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  The Credit Guarantee Scheme That Nigeria Needs 
 
Introduction; 
The concept of Credit Guarantee Schemes is not popular in our space at 
least for now. It will be safe to say that only few people, even in the 
financial sector knows what a CGS is all about. This will be reflected in the 
recent issuance of Guidelines for Regulation and Supervision of Credit 
Guarantee Companies in Nigeria, by the CBN on March 23rd 2022 (the 
earlier being March 2010). The guideline among other things dwelt in 
detail the setting up, operations and Management, supervision and 
revocation of license of a Credit Guarantee Company and as at this 
moment only one Credit Guarantee Company, Impact Credit Guarantee 
Limited, has a license to operate as such. You may wish to know that 
Impact Credit Guarantee Limited is a wholly owned subsidiary of 
Development Bank of Nigeria. Why is this so? The business of Credit 
Guarantee Schemes is not so much so for profit making but for the 
unselfish concern for the welfare of others, especially those who do not 
have access to credit for whatever reason. Why will a group of people 
then decide to come  together to deposit N10billion with CBN for the sole 
purpose of setting up a Credit Guarantee Company when they can invest 
in other safe businesses with a competitive return on investment? 
 
What is a Credit Guarantee Scheme? 
CGSs or Credit Guarantee Companies (CGCs) are body corporate set up 
essentially to alleviate or eliminate the challenges associated with the 
granting of loans to MSMEs. They help in facilitating access to credit or 
funding to the MSMEs by accepting to take a part (sometimes substantial) 
of the loans in cases of default by the MSMEs (borrowers). These 
affirmation or assurance placed on the laps of lenders on behalf of these 
small enterprises gives the lenders the needed comfort and credibility to 
grant such loans to these borrowers. In banking parlance, this becomes 
the much needed “Collateral” that the banks are actually awaiting to 
consummate the loans. It goes without saying that in every transaction/s 
that involves a credit guarantee scheme three distinct parties are 
involved. These are; (1) the lenders (which can be a bank or credit giving 
institution), (2) the borrowers (mostly small scale businesses or large 
corporations on developmental mission) and (3) the credit guarantee 
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companies (who put themselves out to guarantee loans borrowed from 
the lenders by these small businesses. They may be corporate bodies or 
trade associations). 
 
Types of Credit Guarantee Schemes/Companies; 
There are about four (4) different types of Guarantee Schemes available. 
Our ability to proffer answers to questions such as; who provided the 
initial set up capital, what is the Ownership structure and how is the 
Guarantee administered, can help us to differentiate the four basic types. 
 

1) Public Guarantee Scheme; these are set up by government fiat and 
funds in whatever manner channeled to them for a start. An 
example is the Central Bank of Nigeria’s N200 Billion Small and 
Medium Enterprises Credit Guarantee Scheme (SMECGS) which is 
targeted at Manufacturers, Agric Value Chains, and Educational 
Institutions. 

2) Corporate Guarantee Schemes; these are set up by private 
organizations such as Banks, Manufacturers Associations, Chambers 
of Commerce etc. Managed by experienced practitioners. 

3) International Guarantee Schemes; these are set up through 
Bilateral government agreements. For example the Moroccan 
government and the Nigerian government represented by NIRSAL is 
a bilateral scheme. This type of scheme mostly provide guarantee 
together with technical assistance. 

4) Mutual Guarantee Schemes; these are set up by association of 
borrowers with little access to finance and basically to assist each 
members. They are private and independent organizations. 

 
Key Roles of CGS/CGCs;  
What are the Key roles played by the credit guarantee scheme or system? 
These, include; 
 

a) Financial Sustainability; since the initial set up cost or funding of a 
CGS is capital intensive, considerable effort should made to guide or 
preserve the fund from being wiped out through claims and bad 
management. This increases credibility for the lenders and 
borrowers alike. 
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b) Creation of Additional Credit; it must be seen that because a credit 
guarantee scheme is in place, more borrowers should access to 
credit. In order words, these additional credits would not have been 
created if not for the presence and intervention of the CGCs. Of 
course at a cheaper rate. 

c) Creation of Additional Economic Activities; when CGS facilitate 
borrowers access to finance, they motivate additional economic 
activities which results in increase in output level, new 
employments, increase in profits, redistribution of wealth and 
income.  

 
The Way Forward; 
Riding on the back of the four types of Credit Guarantee Schemes 
available and the key specific roles expected of any Credit Guarantee 
Schemes it will not be difficult to try and identify the Credit Guarantee 
Schemes/Companies that Nigeria needs. It will be safe to then say that 
there is nothing like, a “one size fits all Scheme”. We commend the 
Central Bank of Nigeria for their role in coming up with an all inclusive 
guidelines and for their roles in targeted Schemes. 
 

 If the ultimate duty of a CGS is to see to the creation of additional 
credits which drives additional economic activities that increases 
out-put, redistributes income and financial inclusion, then we must 
do all in our capacity as a CGS to lift up many MSMEs across the 
length and breadth of this country. We will expect a graduated 
start-up capital base in the regions of N50million, N100million and 
N200million for Corporate and Mutual Guarantee Schemes. We say 
this because a N10billion CGS/C will not be on the lookout for 
MSMEs whose entire capital requirement is less than half a million 
or let’s even say, N2million. 

 For the government, a bigger National Credit Guarantee Scheme 
with a Nation-wide coverage for all Micro, Small and Medium 
Enterprises will be the way to go. There is nothing bad with the 
current sector specific Credit Guarantee Schemes like the 
Agricultural Credit Guarantee Scheme Funds, Commercial 
Agricultural Credit Scheme, Agricultural Credit Support Scheme and 
the Small and Medium Enterprises Credit Guarantee Scheme (which 
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edged out Traders), however the scope of MSMEs should be 
widened for better effect and speedy development.   

 On average it will take about 180days to 270days from the issuance 
of approval in principle (AIP) and final License before a CGS/C can 
commence operations. What happened to our “ease of doing 
business” and what happens if this initial capital is borrowed money 
as defined by CBN? What if there are no investible assets that CBN 
can put the deposits into? 

 Experience has shown that it is unrealistic to expect a CGS to cover 
its full costs through fees. One of the cardinal objectives of a CGS is 
to reduce the interest charges to a borrower from a lending 
institution considering the fact that the CGS is now the collateral. If 
CBN’s lending rate to DMBs stands at 15.5%, at what rate should a 
lender give out credit and at rate should the CGS issue their 
guarantee? It would appear that the overall objective of 
significantly reducing the interest rate regime for small borrowers is 
under threat. 

 There is need for the modification of the existing rules and 
guidelines relating to set-up of Credit Guarantee Schemes to 
accommodate other identified Credit Guarantee 
Schemes/Companies for a uniform oversight of the CBN.   

 Government alone cannot do it. Incentives should be clearly spelt 
out and given to encourage private corporate bodies and partners 
to come on board and be involved in moving this country out of 
poverty through credit guarantee schemes. 

 
Finally, we will like to say that the guidelines as released by the CBN is not 
all inclusive as it does not contemplate other privately driven Credit 
Guarantee Schemes that we need now to stimulate and sustain growth of 
the economy. 
 
Thank you for your patience. 

 
NB: Kindly let us add our thoughts to get this submitted tomorrow. Thank 
you. 
  


