit: annual rate %)

Classification 1 2 3 4 5 6 7 8 9

Credit Gurantee fee rate 2.20 2.00 1.80 1.60 1.35 1.10 0.90 0.70 0.50

Credit Guarantee Fee 

34

Credit Risk Database (CRD)
Use expected default rate based on past data

Probit Analysis
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Data Collection
and Data Analysis
by CRD

Financial Education
(1)Book keeping
(2)Long-term vision
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BSP:
Central Bank
of the Philippines
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Loan Shark:  Lessons from Japan
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Theoretical Model

40
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1,  L0/Y0 =  “ Loan/Sales” ratio

2,  r = Interest Rate

3,  n = number of years of borrowing

4,  a = growth rate of sales

5,  c = marginal propensity to consume
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“Loan/Sales” Ratio of Japan

L
O
A
N

＝
S
A
L
E
S

Mat

urity

Lower Interest Rate
reduces 

debt overhang
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Lower Interest Rate leads to larger borrowings
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a. Ceiling on borrowing ratio to sales L/Y=1/3 
b.Interest rate ceiling: 20% 
c. Borrowers’ information: The law required all 

individual borrowing within a household to be 
aggregated to obtain the total household 
borrowing

d.Self-regulatory association of money lenders:
A self-regulatory association of moneylenders 

e, Consumer care hotline:

Carbon Tax → Lowering interest rate 
(Green Investments)
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Thank you for your attention
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Planet Budapest  EXPO-SUMMIT 
2021
Central Bank of Hungary
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