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🎤
INTERVIEW ANGLE

"Credit guarantee schemes like ECLGS have become a key tool to push bank lending to
MSMEs. Are these schemes addressing structural financing gaps or creating moral hazard?
What reforms are needed for sustainable MSME credit access?"

WHY IN NEWS

The government launched ECLGS 5.0 in May 2026, extending:

This builds on ECLGS 1.0–4.0 which disbursed over ₹3.8 lakh crore to MSMEs and other stressed sectors

since 2020.

100% government guarantee for MSME loans up to ₹2 crore (new borrowers without collateral)

90% guarantee for airline restructuring loans (tourism + aviation sector post-COVID recovery)

Administered by NCGTC (National Credit Guarantee Trustee Company Limited)
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ECLGS — EVOLUTION AND COVERAGE

SCHEME

VERSION

LAUNCHE

D
TARGET SEGMENT GUARANTEE COVERAGE CORPUS

ECLGS 1.0 May 2020 MSMEs (COVID distress) 100% ₹3 lakh

crore

ECLGS 2.0 Nov 2020 26 stressed sectors

(healthcare, tourism, etc.)

100% Extended

ECLGS 3.0 Mar 2021 Hospitality, travel, leisure 100% Extended

ECLGS 4.0 Apr 2021 Civil aviation, hospitals,

healthcare

50%–100% ₹50,000

crore

ECLGS 5.0 May 2026 MSMEs (new borrowers)

+ Airlines

100% (both MSME and Airlines;

airline cap: ₹1,500 cr/borrower)

TBD

Total under ECLGS 1.0–4.0: ~₹3.82 lakh crore disbursed; ~4.5 crore MSME accounts covered.

NCGTC — THE ADMINISTRATOR

FEATURE DETAIL

Full name National Credit Guarantee Trustee Company Limited

Set up by Dept. of Financial Services, Ministry of Finance (wholly owned GoI company; SIDBI is

not a co-founder)

Role Trustees of multiple credit guarantee funds; manages guarantee payouts

Key funds

managed

CGTMSE (MSMEs), CGFMU (microunits), ECLGS funds

Structure Not-for-profit SPV; guarantee corpus backed by government
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THE MSME CREDIT GAP — WHY IT PERSISTS

METRIC DATA

MSME enterprises in India 6.3 crore+ (UDYAM registered: ~4.5 crore by 2026)

Formal credit access ~16–18% of MSMEs have bank loans

Formal credit gap ~₹30 lakh crore (SIDBI 2025 estimate)

Average loan size under ECLGS ~₹1.8 lakh (very small; covers working capital, not capex)

DOES THE 100% GUARANTEE SOLVE THE PROBLEM?

Scale of the Problem

Why Banks Don’t Lend to MSMEs (without guarantees)

Collateral requirement: 75–80% of MSME loans require immovable property as collateral — most

small units have no titled assets

1

Information asymmetry: Informal accounting; no GST/IT filing history → credit assessment

impossible

2

High transaction cost: Processing a ₹2 lakh MSME loan costs nearly as much as a ₹2 crore

corporate loan

3

Risk aversion post-NPA crisis: Banks post-2015 IL&FS/NBFC crisis became ultra-conservative

on SME lending

4

Cash economy: Many MSMEs transact in cash → no digital trail → no credit score5

The Case For

Moral hazard offset: 100% guarantee removes bank risk → banks actually lend (ECLGS 1.0

worked)

Countercyclical: In downturns, private credit dries up; government guarantee maintains supply

Demonstrates creditworthiness: First loan creates repayment history → future access without

guarantee

The Case Against

Moral hazard (banks): Zero bank skin in the game → weaker credit assessment, potential

evergreening of bad loans
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WHAT WOULD STRUCTURAL REFORM LOOK LIKE?

UPSC RELEVANCE

PAPER ANGLE

GS3 — Economy MSME credit gap, ECLGS, NCGTC, credit guarantee schemes, moral hazard

GS3 — Economy TReDS, Account Aggregator, UDYAM, financial inclusion, CGTMSE

GS2 — Governance SIDBI role, Ministry of Finance, scheme design, fiscal risk

Mains Keywords: ECLGS 5.0, NCGTC, MSME credit gap, 100% guarantee, moral hazard, CGTMSE, UDYAM,

TReDS, Account Aggregator, credit scoring, formalisation, NPA, SIDBI, MSME financing gap ₹30 lakh crore,

countercyclical policy

Prelims Facts Corner

Moral hazard (borrowers): Knowing government backs the loan may reduce repayment urgency

Doesn’t address root cause: Collateral requirement, formalisation gap, and information

asymmetry remain

Fiscal cost: Government ultimately bears 100% of defaults — fiscal risk if NPA rates rise

NPA Data under ECLGS

ECLGS NPAs: ~5–8% as of 2024 (Ombudsman and NCGTC data)

Better than feared (~15% post-COVID stress) — but fiscal liability real

Airline sector (ECLGS 4.0): SpiceJet received guaranteed loans; subsequent defaults created losses

for NCGTC

UDYAM registration push: Only registered MSMEs get benefits → incentivise formalisation1

TReDS scaling: Trade Receivables Discounting System — MSMEs can get invoices discounted →

working capital without collateral

2

Account Aggregator (AA) framework: Allows banks to access MSME’s GST/accounting data

with consent → reduces information asymmetry

3

CGTMSE reform: Lower guarantee fee; raise ceiling; auto-approval for loans under ₹10 lakh4

Digital credit scoring: Using GST, UPI, telecom data for alternative credit scoring5
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ITEM FACT

ECLGS 1.0 launched May 2020 (COVID response)

ECLGS 5.0 guarantee coverage 100% for MSME loans; 90% for airlines

ECLGS administrator NCGTC (National Credit Guarantee Trustee Company Limited)

NCGTC set up by Dept. of Financial Services, Ministry of Finance (wholly owned GoI

company)

Total ECLGS 1.0–4.0

disbursed

~₹3.82 lakh crore

MSME enterprises in India 6.3 crore+

MSME formal credit access ~16–18% have bank loans

MSME credit gap ~₹30 lakh crore

TReDS Trade Receivables Discounting System — invoice discounting for MSMEs

Account Aggregator Allows banks to access financial data with borrower consent

CGTMSE Credit Guarantee Fund Trust for Micro and Small Enterprises (SIDBI-managed)
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