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The Most Important RBI 
Decision for MSMEs in a 
Decade
The Reserve Bank of India has doubled the collateral-free loan limit for 
MSMEs from Rs 10 lakh to Rs 20 lakh. This is not an incremental adjustment 
— it is a structural shift in how Indian MSMEs access credit.

For 15 years, the Rs 10 lakh ceiling was the invisible wall that kept millions of 
micro enterprises trapped in the informal credit market, paying 24–36% 
interest to moneylenders for working capital that banks would have charged 
10–12% for — if only the MSME could have qualified without pledging 
assets.

That wall is now higher. And for many MSMEs, it is effectively gone.



The Shift in Numbers

₹20L
New Collateral-Free Limit

Doubled from the previous Rs 10 lakh ceiling under CGTMSE

15
Years of Stagnation

The Rs 10 lakh ceiling remained unchanged for 15 years

36%
Informal Interest Rate

What moneylenders charged MSMEs locked out of formal 
credit

12%
Formal Bank Rate

What scheduled commercial banks charge — if you qualify

The gap between 24–36% informal rates and 10–12% formal bank rates represents the true cost of exclusion from the formal 
credit system. For millions of MSMEs, this policy change is the difference between survival and growth.



Who Benefits Most
Three segments of the MSME ecosystem stand to gain the most from this structural shift in credit access.

Micro Manufacturers
Those with turnover under Rs 5 crore 
can now access working capital for raw 
material procurement, equipment 
maintenance, and seasonal inventory — 
without risking their homes or personal 
assets.

Service MSMEs
IT service providers, logistics 
companies, and professional services 
firms who have strong cash flows but 
limited physical assets to pledge can 
now access formal credit at formal 
rates.

Women Entrepreneurs
Statistically the most underserved 
segment of MSME credit — who often 
cannot offer collateral due to property 
ownership patterns — now have a 
meaningfully larger window to formal 
finance.



The Invisible Wall: Before vs. After

The doubling of the collateral-free limit is not merely a numerical change — it represents a philosophical shift in how the 
Indian state views MSME creditworthiness. The government guarantee through CGTMSE removes the bank's collateral risk 
entirely, making the lender's calculus fundamentally different.



How to Access the New Limit
Accessing the enhanced collateral-free credit is a structured, four-step process through the CGTMSE scheme. The 
government guarantees the loan, so the bank carries no collateral risk.

Step 1: Udyam Registration
Ensure active Udyam Registration — it is free and fully 
online. This is your formal MSME identity.

Step 2: GST Compliance
Maintain 12 months of GST filings. This demonstrates 
financial discipline and creates a verifiable credit trail.

Step 3: Approach a Bank
Visit any Scheduled Commercial Bank or SIDBI. Both are 
authorised lenders under the CGTMSE framework.

Step 4: Apply Under CGTMSE
The government guarantees the loan. The bank has no 
collateral risk — making approval significantly more 
accessible.



The CGTMSE Framework Explained
What is CGTMSE?

The Credit Guarantee Fund Trust for Micro and Small 
Enterprises (CGTMSE) is a government-backed 
scheme that provides guarantees to lending 
institutions, enabling them to extend credit to MSMEs 
without requiring collateral or third-party guarantees.

The scheme is jointly operated by the Ministry of 
MSME and SIDBI. When a bank lends under 
CGTMSE, the government absorbs the default risk — 
fundamentally changing the bank's incentive to lend.

Eligible Lenders

All Scheduled Commercial Banks

SIDBI (Small Industries Development Bank of 
India)

Regional Rural Banks

Select NBFCs and MFIs



The Larger Picture: Credit, Not Regulation
This change is part of a broader policy shift: the government recognises that MSME credit access, not MSME regulation, is 
the bottleneck to India's manufacturing ambitions.

"Capital flows where it is trusted. The RBI's decision is a statement of trust in the MSME sector."

— Dr. Dibyendu Choudhury

India's ambition to become a global manufacturing hub — articulated through initiatives like Make in India and the PLI 
schemes — cannot be realised without a robust, credit-enabled MSME base. MSMEs account for approximately 30% of 
India's GDP and nearly 50% of exports. Their credit access is not a welfare question; it is a macroeconomic imperative.



Why This Matters for India's Manufacturing 
Ambitions

The MSME sector is not peripheral to India's economic story — it is the spine of it. Every percentage point improvement in 
MSME credit access translates directly into employment, exports, and domestic manufacturing capacity. The RBI's decision 
to double the collateral-free limit is, in this context, a macroeconomic intervention dressed in the language of financial 
inclusion.



Key Takeaways from Edition #10

The Structural Shift
The RBI has doubled collateral-free MSME credit from 
Rs 10 lakh to Rs 20 lakh — ending 15 years of 
stagnation and removing the invisible wall that trapped 
millions in informal credit markets.

Who Gains
Micro manufacturers, service MSMEs with strong cash 
flows, and women entrepreneurs — the three most 
underserved segments — stand to benefit most from 
this structural change.

How to Act
Udyam Registration + 12 months GST filings + 
approach any Scheduled Commercial Bank or SIDBI + 
apply under CGTMSE. Four steps to formal credit at 
formal rates.

The Bigger Signal
The government has identified credit access — not 
regulation — as the true bottleneck to India's 
manufacturing ambitions. This policy is a statement of 
institutional trust in the MSME sector.

Until next fortnight — keep thinking, keep building.
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