
This note reviews the economic rationale for
reforming secured lending systems. It summa-
rizes the most recent findings and acknowl-
edges that data and quantitative analysis are
rare and fraught with qualifying assumptions

Economic Rationale for 
Secured Lending Reform
In many developing countries, deficiencies
in secured lending severely limit access to fi-
nance for many firms, often because lenders
believe that the risks of borrower default and
the costs of loan recovery are high (World
Bank 2010) (figure 1). Approximately 45–55
percent of formal small and medium enter-
prises (11–17 million) in the emerging mar-
kets have no access to formal institutional
loans or overdrafts. The finance gap is far
greater when considering the micro and in-
formal enterprises in emerging markets: 65–
72 percent of all micro, small, and medium
enterprises (roughly 240–315 million) lack
access to credit. The proportional size of the
finance gap varies widely across regions and
is particularly daunting in Africa and Asia.

According to the World Bank Group’s Enter-
prise Surveys, less than half of the world’s
small and medium firms (as defined by the
number of employees) had a line of credit or
loan from a financial institution as of May
2010. And less than half of large firms in the
Middle East and North Africa and in Sub-Sa-
haran Africa had such access (figure 2).
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Access to credit is crucial to economic growth and it is a major engine for private sector development. Re-
moving barriers to financial services can unleash private productivity and help formalize the informal
sector. In developing countries, limited access to finance is among the top constraints to private sector
growth. A large body of literature criticizes the lack of secured lending (especially movable secured lending)
in developing countries and laments its negative impacts on economic growth and the development of
firms, particularly small and medium enterprises.
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Source: World Bank Group Enterprise Surveys.

Figure 1. Percentage of Firms with a Line of

Credit or Loan from a Financial Institution, by

Region, May 2010  

re
g

io
n

Latin America
and Caribbean

Eastern Europe
and Central Asia

East Asia and
Pacific

South Asia

Middle East and
North Africa

Sus-Saharan
Africa

0 5 10 15 20 25 30 35 40 45 50

percent



Easing Limits on Collateral
According to the Commercial Finance Associ-
ation’s 2008 annual asset-based lending and
factoring surveys, movable property accounts
for at least 60 percent of enterprises’ capital
stock in the United States. U.S. lenders con-
sider such assets excellent sources of collat er -
al, with movables accounting for approxi-
mately 70 percent of collateral for small-
business financing.

Most lenders in developing countries,
however, impose higher collateral require-
ments that are much less borrower friendly
than those in developed economies. Many
lenders base their collateral requirements on
immovable assets, such as land and buildings.
Movable assets are not considered good col-
laterals for a number of reasons, including
the unavailability of liquid markets for used
equipment, the inefficiency of the courts, ex-
trajudicial processes for taking possession of
collateral, and the lack of appropriate se -
cured lending regulations.

For firms in many developing countries,
the lack of appropriate secured lending regu-
lations is a major constraint for doing business
and producing growth. Nearly 80 percent of
these firms’ assets are inventory, machinery,
and accounts receivable. The mismatch be-
tween the lender’s requirements and the bor-
rower’s assets restricts firms’ access to credit.
In fact, many firms either do not apply for
credit or find their applications are rejected
(Fleisig, Safavian, and de la Peña 2006). In
2001–05, For instance, nearly three quarters
of firms in East Asia and the Pacific, Eastern
Europe and Central Asia, and South Asia were
rejected for loans because of insufficient col-
lateral (see figure 3).

Expanding Credit Access and 
Improving Financial Infrastructure
More flexible collateral laws and registries
that function well can generate economic
gains by easing collateral requirements for
borrowers and by increasing the availability of
information for lenders’ risk assessments.
Also, they can make it possible for lenders to
more effectively execute collateral guarantees
for a wider range of assets. This facilitation
for both borrowers and lenders expands ac-
cess to and lowers the cost of credit, increases
the variety of financial products, and fosters
financial system stability. These improvements
can boost economic activity, including income
and employment.

Small enterprises, startups, and female
entrepreneurs benefit most from loans se-
cured by movable assets—often also called “as-
set-based loans” (box 1). Asset-based lenders
(nonbank financial institutions) often loan
money when traditional financial institutions
do not. Nonbank financial institutions provide
loans based on such collateral as accounts re-
ceivable, inventory, raw materials and works in
progress, machinery, vehicles, and intellectual
property rights. This approach enables busi-
nesses to use their assets as security to obtain
capital—enterprises ranging from farmers
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Source: World Bank Group Enterprise Surveys.

Figure 2. Percentage of Firms With a Line of

Credit or Loan from a Financial Institution, 

May 2010
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pledging their cows as collateral for tractor
loans to sellers of goods and services pledging
the cash flows from their customer accounts
as collateral for business expansion.

Improved access to credit can take
several forms, including more access to need-
ed capital, larger volumes of credit, lower in-
terest rates, and longer-term loans. Larger
volumes of credit can originate from larger
loans to existing borrowers, increasing the
loan-to-value ratio. Larger credit volumes also
may result from granting access to borrowers
previously denied loans because of perceived
risks associated with inadequate secured lend-
ing arrangements. In fact, the effect of collat-
eral on loan size increases with larger loans
because most lenders cap the size of unse-
cured loans. Lower interest rates may result
from the reduced risks associated with im-
provements in mortgage or immovable asset
lending regimes or from improvements in
movable asset lending regimes. Longer-term
loans allow for more capital investments and
productive activities than do shorter-term
loans (which are geared more toward com-
mercial activities). In industrial countries, bor -
rowers with collateral get more credit relative
to their cash flows than do borrowers without
collateral. And they benefit from longer re-
payment periods and lower interest rates

(Chaves, de la Peña, and Fleisig 2004). Lend -
ers also benefit from well-designed secured
transaction systems because the sys tems con-
tribute to the development of sound, efficient
financial market infrastructure that is better
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Sources: World Bank Group Enterprise Surveys; Safavian, Fleisig, and Steinbuks 2006. 

Note: Data are for 2001–06.

Figure 3. Why Can’t Firms Get Loans? 
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Box 1. Women Benefit from Secured Lending

Transactions

Secured lending reforms can make credit more ac-

cessible to women, especially female entrepre-

neurs. Such reforms can be of particular benefit to

land-poor women seeking to circumvent their lack of

titled land by using machinery, jewelry, and other

household objects as collateral to gain access to

formal credit markets. For instance, women in Sri

Lanka commonly hold their wealth in gold jewelry, a

form of security for loans accepted by formal banks.

Tanzania’s Sero Lease and Finance, a women’s

leasing and finance company, provides women with

loans to buy equipment for their businesses, using

the equipment as security through leasing agree-

ments. The company has more than 10,000 female

clients. 

Providing women with access to credit to start or

expand their businesses is likely to have a profound

impact on their households. Credit has a greater ef-

fect on various measures of household welfare—

such as school enrollments—when poor women

(rather than men) are the direct beneficiaries.

Sources: Pal 1997; Pitt and Khandker 1998; Ellis and others

2008; World Bank 2008.



able to weather financial shocks. Sound, effi-
cient financial infrastructure includes secured
transaction systems, payment systems, remit-
tances, insolvency regimes, credit information
reporting, interbank lending, and central
bank support. A good secured transaction sys-
tem enables nonbank financial institutions to
provide credit (reducing borrowers’ depend-
ence on bank credit) and to rely less on real
estate as collateral.

Financial institutions also benefit from
stable, developed financial systems by
• being able to diversify their portfolios by

accepting movables, including such liq-
uid assets as receivables or investment in-
struments,

• having access to information on security
interests in movable assets,

• strengthening their risk management pol -
icies through more informed decisions on
collateral-based lending, and

• enabling better reporting on collateral-
ized lending practices to supervisory or
regulatory authorities, usually central
banks.
All these gains can contribute to increas-

ing the variety of financial products, improv-
ing the risk assessments, and lowering the
loan defaults in the financial system—trans-
lating into better access to credit at lower in-
terest rates throughout the economy (World
Bank 2010).

Various financial market indicators point
to the success of such reforms and their po-
tential economic impacts, including
• increased security interest filings (overall

or per capita);
• more new borrowers;
• lower interest rate spreads between loans

secured by immovable assets and those se-
cured by movable assets and unsecured
loans;

• lower interest rate spreads on loans se-
cured by movable assets relative to mort-

gage rates (in countries where mortgages
are typically used to buy property);

• increased volume of loans secured with
movable assets;

• increased credit to the private sector, pref -
erably by nongovernmental or nonpublic
banks (also reflecting the deepening of a
country’s financial markets);

• a larger share of longer-term loans in the
total loan portfolio; and

• a lower ratio of collateral to loan values
over time.

Summary of Recent Findings
Data to measure these indicators adequately
are not gathered systematically and analyzed
over time, and quantitative support for the
impacts of such reforms are mostly country or
time specific or anecdotal. The World Bank
Group’s Enterprise Surveys database helps fix
this problem, but still does not provide com-
prehensive coverage of all countries or indi-
cators. The following sections summarize
some recent quantitative information on the
impact of secured lending regime reforms.

A note of caution is warranted: it is diffi-
cult to separate the economic contributions
of reforming a secured lending framework
from the effects of other economic variables,
policies, and shocks and the effects of global
and country-specific factors. It is difficult be-
cause other institutional and economic fac-
tors may accentuate or mitigate the success
of such reforms by affecting lending risks,
credit access and volume, and interest rates.
Although the number of registered pledges
shows the direct output of reforms, changes
in the economic variables noted above may
not be entirely the result of such reforms un-
less that is shown through direct surveys and
verified outcomes. Developing richer cross-
country data on secured lending reform and
its impacts would better separate its econom-
ic contributions.
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General Findings in Support of Improved
Collateral Regimes
• A study of private credit in 129 countries

finds that creditor protection through
the legal system and the presence of in-
formation-sharing institutions are associ-
ated with higher ratios of private credit
to GDP (Djankov, McLiesh, and Shleifer
2005). In addition, credit rises after im-
provements in creditor rights and infor-
mation sharing. The creditor rights in-
dex (proposed by La Porta et al. [1997,
1998]) measures the legal rights of cred-
itors against defaulting debtors in differ-
ent jurisdictions. A one-point improve-
ment in creditor rights (on a scale of 0 to
4) increases the ratio of private credit to
GDP by an estimated 4 percentage
points. In addition, this ratio increases
by 7–8 percentage points over five years
for developing countries that introduce
both public credit registries and private
credit bureaus.

• In countries where security interests are
perfected and creditors have priority in
cases of loan defaults, credit to the pri-
vate sector as a percentage of GDP aver-
ages 60 percent—compared with 30–32
percent in countries without these credi-
tor protections (Safavian, Fleisig, and
Stein buks 2006).

• In a study of bank loans to firms in 12
Eastern European countries between
1994 and 2002, movable collateral laws
were significantly correlated with higher
bank lending. The impact was particular-
ly strong in countries that ranked high
on creditor rights (EBRD 2005).

Eastern Europe
• In the four years after Romania’s 2000

reforms of its secured lending law, re-
search suggests that gross filings rose by
more than 600,000 (Chaves, de la Peña,
and Fleisig 2004); however, a consider-
able percentage of these filings were reg-

istrations of car liens. The reforms gen-
erated sustainable credit of at least $60
million (Safavian, Fleisig, and Steinbuks
2006), and the number of bank borrow-
ers jumped from 19,000 in 2000 to
73,000 in 2003. In addition, many more
borrowers obtained credit from non -
bank lenders that further expanded ac-
cess to finance—especially for small
firms. Total private bank credit rose by
$4.8 billion between 2000 and 2003, in-
creasing its share of GDP from 11 per-
cent to 16 percent. There was also a no-
table increase in international banks’
participation in the Romanian economy:
foreign currency lending rose from 5.6
percent of GDP in 2000 to 8.5 percent in
2003 (Chaves, de la Peña, and Fleisig
2004). Finally, the interest rate on lend-
ing dropped by 20 percent, while the
number of borrowers rose 30 percent
(Safavian, Fleisig, and Steinbuks 2006).

• Conversely, the number of new entries in
Poland’s pledge registry dropped by
more than 75 percent between 1999 and
2004 because registering securities was
slow, complex, and inefficient. Those
characteristics often made the cost of
registering pledges outweigh its benefits.
As a result, the value of collateral re-
quired as a percentage of loan value in
Poland by 2005 was 152 percent, com-
pared with a 145 percent average for
Central European countries; the annual
cost of a loan as a percentage of loan val-
ue was 13 percent, compared with 8 per-
cent; the average duration of loans was
31 months, compared with 42 months;
and access to finance for business opera-
tions and growth was 2.8 out of 4.0
points, compared with 1.9 points (EBRD
2005).

Latin America and the Caribbean
• At Bolivia’s Banco Solidario, a micro

lender and commercial bank, “a small
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borrower would get better terms if offer-
ing a car or real estate as collateral: an in-
terest rate 20 percent lower, a loan 10–50
percent larger and, with real estate, twice
as long to repay” (Fleisig, Safavian, and
de la Peña 2006, pp. 5–6). Larger bor-
rowers with collateral may borrow 10–15
times more than those with unsecured
loans.

• It is estimated that improving the credi-
tor rights index of Chile from 20th per-
centile to 80th percentile will narrow the
financing gap between large and small
firms by nearly 10 percentage points.
The index (proposed by La Porta et al.
[1997, 1998]) is a measure of the degree
of creditors’ control on the assets of
debtors in case of bankruptcy (Galindo
and Micco 2005).

China
Until 2007, China’s laws restricted such assets
as inventory, receivables, and rural land from
use as collateral. At the time, that meant
more than 16 trillion renminbi (about $2.3
trillion at the June 2010 exchange rate) in
dead capital—that is, assets owned by firms
and farmers that could not be used to gener-
ate loans to fund business investment and
growth (FIAS/IFC 2007; World Bank Group
Enterprise Surveys). In 2007, China passed a
new property law that included a number of
important principles of modern secured
transaction law. These principles included in-
creasing the use of movable assets and receiv-
ables as collateral and creating a national on-
line registry for pledges of receivables. The
registry has all the key features of a modern
movable collateral registry and is easy and ef-
ficient to use. In conjunction, the authorities
issued rules for registering receivables (in-
cluding notice registration and no substan-
tive review by registry officials). By June 2009,
more than 75,000 registrations (notices) of
security interests had taken place, represent-

ing new loans worth more than an estimated
$570 billion ($240 billion of which went to
small and medium enterprises). Approxi-
mately 48,000 such enterprises are registered
as secured debtors—that is, receiving loans
secured by receivables—and are benefiting
from increased access to credit (Simavi, Al-
varez de la Campa, and Saporito 2009).

Looking Forward
This note highlights how improving secured
lending laws and regulations around the
world can lead to positive economic out-
comes for firms and individuals. Potential
benefits are outlined, and examples of real
reforms show that these benefits may be sub-
stantial. Looking to the future, countries that
have not reformed should consider taking
the following three steps to start the process:
1. Adopt a modern secured transactions law

and regulations in line with internation-
ally accepted standards. The law should
contain provisions on (a) the scope and
creation of security interests in movable
property; (b) publicity and registration
of security interests in movable property;
(c) priority over secured assets; and (d)
enforcement of security interests in mov-
able property.

2. Create an electronic registry for security
interests in movable property.

3. Develop the local capacity of financial in-
stitutions to adjust to the change in cred-
it culture required for such a reform.
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