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1. Introduction 

SMEs play a critical role in the development of emerging economies. Yet, the 2017 IFC MSME Finance 

Gap 4 estimates a $5.2 trillion Micro and SME finance gap in developing countries. Investors are 

increasing their direct and indirect investment in SME finance, including banks downscaling from 

corporate to SMEs and Microfinance Institutions (MFIs) upscaling from micro entrepreneurs to SMEs.  

The current practice of Environmental and Social (E&S) risk management in SME finance institutions 

is incipient. SMEs’ E&S risks and opportunities are still largely undermanaged because: 

• Upscaling MFIs (mainly financing small enterprises) rarely have an ESMS in place, not well 

established in the microfinance culture; 

• Downscaling banks (mainly financing medium enterprises) often have an ESMS in place, with 

varying degrees of effectiveness. However, SMEs are often automatically classified as low risk, 

requiring no further assessment. 

• E&S regulation in SMEs: good and necessary starting point but not enforced enough in 

majority of emerging and developing countries. 

Yet, investors increasingly recognize that E&S management is needed also in SME finance, to factor in 
the cumulative risks and impacts of multiple small and medium enterprises. The primary goal of the 

study is to provide guidelines for investors to assess the Environmental and Social (E&S) 

performance of SME finance Institutions. By doing so, the study indirectly provides guidance to SME 

finance Institutions on good practices in Environmental and Social Management Systems (ESMS). 

Graph 1: scope of the study 
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*Equity funds investing directly in medium enterprises and are well addressed by existing toolkits, such as the 
CDC Toolkit on ESG for Fund Managers, and are not the primary focus of this study. 



The ESMS of an SME finance institution is a key part of its sustainable performance, but it not the only 

one. Client protection, outcomes in SMEs finance and other areas are also regarded as relevant areas 

by investors to assess the overall sustainable performance of SME finance institutions. Hence, in 

addition to the guidance on how investors can assess the ESMS of SME finance institutions, the study 

proposes a broader approach and develops an SME lens to the SPTF Universal Standards of Social 

Performance Management5 (Universal Standards). The Universal Standards are fully reflected in the 

CERISE SPI4 tool6. While the Universal Standards have proven to be an effective way to assess MFIs, 

and are still relevant in many respects (e.g. client protection),  the different target market of SME 

finance institutions (see graph 2 and box 1) calls for some adjustments. For instance, SME finance 

institution are less driven by a social impact mission than microfinance institutions and define social 

impact differently (e.g. job creation and economic growth, rather than poverty alleviation or financial 

inclusion). SME finance institutions need to look at the treatment of the SME employees' and the 

environmental practices more closely than MFIs. The SME Universal Standards proposed include the 

ESMS and other areas such as client protection and management of sustainability goals (please refer 

to section 2.2). When assessing SME finance institutions, investors can choose several approaches: 

focussing on the ESMS (section 2.1); including all ESMS and other sustainable performance aspects 

(section 2.2); select a set of indicators of ESMS and other areas tailored each investors’ needs.  

Graph 2: Sustainable performance in Microfinance and SME finance Institutions (here or annex) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Ideally, sustainability considerations should be integrated at every level of the pyramid. This study is 

a small contribution to building incentives beyond the short term and behaving responsibly with the 

environment, the people and the economy. 

  

                                                             
5 https://sptf.info/universal-standards-for-spm/universal-standards 
6 http://www.cerise-spi4.org/ 
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The sources of information used for the study are listed below: 

• Interviews and review of due diligence tools used directly or indirectly by: BIO, CDC, European 
Investment Bank, Desjardins, Grassroots Capital Management, ILO, Oikocredit, Proparco, 
responsibility and Triple Jump; 

• Review of frameworks: CDC Toolkit on ESG for Fund Managers, FMO MFI and SME 
sustainability guidance e-learning tool, IFC performance standards on Environmental and 
social sustainability, CERISE SPI4, CERISE Social Business Scorecard (SBS), AFI indicators, IRIS 
metrics, Equator Principles, ILO Conventions, EDFI principles for responsible financing and 
guidelines for fund investments; 

• Social ratings and Client Protection certifications of SME finance institutions conducted by 
MicroFinanza Rating (MFR) in 20 countries, and knowledge sharing with MFR colleagues; 

• Survey of 4,710 end clients (113 SME and 4,601 non SME) from 27 financial institutions in 16 
Countries, conducted as part of MFR social ratings; 

• Literature review including publications from the World Bank, IFC and SME Finance Forum, 
Center for Financial Inclusion (ACCION) and UN. 

 

 



Box 1: SME versus Micro client profile 

Source: dataset of 9,471 clients 

interviewed in client surveys as part of 

MicroFinanza Rating7 Social Ratings of 

52 FSPs in 36 Countries from 2007 to 

date. 

The method used to identify SME 

clients (proxy) is the following: 

borrowers with businesses of 5-250 

employees and loan amount 

disbursed > 250% GNIpc. This method 

is applied to obtain the sub set of data 

used in the present research. The sub 

set obtained comprises 4,710 clients 

(113 SME and 4601 non SME) from 27 

FSPs where SME clients were 

identified, in 16 Countries, with the 

geographical distribution illustrated in 

graph 3. 

The FSPs with SMEs clients in the dataset are mainly MFIs upscaling to serve SMEs in addition to their 

traditional micro entrepreneur segment; hence, the types of SMEs financed are most likely very small 

of small enterprises (as opposed to medium enterprises). To enable comparisons, the analysis focuses 

on the SME clients and the non-SME clients of the same FSPs. Please find below the key results in 

terms of SME client profile compared to non-SME clients.  

 

SME client household. 
Compared to micro 
entrepreneurs, SME 
owners present a slightly 
less vulnerable household 
profile, with a lower 
incidence of child labor, 
higher children schooling 
and more mature age. 
Gender outreach is lower 
in SME than in 
microfinance, but 
incidence of female 
borrowers without control 
over their loan is lower in 
SME than in microfinance. 
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Graph 3: client dataset by sub-region 



Poverty. Economic poverty 

health and food insecurity 

are present but less 

prevalent in the households 

of SMEs compared to micro 

borrowers. 

Asset ownership. The 

ownership land, housing 

and livestock is higher in 

SME clients compared to 

microfinance clients, 

reflecting the different 

earning and asset building 

capacity and resulting in 

different collateral 

availability. 

Financial exclusion. While 

financial exclusion is an 

issue in SMEs, the exclusion 

is less severe for SMEs than 

for micro borrowers. Higher 

financial needs and offer for 

SMEs justifies the higher 

incidence of multiple 

borrowing, while behaviors 

that signal potential over-

indebtedness are present in 

SMEs too. 

Loan use. SME borrowers 

seem to concentrate a 

larger proportion of the 

loan amount in the business 

compared to micro 

borrowers, with more 

complex consumption 

smoothing needs. 

Job creation. The difference 

between micro and small 

enterprises size is reflected 

in the number of 

employees, and in particular 

in non-household 

employees and seasonal 

workers. Start-up SME are 

financed even more 

arginally than micro.  



2. Framework to assess SME finance institutions 

An investor willing assess and manage E&S in their portfolio of SME finance institutions may follow 

a process similar to the one outlined in graph 5, including the identification of SME and SME finance 

institutions, the classification and assessment of the SME finance institutions, and the promotion of 

improvements to be monitored over time. 

Given the incipient practices in financial institutions’ Environmental and Social Management Systems 

(ESMS), investors can adopt a pragmatic approach and promote incremental improvement of the 

investees’ ESMS, focusing on the key issues. 

The guiding principles used to suggest the indicators in this study are: 

1. Modular. A modular solution is needed to allow investors to 
use it as an add-on to the due diligence tool used by each 
investor. Given the large diversities observed among SMEs 
and SME finance institutions (see box 2), investors need a 
versatile toolkit that can be applicable to a variety of 
investees. While the framework, logic and process will be 
similar for different types of SME finance institutions, the 
depth of analysis and definitions will vary as needed case by 
case (see next principle). The solution should be as 
harmonized as possible to the Universal Standards of the 
SPTF, increasingly representing the common language and 
benchmark of financial inclusion players. 
 

2. Commensurate. The ESMS to be expected of an SME finance 

institution should be commensurate to the E&S 
risks/impacts faced by the SME finance institution, in turn 
driven by the borrowers’ activities and regional/local 
contextual risks. 
The ESMS should also take into consideration: 
− type of financing 

− leverage the FI has in obtaining mitigation measures 
from borrowers 

− E&S opportunities 
 

E.g. an E&S checklists will 
always be integrated in 
loan appraisals of SME 
finance institutions. 
However, the high risks 
checklist of an FSP 
financing small 
enterprises will be very 
basic compared to the 
one of an FSP financing 
medium enterprises. 

Opportunity. 
Use the ESMS to turn 
gaps into opportunities 
and prioritize measures 
with a positive impact on 
E&S, business 
performance and 
business capacity to meet 
loan repayments. 



Box 2: Definitions and segments 

Several international, national and sectoral definitions of SMEs exist. Among the international ones, 

one of the most commonly used is the IFC definition, reported below. This study is compatible with 

any choice made by investors regarding the adoption of SME definitions (see step 1 of graph 5). 

 SME 

 Employees Turnover Assets Loan size 

IFC (USD) 5-300 100k-15M 100k-15M 10k-1M 

EU (€) 10-250 2M-50M 2M-43M - 

 

USD Small enterprise Medium enterprise 

 Employees Turnover Assets Loan Employees Turnover Assets Loan 

IFC (USD) 10-49 100k-3M 100k-3M 10k-100k 50-300 3-15M 3-15M 100k-1M 

EU (€) 10-49 2M-10M 2M-10M - 50-250 10-50M 10M-43M - 

In addition, the IFC defines Very small enterprises as those with 5 to 9 employees. 

 

SME finance investments, SME finance institutions (FI) and SMEs can be segmented along different 

criteria, revealing a very large range of needs and possibilities. 

SME finance investing 
Instrument Debt Equity Guarantee 
Type Direct Indirect 
SME finance institution 
Type Bank Non bank FI Leasing & factoring Fintech Supply chain 
Model Relationship (micro 

oriented) 
Retail  (small 
enterprise) 

Corporate (medium 
enterprise) 

Supply chain 

Geography Developed Emerging Developing Fragile 
Origin MFI upscaling Bank downscaling SME specialized 
% SME portfolio Marginal  Medium Large 
Underwriting Cash flow, financial 

statements 
Other credit scoring 

Ownership Private Public 
SME 
Industry* Trade Production Service Agriculture Energy 
Size Very small Small Medium 
Stage Start-up Early stage Established 
Origin Micro graduating Starting as SME 
Growth On a growth path Stable 
Formalization Registered Unregistered 
Gender Women owned Men owned 
Youth Youth owned Non-youth owned 
Aim Social business Business 

*Non exhaustive 

 



Graph 5: Investor process to assess and manage the sustainable performance of SME finance institutions 

 

 

 

 

 

 

 

 

 

a.  

1. Identify SME
2. Identify SME 

finance institutions

3. Classify SME 
finance institutions 

by E&S category

4. Assess the 
Sustainable 

performance of SME 
finance institutions 

5. Promote the 
improvement of the 

SME finance 
institutions' systems

6. Monitor the 
improvement of 

SME finance 
institutions systems

a. Adopt a common definition of SMEs for all 
investments in all countries: either an international 
standard one (e.g. IFC, EU; please refer to box 2) or 
a internally developed one (e.g. standard one, 
adjusted for the Purchasing Power Parity); 

b. Adopt the national definition of SME in each 
country; 

c. Adopt the definition of SME used by each investee, 
which can be the national definition or a different 
one defined by the FSP 

a. Adopt a common definition of SME finance 
institution, e.g.: >50% outstanding portfolio in 
SMEs. In addition to SME finance institution, 
an intermediate category, i.e. financial 
institutions with an SME component, could be 
identified, e.g. >20% or >30% outstanding 
portfolio in SMEs. 

b. Adopt the way investees define themselves. 

Optional - Classify SME finance institutions by E&S risk 
(optional step). Define E&S risk categories according to the 
% of the investee portfolio exposed to E&S risks, defined 

for example based on high risk sector and larger loan size. 
High risk sectors can be adopted from international 

sectoral matrix (e.g. FMO, CDC, see annex 3) or adjusted 
based on the country. Define which E&S risk level will 

trigger an E&S assessment of the financial institution. 

a. Assess the ESMS of the SME finance institutions 
(section 2.1); 

b. Assess the Sustainable performance of the SME 
finance institutions (section 2.2), including ESMS and 
other 6 dimensions (e.g. Define sustainability Goals, 
Client protection) 

c. Assess the performance of the SME finance 
institutions with a selection from the Sustainable 
performance list of indicators, customized to the 

investor preferences. 

Optional - Promote the improvement of SME 
finance institutions ESMS (E&S Action Plan). 

The investor leverage to promote 
improvements may depend, among others, on 

the type of financing (debt / equity; short / 
long term) and availability of TA resources to 

support the ESMS development/upgrade. 

Monitor the 
improvement 
of SME finance 

institutions’ 
systems during 

the course of 
the loan or at 

loan renewal. 



2.1  Indicators to assess the ESMS of SME finance institutions 

The first approach that investors can adopt to assess SME finance institutions is to focus on ESMS. 

This approach may result more familiar to investors approaching SME finance from a banking and 

project financing background, where ESG systems are relatively well established. 

The typical components of the ESMS of SME finance institutions are illustrated below. The specific 

indicators suggested to assess the ESMS of SME finance institutions are described in annex 1. 

Graph 6: Environmental and Social Management System (ESMS) components 

 

Recognizing the challenge of absorbing the ESMS cost with relatively small loan amounts, the set of 

indicators include two options: 

1. ESMS at individual level, with assessment and implementation of measures to improve on the 
gaps identified carried out for the single borrower. This approach is more accurate and advised 
for higher risks (e.g. medium enterprises, high risk sectors), but it involves a higher level of effort; 

2. ESMS at cluster level, with assessment and implementation of measures to improve on the gaps 
identified carried out for clusters of borrowers that share common E&S risks and opportunities. 
This approach is less accurate but acceptable for lower risks, and it reduces the level of effort. 

SME finance institutions willing to build or enhance their ESMS can refer to several tools publicly 

available (please refer to annex 3 for sectoral matrix examples), including: 

1. FMO MFI and SME sustainability guidance e-learning tool (https://www.fmo.nl/estoolkit), 
especially useful for SME finance institutions financing mainly small enterprises); 

2. CDC Toolkit on ESG for Fund Managers (http://toolkit.cdcgroup.com/). Please note that this 
toolkit is addressed to fund managers investing in relatively large companies and projects, and 
suggests approaches and tools that are quite comprehensive compared to the level appropriate 
to SME finance. However, keeping in mind the simplification adjustment needed for SME finance 
and the specific tailoring need for each financial institution, the sections on Sector profiles, E&S 
briefing notes and ESMS may be useful to SME finance institutions too (especially those financing 
medium enterprises). Similarly, investors may find useful guidance -to be simplified for SME 
finance- in the ESG management system session of the toolkit. 

3. IFC promoted First for Sustainability (https://firstforsustainability.org/), especially useful for 
larger banks.

1. Define E&S 
policy

2. Classify loans 
by E&S risk 

category

3. Assess the 
SMEs risks and 
opportunities

4. Take measures
to improve SMEs

E&S

Monitor SME 
E&S progress

Report, analyze
E&S, review

ESMS

https://www.fmo.nl/estoolkit
http://toolkit.cdcgroup.com/
https://firstforsustainability.org/


2.2  Indicators to assess the Sustainable performance of SME finance institutions 

The second approach that investors can adopt to assess SME finance institutions is to look at the 

complete sustainable performance, including ESMS and other dimensions. This approach may result 

more familiar to investors approaching SME finance from a microfinance background, where the ESMS 

culture is relatively recent, but the client protection and client value concerns are well established. 

The proposed dimensions to assess the sustainable performance of SME finance institutions (see 

graph 7) are adapted from the SPTF Universal Standards, originally defined for microfinance, to be 

suitable to their goals, model and language. The specific indicators suggested to assess the sustainable 

performance of SME finance institutions are described in annex 2. 

Graph 7: Dimensions of SME finance Institutions’ Sustainable Performance  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Recognizing the continuum between MFIs (<20% portfolio in SME), upscaling MFIs with an SME 

portfolio component (e.g. 20%-50% portfolio in SME) and SME finance institutions (e.g. >50% 

portfolio in SME), different combinations of indicators are proposed, for investors to choose from.  

Graph 8 compares 3 possible assessment frameworks to assess: 

1. MFI social performance, i.e. Universal Standards, in their current version; 
2. MFI with SME component8 sustainable performance, hybrid between the current version of the 

Universal Standards and the proposed SME adjustments to the Universal Standards; 
3. SME finance institution sustainable performance, as proposed in this study by adjusting the 

Universal Standards to SME finance. 

                                                             
8 MFI with SME component can be defined for example as those with 20%-50% portfolio in SME, or with different 
criteria according to the investor preference – see step 2 of graph 5. 
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Graph 8: Assessment frameworks for MFIs, upscaling MFIs with an SME portfolio component and SME finance institutions 

MFI social performance (Universal Standards – 
current version) 

MFI with SME component (e.g. 20%-50% 
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Annex 1: Indicators to assess the ESMS of SME finance institutions 

Draft: please refer to the excel file “Indicators of sustainable performance of SME finance institutions”, 

tab Indicators to assess SME FI, column ESMS of SME finance institutions (please filter out empty cells 

to view the selection of indicators) 

Final: paste final list of indicators. 

 



Annex 2: Indicators to assess the sustainable performance of SME 

finance institutions 

Draft: please refer to the excel file “Indicators of sustainable performance of SME finance institutions”, 

tab Indicators to assess SME FI, columns: 

- Sustainable performance of SME finance institutions ; please filter x in column ALINUS SME 
to view the selection of indicators; 

- Sustainable performance of MFI with SME component; please filter x in column ALINUS SME 
component to view the selection of indicators. 

 

Final: paste final list of indicators. 

 



Annex 3: Sectoral matrix examples 

CDC sectoral matrix 

 

 



FMO sectoral matrix 
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For the sectors…

HR1
Agricultural crop production with use of chemical 

pesticides and fertilizers
X ● X X ● ●

HR2 Charcoal making X X ● ● X ● ●

HR3 Chemical industries X X X ● X ● X ● ●

HR4 Forestry / wood production X X X ● ● ●

HR5 Laundry services / dry-cleaner X X X X ●

HR6 Leather production/tanning ● ● X X ● ● X ● ●

HR7 Metal working /forging/electroplating ● ● X X ● X X ● ●

HR8 Raw materials extraction (quarrying/mining) ● ● X X ● ● ● X X ● ●

HR9 Textile production/dying ● ● X X ● X X X

MR1 Animal husbandry X ● X X ● X ●

MR2 Brick-making / construction works ● ● ● X ● ● ● X ● X X ●

MR3 Home improvement ● X ● ● ● X X X ● ●

MR4 Car Repair, maintenance service ● ● X X X X ●

MR5 Carpentry / woodworking / painting ● ● X X ●

MR6 Ceramics / pottery glazing / enameling ● ● ● X ● X X ●

MR7 Film processing facilities / printing services ● ● X ● X ● X ●

MR8 Fishery X ● ● ● ● X ●

MR9 Glass manufacturing/blowing ● ● X ● ● X ● ●

MR10 Handicrafts ● ● ● ● X X

MR11 Jewelry X X X ●

MR12 Pulp and paper products / print making ● ● ● X ● X ● X ● ●

MR13 Taxi services / freight services/ transportation X ● ● X X ● ● ●

MR14 Waste and water management ● X X ● X X ● ●

LR1 Agricultural organic crop production X ● ● X ● ●

LR2 Business services

LR3 Café / restaurant X X ● X ●

LR4 Education / training

LR5 Food processing ● ● ● X X X X ●

LR6 Grain milling ● X ● X X ● ●

LR7 Hairdresser / cosmetic studio ● ● X X ● ●

LR8 Health services X X X

LR9 Import/export wholesalers ● ● ● ●

LR10 Market premises management X ● ●

LR11 Market stand X ● ● X X ●

LR12
Media / communication / design studio / 

advertising agency

LR13 Photocopy shop ● X ● ● ●

LR14 Real estate ● ● ●

LR15 Retail kiosk / shop / retail trade premises X ● ● ● ●

LR16 Sport and entertainment facilities / travel agency ● ● ● X ● ●

LR17 Supply of computer and office equipment

LR18 Tourism ● X ● X ●

LR19 Other services …………….. X ● ● ●

LR20 Other trade ……………. ● ● ● ● ●

             …the main risks are

'X' Indicates when there is a significant risk

'●' Indicates when there is a limited risk

Indicative E&S category

█ Red: High     

█ Blue: Medium

█ Yellow: Low 


