
Evolving MSME Lending Framework
MSMEs - The Backbone of the Philippines Economy

MSME segment is a large and heterogeneous segment consis�ng of Micro, Small, and 
Medium Enterprises. Different sub-segments have their characteris�cs and peculiari�es, 
leading to different credit needs. 

MSMEs (Medium, Small, and Micro Enterprises) form 99.6% of total businesses in the 
Philippines and employ around 62% of the country's labor force. However, their 
contribu�on to GDP growth is just 36%. 

Do you wonder Why? Why have MSMEs not been able to scale their business?

This may be a�ributed to various opera�onal factors, viz.
• Most Micro-enterprises are doing tradi�onal trading ac�vi�es and are s�ll focused on the 
domes�c market. 
• They have nil or almost negligible exposure to global markets or value chains. 
• Low adop�on of technology in produc�on processes and business communica�on further 
contributes to this low share.

Another primary detriment to the growth of MSMEs in the Philippines economy is the lack of bank 
financing for MSMEs. Their share of the bank's total lending por�olio has reduced from 11% in 
2010 to about 6% in 2019. Covid-19 outbreak lent another shock to the dwindling MSME economy, 
with over 525,000 MSMEs in the Philippines closing down in May 2020. This also led to an increase 
in the unemployment rate, with around 4.6 Million Filipinos being unemployed as of June 2020. As 
such, this share may have decreased further. 



Govt. Response to Covid-19 outbreak 
Govt. offered the following relaxa�ons for the sector:

But then, why is there s�ll a significant difference between the MSME funding requirement and the 
actual lending? 

They con�nue to leverage digital technology to scan the credit profile, intelligent credit risk 
monitoring, automated credit origina�on, monitoring, etc., aiding recovery and growth towards 
MSME Lending.  

So, while MSMEs are looking for financial support for economic growth and recovery, banks are 
also being incen�vized to lend out to MSMEs.

Banks are walking the �ght rope between Credit Quality and Business 
Growth
     
Banks willing to lend out, but only to the GOOD MSMEs.
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Bangko Sentral ng Pilipinas (BSP) has also allowed peso-denominated loans to MSMEs granted, 
renewed, or restructured post 15 March 2020 to be covered under alterna�ve compliance of 
reserve requirement for the banks. 

This helped MSMEs to survive the Covid-19 wrath, as:

• MSME borrowers were able to service their debt – Top 10 UKBs recorded loan collec�ons of 
P174.8Bn from May to Aug 2020

• Loan collec�ons outpaced the P148.8Bn in newly-granted MSME loans for the same period

• As of 26 November 2020, the banking system allocated Php134.8Bn loans to MSMEs for 
compliance with the reserve requirement, but s�ll significantly far from the limit of Php300Bn set by 
BSP.



Evolving Lending Systems and Processes

Here is how the lending systems and processes are evolving:

Recognizing the Sector 
A change in the business model with 
dedicated processes and teams serving 
MSMEs. Banks must treat enterprises of 
different sizes with different data and 
credit needs differently.

Customer Experience 
Refined business models focusing on 
delivering a seamless experience 
across channels, speedy credit 
extension to customers, and 
reduced rela�onal banking.

Flexible Digital Tools 
Adop�ng modern and agile loan 
processing and decision support systems 
that op�mize the process, improve 
customer experience, ensure efficiency 
gains, and enable adaptability.

Data Drives Everything 
More structured data collec�on, 
automa�c retrieval, and processing of 
data, building predic�ve models; 
leveraging internal and external data

Automa�on 
Automa�ng different aspects of the 
credit origina�on and monitoring 
processes.

Challengers and Partnerships 
Disrup�on by new entrants, including 
fintech companies, drives the business 
away from banks. Banks may explore 
collabora�on and partnership 
opportuni�es with Fintechs instead of 
compe�ng with each other.

What's next for MSME Lending?

Here is how the credit scenario needs to evolve for MSMEs:

1. From manual opera�ons subject to human bias to digital and automated opera�ons with 
consistent implementa�on

2. From subjec�ve evalua�on of risk and applica�on of policy and business rules to objec�ve risk 
evalua�on through leveraging data, use of scoring techniques, and consistent applica�on of 
policy and business rules

3. From high origina�on costs to efficient processing of applica�ons leading to faster �me- 
to-decision and �me-to-market, leading to lower costs

4. From Legacy systems with slow development and adaptability capabili�es to modern, agile, 
low-code systems with faster development and configura�on culmina�ng into fast deployment



Benefits for the Banks to move beyond Loan Origina�on

With data-backed analysis and credit monitoring, banks can aim towards the following:

To spot the Good borrowers from not-so-good borrowers, the banks need to set the inputs right 
to get the best output. 

How can CRIF help you in bridging the Gap?

Enabling Credit decisions and loan covenants based on the risk appe�te

Retaining a profitable customer base by upselling to profitable clients and reducing the 
exposure to risky clients

Managing regulatory and risk control with early warnings with Ar�ficially Intelligent credit 
systems and periodical ECL calcula�ons to set aside the impaired amounts

Op�mizing cash flows with focused recovery efforts of poten�ally delinquent por�olio

Data Requirements

  Banks need data concerning the owner, business, industry, economy, financial and credit   
repayment informa�on, transac�onal data, and exis�ng charges on collateral and securi�es.

Leveraging Data

  Such data can be retrieved from internal sources, including exis�ng transac�ons and loans, 
external sources like bureaus, corporate registries, etc.

  Such data, once sourced, can be validated with quality checks on all input fields and the crea�on 
of synthe�c indicators.  

   All derived variables can be calculated automa�cally with appropriate data visualiza�on.

  Automa�on is not only limited to an automa�c applica�on decision but automa�on of several 
credit processes, including credit appraisal, loan pricing, credit limit, loan disbursement, client 
communica�on, borrower no�fica�ons, and MIS/ regulatory repor�ng. 



CRIF has been a Special Accessing En�ty (SAE) of Credit Informa�on Corpora�on since 2016. With 
data of more than 21 million individuals and 1 million businesses with 50 million credit lines, CRIF 
can be your ideal partner for data analy�cs, SME scoring, and ra�ng system and implemen�ng 
PFRS9 for your organiza�on. 

Owing to its industry experience and availability of large customer data with several variables, CRIF 
can help you bridge the gap and build a robust credit framework. Our key services range from 
assis�ng in Scorecard Development, valida�on of data sampling, monitoring data processes, and 
implemen�ng the process to automate credit risk grading. 

CRIF also conducted a webinar on MSME Lending and how the credit risk assessment is 
evolving for the sector. 

Here is the YouTube link to the CRIF Webinar h�ps://youtu.be/uOJGDmSh_8g

Reach out to us for any queries and business requirements on +63-2-2242158 or 
infocrif.ph@crif.com

Here are some of the specific areas wherein CRIF can assist you:

Providing suitable inputs and data points for informed decision-making

Leveraging CRIF experience with similar projects in many financial ins�tu�ons and 
banks in Europe and other countries, including detailed analysis of several different 
angles of your processes

Providing clear recommenda�ons on the ini�a�ves to be implemented to close gaps 
against the leading prac�ce and best planning to op�mize ROI

Implementa�on of the best-in-industry prac�ces to assess and benchmark the credit 
risk assessment, leading to be�er asset quality, suitable risk pricing, and consequently 
be�er returns on investment. 


