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1. Introduction 

Credit is a cornerstone of modern economies, enabling both individuals and businesses to achieve financial goals and 
drive growth. It represents a trusted agreement between lenders and borrowers, where funds are provided with the 
expectation of repayment, often with interest. Credit empowers individuals to make large purchases and businesses to 
fund operations and expand. 

Beyond its transactional role, credit contributes to economic stability and growth by fostering a complex ecosystem of 
risk assessment. Lenders evaluate creditworthiness based on factors such as payment history, income stability, debt 
levels, and collateral, helping them manage risk and meet borrowers' needs.  

The evolution of credit scoring models has shaped lending practices, with credit bureaus like CIBIL, Experian, and 
Equifax using financial data to generate credit scores, crucial for decision-making. New advancements integrate 
alternative data sources such as transactional records, social media, and behavioural analytics, providing a more accurate 
and inclusive view of borrowers' financial health, particularly benefiting underserved segments like MSMEs. 

Advanced credit scoring models offer a shift towards inclusivity and data-driven assessment. These models, powered 
by technology and advanced algorithms, reduce bias, enhance efficiency, and promote fairness in lending. They 
standardize evaluation criteria, creating a level playing field where businesses can access financing based on merit. 

Credit is vital to economic growth, and the transition to advanced scoring models enhances inclusivity, offering 
businesses more opportunities for success while contributing to broader economic resilience. 

 

2. Literature Review 

Credit scoring models have evolved significantly, transitioning from traditional methods based on historical financial 
data to advanced techniques integrating alternative data and analytics. Traditional credit scoring methods, such as the 
Altman Z-score, rely heavily on financial ratios derived from balance sheets to predict default risk. While these models 
remain foundational, their static nature and reliance on limited financial metrics often fail to capture the dynamic 
financial realities of businesses (Altman, 1968). 
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The limitations of traditional models have prompted the exploration of alternative data sources. Studies highlight the 
role of non-traditional metrics, such as transactional data, social media activity, and online reviews, in enhancing the 
predictive power of credit scoring. Kou, Peng, and Wang (2021) demonstrated that clustering algorithms applied to 
alternative data can identify subtle risk patterns, improving creditworthiness assessment. Similarly, Ayres et al. (2020) 
emphasized the potential of multinomial targets in enhancing model accuracy by incorporating diverse data inputs. 

The advent of machine learning and artificial intelligence has further revolutionized credit risk assessment. These 
technologies enable the processing of large, complex datasets to identify intricate patterns that traditional models often 
overlook. According to the World Bank Group (2021), machine learning applications in credit scoring provide robust, 
scalable, and real-time credit assessments while maintaining regulatory compliance and ethical data usage. 

However, integrating alternative data and advanced analytics comes with challenges. Ethical concerns, such as data 
privacy, fairness, and bias, require careful consideration. Moreover, regulatory frameworks must evolve to accommodate 
these innovations without compromising consumer protection (World Economic Forum, 2021). 

While traditional credit scoring models provide a reliable foundation, their limitations underscore the need for adaptive 
methodologies. Integrating alternative data and leveraging advanced analytics offers a more holistic and inclusive 
approach, particularly for underserved segments like Micro, Small, and Medium Enterprises (MSMEs). These 
advancements hold the potential to revolutionize credit assessment by improving accuracy, inclusivity, and access to 
finance. 

 

3. Objectives 

The objectives of the survey are outlined as follows: 

 Evaluation of Traditional Credit Scoring Models: To analyse the efficacy of traditional credit scoring models 
in assessing the creditworthiness of MSMEs. 

 Incorporation of Alternative Data Sources: To examine the potential of integrating alternative data sources, 
such as social media activity, transactional data, and web traffic, into credit scoring models to enhance their 
predictive accuracy. 

 Facilitate Risk Management: To identify key variables and indicators that enhance the predictive power of 
credit scoring models, thereby improving the overall risk management practices for lenders dealing with 
MSMEs. 

 

4. Methodology and Database 

Research Methodology: This study employs a mixed-methods approach to develop an advanced credit scoring model 
tailored for Micro, Small, and Medium Enterprises (MSMEs) in India. The primary data collection method involves a 
structured survey designed to assess the importance of various factors, such as repayment history, credit utilization, 
financial stability, and alternative data, in determining business creditworthiness. Respondents rate each factor on a scale 
from 1 to 5, providing quantitative insights into their perceived significance. 

Additionally, a comprehensive literature review is conducted to synthesize existing knowledge on credit scoring models, 
emphasizing their applicability to MSMEs. The integration of qualitative insights from expert interviews complements 
quantitative data, enriching the understanding of contextual factors influencing credit assessment practices. 

This research aims to contribute to the field by proposing a conceptual framework that interprets the interrelationships 
among key creditworthiness determinants. Practical implications for financial institutions and policymakers will be 
derived from the findings, fostering more robust credit assessment practices conducive to MSME growth and financial 
inclusion. 

Research Design: This research employs a mixed-methods approach, combining both quantitative and qualitative data 
collection methods. The primary objective is to analyse the factors influencing business creditworthiness assessment for 
MSMEs and to critically review existing credit scoring models. 
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4.1.  Data Collection Methods 

Primary Data: Primary data is collected through a structured survey targeting professionals in the field of credit 
assessment and credit risk management. The focus is on rating various factors affecting business creditworthiness on a 
scale from 1 to 5. 

Survey Structure: 

 Repayment History: Timeliness and frequency of payments. 
 Credit Utilization: Ratio and patterns of credit usage. 
 Credit Mix: Diversity and management of credit types. 
 Credit Duration: Length and consistency of credit history. 
 Recent Credit Behaviour: New credit applications and behavioural changes. 
 Financial Stability: Business stability, income levels, and savings history. 
 Alternative Data Consideration: Non-traditional credit data and alternative sources. 
 External Economic Factors: Macroeconomic conditions and their impact. 
 Personal Circumstances: Challenges affecting credit history. 
 Fairness and Inclusivity: Fairness for individuals with limited credit histories. 
 Technology Adoption: Role of technology in financial transactions. 
 Customer-Supplier Relationships: Relationships with suppliers and customers. 
 Regulatory Compliance: Adherence to regulatory requirements. 
 Transparency: Transparency of the credit scoring process. 

Secondary Data: Secondary data is gathered from existing literature, including academic journals, industry reports, and 
publications by credit bureaus. This data provides a foundation for understanding current credit scoring models and 
practices. 

Sources of Secondary Data: 

 Academic Journals: Articles on credit risk assessment, scoring models, and financial stability. 
 Industry Reports: Publications by financial institutions and consulting firms on credit assessment trends. 
 Credit Bureau Publications: Reports and whitepapers by CIBIL, Experian, Equifax, and CRIF High Mark. 
 Government and Regulatory Reports: Guidelines and regulations from financial authorities. 

 

4.2.  Sampling Method 

The study employs purposive sampling for the primary data collection to ensure that respondents have relevant expertise 
in credit assessment or related fields. This approach enhances the reliability and validity of the data. 

 

4.3.  Data Analysis Outline 

Primary Data Analysis: Quantitative analysis is conducted on the survey responses. Descriptive statistics, such as mean 
scores and standard deviations, are calculated for each factor. The analysis focuses on summarizing the data to identify 
the relative importance and variability of each factor. 

Secondary Data Analysis: A systematic literature review is conducted to identify and evaluate existing credit scoring 
models and their effectiveness. The analysis focuses on key themes, methodologies, and findings from previous studies. 

Ethical Considerations: Ethical considerations are paramount in this research. Participation in the survey is voluntary, 
and respondents' anonymity and confidentiality are strictly maintained. Informed consent is obtained from all 
participants, and the data is used solely for academic purposes. Secondary data sources are properly cited and referenced 
to avoid plagiarism. 

Limitations: The study acknowledges potential limitations, such as the reliance on self-reported data and the possibility 
of response bias in the primary survey. Additionally, the findings from secondary data may not be generalizable to all 
regions or industries due to the specific focus on MSMEs. Time constraints also posed a limitation. 

 

KRONIKA JOURNAL(ISSN NO-0023:4923)  VOLUME 25 ISSUE 1 2025

PAGE NO: 83



5. Data Analysis 
 

5.1. Prevailing Credit Scores in India 

Credit bureaus, or Credit Information Companies (CICs), are essential organizations that collect, maintain, and analyse 
financial data about individuals and businesses. They compile credit histories from various lenders, such as banks and 
credit card companies, offering insights into payment behaviours, credit accounts, and outstanding debts. These bureaus 
generate credit reports and scores that lenders use to evaluate the creditworthiness of borrowers. In India, four major 
credit bureaus play a significant role in the financial ecosystem: TransUnion CIBIL, Equifax India, Experian India, and 
CRIF High Mark. 
 
TransUnion CIBIL, established in 2000, is one of the leading bureaus in India, providing comprehensive credit reports 
and scores ranging from 300 to 900, helping lenders assess creditworthiness. Equifax India, a part of Equifax Inc., offers 
detailed credit analysis and supports financial institutions with data analytics and risk management tools. Experian India, 
operating since 2006, provides credit reports and scores with a focus on data accuracy and innovative credit solutions. 
Lastly, CRIF High Mark, established in 2007, is known for its emphasis on data accuracy and its role in improving credit 
risk management. TransUnion, founded in 1968 in the United States, Equifax, founded in 1899 in the United States, 
Experian, founded in 1980 in the United Kingdom, and CRIF, founded in 1988 in Italy, have all been operating globally 
since their respective founding years. These bureaus collectively contribute to transparent and efficient lending practices, 
empowering financial institutions and consumers in India’s credit system.  
 

5.2. The Score 

A three-digit numerical summary of your credit history is your credit score. The Credit Information Report (CIR) 
provides data that is used to calculate Score, which is a number between 300 and 900. A credit institution will consider 
a loan application more favourably the closer the Score is to 900. An important factor in the loan approval procedure is 
the Score. According to a person's credit history, their credit score gives a lending institution an idea of their "probability 
of default." In plain English, this implies that the Score, which is based on your previous credit utilization and loan 
repayment behaviour, informs a creditor about your likelihood of repaying a loan, should the creditor decide to approve 
it.  

The main elements influencing a traditional score: 

1. Recent instances of late payments or defaults: The credit score is heavily influenced by payment history. Because it 
suggests difficulties meeting current responsibilities. A credit score is likely to suffer if you have missed payments 
on any of your existing loans during the last few years. 
 

2. High Credit Limit Utilization: Vigilance about paying off your credit cards on schedule is a must, even though the 
amounts owed on loans will only go down over time as payments are made. Spending more on credit cards may not 
always have a negative effect on your score, but over time, a rise in the current balance on the card indicates a 
heavier repayment load, which could lower a credit score. It's wise to use caution while applying for credit. 
 

3. A larger proportion of personal loans, sometimes referred to as unsecured loans, or credit cards on your CIR: A 
credit score is probably going to benefit more from a higher concentration of secured loans—also referred to as 
home or auto loans—than from a high percentage of unsecured loans. Unsecured loans are the costliest type of 
credit, despite being the easiest to obtain funding. The higher the quantity of high-utilization unsecured loans, the 
higher the payments that come with that high interest rate. 
 

4. Seeking Excessive Credit: A credit institution is likely to treat an application cautiously if an individual has applied 
for a lot of loans in a short amount of time or if they have just been approved for additional credit facilities. This 
excessive loan-seeking behaviour suggests that the individual is less able to honour new debt obligations and that 
your debt load has either increased or is expected to increase, which will have a marginal effect on your credit score. 

 

In India, traditional credit scoring models provided by credit bureaus like CIBIL, Equifax, Experian, and CRIF High 
Mark have long been the cornerstone of credit assessments. These models, which use data such as payment history, 
credit utilization, and loan types, are well-established and widely used by lenders. However, there is a growing interest 
in alternative credit scoring models, which leverage non-traditional data sources to enhance credit assessments. 
Emerging credit scoring models are being increasingly utilized by fintech and digital lending platforms, incorporating 
non-traditional data sources such as social media activity, utility payments, and digital transactions. These innovative 
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models aim to provide a fuller picture of an individual’s or business’s financial situation, particularly benefiting those 
with limited conventional credit histories. By employing advanced analytics and machine learning techniques, these 
models offer a more detailed assessment than traditional credit scores. Despite their growing adoption, traditional credit 
scoring methods remain prevalent. This shift towards alternative models represents a move towards more inclusive and 
precise credit evaluations. This is why we will delve into the different factors that can enhance credit scores, exploring 
how these new approaches can broaden access to credit and improve financial assessments.  

 

5.3. Descriptive Statistics on Various Aspects of Creditworthiness Assessment 

The table [Table 5.3.1 & Table 5.3.2] presents a detailed analysis of various factors that influence creditworthiness 
assessments, based on survey data. The factors, ranging from repayment history to transparency, were evaluated across 
multiple statistical measures, such as mean, median, mode, range, variance, standard deviation (SD), interquartile range 
(IQR), skewness, and kurtosis.  

The survey explores a wide range of factors influencing creditworthiness assessments, with a particular focus on 
traditional credit scoring metrics, alternative data, and other contextual elements. Each of the factors was evaluated in 
terms of its perceived importance, and the analysis reveals nuanced insights into how different elements contribute to 
the overall credit evaluation process. 

Repayment History: Timeliness of Payments on Loans and Credit Cards 

Timely loan and credit card payments are crucial for evaluating creditworthiness, impacting credit scores, and 
influencing lending decisions. Consistent payments demonstrate financial responsibility, leading to better loan terms, 
while late payments can increase costs and restrict credit access. Financial stakeholders widely acknowledge its critical 
role in risk assessment. 

Repayment History: Frequency of Missed Payments or Defaults 

The frequency of missed payments or defaults is a key factor in assessing creditworthiness, reflecting financial reliability 
and influencing credit decisions. Lenders prioritize this metric to evaluate risk, impacting loan terms and credit access. 
Consistently missed payments can lower credit scores, while timely payments enhance financial opportunities and 
stability. 

Credit Utilization: Ratio of Credit Used to Total Available Credit Limits 

Credit utilization, the ratio of credit used to available limits, is a key indicator of financial management and 
creditworthiness. Lenders assess it to gauge borrowing habits and risk. Maintaining a low utilization ratio enhances 
credit scores and access to better loan terms, while high utilization may signal financial strain and increase borrowing 
costs. 

Credit Utilization: Patterns of Credit Utilization Over Time 

Credit utilization patterns over time provide valuable insights into a borrower’s financial habits and credit management 
consistency. Lenders assess these trends to evaluate risk and creditworthiness. Stable utilization patterns signal financial 
discipline and improve credit access, while erratic usage may indicate financial instability, potentially leading to 
unfavourable loan terms and higher borrowing costs. 

Credit Mix: Diversity of Credit Types (e.g., Loans, Credit Cards) 

Credit mix, reflecting a borrower's variety of credit types such as loans and credit cards, is an important factor in 
creditworthiness. A balanced credit mix shows responsible debt management and financial versatility, improving the 
likelihood of receiving favourable loan terms and higher credit limits. Lenders may view a narrow mix as higher risk, 
affecting credit access. 

Credit Mix: Management of Different Types of Credit Accounts 

Managing various types of credit accounts, such as loans, credit cards, and mortgages, is a key element in evaluating 
creditworthiness. Borrowers who effectively handle diverse credit obligations are perceived as more financially 
responsible, which can lead to better loan terms, lower interest rates, and higher credit limits. Conversely, poor 
management across different credit types may raise concerns, potentially leading to higher credit risk and less favourable 
lending conditions.  
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Table 5.3.1.: Descriptive Statistics Overview 

 

Credit Duration: Length of Credit History 

The length of credit history is an essential factor in evaluating creditworthiness. A longer credit history indicates stability 
and responsible financial management, which lenders view favourably. Borrowers with an established credit history are 
more likely to receive better loan terms, such as lower interest rates and higher credit limits. On the other hand, 
individuals with shorter credit histories may be seen as higher risk, which could result in less favourable credit offers. 
Maintaining a longer credit history is key to improving creditworthiness and gaining better access to credit opportunities. 

Credit Duration: Consistency of Credit Behaviour Over Time 

Consistency in credit behaviour is vital for assessing creditworthiness, as it reflects a borrower's ability to manage credit 
responsibly over time. Lenders favour borrowers with stable credit habits, offering better terms due to their perceived 
reliability. Inconsistent credit behaviour can result in higher borrowing costs or limited credit access. 

Recent Credit Behaviour: Frequency and Recency of New Credit Applications 

Recent credit behaviour, particularly the frequency and recency of new credit applications, is a vital indicator of 
creditworthiness. Lenders assess this factor to gauge a borrower’s financial stability and ability to manage new credit 
responsibly. Responsible credit behaviour can lead to favourable loan terms, while excessive applications may signal 
financial instability. 

Repayment History:

Timeliness of payments on loans and 

credit cards.
4.29285714 5 5 2 0.654625 0.809089 1 -0.5851 -1.22736

Repayment History:

Frequency of missed payments or 

defaults.
4.02857143 4 5 4 1.063926 1.031468 2 -0.85581 0.238781

Credit Utilization:

Ratio of credit used to total available 

credit limits.
3.86428571 4 4 3 0.679291 0.824191 1 -0.44593 -0.20163

Credit Utilization:

Patterns of credit utilization over time. 4.00000000 4 4 3 0.489209 0.699435 0 -0.38394 0.198356

Credit Mix:

Diversity of credit types (e.g., loans, 

credit cards).
3.79285714 4 4 4 0.913618 0.955833 2 -0.57533 0.344936

Credit Mix:

Management of different types of credit 

accounts.
3.97857143 4 4 3 0.682991 0.826433 2 -0.19261 -0.98115

Credit Duration:

Length of credit history. 4.11428571 4 4 3 0.648715 0.805429 1 -0.79795 0.415213

Credit Duration:

Consistency of credit behavior over time. 4.02142857 4 4 3 0.668602 0.817681 2 -0.28003 -0.87231

Recent Credit Behavior:

Frequency and recency of new credit 

applications.
3.85000000 4 4 3 0.57446 0.757932 1 -0.14408 -0.44838

Recent Credit Behavior:

Changes in credit behavior in the past 12 

months.
3.62857143 4 4 3 0.753135 0.867833 1 -0.06897 -0.66218

Financial Stability:

Business stability and income level. 4.35714286 4 5 2 0.461459 0.679308 1 -0.58444 -0.7203

IQR Skewness KurtosisParticulars Mean Median Mode Range SDVariance
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Recent Credit Behaviour: Changes in Credit Behaviour in the Past 12 Months 

Changes in credit behaviour over the past year are crucial for assessing creditworthiness, reflecting borrowers' 
adaptability and financial responsibility. Positive changes, like reducing debt and improving payment consistency, make 
borrowers appear lower risk, leading to better loan terms. Negative or minimal changes can raise concerns for lenders. 

 

Table 5.3.2.: Descriptive Statistics Overview 
 

 

Financial Stability:

Savings and investment history. 4.16428571 4 5 3 0.728212 0.853353 1 -0.81637 0.02472

Alternative Data Consideration:

Inclusion of non-traditional credit data 

(e.g., utility payments, rental history).
3.90714286 4 4 3 0.617215 0.78563 1 -0.2858 -0.39411

Alternative Data Consideration:

Use of alternative data sources (e.g., 

social media behavior, transactional 

data).

3.48571429 3 3 3 0.683248 0.826588 1 0.046143 -0.51003

External Economic Factors:

Consideration of macroeconomic 

conditions (e.g., industry-specific 

economic trends, overall economic 

stability).

3.65714286 4 4 3 0.716136 0.846248 1 -0.07191 -0.61004

External Economic Factors:

Impact of economic downturns or 

recessions on credit behavior.
3.97142857 4 4 3 0.689825 0.830557 2 -0.32838 -0.65726

Personal Circumstances:

Assessment of personal challenges or 

special circumstances affecting credit 

history (e.g., medical debt, divorce).

3.91428571 4 4 3 0.56814 0.75375 1 -0.06144 -0.75558

Fairness and Inclusivity:

Consideration of fairness in credit 

assessment for individuals with limited 

credit histories or unconventional 

financial behaviors.

3.91428571 4 4 3 0.539363 0.734413 1 -0.30648 -0.09685

Technology Adoption:

How businesses leverage technology for 

financial transactions and record-

keeping.

3.95000000 4 4 3 0.680935 0.825188 2 -0.29595 -0.65166

Customer Supplier Relationships:

Assessing the creditworthiness based on 

relationships with suppliers and 

customers.

3.90714286 4 4 4 0.904985 0.951307 2 -0.6769 0.51868

Regulatory Compliance:

How well businesses adhere to regulatory 

requirements impacting financial 

stability.

3.92857143 4 4 3 0.699897 0.836599 2 -0.2381 -0.77245

Transparency:

Transparency and learning how you are 

getting scored via. any credit scoring 

model.

4.10714286 4 4 3 0.614337 0.783797 1 -0.55506 -0.18401

IQR Skewness KurtosisParticulars Mean Median Mode Range SDVariance
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Financial Stability: Business Stability and Income Level 

Business stability and income level are vital indicators of creditworthiness, showing a company's ability to generate 
consistent revenue and manage financial obligations. Lenders prioritize businesses with steady operations and strong 
income, offering better loan terms. Unstable businesses may face higher interest rates or limited credit access due to 
perceived risks. 

Financial Stability: Savings and Investment History 

Savings and investment history is a crucial indicator of financial stability, reflecting an individual's or business's ability 
to manage finances and plan for the future. Lenders favour applicants with consistent savings and prudent investments, 
offering better loan terms. Limited savings or poor investment habits can increase perceived risk and lead to higher 
borrowing costs. 

Alternative Data Consideration: Inclusion of Non-Traditional Credit Data (e.g., Utility Payments, Rental 
History) 

Incorporating non-traditional credit data like utility payments and rental history into credit assessments is gaining 
recognition for its ability to offer a fuller picture of financial behaviour. This approach helps lenders evaluate individuals 
or businesses without extensive credit histories but with strong records of timely payments. By expanding credit 
assessments, it can improve financial inclusion and lead to more accurate, fair decisions. Non-traditional data allows 
lenders to identify responsible borrowers, even in cases where traditional credit data may be sparse. 

Alternative Data Consideration: Use of Alternative Data Sources (e.g., Social Media Behaviour, Transactional 
Data) 

Incorporating alternative data sources like social media and transactional records offers a broader perspective on 
creditworthiness. These insights help lenders assess financial responsibility beyond traditional credit reports, enabling 
fairer evaluations. Positive alternative data can improve access to credit for individuals with limited credit histories or 
negative past records. 

External Economic Factors: Consideration of Macroeconomic Conditions (e.g., Industry-Specific Economic 
Trends, Overall Economic Stability) 

External economic factors, such as industry trends and overall economic stability, significantly influence credit 
assessments. Lenders use these factors to gauge an applicant's ability to manage credit amid economic fluctuations. 
Considering macroeconomic conditions helps ensure more informed, responsible lending decisions and allows for 
proactive risk management during economic shifts. 

External Economic Factors: Impact of Economic Downturns or Recessions on Credit Behaviour 

Economic downturns or recessions have a significant impact on credit behaviour, as they can reduce income, increase 
unemployment, and heighten financial uncertainty. These factors contribute to late payments, loan defaults, and credit 
profile deterioration, which lenders must consider when evaluating creditworthiness. Economic cycles can prompt 
lenders to adjust credit terms or lending criteria to mitigate risks, ensuring sustainable lending during periods of financial 
strain. By incorporating these factors into credit assessments, lenders can make more informed decisions, offering 
tailored support to borrowers facing economic challenges. 

Personal Circumstances: Assessment of Personal Challenges or Special Circumstances Affecting Credit History 
(e.g., Medical Debt, Divorce) 

Evaluating personal challenges, such as medical debt or divorce, is essential in credit assessments to ensure a fairer and 
more comprehensive view of creditworthiness. Acknowledging these factors helps lenders understand temporary 
financial hardships, allowing for more empathetic and accurate lending decisions that reflect the borrower’s financial 
resilience and circumstances. 

Fairness and Inclusivity: Consideration of Fairness in Credit Assessment for Individuals with Limited Credit 
Histories or Unconventional Financial Behaviours 

Fairness and inclusivity in credit assessments ensure equitable access to credit for individuals with limited or 
unconventional financial backgrounds, such as young adults, freelancers, or immigrants. By adopting inclusive scoring 

KRONIKA JOURNAL(ISSN NO-0023:4923)  VOLUME 25 ISSUE 1 2025

PAGE NO: 88



models, lenders can evaluate creditworthiness based on alternative data, promoting financial inclusion and responsible 
lending practices for underserved populations. 

Technology Adoption: How Businesses Leverage Technology for Financial Transactions and Record-Keeping 

The adoption of technology in financial transactions and record-keeping plays a key role in enhancing efficiency, 
accuracy, and transparency in business operations. Digital platforms, automated systems, and fintech solutions enable 
businesses to streamline processes, reduce costs, and enhance data management. This adoption allows for real-time 
decision-making, operational agility, and compliance, ultimately fostering growth, innovation, and competitiveness in 
the digital economy. 

Customer Supplier Relationships: Assessing Creditworthiness Based on Relationships with Suppliers and 
Customers 

Customer-supplier relationships are essential in evaluating business creditworthiness. Strong partnerships and reliable 
transactions demonstrate operational stability and financial health, helping businesses secure favourable credit terms. 
Lenders assess these relationships to predict future credit behaviour and mitigate risks. Maintaining robust customer-
supplier connections enhances credibility and supports business growth opportunities. 

Regulatory Compliance: How Well Businesses Adhere to Regulatory Requirements Impacting Financial Stability 

Regulatory compliance is vital for businesses to mitigate risks, ensure financial stability, and maintain stakeholder trust. 
By adhering to legal and industry regulations, businesses enhance credibility, prevent legal liabilities, and foster 
sustainable growth. Effective compliance programs promote operational transparency, risk management, and align with 
ethical governance standards, supporting long-term success. 

Transparency: Transparency and Learning How You Are Getting Scored via Any Credit Scoring Model 

Transparency in credit scoring models is crucial for ensuring fairness and empowering consumers. By understanding 
the criteria, data, and methodologies used to assess creditworthiness, individuals can make informed financial decisions, 
dispute inaccuracies, and improve their credit profiles. Promoting transparency builds trust, accountability, and 
consumer protection, fostering a fair financial ecosystem. 

 

6. Conclusion 

This study examines key factors crucial for developing an advanced credit scoring model for Micro, Small, and Medium 
Enterprises (MSMEs). Traditional credit scoring models focus heavily on financial metrics like repayment history, but 
with the evolving needs of MSMEs, it is vital to consider a broader range of factors.  

Alternative data, such as utility payments and rental history, offers a more comprehensive view of financial behaviour, 
especially for businesses with limited credit histories. Additionally, external economic factors, including 
macroeconomic trends and industry-specific challenges, play a significant role in assessing MSME credit risk, helping 
lenders adapt to economic shifts.  

Personal circumstances of business owners, like medical issues or life events, can affect creditworthiness but should not 
unduly influence long-term assessments. Incorporating fairness, inclusivity, and transparency ensures equal access to 
financial opportunities and builds trust between lenders and MSMEs.  

Technology adoption enhances financial management and operational efficiency, while assessing customer and supplier 
relationships provides a deeper understanding of business stability. Furthermore, regulatory compliance and ethical 
practices are crucial for minimizing legal risks and fostering lender confidence.  

The development of an advanced MSME credit scoring model requires integrating traditional financial metrics with 
these broader factors, leading to more informed lending decisions. By fostering innovation, fairness, and transparency, 
stakeholders can improve MSME access to finance, driving economic growth and resilience. Ongoing research and 
collaboration will refine these models to meet the sector’s evolving needs. 
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