An Assessment Study on
Community Guarantee/ Mutual Credit Guarantee
Scheme (MCGS)

March 2021

i

An Assessment Study on
Community Guarantee/ Mutual Credit Guarantee Scheme
(MCGS)

For
Small Industries Development Bank of India (SIDBI)

Submitted by
Kerala Development Society, Delhi
KDS-Delhi
(A Social Enterprise for Education, Enterprise Development and Policy Research)
811-A, Jaina Tower-I, District Centre,
Janakpuri, New Delhi -110058

March 2021

i

Authors

Dr. Jacob John
President, Kerala Development Society(KDS), Delhi

Dr. Naveen Joseph Thomas
Assistant Professor, Jindal School of Government and Public Policy,
O. P. Jindal Global University, Sonipat, Haryana

Ms. Megha Jacob
Assistant Professor, Department of Economics,
Jesus and Mary College, University of Delhi, Delhi

ii

Acknowledgement
This study was carried out with the financial support of the Small Industries Development
Bank of India (SIDBI). I express my deep gratitude to Team, P&D, SIDBI for providing
valuable comments for finalizing the design of the study, suggestions for the report and
sponsoring the research project.

I wish to acknowledge the cooperation received from different stakeholders in different
States in providing relevant information for conducting this study. Lending institutions,
industry associations, industry clusters and micro, small and medium enterprises,
government officials, financial experts, development specialists, and experts from
international agencies have extended support in sharing relevant information. Their
cooperation in enriching the study is acknowledged. Special thanks to Mr. Andrea Topo,
Italy, Mr. Mukesh Gulati and Dr. Tamal Sarkar of FMSME and Mr. Rajveer Singh of
Apex Cluster Development Services Pvt. Ltd. for their valuable inputs while carrying out
this study. I wish to acknowledge the research support provided by my colleagues in Kerala
Development Society (KDS), Delhi. Special thanks to Administration support & the several
research investigators who devoted sincere attention in undertaking field survey.

At last but the most important, I would like to specially thank Dr. R.K. Singh, Mr. Abhijit
Das and Ms. Anamika Rajkumari of SIDBI who guided this study and enabled us to present
the same before you.
Dr. Jacob John
President
Kerala Development Society
New Delhi
31 March 2021

iii

Table of Contents
List of Tables------------------------------------------------------------------------------- vi

List of Figures------------------------------------------------------------------------------- vii

List of Boxes---------------------------------------------------------------------------------viii

MCGS Model in India: A Brief--------------------------------------------------------

Section: 1

1

------------------------------------------------------------------------------- 5
Introduction

Section: 2

------------------------------------------------------------------------------- 13
Different Phases of Evolution and Development of
Community Guarantee and Mutual Credit Guarantee
Scheme in India and Best Practices

Section: 3

-------------------------------------------------------------------------------- 27
MSME Finance: Growing Market Opportunities,
Focus Sectors and Borrowers

iv

Section: 4

--------------------------------------------------------------------------------- 33
Eco System of Finance and MCGS for MSME

Section: 5

--------------------------------------------------------------------------------- 37
Different Models of MCGS: International Experiences

Section: 6

-------------------------------------------------------------------------------- 56
MCGS Model Building in India: Strategy and Approach

Section: 7

------------------------------------------------------------------------------

63

Structure of the Proposed MCGS Model in India
Section: 8

------------------------------------------------------------------------------- 80
Action Plan for Launching New MCGS Model as a Pilot

Section: 9

------------------------------------------------------------------------------- 85
Launching New MCGS Model: Core Activities of the Pilot Project

References

------------------------------------------------------------------------------- 92

Annexure I

-------------------------------------------------------------------------------- 95
Job Descriptions for Staff of MCGS Pilot Project

Annexure II -------------------------------------------------------------------------------- 104
List of Contacted Industry Associations in India

v

List of Tables
Table 1

List of Questions

Table 2

MSME: New Definitions

Table 3

Different Country Models of MCGS

Table 4

Design of Model of MCGS: Good International Practices

Table 5

Design of Indian Model of MCGS: Proposed Features

Table 6

Setting up of Fund

Table 7

Shortlisted Partners for Pilot Project

Table 8

Identified Industry Associations in India

vi

List of Figures
Fig:1

Evolution and Development of CG and MCGS in India

Fig:2

Cluster based MCGFS in India :2000-2005

Fig:3

Stakeholders Cluster based MCGFS in Jaipur

Fig:4

Key Features of Cluster based Mutual Guarantee Scheme in Jaipur

Fig:5

Key Features of Cluster based Mutual Guarantee Scheme in Ambur

Fig:6

Key Features of Cluster based Mutual Guarantee Scheme in Alleppy

Fig:7

Eco system of Finance and Guarantee system for MSME

Fig:8

Structure of the Proposed MCGS Model in India

Fig: 9

Institutional Network in MCGS at National level

Fig: 10

Sources of Guarantee Fund

vii

List of Boxes
Box : 1

Functions of MGI

Box : 2

Additional Services of MGI

Box : 3

MGA-Association of MSME

Box : 4

Role of Lending Banks in MGCS

Box : 5

MGI Staff

Box : 6

Mutual Grantee Credit Fund

viii

MCGS MODEL IN INDIA: A BRIEF
Small Industries Development Bank of India (SIDBI), is the principal financial institution for the
promotion, financing and development of the Micro, Small and Medium Enterprise (MSME)
sector as well as for co-ordination of functions of various institutions engaged in similar activities.
SIDBI strives to emerge as a single window for meeting the financial and developmental needs of
the MSME sector to make it strong, vibrant, globally competitive and for it achieve the highest
corporate values through modern technology platforms. SIDBI has been assessing the feasibility
of introducing Mutual Credit Guarantee Scheme (MCGS) in India. Kerala Development Society
(KDS), Delhi has been entrusted with the task of carrying out the assessment/feasibility study on
mutual credit guarantee scheme in India, considering the peculiar situation of its MSME sector
and to prepare a roadmap for introducing a pilot project in India.

It is pertinent to formulate a strategy based on widely accepted opinion of stakeholders and
elaborate various steps for introducing a MCGS Pilot Project in India. The major objective of this
study is to assess the viability of Community Guarantee and Mutual Credit Guarantee Scheme
(MCGS) in India.

Six Major Components of MCGS Model in India: Mutual Guarantee Institution (MGI), Mutual
Guarantees Associations (MGAs), Banks, National Level Authority, Guarantee Fund (National
Fund with state components), Counter Guarantee and Risk Management. It is pertinent to note that
the three institutional players in MCGS at the State level are MGI, MGAs and Banks.

Creation of Mutual Guarantee Institution (MGI): The MGIs need to be set-up at the State level.
Each MGI may be registered as a non-profit organization governed by a team of independent
professionals, representatives of industry and the State Government. A team of technical experts
can form the staff of the MGIs. Members of the MGI are the MGAs. In a way, it is a consortium
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of state level business associations. Mutual Guarantee Institution (MGI) will be the MCGS
implementing institution in a particular state.

Mutual Guarantees Associations (MGAs): All the MGAs in a particular state can federate under
the respective state MGI. A Mutual Guarantee Association (MGA) is an association of small firms
with limited access to credit. It should be a not for profit organization with a minimum of 15
members. Any registered association whose members are entrepreneurs can become an MGA.
Chambers of commerce, sectoral industry associations, state or regional industry associations,
trade associations, business networks and family networks have strong potentials to become
MGAs.

Lending Institutions: At the state level, interested banks can become member lending institutions
in MCGS. Lending Banks get guarantee certificate from MGI, provide loan to SME members of
MGA, and collect repayment. Lending institutions would be willing to lend under MCGS due to
the advantages of mutual credit guarantee which include reduced risk and cost. Risk assessment
and subsequent follow-up on repayment of loan could be easier mainly due to the pre-existing
contacts among group members of the MGA.

National Authority: It is through this national body that the MCGS operates. At the national level,
any Development Finance Institution (DFI) can be the national level authority to coordinate and
monitor all the activities related to MCGS. The National Authority can coordinate the various
MGIs, MGAs and manage a separate Guarantee Fund. The National Authority will form a
Committee/ Advisory Board comprised of representatives of industry, central and state
governments and professionals to provide guidance and suggestions in managing the Guarantee
Fund.

MSME Mutual Guarantee Credit Fund: National Guarantee Fund is an essential component of
the scheme. The purpose of this fund is to provide guarantee for the loan to an entrepreneur for
her/his business operations. The entrepreneur is a member of a MGA which is federated to MGI.
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This will be a National Fund with state specific allocations. Initially, the fund with an amount of
Rs.100 Crores could be setup. Membership fee, to be paid by enterprises through MGA, is the
main source of the MSME Mutual Guarantee Credit Fund (MSMEMGCF). In addition,
Government of India and different state governments could make contributions to the Fund.
International and national donors, commercial banks, other financial institutions and private sector
organizations are the other potential contributors to the MSME Mutual Guarantee Credit Fund.

Counter Guarantee: MGI in a particular State should be in a position to get counter guarantee
from Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE) which was
launched on 30 August 2000 by the Ministry of Micro, Small and Medium Enterprises and SIDBI.
Each MGI will have to make payment of premium to get counter guarantee. Counter guarantee
will, undoubtedly, enhance the leverage and liquidity and make interest rate more competitive. A
team of trained technical staff should work with MGI whose role will be to provide services to
borrowers and lenders.

Industry Sectors and Coverage of Guarantee: Each state will have several MGAs formed by
self-selected group of enterprises. The underlying nature of group formation can be varied and can
include groups based on industry sector. These groups can form MGAs and can be part of MCGS.
These MGAs can represent various sectoral associations, other groups, etc. Different sectors may
require different size of loan and sector specific MGAs can act as a medium for providing
preferential credit to critical industries.
Risk Management: The MGA members’ linkage with different branches of banks, are expected
to ensure their access to formal credit. It is also expected that the MGA members will have
continued access to credit in the future even without MGA membership, as the loans disbursed to
them through their MGA membership will help them create an adequate credit history which is
one of the impediments to credit access. It is desirable to build up a balanced portfolio with
adequate risk diversification. The coverage of credit guarantees are expected to be restricted to
loans for working capital and investment and utmost care is to be taken to prevent diversion of
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funds for other purposes. There will also be a limit on exposure to any single borrower and lender.
The model aims at a default rate which does not exceed 2 and 3 percent. This target can be achieved
if loan applications are appropriately assessed and monitored which greatly aided by the economic
additionality of the MCGS. Trust building among MGA members ensures that they feel
comfortable with guaranteeing each other’s credits. MGA members can influence each other when
it comes to financial issues such as repayment of loan. Peer group pressure is seen as a key element
in the follow up and repayment. Due to the pre-existing contacts among group members and with
the MGA, risk assessment and subsequent follow-up on repayment of loan could be easier. Peer
enforcement and peer monitoring will be key in reducing the administrative costs of lending which
is an impediment faced by banks in lending to micro and small enterprises. The performance of
the scheme should be assessed in light of the additionality of the system, the existence of external
assistance and long term sustainability.

************************
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Section 1
Introduction
In this section, we provide a brief backdrop to the study followed by a description of the objectives
and methodology of the study.

1. Background
Micro, Small and Medium enterprises (MSMEs) have played an extremely crucial role in the
growth story of India. According to Central Statistics Office, MSMEs account for 29.7% of the
GDP at current prices as on 2017-18. MSMEs provided a total of 1109.89 lakh jobs according
to73rd round National Sample Survey. However, a major concern about MSMEs has been with
respect to the smallness of enterprises. The composition of MSMEs is skewed heavily in favor of
Micro and Small enterprises (MSEs) which comprise 99.9% of the estimated MSMEs and account
for 99.88% of the jobs created by MSMEs (Annual Report: Ministry of Micro, Small and Medium
Enterprises, 2019). This has been a lasting feature in India since independence and according to
Hsieh and Klenow (2014) an average firm in India exhibits very little growth in employment and
output. In comparison, an average 40 year plant in USA employs almost 7 times the number of
workers when compared to a firm that is 5 or fewer years old. The smallness of firms means that
they are unable to exploit economies of scale in production, procurement and sales (Tendulkar &
Bhavani, 1997). This means that the growth of MSEs in India can ensure higher productivity and
hence a higher share of MSMEs in India’s GDP as well as higher employment generation. Hsieh
and Klenow (2014) suggest that financial constraints are one of the major impediment to the
growth of firms in developing countries like India. This is further supported by the findings of the
NSS 73rd Round Survey of Unincorporated Non-Agricultural Enterprises where inadequate access
to credit features as the second most significant impediment faced by firms. The credit constraint
faced by micro and small enterprises is well documented in India and has been a key target area
for policy makers. Despite the policy focus, according to the Enterprise Survey conducted by the
World Bank in India in 2014, small firms in India need to provide 241.7 % of loan value as
collateral and here again firms reported lack of adequate finance as a major constraint for their
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business. The primary challenge that MSEs face when trying to access finance is their inability to
provide the collateral required to obtain loans from Banks. This is likely to aggravate given that in
recent times banks in India have been plagued by rising non-performing assets and are averse to
extending loans to MSEs which are generally perceived to be higher risk borrowers. This means
that micro and small businesses with good business ideas will find it very difficult to find the
finance required to start operations as well as grow. It is imperative to solve the two major roadblocks i.e. lack of collateral and the information asymmetry regarding the credit worthiness of
firms, to ensure that MSEs find the finance that aids their growth. A major initiative in reducing
both these roadblocks has been the Credit Guarantee Fund Trust for Micro and Small Enterprises
(CGTMSE) which was launched on August 30, 2000 by the Ministry of Micro, Small and Medium
Enterprises and Small Industries Development Bank of India (SIDBI). The purpose of this trust
fund is to enable new and existing MSEs to access loans from banks up to a maximum of Rs. 2
crores without collateral security or third party guarantee. This definitely eliminates the collateral
roadblock and to some extent reduces the information asymmetry problem by proving credit
history to new firms who get access to credit through the scheme. However, CGTMSE does not
completely solve information asymmetry that the banks face in identifying risk profile of
borrowing firms.
A concept that has been largely overlooked so far in India has been that of Community Guarantee
or Mutual Credit Guarantee as a scheme for MSE development in India. India is no stranger to
Community Guarantee or Mutual Credit Guarantee schemes in the form of peer monitored
collateral free small loans or micro-finance. The question is whether positive assortative matching,
peer monitoring and peer enforcement which is characteristic of these schemes can be scaled up
for providing higher value loans to MSEs to help them finance their growth. This brings us to the
objectives of this study which are described in the following section.

2. Objectives of Study
Major objective of study: The major objective of study is to assess the viability of Community
Guarantee and Mutual Credit Guarantee Scheme (MCGS) in India, considering the peculiar
situation of its MSME sector and to prepare a roadmap for introducing a pilot project in India.
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Specific Objectives: The following are the specific objectives



Analyze different phases of evolution and development of MCGS.



Identify best practices of various initiatives in the field of Community Guarantee and
Mutual Credit Guarantee Schemes in India as well as the rest of the world.



Discuss growing market opportunities for MSE Finance, and identify focused sectors, types
of borrowing, categories of beneficiaries, their eligibility and selection process.



Formulating strategy based on widely accepted opinion of stakeholders, especially on the
mutuality aspect of the concept.



Examine the supporting eco-system, in particular the extent to which public sector
involvement is optimal with special emphasis on the role of the public sector as a last resort
guarantee system and its role in ensuring certainty of funding in the initial stages.



Elaborate various steps for introducing a community guarantee /MCGS pilot Project in
India.



Identify Potential Partners, suitable clusters, prospective Industry Associations who have
the collaborative spirit and trust amongst Indian MSMEs and stakeholders for launching
a pilot project.



Suggest name, size and purpose of a separate fund for providing Community Guarantee/
Mutual Credit Guarantee Scheme, process of funding and fund monitoring.

 Define the roles and responsibilities of the Project Management Unit (PMU) for initiating
the scheme, prepare key performance indicators for funds, and present terms of reference
for the PMU.


Design appropriate engagement plan for piloting the initiative on sustainable basis.
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3. Methodology and Approach to the Study
3.1.

Desk Review: A detailed desk review was carried out in the light of the study objectives.

The desk review covered an extensive review of literature and relevant secondary data. Moreover,
we have created a reference list of all available documents. This forms one of the most critical
aspects of the complete study, as this has helped in evaluating past experiences as well as in
developing various indicators for preparing a future plan. It has also helped in identifying the tools
required for the analysis. In this exercise, we have assessed the availability of a supporting ecosystem, and provide historical background and the different stages of development of Community
Guarantee/ Mutual Credit Guarantee Schemes. Our analysis of secondary sources has uncovered
achievements, progress and difficulties of policy level initiatives in promoting Community
Guarantee/ Mutual Credit Guarantee Schemes. Various types of secondary sources were used for
the study.

3.2.

Primary Data Collection: The preparatory phase of fieldwork includes the finalization

of study protocol, preparation and finalization of research instruments, pre-testing the research
instruments and scripting of the research questionnaire. An important aspect of the study was
collecting information and feedback from various stakeholders in the Community Guarantee and
Mutual Credit Guarantee Schemes. We have collected this information through primary surveys
to understand the mechanisms, challenges and solutions for designing and implementing such
schemes. A questionnaire was used to canvass the information necessary for developing a new
model of Mutual Credit Guarantee Scheme in India. The questionnaire comprised of a total of 35
questions covering the diverse aspects of the study (Table 1). It consisted of warm up questions
and main questions. It sought information on the role of micro-finance institutions, access to credit,
and experience with banks, micro finance institutions, formal credit loans, interest rates, loan
requirements, terms and conditions of loan. The questionnaire has sought details of several
segments of the MSMEs. The questions try to elicit information on the financial environment faced
by the respondents and an attempt has been made to ascertain from the respondent, views on the
potential partners for the pilot project, selection criteria of implementation partners based on their
weighted aggregated competitiveness, the names of associations from metro cities, in tier II cities
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and tier III cities. It sought details to understand the distribution of the nature of MSMEs in a
cluster, MSMEs engaged in Services and manufacturing, own account enterprises (OAEs), nonown account enterprises, unregistered enterprises, not banking MSMEs, banking MSMEs, units
having the privilege of Emergency Credit Line Guarantee Scheme (ECLGS), average loan size for
the Own Account Enterprises(OAEs), for the non-OAEs, and value of loan requirements.

Table 1
List of Questions
1

Category of Respondents? :

( Lending institutions, Industry Associations, Industry

Clusters and Micro, Small and Medium Enterprises, Government Officials, Financial
Experts, Development Specialists, Experts from International Agencies )
2

Contact Details
Questions Exclusively for Enterprises

3

Name of the Firm & its owner.

4

District:

5

State:

6

Size of the firm

7

Geography / location of firm? Please explain if it is urban, semi-urban or rural.

8

Please provide the legal status and size of your Company (own account enterprises
(OAEs), non- own account enterprises, unregistered enterprises , investment, sales turn
over, etc.

9

How many people work full-time/part time in your business, excluding self ?

10

Nature of Operations (Engaged in services and manufacturing, etc.)

11

Have you availed loan from any Financial institutions (From banks, MFIs, Formal.
Informal sources, etc). If yes, please provide details.

12

Which loans have you availed from a bank? Please provide details (Purpose, amount,
repayment, guarantee collateral, etc.)

9

13

How many types of formal and informal loans are available in your area (From small
finance banks-Informal sources like money lenders, Banks, Non-Banking Financial
Companies, Friends and Family and others) ?

14

Do you have any plan for availing loan?

15

What is the size of current requirement of loan? What is the purpose of the current loan?
Please explain.

16

Did you face any challenge in obtaining a loan from a financial institution?

17

What are your suggestion for addressing problem in availing a loan from a financial
institution?
Questions Common to all Respondents including Enterprises

18

How do you assess the benefits of MCGS in respect of different segments of the MSMEs?

19

Among several segments of the MSMEs, who needs MCGS the most? Which one is it
most beneficial to in the Indian context?

20

How do you assess eco-system of finance in India?

21

How do you evaluate the guarantee system for MSME in India?

22

What are the suggestions for launching MGCS successfully?

23

How do you assess the need for setting up of a separate Fund for MCGS?

24

What are the likely / possible / potential sources of the Fund?

25

Can you provide suggestions on the management of Fund and its name.
Questions Common to all Respondents excluding Enterprises

26

What are the various MCGS models available nationally and internationally to be
considered?

27

Please explain features of MSME Clusters in different Indian States.

28

How do you assess the role of several of MSMEs clusters in the implementation of MCGS
in India?

29

Can you mention the names of active MSMEs clusters? Please explain their effectiveness

30

Can we consider the involvement of various MSME clusters during pilot phase of MCGS
in India? Please explain.
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31

Please suggest organizations who have strong potential to associate with MCGS as Mutual
Guarantees Associations(MGA)

32

Is there any need for fixing the maximum number of members? If yes, please suggest the
number.

33

Please suggest control mechanism especially in respect of size and purpose of credit.

34

What are the measures towards the sustainability of MCGS, especially in terms of
reducing default rates, ensuring the availability of sound financial information on
borrowers, screening of borrowers and monitoring?

35

What are the required measures towards staff, governance and management of MGCS?

*
3.3.

Consultations and Meetings: Through a systematic approach, we have collected inputs

from representatives of lending institutions, active industry associations, select industry clusters
and Micro and Small Enterprises. Respondents included senior officials of relevant Central
Government Ministries, especially Ministry of Micro, Small and Medium Enterprises,
Government of India. Financial experts from Banks, international agencies such as UNIDO and
consulting companies and agencies were also consulted. A total of 58 respondents from different
categories were consulted. These respondents are from states from the northern region, southern
region, eastern region and western region of India. These states included NCT of Delhi, UP,
Haryana, Rajasthan, Maharashtra, West Bengal, Karnataka and Kerala.

3.4.

Interactions with Institutions who were involved in launching / implementation of

such initiatives including the shortlisted partners: In India, 217 industry/ business associations
have been identified. We have established direct contacts and interacted with 46 industry/ business
associations out of 217 identified associations. The details of the contacted associations are given
in Annexure II. Some of them were involved in launching / implementation of MCGS pilot
initiatives in the past. Industry associations are shortlisted partners for the Pilot Project as reported
in Table-6. Our team has interacted with the shortlisted partners. These shortlisted partners have
shown keen interest in associating with the MGCS initiatives. However, some of these associations
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have sought the blue print of the proposed model. All of them have emphasized the need for setting
up of a dedicated Fund for the Scheme.

3.5.

Webinar on Findings of the Field Survey: A Webinar was organized for discussion on

the findings of the field survey. Presentations on different aspects were made in the webinar. It
was attended by a team of industry cluster specialists, MSME representatives, SIDBI officials and
the study team. Several valuable inputs were provided by panelists/ resource persons and
participants. Andrea Topo, Senior Economist at SOGESID SPA, Ministry of Economy and
Finance, Italy, had given comments on the proposed MGCS model for India while sharing Italian
and French experiences related to MGCS initiatives. He had provided his experiences on the
subject during his tenure with UNIDO as investment promotion officer. Mr. Mukesh Gulati and
Dr. Tamal Sarkar, Foundation for MSME Clusters, had provided several valuable inputs. It may
be noted that Mr. Mukesh Gulati and Dr. Tamal Sarkar had associated with UNIDO supported
MGCS pilot initiatives in India. Critical inputs on the proposed MGCS model were given by Mr.
Rajveer Singh, Apex Cluster Development Services Pvt. Ltd. with a special focus on MSME
clusters in India. Team P&D SIDBI also provided valuable inputs on the proposed MGCS model
for India, especially in the context of increasing demand of MSMEs for collateral free loans.

********************
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Section 2
Different Phases of Evolution and Development of Community
Guarantee and Mutual Credit Guarantee Scheme in India and Best
Practices

In this section, the evolution and progress of Credit Guarantee(CG) and MCGS in India have been
covered. In addition, we also review the experiences from the case studies of MCGS related pilot
projects and other initiatives. The last part of this section highlights the best practices in the area
of CG and MCGS.

2.1

Evolution and Development of CG and MCGS

The Credit Guarantee Scheme for Micro, Small and Medium Enterprises sector in India is not new
and has been evolving over the last 60 years. Credit Guarantee Schemes were first set up by
Government of India in 1960s, with RBI as its administrator. The RBI was designated as the Credit
Guarantee Organization (CGO) for guaranteeing the advances granted by banks and other credit
institutions to small scale industries and the scheme was in operation up to March 31, 1981. Other
measures taken during the 1960s include enhancing the guarantee cover, reduction in the rate of
guarantee fee, etc. The Credit Guarantee Corporation of India Limited (CGCI) was promoted by
RBI in 1971 and all credit guarantee corporations were brought under a single fold. In 1978,
Deposit Insurance and Credit Guarantee Corporation (DICGC) was set up but the credit guarantee
functions of DICGC were discontinued in 1995 due to deficit in funds. Between 1990-2000, the
RBI continuously advised the bankers to extend credit to MSME’s without collateral through
several policies and directions. During the year 2000, the Government of India and SIDBI setup
the Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE) in August 2000 with
a committed corpus of Rs. 2500 crores and underwent many changes since its inception. The
Government of India and SIDBI contributed funds to CGTMSE in the ratio 4:1. From 2014
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onwards, CGTMSE introduced many new policy changes such as increase in the extent of
guarantee coverage, charging of fee on outstanding loan instead of sanction amount, inclusion of
MSE retail trade as an eligible activity and allowing loans with partial collateral security under
CGS.

It was during 2000-2010 that Mutual Credit Guarantee Schemes were first experimented in India
with the support of UNIDO. The highlights of evolution and development of CG and MCGS in
India are presented in Fig:1. Three Cluster based Mutual Credit Guarantee Schemes were piloted
during 2000-2005. However, these projects had stopped their operations after the completion of
the pilot projects. In addition, a few initiatives were taken to launch MCGS with the involvement
of Industry Associations in Chennai, Pune and Hyderabad. Unfortunately, they could not succeed
due to several challenges. The reasons for the failure were identified as small size of loans, low
volume of operations, inadequate fees for its operations and services, and absence of separate fund
for the schemes. These schemes were hence not sustainable. Currently, several self-help groupsMCGSs are operational in India and have formed the basis of the renewed interest. Hence, several
stakeholders are keen to welcome MCGS as a new tool for the MSME sector to improve access to
formal credit, which can operated in tandem with the public credit guarantee schemes.

From the perspective of MCGSs, in the year 2000, UNIDO conducted a diagnostic studies and
found that inadequate access to credit was among the most significant obstacles in improving the
progress of traditional artisans and the Mutual Credit Guarantee Fund Scheme (MCGFS) in Jaipur,
Ambur and Alleppy was launched. As shown in Fig 2, these schemes were initiated in three
UNIDO supported industry clusters. The MCGFS was launched in Jaipur and Ambur with an aim
to help local entrepreneurs obtain formal credit, considering the fact that a vast majority of artisans
in these clusters neither had a bank account nor were they using any banking facilities. Another
objective of MCGFS was to build relationships between banks and artisans by changing banks’
attitudes towards them and make credit facilities available to them without collateral. With this
initiative, the mutual guarantee association in Jaipur was the first of its kind in India.
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Fig:1
Evolution and Development of CG and MCGS in India
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Fig:2
Cluster based MCGFS in India :2000-2005
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2.2

A Case Study of MCGFS Pilot Project: Textile Hand-Block Printing Cluster of
Jaipur, Rajasthan

On 6 June 2000, SIDBI along with the State Bank of India , Bank of Baroda, State Bank of Bikaner
and Jaipur, in collaboration with UNIDO flagged off a Mutual Credit Guarantee Fund Scheme
(MCGFS). Access to credit for small entrepreneurs was viewed as a meaningful component of a
holistic cluster approach. MCGFS in particular was aimed at making credit facilities available to
micro and small enterprises (MSEs) without collateral securities, thus developing banking habits
among them, changing the attitude of banks in lending and building relationship between banks
and MSEs and among the MSEs themselves. Traditional hand-block printers based around the city
of Jaipur, mainly in the villages of Bagru and Sanganer, failed to keep up with the growing demand
for their products and were faced with increasing competition of locally-based screen printers.
UNIDO conducted a diagnostic study and found that inadequate access to credit was among the
most significant obstacles to improving the potential of traditional artisans in the cluster. UNIDO
had organized a visit of a senior official of SIDBI to Italy to study the successful Mutual Guarantee
Scheme in Italian clusters. This study visit had provided adequate knowledge about MGCS which
in turn led to the formulation of a similar scheme in Jaipur in order to improve the competitiveness
of traditional hand-block printers and enhance the economic capacity of the cluster.
Fig:3
Stakeholders Cluster based MCGFS in Jaipur

StakeholdersCluster based
MCGFS

UNIDO -technical
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Support
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for operations in
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As is shown in Fig 3, UNIDO, one of the main stakeholders involved, offered technical as well as
financial support to promote its operations. SIDBI provided resources to promote the launching of
the scheme in Jaipur and its operations in the first two years. The other actors involved in the
scheme were the implementing agency, the lending agency and the group members themselves.
At the operational level, a local NGO, the Indian Institute for Rural Development (IIRD), acted as
implementing agency for the project. It developed an operational framework and created
awareness among local artisans and banks. Several hand block textile printers who were artisans
had previously participated in other activities organized by IIRD and this trust enabled a rapid
implementation of the Scheme. IIRD supported the operations of the mutual guarantee association
by assisting entrepreneurs in the formation of viable mutual guarantee groups, organizing initial
meetings of members, acting as a link between banks and borrowers, and monitoring the utilization
of the fund by maintaining records of deposits, loan amounts, guarantees, etc. IIRD charged an
annual fee of 3% on the outstanding principal amount to cover administrative costs. Moreover, it
had the freedom of charging a consultancy fee of 1.25% for additional services provided to a
member. Participant banks included the Bank of Baroda, the State Bank of Bikaner & Jaipur and
the State Bank of India. Two committees-the Recommendation Committee and the Monitoring
Committee- were established to screen loan applications and oversee repayment of loans
respectively.

Traditional hand-block printers involved in this Scheme chose their own peer groups to ensure that
they feel comfortable with guaranteeing each other’s credits and can influence each other when it
comes to financial issues such as payment of monthly instalments. Due to the pre-existing contacts
among group members and with IIRD, risk assessment and subsequent follow-up was easier. An
agreement was made between group members and IIRD in order to bind the members to the norms
of the mutual guarantee association. Members were warned that on receiving a bank loan they
must focus on promoting their business and repayment of the loan. Members’ contributions and
those from SIDBI jointly constitute a group’s fund, based on which, individual loans are disbursed
both for working and investment capital. The loan was to be repaid in monthly instalments.
Members also made monthly payments of Rs 100 to a reserve fund.
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With a minimum contribution of Rs.5000 individually and an additional contribution of Rs.1000,
a group of 10 to 15 members deposited their contributions in a bank. After this contribution was
made, SIDBI released a matching contribution for an equal amount. These two contributions were
clubbed together to make a corpus fund and deposited as a Fixed Deposit Receipt with a local
bank. Taking this deposit as a liquid guarantee, the local bank financed twice the amount of
collateral security to the group in the form of individual loans. MCGFS loans were made available
to members without any traditional "collateral" requirement. The loan applications were verified
by a committee consisting of the members of implementing agency, beneficiaries and industry
experts. As of July 2003, six groups of traditional hand-block printers, making a total of 65 artisans,
had received loans worth Rs.15 lakhs from banks. Repayment had generally been prompt. The
Indian Institute for Rural Development (IIRD) monitored loan disbursement and repayment. IIRD
had been working in the cluster for a long time and its trustworthiness helped in introducing the
Scheme smoothly. The recovery status of the loan was around 95 percent. However, MCGFS did
face some challenges in terms of sustainability. Credit volume suffered due to reluctance of banks
to increase leverage level. Further, staff turnover added to problems in the implementation of the
scheme. This Scheme was not able to continue mainly due to the absence of sustainability. Small
loans, low volume of operations, inadequate fees for its operations and services, and absence of
separate fund that could have given banks the confidence to increase leverage resulted in the
discontinuation of the scheme.
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Fig:4 - Key Features of Cluster based Mutual Guarantee Scheme in Jaipur

Key Features of MCGF in Jaipur Hand block Printed Textiles Cluster: 2000-2005
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Against FDR bank finance twice the amount.
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2.3

A Case Study of MCGFS Pilot Project: Leather Cluster of Ambur, Rajasthan

The Tiny and Small Scale Shoe Makers Association (TASSSMA) was identified as an
implementing association of MCGFS Pilot Project in the Ambur leather cluster. This cluster
comprised of many heterogeneous firms, ranging from micro enterprises catering to local markets
to groups engaged in export of finished leather and shoes.

Key Features of MCGF in Ambur Leather Cluster are presented in Fig:5. TASSSMA put the
scheme into operation and played a significant role in selecting beneficiaries, record keeping and
follow-up of repayments. Members of TASSSMA were sensitised to the MCGFS and the first
group of borrowers was formed. A series of group meetings was held and all banks in Ambur were
contacted. They received information on the scheme and were asked to act as a lending agency
under the scheme. After discussions with UNIDO, the Syndicate Bank agreed to participate in the
scheme as a lender. TASSSMA promoted the creation of three groups with a total of 30
beneficiaries and SIDBI accepted to sanction a matching grant.

In August 2001, the contributions made by the first group of 10 beneficiaries, Rs 10,000 each and
a total of Rs 100,000, was deposited in the Syndicate Bank as a fixed deposit for five years. The
first batch of loans, Rs 50,000 to each member of the group, was disbursed by the Syndicate Bank
in January 2002. There was a demand for more groups when word spread quickly among
shoemakers regarding the help received from TASSSMA, which took a cautious approach and
attempted to identify only entrepreneurs who were genuinely interested in business development.
A second group of borrowers was promoted in 2002, who contributed Rs 5000 each. By July 2003,
a total of Rs.10 lakhs was disbursed by the bank as working capital loans to the members for their
business development. The Scheme gave very positive results in Ambur. The repayments were
regular and on an average the units assisted were in a position to improve their turnover by 20%.
Not only did the MCGFS prove to be an effective tool in developing healthy and long lasting
business relationships between banks and micro enterprises, but also it led groups of beneficiaries
to undertake joint initiatives other than strictly financial ones. This Scheme was not able to
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continue mainly due to unviable size of loans, low volume of operations, and absence of a
separate fund to aid operations.
Fig: 5
Key Features of Cluster based Mutual Guarantee Scheme in Ambur
Key Features of MCGF in Ambur Leather Cluster :
2000-2005

MGA- Association of ShoemakersTASSSMA-Formed different Credit Groups

Corpus Fund- Contribution of members of
Association and matching contribution from
SIDBI

Corpus Fund- FDR as a liquid guarantee
with the lending bank. Against FDR bank
finance twice the amount.

Loan Applications verified by a Committee
of Members of Implimenting Agency,
Beneficiary & Industry Experts

Fees-3 percent of principal amount charged
by MGI

Bank- Syndicate bank; 96 % Recovery

Challenges: small size of loan
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2.4

A Case Study of MCGFS Pilot Project : Alleppey Coir Cluster. Kerala

In Alleppey, as part of the State Bank of India Project UPTECH, a cluster development initiative
has started in July 2002 with the support of UNIDO. The project aimed at strengthening the local
coir industry. In June 2003, 63 consortiums of more than 1000 tiny manufacturers had been
formed. Key Features of Cluster based Mutual Guarantee Scheme in Alleppy are presented in
Fig:6. In September 2003, the MCGFS became operational for thirty of these consortiums while
the remaining consortiums were in the process of accessing the scheme. Each consortium
deposited Rs 50 000, the Khadi Village Industry Board provided the matching grant of Rs 50 000
whereas SBI gave loan of up to Rs 2 lakhs. Funds were used for the common procurement of raw
material, allowing them to buy it at reduced cost due to scale efficiencies in procurement. The
consortiums, created mainly to provide access to credit, had served also as common platforms for
joint efforts for process upgradation and marketing.

2.5

Challenges of Cluster based MCGFS

The three cluster based MCGFS were executed on a pilot basis. These schemes were found to be
effective tool in providing access to credit for small and tiny enterprises. The MCGFS in Jaipur,
Ambur and Alleppy differ in several respects from traditional mutual guarantee associations. The
introduction of several small credit groups within the scheme is unusual. In most MGAs, loans are
not distributed to all group members at the same time. However, in case of MCGFS, group
members receive a loan relatively swiftly that reinforces their motivation to participate as they see
the direct benefits for themselves. However, these schemes were not sustainable. The amount of
loan was small and volume of operations was inadequate. The practice of simultaneous disbursal
significantly reduced the amount of credit granted to any single borrower. In the case of Jaipur,
artisan cluster pilot project, MGI, namely IIRD, was getting inadequate fees for its operations and
services. The main challenge for the scheme was its sustainability which critically depended on
the matching grants from a government agency. Despite challenges, the MCGFS was found to be
an effective tool in enabling access to formal credit for small enterprises and building healthy
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relationships between banks and small enterprises. Since micro, small and medium enterprises do
not have easy access to bank loans without collateral security, they can form a Mutual Credit
Guarantee Agency (MGA), which will in turn provide guarantee for bank loans availed by its
members. The advantages of mutual credit guarantee for the bankers was in the form of lower
administrative costs.
Fig:6
Key Features of Cluster based Mutual Guarantee Scheme in Alleppy

Key Features of MCGFS in Alleppy Coir Cluster: 2000-2005
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amount.
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2.6

Other Unsuccessful Initiatives

Subsequent to the three successful pilot projects , there were a few initiatives, with the support of
UNIDO , to launch MCGS in other Indian States. In Maharashtra, an attempt was made to launch
MCGS with the involvement of MCCIA, Pune. Several preparatory activities were undertaken.
During the same period, Association of Lady Entrepreneurs in Hyderabad had also tried to launch
MCGS with UNIDO support. On June 7 2008, Confederation of Indian Industry (Southern
Region) and UNIDO had signed a memorandum of understanding in Chennai to promote Mutual
Credit Guarantee Scheme to help micro, small and medium enterprises in auto components, and
leather and footwear industries to secure bank loans without collateral security. Here, UNIDO was
partnering with UNIONFIDI, an Italian mutual credit guarantee agency, to replicate Italy’s success
in Mutual Credit Guarantee Schemes in India. This initiative was under the Consolidated Project
of UNIDO for SME Development in India. Though there was some progress, all the MCGS
initiatives had to stopped their operations after some time. The major reasons for this discontinuity
were the difficulties in setting up a separate Fund for the programme and lack of customization to
local realities in the Indian models.

2.7

Community Guarantee and MCGS: Best Practices in India

MCGS in the form of a full- fledged model are not operational in India. However, an alternate
form of mutual guarantee scheme is operational for tiny and small enterprises in some parts of
India. It is significant to understand that numerous tiny and small enterprises who are the members
of a Self Help Group(SHG) avail loan without physical collateral within the framework of SHG
programmes based on their credit worthiness that is based on their group discipline, repayment
culture and accumulated corpus funds. They can avail loan without any collateral security. This
approach is certainly a miniature form of MCGS. Currently, SHG programmes are supported under
various government initiatives such as the National Rural Livelihood Mission, Government of
India. The introduction of SHG-bank linkage programme by NABARD acted as a catalyst for the
development of SHGs and recognizing the role of SHGs, the RBI issued a circular permitting the
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banks to lend SHGs of women. The Master circular was issued for this by RBI on 1st July, 2017.
By and large, these SHG members are unbanked. The credit worthiness of these groups have been
built on their group discipline, repayment culture and accumulated corpus funds. They can avail
loan without any collateral security. This has resulted in SHG Bank linkage programme, under
which, SHGs are being provided with credit by service area banks as per Micro Credit Plans of
SHGs.

So far, several SHGs members- turned entrepreneurs have availed bank loans under SHG Bank
linkage programme. Under this scheme, there are a few interest subvention schemes for MSMEs.
The interest subvention benefit is given to self-help groups where women borrowers take loans at
7 % interest and the government bears the difference between the lending rate of banks and the
rate charged from borrowers. The U. K. Sinha-led committee on micro, medium and small
enterprises had in May 2020 recommended that the government increase the limit of collateralfree loan to Rs 20 lakh for SHG-based enterprises citing price rise. Subsequently, in June 2020,
Government of India has enhanced collateral free loans to women SHGs from Rs 10 lakh to Rs 20
lakh.

Bana Agro and Allied Producer Company Limited (BAPCO) availed a loan from Union Bank and
Canara Bank under SHG-bank linkage programme is a miniature form of MCGS. Bana Agro and
Allied Producer Company Limited is a company producing dairy products operating in the
Padinjarethara Panchayath of Wayanad District, Kerala. The company was set up with the support
of Kudumbashree SHG programme in Kerala. All the owners of the company are SHG members
in Padinjarethara Panchayat. The enterprise was inaugurated on 21 February 2019. They have the
capacity to produce items like fresh milk, ice cream, curd, peda, paneer, ghee, sambharam, lassi,
chocolate, paneer pakkavada, paneer pickle, kulfi, sip-up, ice, etc. They constructed a building of
their own and bought machinery by availing bank loan under SHG based mutual credit guarantee
scheme. From Union Bank, Rs 15 lakhs was availed and another Rs 5 lakhs was availed from
Canara Bank under SHG-bank linkage programme which is a miniature form of MCGS.

25

ESAF Bank in Kerala provides loan to male and female SHG members for running business. ESAF
Bank, a small finance bank, has an ongoing Joint Liability Group based mutual credit guarantee
scheme. It operates under its Micro Banking Division. Each Joint Liability Group comprises of
10-15 individuals who come together for the purpose of availing bank loan through group
mechanism against mutual guarantee. The members would offer a joint undertaking to the bank
to enable them to avail loans. SHGs can also avail this scheme. Such SHGs should be affiliated
with a well-established SHG programme such as Kudumbashsree or Ashraya. Initially, the bank
gives loan of small amount of Rs.50,000 and the credit limit is enhanced to Rs. 300,000 if
repayment is regular. There is processing fee and there is no interest subvention scheme.

We will draw on these case studies and develop a body of tools and practices that may be helpful
to Indian SME in getting formal credit. We will develop a new version of MCGS by ensuring
customization to local realities.

****************************
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Section 3
MSME Finance: Growing Market Opportunities, Focus Sectors and
Borrowers
In this section, we begin by discussing the various measures taken by the Government of India to
aid the MSME sector in the trying times of COVID-19 pandemic which has had a disproportionally
severe effect on the sector. Thereafter, we discuss growing market opportunities for MSE Finance
and identify focused sectors, types of borrowing, categories of beneficiaries, and their eligibility
and selection process. We cover different aspects of identification and selection of viable projects
and borrowers.
3.1

Post Covid Situation and stimulus package for the MSME

Small enterprises in India account for 29% of the country’s Gross Domestic Product (GDP), have
22% share in exports and employ over 10 crores people. However, MSMEs are mostly underfinanced or financed through informal sources. According to a BizFund report, only 16% of
MSMEs in India get formal credit, leaving more than 80% of these enterprises under-financed or
financed through informal sources. However, there are growing market opportunities for MSE
Finance. In order to support stressed micro, small and medium enterprises (MSMEs), Government
of India rolled out a Rs 20,000 crore distressed asset fund to extend support to promoters of distress
units. Several MSMEs need to know how to avail the Distress Asset Fund for MSME. It is expected
that recently announced stimulus packages can activate channels of credit. During May- June 2020,
the Finance Minister of India announced, as part of a stimulus package for the Covid-19 hit
economy, a few measures for MSMEs, which included setting up a collateral-free automatic loan
provision worth Rs 3-lakh crore. With an objective of providing stressed MSMEs with equity
support, Government of India is expected to facilitate provision of Rs. 20,000 crore as subordinate
debt and a Rs 50,000 crore equity infusion for MSMEs through Fund of Funds. Government is
using some tools such as giving collateral free guarantees for loans as a part of package during the
lockdown period. The government’s stimulus package has some broad themes. First, the
government intends to revive micro, small and medium enterprises (MSMEs) through the
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provision of guarantees to ensure the flow of credit. It will also do so by releasing capital locked
into the reverse repo with the Reserve Bank of India or the cash reserve ratios with banks.
However, transmitting unlocked reserves requires a different approach to risk-taking. Bankers will
play a prominent role, at least in the case of MSMEs who are existing borrowers, by avoiding total
risk aversion, and encouraging sensible lending that balances the need to keep jobs and
consumption intact.

The Government of India has started moving towards a model of growth that seeks to boost exports
and minimize imports. Import substitute industrialization was the country’s main economic and
industrial policy during the first few five-yearly plan periods. In June 2020, the Ministry of Micro,
Small and Medium Enterprises had announced its support to import substitution for achieving
economic self-reliance. Such a policy focuses on replacing foreign imports with domestically
produced goods. In this context, it is pertinent to understand that Government of India is planning
to have one industry in each panchayat, boost exports and rely on “import substitution” for growth
and jobs. According to MSME Minister of India, boosting exports of small and rural industries,
creating a sustainable economy, with less pollution, decongestion of cities and building industrial
hubs along 22 green expressways are the priorities of Government of India. These policy initiatives
clearly indicate that the Self Reliance India scheme (Atma Nirbhar Bharat package) will provide
new opportunities to MSME. They can grow much faster as suppliers to large manufacturers. This
will lead to growth of the MSME sector and demand for credit. After the Great Depression that
began in the United States during the 1930s, J. M. Keynes noted that when facts change, economic
theory must change too. So too after Covid-19, lending practices must change to enable small
business to recover. MSMEs need access to funds, especially collateral free loans in the next 2-5
years for them to stay afloat and grow. It is a crucial period for MSMEs in India as their traditional
sources of funding dries up.

3.2

MSME Emergency Response programme - Supported by World Bank

On 1st July 2020, World Bank announced a $75 crore MSME Emergency Response programme
to support increased flow of finance to MSMEs which have been adversely impacted by the
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COVID-19 crisis. The MSME sector is central to India’s growth and job creation and will be key
to the pace of India’s economic recovery, post COVID-19. The Government has, at the same time,
introduced significant liquidity into the market either through the central bank or through the
Government’s own programmes. This programme supports government’s strategy of using
NBFCs and small banks into intermediating that money into the hands of MSMEs. It is a
programme that provides the guarantees and de-risks the lending, so that the liquidity can move
into the hands of the SMEs, but through NBFCs and small finance banks. The programme is to
ensure inclusion and piggybacks on fintech in which India is a global leader. The different fintech
platforms, TReDS and others, will ensure that the credit reaches as many MSMEs as possible. The
real objective of this programme is to ensure that viable MSMEs continue to remain viable and do
not fall into insolvency. At the same time, the economic platform enables MSMEs to enter into the
economic growth that we hope would be following this slowdown that has been imposed by the
pandemic. World Bank is investing in the Government’s programme to get wholesale liquidity
into the market. NBFCs and small finance banks and others have a relationship with the small and
medium enterprises. This private sector intermediary system is expected to get the money into the
hands of the small-medium enterprises. A large number of small-medium enterprises will get
access to finance through the leveraging of NBFCs and small finance banks and other private
sector intermediaries. Those MSMEs that are reluctant to borrow in the context of downturn now
have a greater incentive to borrow. These interventions are expected to create liquidity that can
be channeled into the hands of MSMEs and keep them viable and away from insolvency.

3.3

Credit Needs of Unregistered Micro Enterprises

According to NSSO, there are 6.3 crore such non-agricultural workers who have unregistered
micro enterprises, mostly run by their family. Several of them earn just enough to survive. These
self-employed people will have greater need for this category of credit. In the post COVID-19
phase, most startups are made eligible for additional liquidity and funding under the credit support
schemes for MSMEs under the Aatma Nirbhar Bharat Abhiyan package. Rural economy is the
main catchment for microfinance. Reverse migration of workers in India may throw fresh business
opportunities to micro-lenders as a significant chunk of these workers vow not to return to their
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outside workplaces and would look to set up their own ventures for sustenance in their native
villages. Building the rural economy is the essence of microfinance.
3.4 Rapidly Increasing MSME Digitisation and Readiness for Digital Lending
According to a study conducted by Boston Consulting Group (BCG), Federation of Indian
Chamber of Commerce & Industry (FICCI) and Indian Bank’s Association (IBA), digital lending
to MSMEs accounts for only 5 per cent of total lending to the sector and can increase to 21 per
cent over the next five years. The key driver of this growth is rapidly increasing MSME digitisation
and readiness for digital lending. The percentage of MSMEs using digital channels has increased
to 47% after GST, as compared with 41% before the introduction of GST. Currently, of the total
formal credit of around Rs 100 lakh crore, only 25 per cent is extended to MSMEs. Spurred by the
introduction of the goods and services tax (GST), small businesses are increasingly getting
formalised as well as digitised.

3.5

New MSME Definition - Increased Coverage

Government of India has changed the definition of MSMEs in India. The new definitions are
given in Table 2.
Table 2
MSME: New Definitions
Category.

Investment

Turnover

(Rs. Crore)

(Rs. Crore)

Micro (Manufacturing and Service Enterprises)

1

5

Small

(Manufacturing and Service Enterprises)

10

50

Medium (Manufacturing and Service Enterprises)

50

250
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The new definition is same for manufacturing and service enterprises. Export turnover shall not be
included in the MSME turnover giving more room to grow. The new definition is expected to
enhance the coverage of MSME tremendously. Major benefits available for MSMEs in India
include 15% capital subsidy up to Rs.15 lakhs, collateral-free loans up to Rs.2 Crore, loans
available under priority sector, 25% reservation in Government and PSU purchases, Payments
within 45 days, protection from delayed payments and subsidies and financial incentives under
various Schemes.

3.6

Negative Growth of Credit to Micro, Small and Medium Enterprises and the need for
collateral free guaranteed loans

The latest Economic Survey reports that the credit growth in the economy has been declining since
the beginning of 2019. Bank Credit growth (YoY) moderated from 12.9% in April 2019 to 7.1%
as on December, 2019. The main contributor to this slowdown has been a negative growth of credit
to Micro, Small and Medium Enterprises. This indicates the need for increased supply of collateral
free guaranteed loans and at the same time explore means for enhancing formal credit facilities for
MSME.

3.7

Who needs MCGS the Most?

A large number of non-agricultural workers who have unregistered micro enterprises, mostly run
with the help of unpaid family members. Several of them earn just enough to survive. These selfemployed workers are in most need of credit access and are mostly likely to be excluded from the
formal credit. Access to MCGS is likely to yield the most dividends for such enterprises. In fact,
micro enterprises both in the manufacturing and the service sector will be eager to join this scheme.
There has been increasing demand for collateral free loan from Indian MSMEs in a few sectors
and sub-sectors. These sectors include agro-food, auto components, leather and footwear
industries, manufacturing, construction, trade, hospitality ventures and retailers. MSMEs are
considered by banks to be the riskiest borrowers. There is also a fair amount of heterogeneity in
the size, industry and product classification, and financial health of MSMEs. However, from the
perspective for MCGS peer group formation, a high degree of positive correlation in business
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activity amplifies peer monitoring and thereby reduces the incidence of strategic default.
Moreover, keeping operations within a limited geographical area allows for a thorough knowledge
of the partnering firms. This economic additionality of self-selected peer group formation, will
help the MGI in cooperation with MGA to convince the lender of the creditworthiness of the
concerned borrower.

India has around 2 crores manufacturing MSMEs. About 1.7 crores are Own Account Enterprises
(OAEs). About 50% of the non-OAEs and 9% of the OAEs are registered. Thus, around 1.7 crores
enterprises are unregistered and are not banking as business entities. Many of these units avail the
benefits of Emergency Credit Line Guarantee Scheme (ECLGS). So the target is 1.7 crores micro
units, of which 1.55 crores are OAEs. Even by very modest estimates, assuming an average loan
size of Rs. 50,000 for the OAEs and Rs 100,000 for the non-OAEs, the total value of loan
requirements is roughly Rs. 100,000 crores. A part of it can be financed through Shishu and
Kishore loans of MUDRA. The part which cannot be done through this route may be taken up by
MCGS.

3.8

Concluding Remarks

There is a tremendous scope for this new credit delivery mechanism for the MSME sector and will
greatly improve the sector’s access to formal credit. It is important to reduce the figurative gap
between banks and small business units. At the same time, it is also required to bring private equity
to small and medium enterprises. In order to provide easy access to bank loans without collateral
security, it is required to form a Mutual Credit Guarantee Agency, which will in turn provide
guarantee for bank loans availed by its members. It is important to state that the advantages of
mutual credit guarantee for the bankers are in terms of the lower administrative costs due them
lending to the MGA rather than an individual firm over and above the benefits of peer monitoring
and enforcement. The tools of CG and MCGS can hence be used for SME development for today,
tomorrow, and a post-pandemic future.

****************************
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Section 4
Eco System of Finance and MCGS for MSME
In this section, we discuss the supporting eco-system of finance and MCGS for the MSMEs. Here
we have attempted to examine the role of the public sector in ensuring certainty of funding in the
initial stages of launching the MCGS in India . In our country, the eco-system for Finance and
MCGS for MSME is quite complex and dynamic. Recent initiatives and interventions of different
stakeholders have helped in giving more maturity and more appropriate forms of intervention that
may further improve the ecosystem. As is shown in Fig 7, there are several actors within the
ecosystems covering a large number of SMEs who are keen to borrow funds, a strong banking
system having an extensive network of lenders which include Small Finance Banks, Government
Regulatory Institutions, Potential Mutual Guarantee Institutions, Potential Mutual Guarantee
Associations, MSME promotion institutions and government policy.
Fig:7
Ecosystem of Finance and Guarantee System for MSME
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4.1

SMEs (Borrowers) and Business Culture of MSMEs

All Indian States and most of the UTs have critical mass of small and medium enterprises who are
interested to join MCGS. Around 75 million MSMEs contribute to about a third of the GDP and
45% of the manufacturing output of the country. But at the same time, they are considered by
banks to be the riskiest borrowers and hence are severely credit constrained.

4.2

Banking System (Lenders)

It is important to discuss entrepreneurial resource providers within ecosystems. This includes
finance providers such as banks, angel groups, venture capital firms and service providers. A key
focus is enhancing ‘access to finance’ is by increasing the supply of risk finance. In response to
perceived market failures, the public sector has been actively involved both directly and indirectly
in creating new sources of venture capital but with mixed effects. One such initiative is that of
Small Finance Banks. The objectives of setting up of small finance banks is to further financial
inclusion by provision of savings vehicles, and supply of credit to small business units, small and
marginal farmers, micro and small industries and other unorganized sector entities, through high
technology-low cost operations. Some of the operational Small Finance Banks in India are Ujjivan
Small Finance Bank, Janalakshmi Small Finance Bank, Equitas Small Finance Bank, A U Small
Finance Bank, Capital Small Finance Bank, ESAF Small Finance Bank, Utkarsh Small Finance
Bank and Suryoday Small Finance Bank. These small finance banks can play an important role in
the supply of credit to micro and small enterprises, agriculture and banking services in unbanked
and under-banked regions in the country, RBI has in 2014 decided to license new “small finance
banks” in the private sector as well. While permitting Small Finance Banks from the private,
however, the issues relating to their size, capital requirements, area of operations, exposure norms,
regulatory prescriptions, corporate governance and resolution need to be suitably addressed in the
light of experience gained.
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4.3

MSME Digitization and Readiness for Digital Lending

It is pertinent to understand the growing digitization of the Indian economy and increasing
technology adoption by small and medium enterprises (SMEs). As a result, digital lending to the
MSME sector has increased and it is expected to accelerate in the years to come. There are multiple
enabler models to support end-to-end digital lending journeys. Many of these models focus on
data, primarily using common platform based access and analysis.

4.4

Setting up of Guarantee Funds: Availability of Pubic Fund

In order to support stressed micro, small and medium enterprises (MSMEs), the Centre rolled out
a Rs. 20,000 crore distressed asset fund to extend support to promoters of distress units. World
Bank has created a fund of $75 crores as MSME Emergency Response programme to support
increased flow of finance to micro, small, and medium enterprises. The MCGS is to supplement
Government of India’s measures for reviving industry and business in the post COVID- 19 phase.

4.5

Guarantee Funds and Availability of Private Capital

India has a vibrant equity market. It is not difficult to mobilize private capital for guarantee funds.
However, there is a need for formulating adequate and appropriate strategy.

4.6

Government Regulatory Institutions, Promotion Institutions and Policy

The policy of Government of India and several states have been to support the eco-system of
finance for MSMEs. In the context of COVID-19 revival package, the Government of India has
made several announcements that have already contributed to the creation of a favorable ecosystems for credit.

A large part of the stimulus is really about activating channels of credit. Rs. 300,000 crore
collateral-free loan facilities for MSMEs or the Rs. 30,000 crore liquidity facilities for NBFCs,
mortgage lenders and microfinance institutions announced in the first tranche of the package are
examples. Government's interventions for the small business segment in the Rs 20 lakh crore
economic stimulus package, saying capital is the bigger constraint for business and facilitating the

35

same through various interventions like loan guarantees is more beneficial than the tax reforms
which were undertaken last year in the face of GDP growth plummeting.

4.7

Potential Mutual Guarantee Associations

India has a strong presence of national business associations, sectoral business associations, state
and regional level business associations that can be considered as potential MGAs. In addition,
there are a large number of business networks and trade associations in different states. Though
there are state level variations, they have significant presence in all states. They are potential
MGAs.
4.8 NBFCs and MFIs
Non-Banking Financial Companies play an important role in India’s eco-system of Finance. A
Non-Banking Financial Company (NBFC) is a company registered under the Companies Act, 2013
of India, engaged in the business of loans and advances. Microfinance institutions (MFIs) are
financial companies that provide small loans to people who do not have any access to banking
facilities and hence have an important role to play in providing credit access especially to micro
enterprises in rural areas.

****************************

36

Section 5
Different Models of MCGS: International Experiences
In this section, we discuss the experience of Mutual Credit Guarantee Schemes from across the
world. While we deliberate international experiences, different models of MCGS are presented in
Table: 3.
Table:3
Different Country Models of MCGS

Country

Name of MCGS

Legal Entity

Funding Pattern

Size

of

borrower

group
Italy

CONFIDI

Italian MGIs are Local
constituted

and

central Operates

over

850

as government, chambers individual MGIs in

guarantee

of

commerce,

many different sectors

cooperatives

international

and has over 940,000

organizations,

SMEs as members.

business associations
France

SIAGI

Profit

making funded subsidiary of

company

SOCAMA

Profit

traders,

Chamber of Crafts, craftsmen and liberal
France

France

SMEs,

making Equity

professionals
capital

Private

guarantee

Companies

provided

and SMEs,

traders,

fund craftsmen and liberal
by professionals

stakeholders
Spain

Germany

SGR

Non-profit

Private and

company

funding

state MSME

German Guarantee Non-profit

private-

public SMEs,

Banks

partnerships.

SMEs providers

organization

(Verband Deutscher

are

Burgschaftsbanken)

their

represented

via

freelancers,
of

miscellaneous services

respective
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chambers

and

associations
Portugal

SPGM

Profit

making Private and

organization

funding

state SMEs,

Micro-

enterprises,

Self-

employed,
Unemployed,
university and postgraduate students
Argentina Sociedades
Garantías
Recíprocasie
Garantizar

5.1

de Profit

making Private equity

MSME

private companies

ITALY

In Italy, CONFIDI are mutual guarantee societies primarily promoted by employers’ associations
(manufacturers, traders, craftsmen),which directly operates in favour of member companies by
issuing guarantees for bank loans granted to SMEs associated. CONFIDI operates over 850 Mutual
Guarantee Institutions in many different sectors and has over 940,000 SMEs as its members. Italian
Mutual Guarantee Institutions are constituted as guarantee cooperatives and CONFIDI is the
consortia of these Mutual Guarantee Institutions. Local and central governments, chambers of
commerce, international organizations and business associations have funded this Mutual Credit
Guarantee Scheme in Italy. The major objective of the CONFIDI is to facilitate credit access for
smaller enterprises. The Italian mutual guarantee schemes can be classified into four levels: Firstlevel CONFIDI, localized at provincial level, directly set up by the association of private
companies. Second-level, Regional CONFIDI associations, the associations of CONFIDI at
regional levels carries out coordination activities as well as extension of second-level guarantee in
favour of companies or associated first level CONFIDI, particularly covering medium term loan
operations. Third-level, National federations are organized to represent the 5 different sectors in
which CONFIDI entities are active, and have coordination and representation activities. These are
Fedart-Fidi (crafts), Feder-CONFIDI and Fin-Credit (manufacturing), Federas-Comfidi and Feder-
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Fidi (commerce, service and tourism). At the highest level is the Coordinamento Italiano
CONFIDI, which represents the entire Italian MGA system.

Funding: Borrowers contribute to Guarantee Fund. Italian MGIs are typically constituted as
guarantee cooperatives, which are non-profit companies for the support of the members, and with
the creation of a syndicated fund. The capital endowment of an MGI (legal capital and risk funds)
is contributed by third parties (local and central government, chambers of commerce, international
organisations, business associations). However, at least one fifth of the capital endowment must
be paid out by affiliated firms.

Decentralization: More than half of Italian MGIs were affiliated with one of the five main
federations: Fedart-Fidi (crafts), Feder-CONFIDI and Fincredit (manufacturing), Federascomfidi
and Federfidi (commerce, service and tourism), for a total of almost one million affiliated firms.
These federations were set up by business associations, which with the guarantee have added an
access to finance window to their other services to entrepreneurs (accounting, social legislation,
legal and fiscal support, pension funds and insurance). There is also sectoral specialization of the
guarantee schemes and their respective subsidiaries, which is a distinct Italian feature.

Strengths: High quality technical management, focus on risk sharing and strengthening of SMEs
are the major strengths of the model. By empowering vulnerable SMEs, it has strengthened the
links between SMEs, SME associations and the MGIs.

Weaknesses: The large size of the MGIs has led to decreased levels of peer pressure and social
capital.

Target Groups: Italy now has three major guarantee programs: (1) for entrepreneurs and small
businesses, (2) for medium and large businesses in domestic markets, (3) for medium and large
businesses in international markets.
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Fee: The CONFIDI offer guarantee to banks for up to 50% of loans made to a member of its
consortium. The members pay an annual fee and a guarantee for of 0.4%-1.5% depending on the
amount and maturity of the loan.

Leverage: : The leverage is about 10-20 times the risk fund that this available with the MGAs.

Risk Distribution:
The MGAs have strong local ties and receive support from business associations. Despite the large
size of the MGAs, which causes dilutions of peer effects, they remain successful due to strong
local context.
Counter-guarantees: The CONFIDI also can avail counter guarantee from Central Guarantee
Fund, Italy or European Investment Fund by the European Commission.

5.2

FRANCE

In France, there are two mutual credit guarantee schemes by the names, SIAGI and SOCAMA.
SIAGI is a mutual guarantee society set up on public-private ownership. The Chamber of Crafts
plays a key role in the SIAGI model. SIAGI gives guarantee to small and medium enterprises,
traders, craftsmen and liberal professionals. SOCAMA on the other hand are private Mutual
guarantee societies. SOCAMA gives guarantee to small and medium enterprises, traders and
professionals.

5.2.1. SOCAMA
SOCAMA are mutual guarantee societies operating in France. These are private companies. At
present there are 42 SOCAMA that cover the entire national region and over 100 credit committees
that work at the regional level. The system of mutual guarantees in France dates to 1917, when the
law for mutual guarantee societies was passed and it resulted in the creation of mutual guarantee
companies in France. SOCAMA were founded by entrepreneurs in 1968 with the integration of 27
private regional guarantee societies. The objective of SOCAMA is to ease the access of credit to
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SMEs, traders, craftsmen and liberal professional for their business investments, development
projects or takeover plans. SOCAMA acts as a guarantor to the loans undertaken by them.

Members:

SOCAMA is administered and run by 220 recognized business experts and

professionals who possess technical know-how of businesses and trades along with local
knowledge of the businesses operating in their territories. These professionals validate the granting
of guarantees by SOCAMA under the framework of local credit committees. Elected professionals
that represent the Chambers of Trade and Business Associations are also a part of the
administration of SOCAMA. The local credit committees comprise all the above professionals and
representatives. They bring to the committee their experience, the accurate knowledge of the local
economic situation, and their business acumen.

Operation:

For a SOCAMA to provide guarantee to a SME against its loan, the SME must

fulfill certain criteria. SOCAMA provide guarantees for loans solely to customers of Banque
Populaire. Banque Populaire is a group of cooperative banks in France. Furthermore, the SME
must participate in the capital of the SOCAMA for about 0.1 % of the amount of the guarantee.
This means that the firm must acquire shares of SOCAMA giving the firm the right to elect the
board of directors for SOCAMA. The business project for which the loan is required, is scrutinized
by the local credit committee. The coverage percentage is generally high, ranging anything from
80% to 100%. Upon obtaining positive appraisal from the credit committee of SOCAMA, the
Banque Populaire reduces the rate of interest levied on the loan by 0.2 to 0.8 percent. The credit
duration is mostly medium-term and long-term with average maturity being six years.
Fees:

The firm must deposit 1 to 1.5 percent of the amount of guarantee in the guarantee fund

of SOCAMA. The firm also pays the SOCAMA an annual fee.

Nature of Funds: The equity capital and the guarantee fund are entirely provided by the 260000
stakeholders.
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Counter-guarantees: Loans guaranteed by SOCAMA are partly counter guaranteed by the
European Commission’s SME Guarantee Facility under the EU Competitiveness and Innovation
Framework Programme (CIP).

Leverage ratio: SOCAMA have displayed a continuous high leverage ratio of above 10.
Strengths:

SOCAMA has at its centre a plethora of professionals who are experts in various

business sectors and have several years of experience in the business world. With the expertise
and knowledge at the disposal of the SOCAMA, it is able to effectively judge the profitability and
viability of the projects of SMEs applying for guarantees under it. This helps in mitigating
problems associated with informational asymmetries. As business firms directly participate in the
working of SOCAMA by buying its shares and electing the board of directors, they all have some
say in the allocation of funds by the Mutual guarantee society. Hence, the principle of mutuality
and proximity to business operate here to bring efficiency in the allocation of funds of SOCAMA.
SOCAMA is also one of the few mutual guarantee societies that offer 100 percent loan guarantee
coverage.

Weaknesses: The loans guaranteed by SOCAMA are for relatively shorter periods of time and of
less value, than those of OSEO, the public funded credit guarantee scheme in France. Moreover,
SOCAMA restricts itself to extending guarantees to only customers of Banque Populaire, its
partner bank, which leaves out a large section of SMEs who are not a member of the bank and do
not hold accounts there. This becomes a disadvantage for SMEs operating in areas far away from
Banque Populaire. Furthermore, SOCAMA focuses mainly on small and micro businesses rather
than medium or large ones due to their restricted guarantee amount and time period cap.

5.2.2 SIAGI
SIAGI, a mutual guarantee company, was founded in 1966 by the Chambers of Crafts, public
institutions in charge of the interests of craftsmanship and small firms of up to 15 employees. It is
a subsidiary of CMA France which guarantees banks for the loans they grant to SMEs, microenterprises, independent/self-employed, with sectoral focus on Agriculture, Industry, Crafts,
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Retail, Liberal professions, Cooperatives. The capital is held by the founding organizations, CMA
France and Chambers of Craft (60%), seven banks (25%) and Bpifrance (15%); ownership is 25%
private, 75% public. Its original governance rests with banks, French State and entrepreneurs
through council chambers.
Operations: It’s a profit-oriented activity, not subject to state-aid regulation, and has 27 regional
offices and branches. The Mutual Guarantee Fund is the essential part of the SIAGI guarantee
mechanism. It offers loan default guarantees, working-capital loan guarantees, leasing guarantees
and project guarantees. Each borrower bears a share of the collective losses caused by other. It has
a risk- sharing policy with other guarantors. SIAGI has set up Pre-Guarantee agreements with
professional organizations that allow any borrower to obtain pre-guarantee before presenting the
project to the bank. For certain projects, the bank secures its commitment by sharing the credit risk
with a third party. SIAGI then intervenes to cover 15-80%. For this, it manages a mutual guarantee
fund supplied by borrowers' payments.

Nature of Funds: SIAGI liabilities include a source of funding similar to those of equity although
structured differently: subordinated term debt, represented by additional paid-in capital and
delayed redemption bank contributions. There is limited use of third-party capital represented by
bank debts. Its revenue structure is totally dependent on fees for guarantee commitments. For a
dozen years, SIAGI has concentrated its activities on guarantees to financing company transfers,
not only from the banks but from vendors or suppliers of raw materials.
Counter Guarantee: It benefits from a counter-guarantee at regional and national level – Regional
Councils and European Investment Fund (EIF).

Leverage ratio: The leverage ratio for SIAGI is roughly around 11.
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Strengths: SIAGI provides services such as selection at the point of entry and Siagnostic, a new
tool used in following up projects to prevent problems, to solve them and, hence, to reduce the
probability of default.

5.3

SPAIN

It was in 1978 that the first Reciprocal Guarantee Societies(SGR) were introduced as a non-profit
mutual guarantee company. In the Spanish guarantee framework, Confederation of Spanish Mutual
Guarantee Societies (CESGAR) is an umbrella organization of 10 mutual guarantee societies and
it coordinates the functioning of member associations. The Spanish system covers 2 types of
guarantees: economic and technical. There are 23 SGR with 781 limited partners. Roughly
8,20,000 jobs are linked to MCGS. The Spanish mutual guarantees are multi-sectorial with special
focus on Agriculture, Industry, Crafts, Retail, Liberal professions and Cooperatives. The
shareholding of CESGAR is 29% public and 71% private.

Fees: To become partners in a MCGS, the members need to pay a reimbursable social partnership
fee which is usually 1-4% of the guarantee amount. Subsequently after becoming a partner, an
annual guarantee fee of similar percentage is charged on the pending guarantee amount.

Counter Guarantee: Counter guarantees to the SGRs is provided by CERSA, which is controlled
jointly by the SGRs, banks and the State (11.23 per cent, 9.76 per cent and approximately 80 per
cent, respectively).

Leverage Ratio: The leverage ratio of the SGRs is in the range of 9-10.

Strengths: The Spanish guarantee system is designed to be adapted to each sector. It has also
fostered public-private collaboration. Efficient channeling of public resources has been achieved
with higher multiplier effect. Improved term and interest rate conditions have made lending more
effective and fruitful. The mutual guarantees in Spain are one of the most successful and wellregulated in Europe owing to good co-operation between the stakeholders.
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Weakness: Since the financial crisis in 2008 there has been a rise in the default rates. Although
this phenomenon is not unique to the guarantee societies, the guarantees are suffering with high
level of bad debts (20.95%) and inability to meet solvency requirements. To resolve this situation
CERSA has been providing higher percentages of re-guarantees.

5.4

GERMANY

The association of German Guarantee Banks (Verband Deutscher Bürgschafts banken, VDB)
propels the credit guarantee scheme in Germany. The association of German guarantee banks
represents 17 guarantee banks (Bürgschafts banken) and 15 SME-oriented investment companies
(Mittelständische Beteiligungsgesellschaften or MBGs) in Germany. They are private banks with
legal status of limited liability companies, but their banking license is limited to the issuing of
guarantees. These are federally organized. Each of the 16 federal states in Germany has an
autonomous guarantee bank of its own. To prevent competition amongst them, their functions are
limited to their federal state only. The guarantee banks provide guarantee to business firms and
free lancers, which lack sufficient collaterals against loans, given the project is economically
sound. The history of guarantee banks in Germany can be traced back to the beginning of the 20th
century (Fischer, 1959). Post World-War 2, these became increasingly important to support the
growth of businesses in Germany. They had emerged as a collaborative initiative of the chambers
of artisans (Handwerkskammern), chambers of commerce and industry, banks and the
government. Later on, these were merged and restructured to become today’s guarantee banks.
They played a vital role in the revival and reconstruction of the German financial markets.

Members: Presently, the Guarantee Banks of Germany operate as non-profit organisations, with
their founders and shareholders comprising the Chambers of Commerce and Crafts, associations
of various business sectors, banks, and some insurance companies.

Sector/ Industry Association: They provide guarantees to firms engaged in sectors of - craft,
trade, manufacturing, hotel industry, hospitality business or transport industry. Additionally,
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freelancer, providers of miscellaneous services and in some federal states farmers, gardeners and
anglers also fulfill the requirements to obtain a guarantee. Nonetheless, economic feasibility of the
business project is a prerequisite.

Nature of Funds: German Guarantee Banks are a public-private partnership. Its sponsors include
professional economic organizations, financial institutions and insurance corporations. SMEs are
represented within the scheme via their respective chambers and associations. In West Germany,
chambers and associations are the main shareholders of GBs, whereas in the eastern states, banks
contribute more to equity than chambers and associations. It is important also to note that the
Federal States provide counter-guarantees of totaling 65% in the western states and 80% in the
eastern ones, including Berlin.

Operations: For a SME to obtain guarantee from a Bürgschaftsbank, it must submit an
application to the German guarantee bank along with a written statement from its bank asserting
the readiness of the bank to cover for the risks that the guarantee doesn’t cover. The approval of
the guarantee is decided in a committee consisting of representatives from trade and industry, the
banks and representatives from the ministries of economics and finance. While doing so, a
detailed report and rating of the firm, prepared by the credit officer is taken into consideration. The
Bürgschafts bank share of the credit risk varies between 50 % and 80 %, out of which a certain
percentage is also counter-guaranteed by the State. The average term of the guarantee is up to 10
years.

In case, the firm is unable to approach a bank for financing of its project due to a lack of a proven
track record, the entrepreneur can directly approach the guarantee bank, which then evaluates its
business plan. If the guarantee bank is convinced of the economic viability and profitability of the
project, it approves the application and issues the firm a certificate with its readiness to guarantee
a loan. With this certificate of backing, the entrepreneur is able to apply for a loan from a bank of
its choice. The upper limit of credit for such a guarantee ranges from EUR 50,000 to

EUR
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300, 000. It also results in lower transaction costs for the SME’s bank and leads to a greater
willingness to grant the credit.

Fees: Borrowers with the German guarantee banks must pay an initial flat fee of around 0.8% to
1.5% of the guarantee and an annual commission of around 1.0% to 1.5% on the volume of the
loan.

Risk Management: A guarantee from a German guarantee bank covers up to 80 per cent of the
overall loan amount. Out of this 80 percent of surety, a certain percentage is counter-guaranteed
by the federal states. Hence, guarantee banks have to bear only a part of the risk in the context of
their guarantees. Projected on the overall loan amount, the state covers altogether 52 per cent of
the risk due to the provision of the counter guarantee.

Leverage Ratio: German Guarantee Banks have displayed a continuous high leverage ratio of
above 10.

Strengths: Guarantee banks cover a certain portion of the loaned amount with their guarantee
mechanism. This leads to a reduction in the bank’s risk by raising the creditworthiness of the
borrower. This in turn, allows the bank to offer loans to the SME’s at cheaper rates too. It was
found that Guarantee banks carefully analyse the financial soundness of the business project such
as the prospects concerning turnover and profit via a screening process. They also go on to assess
the borrower ś technical, personal and entrepreneurial qualifications. Commercial chambers and
organizations, voluntary employees from enterprises and experts from the banking industry also
contribute in the evaluation of the firm. Their reports help the guarantee banks to make decisions
with up-to-date knowledge about sectors and markets. This detailed screening process undertaken
by the Guarantee Banks helps in mitigating the informational asymmetries present between the
commercial banks and the firm, which transpires into good lending relationships between the two.
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Weakness: Though German guarantee banks helped in reducing informational asymmetries, they
do not necessarily help in the formation of long term lending relationships between the lender and
borrowers, characterized by reduced credit restrictions in the future. Every loan application would
still be assessed thoroughly, and the final decision remains dependent on a range of other factors
such as the risk of a loan and the ability of a firm to provide their own valuable collateral. A major
drawback of the German guarantee banks is that they are not financially sustainable. They depend
heavily on the state funds to function. With public aid being the major source of income for the
German Guarantee banks, they come under undue pressure from the government authorities at
times in terms of the choice of loans that are secured. Government authorities insist on providing
guarantees to start-ups and innovative investments, which are politically promising options to be
counter guaranteed but are regarded as too risky for the banks.

5.5

PORTUGAL

In Portugal, there is a mutual credit guarantee schemes by the name, Portuguese Society of Mutual
Guarantees (SPGM) and has over 2 Million SMEs beneficiaries. The SPGM was started as a pilot
society by public initiative of Institution to Support Small and Medium Enterprises and
Innovation(IAPMEI) in1994, with public entities promoting this initiative; private sector taking
up leadership and distribution of the project, and headed by those interested in the benefits of such
a System (businessmen/enterprise associations). Guarantee operations based on Mutual Guarantee
Societies (MGSs) were created for SMEs, wherein, in 2003, Norgarante, Lisgarante and Garval
(MGSs) were formed to monitor and provide resources for all SPGM operations. Agrogarante ,in
2007, was specifically created for primary sector. The first credit line launched in July 2008, was
Programa PME Investe, to improve SMEs’ credit market access, through interest rates subsidies
and by pledging a pre-determined amount of collateral for bank loans.

Operations: These autonomous MGSs are credit institutions, under central bank supervision,
subject to common law principles and market criteria. The beneficiary SME also holds a stake in
the guarantee. It provides loan default guarantees, working capital loan guarantees, bridge
financing loan guarantees, mezzanine financing, leasing, project, export and student loan
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guarantees. The main shareholder categories are represented on the Board (independent chairman,
bank representative, two SME delegates and one representing the national SME agencies). A
minimum of 25% of their initial share capital (and 50% after three years of activity) should belong
to SMEs and SME associations. The leading national banks and public entities also hold stakes in
all MGSs. The SPGM is profit-oriented, with public (81%)-private (19%) ownership structure.
Credit-guaranteed transaction requires the agreement of the borrower, a financial institution, and
a MGS representing the nation reinsurance fund (backed by public funds), covering part of the risk
incurred by MGSs, thus, leveraging their support to SMEs. The firms’ applications are filed by
banks on behalf of the borrowers. The MGS then conducts a credit evaluation, based on the firms’
financial statements, industry sectors and growth prospects. The scheme offered special conditions
to improve participants’ debt structure. Most of these loans had an initial amortization period of
3-5 years; guarantees covered 50-75% of total amount. It offered long-term and medium-term
banking loans, with 1% interest subsidy to export sector and 0.25% to other SMEs in III and IV
lines. Although the range of investments covered by these programmes was wide, the benefits
granted differed significantly between exporting firms and small or micro-firms.
Fees: Post the application’s approval and the guarantee-credit grant, based on the legislation, the
SME (or an entity representing it) must acquire shares of the respective MGS, as 2 % of the value
of the guarantee provided, for a nominal value of 1 euro each. The beneficiary mutualists can reuse
the shares they hold in new operations, instead of having to acquire new shares. The borrower is
also obliged to pay a commission annually, usually 0.5% to 4.5% (maximum) of the guarantee
granted.
Counter Guarantee: Mutual Counter-Guarantee Fund (national ‘reinsurance’ fund) is managed
by SPGM; this counter-guarantee is compulsory, works as second level guarantee of all MGS
portfolios. The fund is also subject to central bank supervision.
Leverage Ratio: The leverage ratio of the scheme is in the range of 4-6%, which is lower than
comparable schemes in other countries.
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5.6

ARGENTINA

Mutual Guarantee Societies (Sociedades de Garantías Recíprocas, henceforth SGRs) in Argentina
are inspired by the Spanish model and are private corporations whose mandate is to guarantee
loans extended to their equity holders. SGRs are created as corporate entities, usually by a large
firm or bank and a group of SMEs, who are both founders and recipients of the guaranties.
Currently, there are four operational SGRs: GARANTIZAR SA, AVALUAR SA, CAES and
MACROAVAL SA. The SGRs offer two types of products: guarantees for discounting deferred
payment checks in the capital market and financial guarantees that SMEs used to access loans from
the banking system. According to Argentine SGR legislation, there are two classes of members:(a)
Participant Partners: SME owners (b) Protector Partners: Physical/ legal persons, public/private,
Argentine/foreign, who provide the bulk of the base capital and guarantee funds that are granted
to participating partners. Only SMEs are eligible as participating partners. During the first five
years, an SGR must have at least 120 Participant Partners, who must contribute together a min. of
$240,000 of the base capital and each of whom can hold no more than 5% of the base capital (i.e.,
equity). Protector Partners can contribute no more than 49% of the base capital. The SGR uses the
base capital to launch a guarantee fund, usually financed by the Protector Partners. SGRs have
great freedom to decide the terms of the guarantees, including the amount guaranteed the length
of the loan, penalties, and commission and administrative fees. The law states that the guarantees
cannot exceed 100% of a loan or obligation. While the revenues received by the SGR are exempt
from VAT and income taxes, the financial contributions by both classes of partners to the base
capital and the guarantee fund are deductible from the partners’ income taxes. This creates
incentives to encourage large enterprises to play an active role in promoting financing for SMEs.

Operations: SMEs interested in receiving a guarantee applied to the SGR which are responsible
for assessing the risk and decided whether to offer a guarantee and its conditions. With this feature
the program aimed at decentralizing the risk analysis with agents that might have additional
information to the one managed by the financial system.
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Leverage Ratio: The SGRs have leverage ratio of around 2.3 times their risk fund.

Strengths: The essential strength of the Argentinean model is represented by the fiscal incentives
for companies which decide to become shareholders of mutual guarantee institutions. Such a
system incentivizes the flow of funds towards SGRs, which may generate a multiplier effect
considering that SGRs can grant guarantees for as much as four times the value of their risk
reserve. It is interesting to highlight how some SGRs may facilitate the interaction between
investors and SMEs, by granting guarantees on securities traded in the capital market. All these
elements have made it possible to register a rapid growth of the SGR system in the last decade in
Argentina, despite the absolute value of the guarantees granted still being limited compared to the
overall size of the economic system.

Weakness: The role of SGRs in financing MSMEs is small and account for only 5% of the total
financial system lending to MSMEs as on 2016.

5.7

DESIGN OF MODEL OF MCGS: GOOD INTERNATIONAL PRACTICES

The design of any model of MCGS will have 20 aspects or components (Green, 2003). These
aspects pertain to whether the MCGS is a government or legally separate entity, size of borrower
group, funding staff and management, centralization vs decentralization, profit vs non-profit,
selective vs portfolio, target groups, type of finance, marketing, risk distribution, additional
services, screening& monitoring, fees, defaults and claims, guarantor-lender relations, leverage,
counter-guarantees, sustainability and regulation, and supervision. In respect of these 20 aspects,
good international practices are presented in Table: 4.
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Table: 4
Design of Model of MCGS: Good International Practices
Indicator and Good Practices
Indicator

:

Government

Vs

Indicator and Good Practices
Separate Indicator : Regulation and Supervision

Institution
Good Practices:

Good Practices: Subjection of the MGCS to
Creation of a legally prudential standards and supervision, capital

separate agency.

adequacy requirements, a risk fund, loan
portfolio evaluations and provisions, mandatory
accounting standards and establishment of a
debtors reporting system. Appropriate selection
of the supervisor

Indicator : Target Groups

Indicator : Screening and Monitoring

Good Practices: Determination of the target Good Practices: Clear division of responsibility
sector is with respect to size, ownership and between guarantor and lender. The main
location of firms, while ensuring that screening and monitoring functions may remain
beneficiaries have viable projects. Micro with the lender.
enterprises are targeted only if scheme can be
adapted to their specific needs.
Indicator : Funding

Indicator : Fees

Good Practices: Establishment of a fund Good Practices: Application fee in addition to
from public as well as private sources to annual fee. Adaptation of fees to risk.
obtain income from investment. Majority
ownership should eventually be transferred
to the private sector.
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Indicator : Staff and Management

Indicator : Defaults and Claims

Good Practices: Experienced local staff and Good Practices: Claims rate of 2% - 3%.
representatives of borrowers and lenders in Clear definition of trigger conditions and timely
the scheme’s management.

claims handling. Vigorous post-claim loss
recovery

Indicator:

Centralization

vs Indicator : Guarantor-Lender Relations

Decentralization

Good Practices:

Good Practices:

Building of trust between

Decentralization of the guarantor and lender. Independent decision-

scheme through the branch network of making of both guarantor and lender.
participating banks.

Involvement of small banks.

Indicator : Profit vs Non-Profit:

Indicator : Leverage

Good Practices:
making

basis

Operation on a profit- Good
without

the

Practices:

Determination

of

an

explicit appropriate level of leverage, depending on the

requirement to pay taxes and dividends.

macroeconomic environment of the scheme,
should preferably be at least five.

Indicator : Selective vs Portfolio

Indicator : Counter-Guarantees

Good Practices: For new schemes adoption Good Practices:

Partial reinsurance of the

of the selective approach. For longer scheme with a counter-guarantor.
established

schemes:

adoption

of

a

combination, i.e. the portfolio approach to
target a specific group of enterprises, or for
loans below a certain size, and the selective
approach for all other enterprises eligible for
a guarantee.
Indicator : Type of Finance

Indicator : Sustainability

Good Practices: Restriction of the purpose Good Practices: Establishment of a reputation
to which guaranteed credit is put. If possible, for credibility vis-à-vis lenders and borrowers.
extension of guarantees for working capital,
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funds for investment and leasing. Definition Aiming at self-sufficiency and stability by
of maximum loan sizes and limits on building up reserves.
exposure to any single borrower and lender.

Indicator :Marketing

Indicator : Additional Services

Good Practices: Marketing efforts to lenders Good Practices: Training and consulting for
and borrowers to achieve recognition and borrowers. Bank-staff training in small-scale
participation.

lending. Possibly, outsourcing of services.

Indicator : Risk Distribution

Indicator : Additional Criteria

Good Practices: Distribution of risk among Good Practices:

Government intervention

guarantor, lender and borrower. Lender Risk: restricted to policy decision, funding and/or
Guarantee coverage of 60% - 80%, applying counter-guarantees.

Coordination

among

to loan principal and unpaid interest for up to schemes to avoid duplication of efforts.
90 days after a missed payment. Whether the International exchange on good practice.
guarantee is issued as a first or second
liability depends on a country’s legal system
and whether the guarantor or borrower is
charged with loan loss recovery. Borrower
Risk: Requirement to put up as much
collateral as possible, including personal
property or guarantees from family and
friends. Requirement to purchase shares of
the guarantee scheme if the guaranteed loans
exceed a specified amount. Shares may only
be sold once all liabilities are extinguished.
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Mutual guarantee credit schemes differ considerably from all other forms of credit guarantees.
While MGCS plays an important role in Europe, particularly in Italy, they have a relatively poor
track record in developing and emerging economies. Experience with MGCS in developing and
emerging economies suggests that a certain degree of technical know-how among at least a part of
the associations’ members is necessary to ensure that guarantees are not solely extended as a result
of non-economic criteria .Mutual guarantee associations, like other forms of credit guarantees, are
not only technical instruments, but also and crucially cultural products of the region and socioeconomic system. Successfully replicating this model therefore requires adaptation to local
realities, without which the associations could lose most of their potential.

****************************
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Section 6
MCGS Model Building in India: Strategy and Approach
A number of valuable suggestions received from various stakeholders have enabled us to develop
a model of MCGS in India. As discussed in the previous section, India has a unique ecosystem of
finance and guarantee system for MSMEs. However, being a large economy with diverse business
culture and attitudes, there should not be a ‘one size fits all’ approach. There are State level and
even regional level variations with respect to some critical components of the ecosystem. In the
Indian context, we can call these “sub-ecosystem” and the components will differ from one “subecosystem” to another. Local cultural attitudes, the structure of local banking systems and State
policies will affect the nature of these sub-ecosystems. An approach which simply seeks to adopt
other ecosystems is inappropriate in the context of wide State level heterogeneity and is likely to
fail. Every “sub ecosystem” needs a different approach that is customized to local circumstances.
Hence, the model should have adequate flexibility to accommodate the heterogeneity. Keeping
this as the starting point, we present certain important aspects and thereafter, a framework that has
been developed from the feedback of various stakeholders of an MCGS in the Indian context as
well as use the best practices from across the world which were discussed in the last section.

6.1

Decentralized Approach

The main feature of our model is its decentralized structure. MCGS should have an operating system
at the level of each State to ensure decentralization. The State level MGI (Mutual Guarantee

Institution) is the centerpiece of the model. Each interested state will have one MGI which can
contribute funds to suit the particular needs of its MSMEs. There will be different components of the
State funds which will complement the operations of an apex National Guarantee Fund. The
decentralization, makes the scheme more adaptable to the needs of local small businesses as the States
are in a better position to identify and aid the needs of their MSMEs when compared to a one size fits
all central scheme.
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6.2

Sharing of roles between National and State System of Guarantee

It is proposed that the Indian MGCS have a two level system: one at the Centre and the other at
the State Level. The model specifies a clear and separate role for the Central system and system at
the State level. The central system has a regulatory role and focuses on monitoring and control to
maintain checks and balances. The activities of MGI, MGA and lending institutions, on the other
hand, are envisaged at the State level.

6.3

Creation of Mutual Guarantee Institution (MGI)

At state level, Mutual Guarantee Institution as a new institution needs to be created. Each MGI is
registered as a non-profit organization governed by a team of independent professionals,
representatives of industry and State government. A team of technical experts forms the staff of
the MGI. Members of an MGI are MGAs and their member MSMEs. In a way, it is a consortium
of State level business associations.

6.4

Federative Structure

There will be several MGAs in each State. These MGAs

can represent various sectoral

associations, other groups, etc. In a few States, there are active MSME clusters. For example,
clusters in Jaipur, Ludhiana, Coimbatore, Tirupur, Indore, Ahmedabad and Surat have higher
propensity to seek formal credit. There can be community based MGAs as well as there are several
community specific MSME organizations. In a few States, there are family clans who are mostly
business people and such groups can form MGAs, and can be part of MCGS. The new MCGS
design for Indian MSME has a federative structure. All the interested MGAs will be federated
to the State MGI. This further aids customization as different sectors and groups within a State
may require different size of loans and coverage of guarantee.

6.5

Social Capital

The core concept of MCGS is social capital. It is defined as a resource that characterizes societies
and refers to such features of social organization like trust, norms and networks that can help to
improve the efficiency of society by facilitating coordinated actions. Social capital can be

57

categorized as bonding, bridging and vertical social capital. Bonding social capital refers to the
connections among people who share similar demographic characteristics and goals. Bridging
social capital refers to the connection between heterogeneous groups. Apart from these, there are
the positive vertical relations the people have with higher officials and others, and is referred to as
linking capital. The economic additionality of the MCGS programme is based on this social capital
and it is expected that there will be further strengthening of social capital by way of willingness to
cooperate with others and fostering of mutual trust.

6.6

Sharing of International Experience

The proposed MCGS model needs to enter into technical collaboration with French or Italian
Operators of mutual credit guarantee to learn from their extensive experience in the field. In fact,
the French and Italian models are the most acceptable models in Indian context.

6.7

Advantages of MGCS

It is expected that MCGS will enhance credit flow to MSMEs, particularly the micro and small
enterprises. The scheme leverages the ability of self-selected MGAs, which are bound by their
social capital in a better position to assess loan applications by their members. In addition, the peer
monitoring and enforcement allowed by their social capital can greatly reduce the administrative
costs for banks. Further, affiliation with MGIs will improve their bargaining position with respect
to lending institutions and hence allow them to secure lower interest rates for loans than
unaffiliated firms. These effects are well document in the experience of other countries’ experience
with MCGS.

6.8

Location and Sector specific allocation of Funds/ Beneficiaries

There may be location and sector specific tweaking of the scheme to facilitate the particular needs
of the MSMEs in the State. The loan sizes and extent of guarantee may be adjusted according to
the sector or location to suit the specific socio-economic development needs in the State. This can
help leverage credit to build livelihoods as well as imbue repayment discipline in members which
is essential to for their continued access to formal credit.
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6.9

Role of the Government Support

At least in the initial phase, support of Government of India and various State governments is
necessary. It will ensure the setting-up of the appropriate legal environment, grant credibility and
ensure sustainability in the beginning stage. In the medium term, the guarantee scheme should
become independent and self-sufficient.

6.10

Handholding of MSME members of MGA

The mutuality of the scheme should be continuously bolstered through various trust building
activities at the level of the MGAs. These will also help them device mechanisms to improve
collection efficiency by sensitizing borrowers to repay on time. Further, MSMEs will need
handholding in various business activities including management of their funds and the preparation
of business plans.

The proposed features of the Indian model of MCGS is presented in Table 5.
Table: 5
Design of Indian Model of MCGS: Proposed Features
Indicator and Proposed Features
Indicator:

Government

Vs

Institution:
Indian Model: It is proposed

Indicator and Proposed Features
Separate Indicator : Regulation and Supervision
Indian Model: Subjection of the MGCS to
to create a prudential standards and supervision. It will

legally separate entity with a clear mission have a system of internal monitoring and
statement and organizational strategy. It is not control with Government policies being
Government entity though Government aid is strictly enforced.
required in the initial phase.
Indicator: Target Groups

Indicator : Screening and Monitoring
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Indian

Model:

Micro,

Small,

Medium Indian Model: There are two layers of

Enterprises as per the government definition in Screening and Monitoring. The MGAs are
2020.

monitored at by the MGIs and the MGIs are
monitored by the apex National Body. Further,
both the guarantor and the lender are involved
in screening and monitoring functions of loan
applications at the MGA level.

Indicator: Funding

Indicator: Fees

Indian Model: Establishment of a Fund from Indian Model: Handling fee of 0.15% to
public as well as private sources. The State 0.25% to MGI . A Guarantee fee amounting to
components of the central fund is to be 1 % to cover administrative costs, at least
monitored or managed by the respective state partially. It is a one-time fee.
level MGI.
Indicator: Staff and Management

Indicator : Defaults and Claims

Indian Model: A team of well trained staff is Indian Model: Default rates can be high in the
available to all the three partners, i.e. , MGIs, beginning but must drop to 2-3% eventually.
MGAs and lending banks. With the support of A high degree of positive correlation in
the staff, an effective governance mechanisms business

activity

can

intensify

peer

led by a team of representatives of public and monitoring. This in turn reduces the incidence
private sectors will be in place. Any DFIs of strategic default. India can achieve this
could be the national level authority to target

if

applications

are

appropriately

coordinate and monitor all the activities related assessed and monitored.
to MCGS.. The National Authority will form a
Committee/ Advisory Board comprised of
representatives of industry, central and state
governments and professionals to provide
guidance and suggestions in managing the
Guarantee Fund.
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Indicator: Centralization vs Decentralization

Indicator : Guarantor-Lender Relations

Indian Model: Our model is decentralized one. Indian Model: Focus on building of trust
State

level

MGI

(Mutual

Guarantee between MGI, the guarantor and lender.

Institution) is the basis of the model

Encourage independent decision-making of
both guarantor and lender. Involve more small
banks as lending institutions.

Indicator: Profit vs Non-Profit

Indicator : Leverage

Indian Model: Both options are acceptable in Indian Model: Initially lending banks are
our model. If it is profit oriented, distribution expected to display medium leverage ratio of
of dividends may be avoided or capped.

about 5. Eventually it can raise leverage ratios
to around 10. Many State level MGI may also
come forward to pay a premium to get counter
guarantees. Counter guarantees can further
help enhance the leverage.

Indicator: Selective vs Portfolio

Indicator : Counter-Guarantees
Indian Model: Credit Guarantee Fund Trust

Indian Model: In our model we propose The for Micro and Small Enterprises (CGTMSE)
selective approach. It refers to guarantees that set up by the Ministry of Micro, Small and
are extended on a case-by-case basis. The Medium Enterprises and SIDBI could give
borrower approaches their respective MGA Counter Guarantee to the MGIs for an
which assesses the business proposal in appropriate premium payment. Each State
association with the MGI, which if cleared is level MGI should be in a position to get
forwarded to the bank for approval. The bank counter guarantee.
thereafter maintains due diligence on its end
and approves loans at the interest rates
negotiated at the level of the MGI and
guaranteed by the MGA.
Indicator: Type of Finance

Indicator : Sustainability
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Indian Model: Credit guarantees are expected Indian Model: Aims at a default rate between
to be given only

for working capital and 2 and 3 percent can help achieve this target.

investment. Utmost care will be taken to This is possible if

loan applications are

prevent diversion of funds for other purposes. appropriately assessed and monitored. The
There will be maximum loan sizes with a limit performance of our scheme should be assessed
on exposure to any single borrower and lender. in light of the additionality of the system, the
existence of external assistance and long term
sustainability. It further is desirable to build up
a balanced portfolio with differentiated risks.
Indicator: Marketing

Indicator : Additional Services

Indian Model: Marketing to lenders and Indian Model: Awareness Programmes for
borrowers needs to be done professionally. borrowers, Training Programmes for Banks on
While using modern marketing tools, there Lending and Pre-feasibility Studies

of

should be a special focus on regular repayment Business Proposals, Training MGI’s technical
and avoidance of default.

staff and Business extension services.

Indicator : Risk Distribution

Indicator : Additional Criteria

Indian Model: Distribution of risk among Indian Model: At least in the initial phase,
guarantor, lender and borrower. Lender Risk is support of Government of India and various
mitigated by the credit guarantee which cover state governments is necessary. It will ensure
between 40% and 75% of the loan value. the
Borrower

Risk

is

managed

setting-up

through environment

and

the

appropriate

sustainability

legal
in

the

membership fees which is paid by enterprises beginning stage. Since the French and Italian
when they register with an MGA and the threat models are the most acceptable models in
of exclusion from the formal credit channels if Indian context, the Indian MCGS needs to
they default. Parts of the administrative cost enter into technical collaboration with French
are shared by borrowers in the forms other or Italian Operators of mutual credit guarantee.
fees.
*******************************
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Section 7
Structure of the Proposed MCGS Model in India
The proposed MCGS Model in India has six major components: (i) State level Mutual Guarantee
Institution (MGI), (ii) State level Mutual Guarantees Associations (MGAs), (iii) Lending
Institutions (Banks), (iv) National Level Authority , (v) Guarantee Fund (National Fund with State
components) and (vi) Counter Guarantee and Risk Management. Three institutional players in
MCGS at State level are State level Mutual Guarantee Institution (MGI), State level Mutual
Guarantees Associations (MGAs) and Lending Institutions (Banks).
Fig:8
Structure of the Proposed MCGS Model in India

MGCS: A New Model
State level Mutual Guarantee
Institution (MGI)
State level Mutual Guarantees
Associations(MGAs)

Lending Institutions(Banks)

Guarantee Fund (National Fund with
state components)

National Level Authority- Any DFI

Counter Guarantee and Risk
Management
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7.1

Mutual Guarantee Institution

The Mutual Guarantee Institution (MGI) is the MCGS implementing institution in a particular
state. All interested states can set up an MGI in their respective state with each MGI operating
independently. Each state will have fixed allocation in the National level Guarantee Fund, to be
created at the national level. It could take support from by the respective State government as
well as Government of India. All the MGAs in a particular state can federate under the respective
state MGI. With respect to the legal status of the MGI, there are two options. The first option is to
set up MGI as a non-profit organization. As a second option, State level MGI can be registered as
a profit making organization. Each State level MGI should be in a position to get counter guarantee
from the Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE) which was
launched on 30 August 2000 by the Ministry of Micro, Small and Medium Enterprises and SIDBI.
Each State level MGI will have to make premium payments to get counter guarantee. Counter
guarantee will, undoubtedly, enhance the leverage and liquidity and make interest rate more
competitive. A team of trained technical staff should work with the MGI to provide technical
services to borrowers and lenders.

Various functions of MGI are receiving loan applications and business proposals from MSME
borrowers through the MGA where the borrower is a member. Technical Committee of MGI
evaluates the proposal. Project evaluation and credit screening are the critical functions of a MGI.
During this process, it provides soft information to the borrower about its proposal. As a major
step, MGI provides Credit Guarantee by issuing Guarantee Certificate. Subsequently, it facilitates
SME-Bank relations. In case of default, MGI makes the payment from the state component of
MSME Mutual Guarantee Credit Fund (MSME MGCF).
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Box 1
Functions of MGI

Receives Application & Business proposal from borrowers through MGA
Project Evaluation/ Credit Screening
Provides soft information about proposal of MSME
MGI provides Credit Guarantee/ Guarantee Certificate
Facilitates SME-Bank relations/ Payment in case of default
Handles state component of National Credit Guarantee Fund
Technical Committee provides handholding services to MSME members of MGAs
Monitoring Committee monitors repayment and relevant activities of MSME

Financial, technical and monitoring functions of State level MGI are handling of state component
of National Credit Guarantee Fund , providing handholding services to borrowers who are
MSME members of different MGAs in the respective state and monitoring of repayment and
relevant activities of borrowers. MGI would provide additional services to borrowers and lending
banks. It could organize awareness programme on various aspects of MCGS as well as training

and orientation programme for borrowers. It can conduct pre-feasibility studies of business
proposals of MSMEs. It could organize training programme for banks on lending to small
entrepreneurs. Bankers may need special training and orientation to improve their capabilities in
small-scale lending. Indian MSMEs, as borrowers, can get support from MGI services in improving
their accounting, management and marketing skills.
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Box 2
Additional Services of MGI

Organize Awareness Programme
Organize Training Programme for borrowers
Organize Training Programme for Banks on Lending
Pre-feasibility Studies of Business Proposals

7.2

Mutual Guarantees Associations

A Mutual Guarantee Association (MGA) is an association of small firms with limited access to
credit. It should be a not for profit organization with a minimum of 15 members. Though there is
no need for fixing any cap legally, the maximum number of members can be fixed as 100 to ensure
the cohesiveness and viability of the group. At State level, MGAs in a particular state can federate
under the respective state MGI. Any registered association whose members have entrepreneurs
can become MGA. Chambers of commerce, sectoral industry associations, state or regional
industry associations, trade associations, business networks and family networks have strong
potentials to become MGAs. In some States, there are big family networks whose members are
mostly in business operations. There are several organizations who have involved in Self Help
Group (SHG) based activities. Several professional networks also have strong potentials to
associate with MCGS as MGA. Many associations whose members are mostly in business
operations are potential groups. Each member of a MGA contributes to a common fund that can
be used to make Guarantee Fund at national level with state allocation. This contribution enables
a member of an MGA to take loans on mutual guarantee basis. An important characteristic of an
MGA is that it also relies on social capital, i.e. the fund creates social norms and positive peer
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pressure to encourage repayment amongst its members. Trust building among members ensure
that they feel comfortable with guaranteeing each other’s credits and can influence each other
when it comes to financial issues such as repayment of loan. Due to the pre-existing contacts
among group members and with MGA, risk assessment and subsequent follow-up on repayment
of loan could be easier.
Box 3
MGA-Association of MSME
Identification of MSMEs and their enrollment as members
Trust building among members
Organize their meetings
Act as a link between MGI, Banks and MSME Members who borrow

7.3

Lending Institutions

An important feature of MCGS is the linkage with member lending institution, say, different
branches of banks, to ensure the access of MGA members to formal credit at competitive interest
rates. At the state level, interested banks can become as member lending institutions in MCGS.
MGCS will operate through the team work of MGI, MGA and lending banks in a particular state.
A team of well trained staff should be available to all the three partners. i.e, MGA, MGI and
lending banks.

In fact, MGI could be the nodal agency for organizing training programme to MSME borrowers
on MGCS. It can also organize training programme for bankers to improve their capabilities in
small-scale lending. Training and technical assistance to lenders may be more important to the
lender than the guarantee scheme itself. The training element for bank staff may include
highlighting the benefits of smaller repayment intervals and cash-flow projections. It is equally
important to introduce suitable software packages for tracking small-scale lending.
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Box 4
Role of Lending Banks in MGCS

Get Guarantee Certificate from MGI
Provides Loan to SME members of MGA
Collect Repayment - Capital and Interest

7.3.1 Trust Building between MGI and Lending Banks, and Involvement of Small
Banks
There is a need to build trust between MGI and Lending Banks, i.e. the guarantor and lender. It is
advisable to encourage independent decision-making of both guarantor and lender. It will be
desirable to involve more small banks who understand the local context better. Special efforts will
be made to strengthen linkages of MGA with MGI and Lending Banks.

Box 5
MGI Staff
A team of trained technical staff
Staff provide technical services to borrowers and lenders
Staff needs technical knowledge in outsourcing required services
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At state MGI level, a team of trained technical staff is necessary of running MGCS. It is necessary
to provide training for newly recruited staff. A hands-on technical assistance for the identification,
assessment and negotiation of the first guarantee deals.

7.4

National Authority

It is through this national body that the MCGS operates. At national level, any DFI can be the
national level authority to coordinate and monitor all the activities related to MCGS. National level
authority can coordinate various MGIs, MGAs and manage Guarantee Funds. It is essential to
create a system of ‘checks and balances’ that would ensure full autonomy and independence while
ensuring regulatory compliance. The National Authority will receive inputs and suggestions from
a Committee comprised of representatives of Central and State Governments, MSME and industry
professionals.

Fig 9
Institutional Network in MCGS at National level
Coordination&
Monitoring
National Level
Authority/DFI

State level
MGI

MGA-1

7.5

MGA-2

MGA-3

MGA-4

MGA-5

MGA-6

Setting up of a Guarantee Fund
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7.5.1 MSME Mutual Guarantee Credit Fund – A National level Guarantee Fund

A separate fund for Mutual Credit Guarantee Scheme is an essential component. We propose that
the Guarantee Fund can be named as “MSME Mutual Guarantee Credit Fund ( MSME MGCF)”.
The purpose of this fund is to provide guarantee to the loan to an entrepreneur for her/his business
operations including working capital enhancements and emergency credit lines. This entrepreneur
is a member of a MGA which is federated to MGI. This will be a National Fund at Delhi with
state specific allocations. Initially, the fund with an amount of Rs.100 Crores could be setup.
Box 6
Mutual Grantee Credit Fund
MSME Mutual Grantee Credit Fund
National Fund with state allocation
Rs.100 Crores to start with
Strong regulatory and supervisory system

7.5.2 Sources of Fund
Membership fees, to be paid by enterprises through MGA, is an important source of the MSME
Mutual Guarantee Credit Fund. Let us discuss the case of an MGA with 50 members. It can
mobilize Rs. 2.5 lakhs if it charges one time membership of Rs.5,000. In addition, Government
of India and different State governments could make contributions to the Fund. International and
national donors, commercial banks, other financial institutions and insurance corporations, private
sector organizations are the other potential contributors to the MSME Mutual Guarantee Credit
Fund. The national level guarantee fund is hence a combination of private and public Fund.
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Fig 10
Sources of Guarantee Fund

Guarantee Fund

MGA members contribution(MSME)

Contributions of State & Central Govt.

Private sector funding-Private Equity Option

National & International Donors

Public Fund-Subsidy Element

Other Sources

7.5.3 Government Support
In order to be sustainable, at least in the initial stages, the MCGS would need support/ contribution
of Government. There can be an element of government subsidy in the initial years. Government
of India can contribute directly to the Fund. State governments can be encouraged to contribute
towards state allocation of MGI. Ministry of Small and Medium Enterprises and other relevant
ministries such as Food Processing, IT, Electronics, Textile could make contribution towards
sectoral allocation. While small enterprise members contribute to Fund through the respective
MGA, a matching contribution could be given by Government of India or respective State
Government. Some of these State governments, especially industrially advanced States such as
Maharashtra, Gujarat, Tamil Nadu and Karnataka may make substantial contributions to the Fund.
These states may be encouraged to focus in promoting the interest of MSMEs in general or in
particular to their state or even specific industry sectors.
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7.5.4 Private Sector
There should always be a contribution from business associations. The contribution of business
associations should be essential component of the Fund. Big corporate groups or their Associations
such as CII, FICCI, ASSOCHAM and PHDCCI need to be encouraged to make contribution to
the MSME Mutual Guarantee Credit Fund as a noble cause to the growth of small enterprise in the
country. Private sector funds in the form of equity, debt capital or other form of financing could
be considered at an appropriate stage.

7.5.5 Financial Institutions
Funding from commercial banks, other financial institutions and insurance corporations can be
encouraged.

7.5.6 International Organizations
Donations or any other form of funding support from international organizations can aid the setting
up of a large enough MSME Mutual Guarantee Credit Fund . For example, fund support of World
Bank could be a good source of Fund. On 1st July 2020 World Bank announced a $750 million
MSME Emergency Response programme to support increased flow of finance to micro, small, and
medium enterprises (MSMEs), severely impacted by the COVID-19 crisis. One of the major
objectives of MSME Emergency Response programme is matching with the purpose of MSME
Mutual Guarantee Credit Fund and hence could be another source for the Guarantee Credit Fund .

7.5.7 Donation from India Institutions and Individuals
Donation from Indian institutions and individuals could be other potential sources of Fund. This
can be encourage by giving tax exemptions for such contributions.

7.5.8 State and Sectoral Allocation of Funds
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About 50 percent of the MSME Mutual Guarantee Credit Fund can be earmarked with MSMEs
without any sectoral distinction and the remaining 50 percent can be with sectoral allocation .

7.5.9 Management of Fund and Operating Modalities
A strong regulatory and supervisory system is essential in managing the MSME Mutual Guarantee
Credit Fund. Transparency and fairness in issuing guarantee is another imperative need. The
‘public private partnership’ character of the MGCS should be reflected in governance mechanisms
of the Fund. Indeed, it is envisaged that representatives of Government of India and State
Governments, representatives of Funding institutions and independent professionals who have
relevant experience and expertise would all be in key governance roles. In any case, the national
level authority and state level MGI will have to play their role effectively in managing the Fund.
Each state level components of the central funds is to be monitored or managed by the respective
state level MGI. It is essential to create a system of ‘checks and balances’ that would ensure full
autonomy and independence of governance mechanisms while ensuring sustainability. The Fund
should be managed efficiently by ensuring the issuance of guarantees to MSMEs based on a careful
scrutiny of applicants. Whatever the coverage offered by a credit guarantee, the amount that the
Fund may be asked to pay in case of default would be subject to a ceiling. Different aspects of
setting of Fund are presented in Table 6.

Table 6
Setting of Fund
Name of the Fund

MSME Mutual Guarantee Credit Fund (MSME MGCF)
To provide guarantee to the loan to an entrepreneur for her/his business

Purpose of the Fund operations including working capital enhancements and emergency
credit lines.
Fund Size

Rs.100 Crores initially

Focused Sectors

Agro-food, auto components, leather and footwear industries,
manufacturing, construction, trade, hospitality ventures and retailers

Types of Borrowing

Mutual Credit Guarantee Loan
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Beneficiaries and

Borrowers/ beneficiaries will be identified and selected mainly based

their eligibility and

on the viability of business proposals. MGI in association with the

selection process

MGA improves the positive selection and peer-monitoring effects up to
a limit. The borrower approaches her/his respective MGA which in
association with MGI, approves the application and grants a guarantee
from the MSME MGCF which facilitates collateral free lending from
the banks.

Requirement as per

Regulation by the RBI can help improve banking sector confidence in

RBI guidelines /

the MSME MGCF and can help prevent any major crisis stemming

AIF regulations

from poorly issued guarantees. These controls can contribute to higher
liquidity for guarantee schemes, and improve the ability of banks to
recover the cost of their loans in instances of default.

Nature of

Membership fees, to be paid by MSMEs (beneficiaries) through MGA,

Partnership with

is a major source of the MSME Mutual Credit Guarantee Fund. The

Beneficiaries

national level Guarantee Fund is a combination of private and public
Fund. At state MGI level, a team of trained technical staff is necessary
of running MGCS. It is necessary to provide training for newly recruited
staff. A hands-on technical assistance for the identification, assessment
and negotiation of the first guarantee deals.

Type of Fund

Establishment of a Fund from public as well as private sources. State

(Managing the

components of the central Funds is to be monitored or managed by the

Fund)

respective state level MGI. A strong regulatory and supervisory system
is essential in managing the MSME Mutual Guarantee Credit Fund.
Transparency and fairness in issuing guarantee is also imperative. The
‘public private partnership’ character of the MSME MGCF should be
reflected in governance mechanisms of the Fund. Indeed, it is envisaged
that representatives of Government of India and State Governments,
representatives of Funding institutions and independent professionals
who have relevant experience and expertise would all be in key
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governance bodies. The national level authority and State level MGI
will have to play their role effectively in managing the Fund. Each State
level components of the Central Funds to be monitored or managed by
the respective state level MGI. It is significant to create a system of
‘checks and balances’ that would ensure full autonomy and
independence of governance mechanisms which at the same time
ensures sustainability. The Fund should be managed efficiently by
ensuring the issuance of guarantees to MSMEs based on a careful
scrutiny of applicants.
Potential Locations

National Fund at Delhi with State specific Locations for MGIs.

Selection of

Industry Associations are identified as Partners for Pilot Project. In

Potential Partners

addition, other private sector partners can also be identified during pilot
phase. With the involvement of various partners, funding from private
sector and government can be mobilized for the setting up of MSME
Mutual Guarantee Credit Fund

**
7.6

Counter Guarantee

Another essential feature of the MCGS is its counter guarantee mechanisms. Credit Guarantee
Fund Trust for Micro and Small Enterprises (CGTMSE) could give Counter Guarantee to the MGI
in leu of an appropriate premium payment. In India, CGTMSE could give counter guarantee on
the basis of payment of premium. Each State level MGI should be in a position to get counter
guarantee. It will enable MGI to negotiate better rates of interest from lending institutions apart
from the enhancing leverage.

7.7

Leverage Ratio

Leverage ratio will reflect the effectiveness of India’s MCGS. Initially lending banks are expected
to display medium leverage ratio of about 5. Eventually, it can show a continuous high leverage
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ratio of around 10. Many State level MGI may come forward to make payment of premium to get
counter guarantees, which will enhance the leverage.

7.8

Fixation of Rate of Interest

The rate of different fees and interest should be fixed in such a way that Fund administrators,
lenders and borrowers should be incentivized. It is a key factor determining the viability and
financial sustainability of the scheme. Each MGI can give competitive interest rate depending on
their management efficiency. Interest subvention with the support of Government is also possible.
7.9

Fixation of Guarantee Fee and Payment of handling Fee to MGI

Borrowers will have to make the payment of Guarantee Fee to MGI. Another payment to MGI is
a handling fee. A reasonable rate of Guarantee Fee and handling fee could be fixed. A modest
handling fee of 0.15% to 0.25% may be paid to the MGI. The Guarantee Fee is a very sensitive
parameter. Although a Guarantee fee amounting to 1 % of the outstanding is usual, in a period of
low interest rates, a 1 % fee appears to be too high. It is intended to cover at least part of the fixed
costs related to the assessment of guarantee applications. The main purpose of the fees is to cover
administrative costs at least partially.

7.10

Coverage offered by Credit Guarantees

The degree of coverage offered by credit guarantees is a critical variable. It may affect both the
viability and the usefulness of guarantee. It is pertinent to understand that a very high coverage
guarantees would expose our scheme to excessively high risk due to default and prevent due
diligence on the part of banks. It is desirable to fix coverage considering the risk factor in each
sector, regions and sub-regions. By and large, credit guarantees cover between 40% and 75% of
the loan value.
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7.11

Screening of Borrowers and monitoring Default rates

Screening of Borrowers, especially in terms of viability of business proposal and credit worthiness
should be given adequate attention. Thorough knowledge of the local firms is essential. Achieving
self-sufficiency must be the goal of India’s MCGS. Peer monitoring within each MGA should be
a strong factor in controlling default rate. Default rates can be high in the beginning but must drop
to 2-3% eventually. A high degree of positive correlation in business activity intensify peer
monitoring. This in turn reduces the incidence of strategic default.

7.12

Size and Purpose of Credit: Controls and Restrictions

Credit guarantees are expected to be given only for loans for working capital and investment.
Utmost care will be taken to prevent diversion of funds for other purposes and this is done through
peer monitoring at the level of the MGA. There will be maximum loan sizes with a limit on
exposure to any single borrower and lender. It is not desirable to fix these limits centrally as there
are State level variations with respect to fund availability, repayment pattern and risk management.
Each MGI should be in a position to suggest the limits at the State level.

7.13

Regulatory Framework for the Creation of Institutions and National Guarantee Fund

The legal environment allows DFIs to establish this fund. Controls of RBI can help improve
banking sector confidence in the guarantee schemes and can help prevent any major crisis
stemming from poorly issued guarantees. Additionally, these controls can contribute to higher
liquidity among guarantee schemes, improving the ability of banks to recover the cost of their
loans in instances of default.

7.14

Sustainability

Default Rates : The default rate is an important indication of a scheme’s sustainability. Handling
of Defaults is a critical need. A sustainable scheme should aim to have a default rate between 2
and 3 percent. We can achieve this target if applications are appropriately assessed and monitored.
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A prolonged high default rates, i.e., above 5 percent should be avoided and can threaten the
sustainability of the scheme. A low rate of default in itself is not an indicator of good performance.
We need to consider the performance of our Scheme in light of the additionality of the system, the
existence of external assistance and long term sustainability. It is desirable to build a balanced
portfolio with differentiated risks. Well-trained staff can help to improve the quality of decisionmaking. Moreover, the availability of sound financial information on borrowers, which can be
partly canvassed from the MGAs, enables better decision-making.

Screening of Borrowers and Monitoring: It is essential to ensure technical assistance with
adequate procedures for project identification and suitable due-diligence requirements for funding
approval. This is very critical to ensure the stabilization and sustainability of the scheme.

7.15

Staff and Management

A team of well- trained staff should be available to all the three partners i.e. MGA, MGI and
lending banks. At state MGI level, a team of trained technical staff is necessary for running MCGS.
With the support of the staff an effective governance mechanisms led by a team of representatives
of public and private sectors will be in place. It is envisaged that representatives of borrowers and
lenders be involved in the scheme’s management. Any DFIs could be the national level authority
to coordinate and monitor all the activities related to MCGS.

7.16

Geographical Coverage

It is pertinent to ensure the spread of MGCS through the network of industry associations who can
act as Mutual Guarantee Associations to all the types of cities, towns and even rural areas. It is
necessary to cover maximum number of industry clusters, both urban and rural based industry
clusters. In the initial stages of implementation of the MGCS, we need to take steps to include
industry associations as Mutual Guarantee Associations in tier II cities like Jaipur and Ludhiana
in North India, Coimbatore and Tirupur in South India , Ahmadabad, Indore and Surat in central
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India. It is equally important to cover industry clusters as Mutual Guarantee Associations in rural
or tier 3 city clusters.

7.17

Impact of MCGS on MSME sector and India’s Economy

The foremost objective is to achieve financial additionality, which means an increase in loan
volume for targeted SMEs as a result of the scheme. Similarly, Economic Additionality-the effect
of increased access to finance on overall economic welfare which includes increased sales,
employment, investment or innovation of supported SME, increased competitiveness and growth
also deserves special focus. Indian MGCS needs to strike a balance between outreach,
additionality, and financial sustainability, taking into account the level of financial sector
development of India and peculiar the position MSMEs.

To conclude, MCGS is an answer to the need of placing an intermediary at the centre of the
relationship between banks and SMEs in India. The proposed MCGS model could be experimented
in India on pilot mode in partnerships with interested business associations.

****************************
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Section 8
Action Plan for Launching New MCGS Model As a Pilot
Project: Selection of Implementing Organizations
8.1

Implementing Organizations for Pilot Project

In this section, a modest attempt is made to present an action plan for launching the new MCGS
model as a pilot project in India. We propose that SIDBI or other FIs in partnership with a few
industry associations could consider implementing the MCGS model in the pilot phase.

8.2

Pilot Project: Selection of Regions/ States

Among the five regions of India- Southern, Western, Northern, Eastern and North Eastern regionsthree could be selected. The major criteria for selecting the regions are the intensity and
availability of MSMEs and dynamics of industry associations. The selection of a state from a
region should be based on higher credit demand and availability of active MSME associations.
Organizational dynamics of MSME associations is a key factor in determining the success of our
model.

Selection of Regions and States- Criteria
The selection of a state from a region should be based on higher credit demand and availability
of active MSME associations. The intensity and availability of large number of MSMEs and their
active industry associations are critical factors for gathering information essential for deciding the
final MCGS specifics. Indeed, organizational dynamics of MSME associations is a key factor in
determining the success of the model.
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Selected Regions and States
Considering the intensity and availability of large number of MSMEs and active industry
associations, we propose that Southern, Western and Northern regions could be selected for the
pilot phase. The selection of a state from a region should be based on higher credit demand and
availability of active MSME associations. The state of Karnataka can be selected from Southern
region while Maharashtra can be selected from the western region. NCT of Delhi is the best choice
for Northern region.

8.3

Industry Association as Potential Partners for Pilot Project

Discussions with Industry Associations and Identification of the Ideal and Willing Partners
for Piloting the MCGS
We have identified certain criteria for selecting industry associations as Partners for Pilot Project.
These criteria are of activities of the association, membership pattern, nature and extent of
partnerships with government programmes, availability of Infrastructure funds and other
resources. In this section we have made a modest attempt to rank the Industry Association as
partners for Pilot Project on the basis of the above mentioned criteria.

Ranking of Shortlisted Partners for Pilot Project in Western Region


MCCIA , Pune Website: https://www.mcciapune.com/( Rank 1)



Confederation of Indian Industry (CII ), Mumbai, Website: www.cii.in ( Rank 2)



Bombay Chamber of Commerce and Industry, 4th floor, The Ruby, 29, Senapati Bapat
Marg,

Dadar

West,

Dadar,

Mumbai,

Maharashtra

400028,

Website:

http://www.bombaychamber.com( Rank 3)
Shortlisted Partner for Pilot Project in Western Region: MCCIA, Pune Website:
https://www.mcciapune.com/( Rank 1). If it is required other two chambers can be considered.
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Ranking of Shortlisted Partners for Pilot Project in Northern Region


Integrated Association of Micro Small & Medium Enterprises of India, Sector 11, Mathura
Road, Faridabad. Website: www.iamsmeofindia.com ( Rank 1)



FICCI MSME Division, Website: http://www.ficci.in/index.asp ( Rank 2)



Confederation of Indian Industry (CII ) MSME Division, Website: www.cii.in( Rank 3)



ASSOCHAM MSME Division, Website: https://www.assocham.org/index.php ( Rank 4)



Federation of Indian Micro and Small & Medium Enterprises (FISME), B - 4 / 161,
Safdarjung

Enclave,

New

Delhi,

110029,

https://www.fisme.org.in/organization_structure.php ( Rank 5)
Shortlisted Partner for Pilot Project in Northern Region
Integrated Association of Micro Small & Medium Enterprises of India, Sector 11, Mathura Road,
Faridabad, Website: www.iamsmeofindia.com ( Rank 1). If it is required other two chambers can
be considered.

Ranking of Shortlisted Partners for Pilot Project in Southern Region


FKCCI-Federation of Karnataka Chambers of Commerce & Industry, Federation House,
K.G.Road, opposite Bhoomika Theater, Bengaluru, Karnataka 560009, Website:
http://www.fkcci.org/ ( Rank 1)



Karnataka Chamber of Commerce & Industry (KCCI), G. Mahadevappa Chamber
Building, J.C. Nagar, Hubballi -580 020, Website: https://www.kccihubli.org (Rank 2)



Confederation

of

Indian

Industry

(Southern

Region),

Chennai,

Website:

https://www.cii.in/Regionpage.aspx?enc=eGTdm5V5nAehji8uvc8r9/JOHwrfX+fmCQ6x
KZRBJcxokpdjCZ73GHP1/8NYhL30 (Rank 3)


Association Of Lady Entrepreneurs Of India,: 8-2-120/86/9/A/30, 1st Floor, Road Number
2, Banjara Hills, Hyderabad, Telangana 500034, Website: http://www.aleap.org/ ( Rank 4)

Selected Shortlisted Partner for Pilot Project in Southern Region
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FKCCI-Federation of Karnataka Chambers of Commerce & Industry, Federation House, K.G.
Road, opposite Bhoomika Theater, Bengaluru, Karnataka 560009 ( Rank 1). If it is required other
two chambers can be considered.

The shortlisted partners for Pilot Project phase are reported in Table: 7
Table: 7
Shortlisted Partners for Pilot Project
Rank

Region

Name

Ranking

Selected for Pilot

Parameters

Project
MCCIA , Pune

1

Western Region

MCCIA , Pune

Activities ,

2

Western Region

Confederation of Indian

membership

Industry (CII ), Mumbai

pattern ,

Bombay Chamber of

partnerships with

Commerce and Industry,

government

Mumbai

programmes,

Integrated Association of

availability of

Integrated

Micro Small & Medium

infrastructure,

Association of

Enterprises of India,

availability of

Micro Small &

Faridabad

funds and other

Medium

resources

Enterprises of

3

1

Western Region

Northern Region

India
2

Northern Region

FICCI, MSME Division,
Delhi

3

Northern Region

Confederation of Indian
Industry (CII ) , MSME
Division, Delhi

4

Northern Region

Assocham , Delhi, MSME
Division, Delhi
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5

Northern Region

Federation of Indian Micro
and Small & Medium
Enterprises (FISME), Delhi

1

Southern Region

Federation of Karnataka

Federation of

Chambers of Commerce &

Karnataka

Industry (FKCCI),

Chambers of

Bengaluru

Commerce &
Industry(FKCCI)

2

Southern Region

Karnataka Chamber of
Commerce & Industry
(KCCI) , Hubballi

3

Southern Region

Confederation of Indian
Industry (Southern Region),
Chennai

4

Southern Region

Association Of Lady
Entrepreneurs Of India,
Hyderabad

****************************
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Section 9
Launching New MCGS Model as a Pilot Project
9.1

Piloting of the proposed MGCS Model : Approach and Strategies

It may not be possible and feasible to launch the proposed MGCS model in the full-fledged scale
during the pilot phase. The proposed model needs some modifications in respect of Fund formation
and counter guarantee. Formation of a large fund requires time. At the same time, regulatory
approvals are required to bring CGTMSE in the model as a counter Guarantor. There is a need for
several rounds of consultations with the CGTMSE trustees. These Policy formulations and
regulatory approvals are a time consuming exercise. In fact, the national fund and counter
guarantee measures are required for scaling up the proposed MCGS model. The pilot of the model
can however be tested on a small scale without a National Fund and counter guarantee to gauge its
effectiveness. At present, a number of Corpus Funds of small size can be set up. Along with the
testing of model on a small scale, preparatory work for the implementation of MGCS model in the
full-fledged scale needs to be carried out during the pilot phase.

9.2

MSME Mutual Guarantee Credit Funds of Small Size

In the pilot phase, different sized MSME Mutual Guarantee Credit Funds (Corpus Fund) can be
set up in the target areas. While the size of MSME Mutual Guarantee Credit Fund is small, it
will be a revolving Fund and income from its operations will be ploughed back into the Fund. The
size of corpus fund can be decided on case to case basis considering the need and nature of target
areas and target groups. Contribution to the corpus fund can be decided based on the socioeconomic status, challenges or vulnerabilities of the targeted segments, sections, sectors, subsectors and geographical areas. For example, it will be good to pilot with artisan associations. In
the case of poor artisan communities in remote area/ underserved area, beneficiary contributions
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may be less. In such cases, SIDBI may consider larger contributions to the Corpus Fund. The
purpose of this fund is to provide loan guarantee to an entrepreneur for her/his business operations
including working capital enhancements and emergency credit lines .

9.3

Core Activities during the Pilot Phase

It is pertinent to understand that a clear action plan needs to be formulated for launching the new
MCGS model as a pilot project. In fact, two types of core activities are required i.e., (i) activities
related for the implementation of modified MGCS model (ii) preparatory work related to the
implementation of full-fledged MGCS model.

9.3.1

Activities related for the implementation of modified MGCS model



Setting up of different corpus funds. This fund can be of small size initially.



Select target areas and target groups. Preference needs to be given to under serviced areas,
small artisans and other vulnerable groups.



Partner with relevant business associations and commercial banks.



Facilitate the disbursement of loans on mutual guarantee basis.



Facilitate the repayment of loans.



Conduct regular and periodic monitoring and assessment.

9.3.2 Preparatory Work related for the implementation of full-fledged MGCS model

9.3.2.1 Setting up of a Project Advisory Committee (PAC)
It is advisable to constitute a high powered Project Advisory Committee (PAC) to oversee the
MCGS during its pilot phase.

Structure of PAC
Members of PAC could include well-experienced professionals in the field of guarantee
programmes. The PAC will be chaired by an eminent person who has a long experience in banking,
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finance and administration. The composition of the PAC is structured to provide a balance of
perspectives. Its composition includes one Chair Person, two members with extensive industry
experience, two members of banking/ finance experience, one representative from Ministry of
Small and Medium Enterprises, one representative from the National Authority, representatives
from two or three (alternatively all) state governments and one or two representatives from
business associations. It is advisable to get members who have knowledge and exposure to credit
guarantee schemes and policies. It is anticipated that the PAC meetings will be held with adequate
and appropriate planning and preparation.

Role and Functions of PAC
One of the major functions of PAC is to oversee the appointment of PMU staff. They are
responsible for oversight of implementation of MCGS pilot project and have the authority to
appoint project staff and manage the project team. Their role is similar to a Board of Directors or
Executive Council of an institution in many respects. The PAC will have in-depth discussions on
key management issues, concerns, solutions, and will provide accordingly advice to the Project
Team. Members of the PAC will provide an informed perspective from various stakeholders.

9.3.2.3 Project Managing Agency (PMA)/ Project Management Unit(PMU)
The Project Team will have to manage day- to- day activities and is responsible for achieving
various objectives of the pilot project. The team will implement all the activities as per the plans
and key milestones approved by PAC. Project Management Unit (PMU) could be set up at the
office of the National Authority. As a second option, Project Managing Agency (PMA) or Project
Management Unit (PMU) could be set up as an independent office.

Structure of Project Team/PMA/PMU
The Project Director is the leader of the project and its core team. The team consists of six members
that include one Project Director, four Programme Managers and one Manager for Monitoring and
Evaluation. The team will be supported by 3-5 junior/support staff. Job Descriptions (JD) of

87

Project Director, four Programme Managers, and one Manager for Monitoring and Evaluation are
given in Annexure I.

9.4

Terms of Reference for Project Managing Agency / PMU

Core activities and deliverables of PMU are listed below:

9.4.1 Setting up of MGI in Selected States: Formation of MGI in States of Karnataka,
Maharashtra and NCT of Delhi is an important activity. Karnataka, Maharashtra and NCT of Delhi
represents Southern, Western and Northern region respectively and are representative of the
characteristics of the respective region. The suggested states are tentative and any state can be
replaced.

9.4.2 Identification of Mutual Guarantee Associations to become partners in MGCS :
Maximum number of suitable MGAs needs to be identified in each State. Various activities
required for this task include organizing of awareness programmes, organizing of training
programmes for borrowers and pre-feasibility studies of business proposals.

9.4.3 Identification of Member Lending Institutions: Appropriate and adequate number of
banks needs to be identified in each state. Various activities required for this task include
organizing of regular interactions and consultations between banks and MGAs and organizing of
training programmes for banks.

9.4.4 Setting up of MSME Mutual Guarantee Credit Fund
This is a challenging task. Various activities required for this task include regular consultations
with MGAs, industry associations, various ministries and institutions of Government of India,
different State governments, international and national donors, commercial banks, different
financial institutions and insurance corporations, and private sector organizations who are other
potential contributors for setting up of the MSME Mutual Guarantee Credit Fund.
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9.4.5 Facilitate Regular Interactions and Establish Strong Bond and Linkages of MGA
with MGI and Lending Banks
Project staff members need to carry out activities for facilitating regular interactions of key players.
It is the responsibility of the project team to prepare the MGAs, MGIs and Lending Banks. A
strong positive linkage between MGA, MGI and Lending Banks is essential for the success of the
scheme.

9.4.6 Identify Technical Consultants/ Partners from Italy and France for MGCS
Two or three Technical Consultants / Partners from Italy and France need to be identified for
MCGS Pilot Project. They can be partners or consultants on a part-time basis.

9.4.7

Organize Workshops, Seminars, Conferences and Training Programmes

The project team needs to identify training needs of various stakeholders and organize training
programmes. It will carry out various MGCS promotion activities. These programmes will discuss
how to avail the benefit from the MCGS. It could help create motivation and awareness about
MGCS.

9.4.8 Provide Technical Services to Stakeholders
The project team needs to provide a package of services not only to MSMEs who are the borrowers
but also to lending institutions, MGIs and MGAs.

9.4.9 Prepare Key Performance Indicators for MCGS
The project team will prepare key indicators for assessing the performance of MCGS.

9.4.10 Regular Monitoring and Evaluation of MCGS Pilot Project
It is important to conduct regular monitoring and evaluation of MCGS pilot project. Key data and
information needs to be collected and shared with the top management.
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9.4.11 Regular Consultations with Industry Associations in India
India has a large number of

national industry associations covering big, medium and small

enterprises. Even apex chambers such as CII, FICCI and ASSOCHAM have considerable number
of members from MSMEs. We have identified 217 industry associations across various states.
As is presented in Table 8, these include exporters associations and emerging apex chambers,
regional and sectoral associations. Out of these 217 industry associations, contacts were
established with 46 industry associations during our field survey (Annexure II). These associations
can be considered as potential MGAs for joining MGCS.

Table 8
Identified Industry Associations in India
National Industry Associations

Numbers

Covering big, medium and small enterprises
Apex Chambers

Nature and
Coverage

3

Cover large & MSME
All India coverage

Exporters Associations and emerging apex chambers

2

Cover large & MSME
All India coverage

Regional & Sectoral Business Associations in North Indian States

50

Regional/ sectoral

Regional & Sectoral Business Associations in South Indian

64

Regional/ sectoral

Regional & Sectoral Business Associations in East Indian States

40

Regional/ sectoral

Regional & Sectoral Business Associations in west Indian States

41

Regional/ sectoral

Regional & Sectoral Business Associations in Union Territories

17

Total

217

States

9.4.12 Consultations with Industry Clusters and Business Networks for MCGS Pilot Project
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In several states, number of industry clusters have been operational and many more are being
formed with the support of various government programmes. These clusters can be considered as
potential MGAs for joining MGCS.

9.4.13 Consultations with MFIs/NBFCs
It is important to hold consultations with Microfinance institutions and Non-Banking Financial
Companies in India as they have considerable experience lending to the MSME sector. Also, Bulk
of the requirements of MCGS is for small and short term loans which makes MFIs a good vehicle
for improving the reach of the scheme.

9.5 Period of Pilot Project and Assessment
Initially, the pilot project may be launched for two years and be extended for one more year, if
required. It is advisable to conduct regular and periodic assessment during this phase. Ideally a
quarterly review needs to be done and appropriate and adequate revisions may be carried out.

****************************
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Annexure I

Job Descriptions for Staff of MCGS Pilot Project

Job Description
Position: Project Director
Location: Delhi
Functional and Administrative Reporting:
The MGCS , has been set up to have a resource team to promote and support the “Mutual Credit
Guarantee scheme” . Mutual Credit Guarantee Scheme has started its pilot project in India . This
scheme can reduce the gap between banks and small business units. State level MGI (Mutual
Guarantee Institution) is the basis of the model. Work of setting up of MGI in states and a
national guarantee fund has been started. The resource team are expected to involve actively in
various activities to promote and support the Mutual Credit Guarantee scheme across the country.
The team will work closely with these MGIs, MGAs and lending institutions to enhance their
skills, capacities for programme planning and management and provide linkages to other
development organizations and donors. The MCGS pilot project seeks to appoint Project
Director, MCGS pilot project seeks to be located in Delhi.
Role : As a Project Director and member of the Senior Management Team of MCGS pilot
project.
Key Responsibilities:
The Project Director is responsible for achieving the objectives of the MCGS pilot project.
Specifically, the Project Director has the following functions:
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Planning the activities of MCGS pilot project from start to completion involving deadlines,
milestones and processes



Overseeing project staff who are assigned certain tasks to complete for the MCGS pilot
project



Manage the systems to track success of MCGS pilot project implementation.



Conduct and oversee day-to-day activities of MCGS pilot project programme.



Make programmatic recommendations to

the

senior leadership. Collaborate with

management team to set program milestones and Key Performance Indicators.


Oversee impact narrative for external communications including donors, government, and
partners.



Build staff capacity through training and technical assistance for the success of MCGS
pilot project implementation

Knowledge/Skills/Abilities

Professional


Being proactively self-engaged in implementation of development projects



Excel in an entrepreneurial, rapidly-growing and independent environment with minimal
supervision



Eagerly jump on opportunities to exceed expectations and solve new challenges
autonomously



Exhibit commitment to the professional development of him/herself, developing new
skills whenever necessary

Personal


Sound ethics including the protection of proprietary and confidential information.



Dedicated to the mission of MCGS pilot project and able to understand and apply the
charism, mission, and current trends of the organisation in all aspects of programme
implementation and management
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Creative, autonomous, flexible, forward-looking, dynamic, empathetic, solution-oriented,
and innovative person



Flexible in terms of working hours particularly at times relating proposal development,
events, campaigns and able to work under pressure and to tight deadlines



High personal & professional integrity

Qualifications and Experience


Bachelor’s degree in quantitative discipline (preferably in Finance, Banking, Social
Science, Economics, or Statistics)



Master’s degree preferred - At least 15 years of professional experience in the field of
Business Promotion, Investment Promotion, Business Development , Banking and Finance



Knowledge of major quantitative & qualitative monitoring methodologies and proven
ability to design monitoring instrumentation tools



Broad experience in the design and implementation of activities related to Business
Promotion, Investment Promotion



Excellent analytical skills combined with a proactive and energetic approach to problem
solving
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Job Description
Position: Project Manager
Location: Delhi
Functional and Administrative Reporting:
The MGCS, has been set up to have a resource team to promote and support the "Mutual Credit
Guarantee Scheme". Mutual Credit Guarantee scheme has started its pilot project in India. This
scheme can reduce the gap between banks and small business units. State level MGI (Mutual
Guarantee Institution) is the basis of the model. Work of setting up of MGI in states and a
national guarantee fund has been started. The resource team is expected to involve actively in
various activities to promote and support the Mutual Credit Guarantee scheme across the country.
The team will work closely with these MGIs, MGAs and lending institutions to enhance their
skills, capacities for programme planning and management and provide linkages to other
development organizations and donors. The MCGS pilot project seeks to appoint Manager to be
located in Delhi.
Role: As a member of the Senior Management Team of MCGS pilot project.
Key Responsibilities:
The Manager will have to work closely with the Project Director for achieving the objectives of
the MCGS pilot project . Specifically, the Manager has the following functions:


Manage the implementation of MCGS pilot project and supervise its various activities



Manage the systems to track success of MCGS pilot project implementation and report
it to the Project Director on a regular basis.



Conduct and oversee day-to-day activities of MCGS pilot project programme.



Assist Project Director in meetings and dialogues with various stakeholders.
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Knowledge/Skills/Abilities
Professional


Being proactively self-engaged in implementation of development projects



Eagerly jump on opportunities to exceed expectations and solve new challenges
autonomously



Exhibit commitment to the professional development of him/herself, developing new skills
whenever necessary

Personal


Sound ethics including the protection of proprietary and confidential information.



Value based human relations and interpersonal skills including professionalism and a
cooperative attitude.



Dedicated to the mission of the MCGS pilot project and able to understand and apply the
charism, mission, and current trends of the organization in all aspects of programme
implementation and management



Creative, autonomous, flexible, forward-looking, dynamic, empathetic, solution-oriented,
and innovative person



Flexible in terms of working hours particularly at times relating proposal development,
events, campaigns and able to work under pressure and to tight deadlines



High personal & professional integrity

Qualifications and Experience


Bachelor's degree in quantitative discipline (preferably in Finance, Banking, Social
Science, Economics, or Statistics)



Master's degree preferred - At least 5 years of professional experience in the field of
Business Promotion, Investment Promotion, Business Development , Banking and Finance



Broad experience in the design and implementation of activities related to Business
Promotion, Investment Promotion
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Excellent analytical skills combined with a proactive and energetic approach to problem
solving
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Job Description
Position: Manager – Monitoring and Evaluation
Location: Delhi
Functional and Administrative Reporting:
The MGCS , has been set up to have a resource team to promote and support the “Mutual Credit
Guarantee scheme” . Mutual Credit Guarantee Scheme has started its pilot project in India . This
scheme can reduce the gap between banks and small business units. State level MGI (Mutual
Guarantee Institution)is the basis of the model. Work of setting up of MGI in states and a national
guarantee fund has been started. The resource team are expected to involve actively in various
activities to promote and support the Mutual Credit Guarantee scheme across the country. The
team will work closely with these MGIs, MGAs and lending institutions to enhance their skills,
capacities for programme planning and management and provide linkages to other development
organizations and donors. The MCGS pilot project seeks to appoint Manager –Planning,
Monitoring and Evaluation to be located in Delhi.
Role: As a member of the Senior Management Team of MCGS pilot project.
Key Responsibilities:
The M&E Manager is responsible for achieving the following functions:


M&E Strategy and Research: Develop and oversee monitoring systems to track success of
program implementation; Design research and evaluation efforts to assess the impact of
pilot MCGS; Improve data systems -collection, storage, use – to increase effectiveness
and scalability of M&E systems.



Monitoring &Evaluation Implementation : Conduct and oversee analysis of data from dayto-day M&E activities as well as impact evaluation of MCGS pilot project; Prepare highquality reports for internal and external audiences; Build an organizational knowledge base
through research and partnerships.



Organization Strategic Planning & Reporting : Use data to make programmatic
recommendations to the senior leadership; Collaborate with management team to set
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program milestones and Key Performance Indicators; Oversee impact narrative for external
communications including donors, government, and partners.


Operational Systems: Support, explore and provide recommendations for innovative
technologies to streamline monitoring and evaluation



Build staff capacity through training and technical assistance for accurate data collection
and reporting

Knowledge/Skills/Abilities
Professional


Being proactively self-engaged in research and innovations in the field of M&E



Excel in an entrepreneurial, rapidly-growing and independent environment with minimal
supervision



Use opportunities to exceed expectations and solve new challenges independently



Exhibit commitment to the professional development of him/herself, developing new
skills whenever necessary

Personal


Sound ethics including the protection of proprietary and confidential information.



Skills as a trainer and process facilitator



Value based human relations and interpersonal skills including professionalism and a
cooperative attitude.



Dedicated to the mission of the MCGS pilot project and able to understand and apply the
charism, mission, and current trends of the organisation in all aspects of programme
implementation and management



Creative, autonomous, flexible, forward-looking, dynamic, empathetic, solution-oriented,
and innovative person



Flexible in terms of working hours particularly at times relating proposal development,
events, campaigns and able to work under pressure and to tight deadlines



High personal & professional integrity
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Qualifications and Experience


Bachelor’s degree in quantitative discipline (preferably in Social Science, Economics, or
Statistics)



Master’s degree preferred - At least 10 years of professional experience in the field of
Monitoring and Evaluation



Knowledge of major quantitative & qualitative monitoring methodologies and proven
ability to design monitoring instrumentation tools



Extensive knowledge in (quasi-) experimental program evaluation designs



Broad experience in the design and implementation of capacity building activities in M&E
High level of proficiency in Windows Excel and/ or Statistical Software (SPSS, STATA)
Advanced skills in data analysis presentation and report writing



Excellent analytical skills combined with a proactive and energetic approach to problem
solving
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Annexure II

List of Contacted Industry Associations in India
Industry Associations in Industry
Sr.

Name of Association

Sector

No

District and

Website

State

.
1

Federation of Indian

Exporters

Export Organisations

Delhi (Head

https://www.fieo.org

office)

/view_section.php?la
ng=0&id=0,8

(FIEO)

2

Federation of Indian

MSME

Delhi (Head

https://www.fisme.or

Micro and Small &

Association

office)

g.in/organization_str
ucture.php

Medium Enterprises
(FISME)

3

Chamber of Indian Micro

MSME

Delhi (Head

http://www.indiansm

Small & Medium

Association

office)

echamber.com/index
.php

Enterprises (CIMSME)

4

Agricultural machinery

agricultural

Pune,

http://www.aiamma.

manufacturers association

machinery

Maharashtra

org/

5
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Fastener Manufactures

Manufacturing

Ludhiana,

https://www.fastener

Association of India

Industry

Punjab

india.org/index.php

Delhi (Head

https://lubindia.com/

(Regd.)

6

Laghu Udyog Bharati

office)

7

Dyestuffs Manufacturers

Dye

Mumbai,

https://www.dmai.or

Association of India

Manufacturers

Maharashtra

g/index.php

Builders

Mumbai,

https://www.baionlin

Maharashtra

e.in/BAI-Team.html

(DMAI)

8

Builder's Association of
India (BAI)

9

10

PHD Chamber of

Association

https://www.phdcci.i

Commerce and Industry

large industries

n/upcoming-phd-

and MSME

webinar-list/

Small and Medium

MSME

Mumbai,

https://www.smecha

Business Development

Association

Maharashtra

mberofindia.com/co

Chamber of India

ntact-us.php
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11

The Indian Ferro Alloy

Metal Industry

producers association

12

13

14

Mumbai,

http://www.ifapaindi

Maharashtra

a.org/Default.aspx

New Delhi

http://fopeindia.in/in

Federation of Pharma

Healthcare

Enterprises (FOPE)

industry

Indian Industries

MSME

Lucknow

http://www.iiaonline

Association (IIA)

Association

(Head Office)

.in/Default.aspx

Sponge Iron

Metal Industry

New Delhi

www.spongeironindi

dex.php

a.in

Manufacturers
Association (SIMA)

15

16

Textile machinery

Textiles

Mumbai,

http://www.tmmaind

manufacture Association

Manufacturing

Maharashtra

ia.net/Default.aspx

Indian Electrical &

Electronics

New Delhi

https://ieema.org/ho

Electronics

Manufacturing

(Corporate

me/

Manufacturers’

Industry

Office)

Apex Chamber

New Delhi

Association (IEEMA)

17
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Associated Chambers of

https://www.assocha

Commerce and Industry

m.org/index.php

of India (ASSOCHAM)

18

19

Cotton Association of

Agriculture

Mumbai,

http://www.caionline

India (CAI)

Industry

Maharashtra

.in/

Federation of Indian

Apex Chamber

New Delhi

http://www.ficci.in/i
ndex.asp

Chamber of commerce &
Industry(FICCI)

20

The Textile Association

Textile Industry

Mumbai

sociationindia.org/

India

21

https://www.textileas

Confederation of Indian

Agriculture

Small Tea Growers

Industry

New Delhi

Associations (CISTA)

22

Indian Sugar Mills

Agriculture

Association (ISMA)

Industry

New Delhi

www.indiansugar.co
m/Default.aspx
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23

Fragrances and Flavours

Fragrances and

Mumbai,

https://www.fafai.or

Association of India

Flavours sector

Maharashtra

g

Apex Chamber

New Delhi

www.cii.in

Self-Employed Women's

Women

Ahmedabad,

http://www.sewa.org

Association(SEWA)

Association

Gujarat

/

(FAFAI)

24

Confederation of Indian
Industry (CII)

25

(Headquarters)

26

Federation of Cold storage

Cold storage

Lucknow,

https://www.fcaoi.or

Associations Of India

Associations

Uttar Pradesh

g

(Headquarters)

(FCAOI)

27

28

Cement Manufacturer’s

Manufacturing

Association (CMA)

Industry

Indian Small Scale Paint

Paint Industry

Association (ISSPA)

New Delhi

https://www.cmaindi
a.org

Mumbai,

http://www.isspa.org

Maharashtra

/default.asp

(Central
office)
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29

Society of Indian

Automobile

New Delhi

http://www.siam.in

Automobile

Industry

All India Association of

Mumbai,

https://www.aiaiindi

Industries (AIAI)

Maharashtra

a.com

New Delhi

http://elcina.com//in

Manufacturers (SIAM)

30

31

32

Electronic Industries

Electronics

Association of India

Industry

Indian Machine Tool

Manufacturing

Bangalore

https://www.imtma.i

Manufacturer’s

Industry

(Head office)

n/

Sports Industry

Jalandhar,

http://sgmea.org/inde

Punjab

x.php

dex.php

Association (IMTMA)

33

Sports Goods
Manufacturers and
exporters association

34

All India Rubber

Agriculture

Mumbai,

https://www.allindiar

Industries Association

Industry

Maharashtra

ubber.net/

Export Industry

Alappuzha,

http://www.ficea.in/a

Kerala

bout-us.php

(AIRIA)

35

Federation of Indian Coir
Exporters' Associations
(FICEA)
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36

37

Bharat Chamber of

Kolkata, West

http://bharatchamber

Commerce

Bengal

.com/index.html

Mumbai,

https://www.aipma.n

Maharashtra

et

All India Plastics

Plastic Industry

Manufacturers'
Association (AIPMA)

38

Indian Footwear

Footwear

Noida, Uttar

http://ifcoma.org/ho

Components

Industry

Pradesh

me

Paint Industry

Kolkata, West

https://www.ipaindia

Bengal

.org/index.aspx

Delhi

https://pmai.co.in/ab

Manufacturers
Association (IFCOMA)

39

The Indian Paint
Association

40

41

42

Pellet manufacturers

Manufacturing

association of India

Industry

Federation of Associations

Hospitality and

in Indian Tourism &

Tourism

Hospitality (FAITH)

Industry

Indian Association of Tour

Travel and

Operators (IATO)

Tourism

out-us/

New Delhi

New Delhi

https://iato.in

Industry
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43

Shopping Centres

Retailers

Mumbai,

http://www.scai.in/

Association of India

Industry

Maharashtra

Travel Agents Association

Travel and

Mumbai,

https://www.travelag

of India (TAAI)

Tourism

Maharashtra

entsofindia.com/inde

(SCAI)

44

Industry

45

Federation of Hotel &

Hospitality

Restaurant Associations of

Industry

x.php

New Delhi

https://www.fhrai.co
m/index.aspx

India

46

Hotel Association of India

Hospitality

New Delhi

Industry

http://hotelassociatio
nofindia.com/index.
php

Source: Field Survey
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Contact us
To know more, please visit www.kdsonline.org or contact our office as mentioned below:
Kerala Development Society, Delhi
811-A, Jaina Tower-I, District Centre,
Janakpuri, New Delhi -110058
Ph: +91-11-45095827
Mob: 09818780833
For more information or for any queries, write to us at kdsdelhi2002@gmail.com

Small Industries Development Bank of India (SIDBI),established under an Act of Parliament in
1990, acts as the Principal Financial Institution for Promotion, Financing and Development of
the Micro, Small and Medium Enterprise (MSME) sector as well as for co-ordination of functions
of institutions engaged in similar activities. In the context of the changing MSME lending
landscape, the role of SIDBI has been realigned through adoption of SIDBI Vision 2.0 which
envisages an integrated credit and development support role of the Bank by being a thought leader,
adopting a credit-plus approach, creating a multiplier effect and serving as an aggregator in
MSME space.

Disclaimer: This document is prepared under SIDBI intervention in which Kerala Development
Society is the implementing agency. The document users/third parties shall verify the facts and
figures at their end and shall be solely liable for any action taken by it based on this document.
SIDBI, its directors, employees or any office shall not be liable for loss of whatsoever nature
arising by using the content of this document and the user of the Report shall be solely liable for
any action taken by it basis the Report.
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