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SELECT INDICATORS: INDIA (September 2007)

o Gross Domestic Product (GDP) $930 billion
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DEFINITION OF MSMEs IN INDIA

Enterprises are broadly classified into two categories:
(i) manufacturing; and

(ii) those engaged in providing/rendering of services.

Both categories of enterprises have been further classified into micro, small, medium and large

enterprises based on their investment in plant and machinery (for manufacturing enterprises) or

on equipments (in case of enterprises providing or rendering services). The present ceiling on

investment to be classified as micro, small or medium enterprises is as under:

Classification

Investment ceiling for Plant, Machinery or Equipments*©

Manufacturing Enterprises

Service Enterprises

Micro Upto $62,500 Upto $25,000
Small Between $60,000 & $1.25 mn Between $25,000 & $0.5mn
Medium Between $1.25 mn & $2.50 mn Between $0.5mn & $1.25mn

* Fixed costs are obviously higher.

Definitions before 2™ October 2006

Classification Investment ceiling for Plant & Machinery or Fixed Assets*®

Manufacturing Enterprises Service Enterprises
Micro Upto $62,500
Upto $25,000
Small Between $60,000 & $0.25 mn
Medium Not defined Not defined

* Excluding land and building.
@$1=Rs.40 (October 2007)




MICRO, SMALL AND MEDIUM ENTERPRISES (MSME) SECTOR: PROFILE

T Old Defniton | NewDfinion.

* The statistics relating to micro and small enterprises are based on 3™ All-India Census
conducted during 2001-02 when the old definition was in vogue. The statistics relating to new
definition are based on unofficial sources. Final picture will emerge from the 4™ All-India
Census to be conducted / completed during2007-09.

Annual Flow of Credit 2006-07

MSES (former SSI9 | MSME Scctr
Public Sector Banks $ 5.4 billion $ 9.5 billion

Other Banks (private/foreign Banks, $ 2.4 billion $ 3.5 billion
SIDBI, SFCs, etc.)

Emerging Sources (VC/PE, ECBs, $ 3.0 billion*
Factoring, etc.)

* Estimates based on certain broad assumptions.

Exchange rate used for conversion: Rs.40 = 1 USS.

MEDIUM ENTERPRISES: PROFILE

* The medium enterprises has been defined for the first time under the Micro, Small and Medium
Enterprises Development (MSMED) Act, 2006, which has come into force from 2™ October, 2006.

* Hence, no firm statistics is available in respect of medium enterprises presently.

* The statistics relating to medium enterprises would be captured in the 4" All-India Census to be
conducted/completed during 2007-09.

* Informal sources, however, suggest the number of medium enterprises in India to be between 10-
15 thousand. Further, it is estimated that they contribute about 2% to GDP over 5% to the

manufacturing output and around 10% fo the national exports.




GOVERNMENTPOLICIEY AND SUERORTIMERSURES + BRIEFRISIORY

The evolution of the policy framework and support measures of the Government can be broadly

grouped into the following three periods:

1948-1991: In all the Policy Resolutions from 1948 to 1991, recognition was given to the micro
and small enterprises, termed as an effective tool to expand employment opportunities, help
ensure equitable distribution of the national income and facilitate effective mobilization of private
sector resources of capital and skills. The Micro, Small and Medium Enterprises Development
Organisation [earlier known as Small Industries
Development Organization (SIDO)] was set up in 1954
as an apex body for sustained and organised growth of i
micro, small and medium enterprises. Within next two |
years, the National Small Industries Corporation, the I
Khadi and Village Industries Commission and the Coir
Board were also set up. The era provided the supportive j"' \
measures that were required to nurture MSEs, in the form
of reservation of items for their exclusive manufacture,
access to bank credit on priority through the Priority Sector Lending Programme of commerecial
banks, excise exemption, reservation under the Government Purchase Programme and 15% price
preference in purchases, infrastructure development and establishment of institutes for
entrepreneurial and skill development. MSME — Development Institutes [earlier known as Small
Industries Service Institute (SISI)] were set up all over India to train youth in skills/entrepreneurship
and Tool Rooms were established with German and Danish assistance for providing technical
services essential to MSEs as also for skill-training. At the State level, District Industries Centres

were set up all over the country.

1991-1999: The new Policy for Small, Tiny and Village Enterprises of August 1991 laid the
framework for government support in the context of liberalisation, which
sought to replace protection with competitiveness to infuse more vitality
and growth to MSEs in the face of foreign competition and open market.
Supportive measures concentrated on improving infrastructure,
technology and quality. Testing Centres were set up for quality certification

and new Tool Rooms as well as Sub-Contracting Exchanges were

established. The Small Industries

Development Bank of India (SIDBI) and a

Technology Development and

Modernisation Fund were created to

accelerate finance and technical services

to the sector. A Delayed Payment Act was

enacted to facilitate prompt payment of
dues to MSEs and an Industrial
Infrastructure Development (IID) scheme was launched to set mini industrial estates for small

industries.




1999 onwards : The Ministry of MSME [earlier known as Ministry

of Small Scale Industries and Agro & Rural

‘=
Industries (SSI & ARI)] came into being from =k
1999 to provide focused attention to the
development and promotion of the sector.
The new Policy Package announced in
August 2000 sought to address the
persisting problems relating to credit,
infrastructure, technology and marketing
more effectively. A Credit Linked Capital
Subsidy Scheme was launched to
encourage technology upgradation in the MSE sector and a Credit
Guarantee Scheme was started to provide collateral-free loans to
micro and small entrepreneurs, particularly the first generation
entrepreneurs. The exemption limit for relief from payment of
Central Excise duty was raised to Rs.1 crore ($0.25 million) and a
Market Development Assistance Scheme for MSEs was introduced.
At the same time, consultations were held with stakeholders and the
list of products reserved for production in the MSE sector was
gradually reduced each year. In 2006, the long-awaited enactment
for this sector finally became a reality with the passage of the Micro,
Small and Medium Enterprises Act. In March 2007, a third Package
for the Promotion of Micro and Small Enterprises was announced
which comprises the proposals/schemes having direct impact on
the promotion and development of the micro and small enterprises,

particularly in view of the fast changing economic environment,

wherein to be competitive is the key of success.




PRESENIEOLICTFRAMEWORK AND FOCUS ARERY

Policy

* Micro, Small and Medium Enterprises Development Act, 2006:

The Micro, Small and Medium Enterprises Development (MSMED) Act, 2006 seeks to facilitate the
development of these enterprises as also enhance their competitiveness. It provides the first-ever
legal framework for recognition of the concept of "enterprise" which comprises both manufacturing
and service entities. It defines medium enterprises for the first time and seeks to integrate the three
tiers of these enterprises, namely, micro, small and medium. The Act also provides for a statutory
consultative mechanism at the national level with balanced representation of all sections of
stakeholders, particularly the three classes of enterprises; and with a wide range of advisory
functions. Establishment of specific Funds for the promotion, development and enhancing
competitiveness of these enterprises, nofification of schemes/programmes for this purpose,
progressive credit policies and practices, preference in Government procurements to products and
services of the micro and small enterprises, more effective mechanisms for mitigating the problems
of delayed payments to micro and small enterprises and assurance of a scheme for easing the
closure of business by these enterprises are some of the other features of the Act.

The Ministry of MSME has also taken a view, in the light of the liberalized provisions of the
MSMED Act 2006, to do away with the restrictive 24% ceiling prescribed for equity holding by
industrial undertakings, whether domestic or foreign, in the erstwhile Small Scale Industries (now
MSEs). This coupled with an expected legislation on Limited Liability Partnerships (infroduced in the
Parliament by the Ministry of Corporate Affairs) should pave the way for greater corporatisation of
the Small and Medium Enterprises — thereby enhancing their access to equity and other funds from
the market of these products in keeping with the global standards. The Ministry of Micro, Small and
Medium Enterprises has drawn up a road map and has been holding detailed consultations with
stakeholders to generate consensus on further trimming this list.

Credit/Finance:

Credit is one of the critical inputs for the promotion and development of
the micro and small enterprises. Some of the features of existing credit

policy for the MSEs are:

* Priority Sector Lending:
Credit to the MSEs is part of the Priority Sector Lending Policy of the banks.
For the public and private sector banks, 40% of the net bank credit (NBC)
is earmarked for the Priority Sector. For the foreign banks, however, 32%
of the NBC is earmarked for
the Priority Sector, of which
10% is earmarked for the
MSE sector. Any shortfall in |
such lending by the foreign

banks has to be deposited in

the Small Enterprise v
Development Fund (SEDF) to be set up by the Small &
Industries Development Bank of India (SIDBI).




* Institutional Arrangement:

The SIDBI is the principal financial institution for promotion, financing and
development of the MSE sector. Apart from extending financial assistance to the
sector, it coordinates the functions of institutions engaged in similar activities. SIDBI's
major operations are in the areas of (i) refinance assistance (ii) direct lending and i)
development and support services. Commercial banks are important channels of
credit dispensation to the sector and play a pivotal role in financing the working

capital requirements, besides providing term loans (in the form of composite loans).

At the State level, State Financial Corporations (SFCs) and twin-function State
Industrial Development Corporations (SIDCs) are the main sources of long-term
finance for the MSE sector.

Recognising the importance of easy and adequate availability of credit in sustainable
growth of the MSE sector, the Government has announced a 'Policy Package for
Stepping up Credit to Small and Medium Enterprises (SMEs)', with the objective of
doubling the flow of credit to this sector within a period of five years. To ensure better
flow of credit to MSEs, the Ministry of MSEME is also implementing the following

major schemes:

* Emerging Sources of finance :

Faced with increased competition on account of globalisation, MSMEs are
beginning to move from bank credit to a variety of other specialized financial services
and options. In recent years, the country has witnessed increased flow of capital in
the form of primary/secondary securities market, venture capital and private equity,
external commercial borrowings, factoring services, etc. More advanced MSMEs
have started realising the importance of these alternative sources of funding to raise
resources and the need for adopting better governance norms to take advantage of
these funding sources. Efforts are on to put in place Limited Liability Partnership Act
so as to provide a thrust to the MSMEs in their move towards corporatisation. At the
end of March 2007, the loan outstanding against the MSE sector from scheduled
commercial banks is estimated at over Rs.1,27,000 crore ($ 32 billion) and for
medium enterprises at over Rs.90,000 crore ($ 22.5 billion). The incremental credit
from scheduled commercial banks to the MSME sector during 2006-07 is estimated
at around Rs.45,000 crore (over $ 11 billion). In addition, the MSME sector is

estimated to have received funds from emerging sources like venture capital and

private equity, external commercial borrowings, factoring services, etc., to the tune

ofRs.12,000 crore ($ 3 billion).




* Credit Guarantee Scheme: -

To ensure better flow of credit to micro_clf'ld small enterprises by minimizing the risk perception of
banks/financial institutions in lending without collateral security, the Government launched Credit
Guarantee Fund Scheme for Micro and Small Enterprisesiin August 2000. The scheme covers collateral-
free credit facility extended by eligible lending ins’ri’ru’rioné_—%épew and existing micro and small enterprises
for loans up to Rs.50 lakh ($125,000) per borrowing unit.The guarantee cover is up to 75 per cent of the
credit sanctioned [80% in respect of loans up to Rs.5 lakh ($12,500), loans provided to MSEs

owned/operated by women and all loans in the North - East Region].

* Performance & Credit Rating Scheme:

The Performance & Credit Rating Scheme for manufacturing MSEs was launched in April, 2005 with the
objective of assisting the MSEs in obtaining performance-cum-credit rating which would help them in
improving performance and also accessing bank credit on better terms if the rating is high. Under the
scheme (implemented by the National Small Industries Corporation in conjunction with reputed rating
agencies), 75% of the fee charged by the rating agency is reimbursed by the Government subject to a
maximum of Rs.40,000 ($1,000).

Technology

* Competitive Technology :

In today's fast paced global business scenario, technology has become more vital than ever before. With a
view to foster the growth of MSME sector in the country, Government has set up ten state-of-the-art Tool
Rooms and Training Centres. These Tool Rooms provide invaluable service to the Indian industry by way of
precision tooling and providing well trained craftsmen in the area of tool and die making. These Tool Room
are highly proficient in mould and die making technology and promote precision and quality in the
development and manufacture of sophisticated moulds, dies and tools. The tool Rooms are not only
equipped with the best technologybut are also abreast with the latest advancements like CAD/CAM, CNC
machining for tooling, Vacuum Heat Treatment, Rapid Prototyping, etc. The Tool Room & Training Centres
also offer various training programmes to meet the wide spectrum of technical manpower required in the
manufacturing sector. The training programmes are designed with optimum blend of theory and practice
giving the trainees exposure on actual jobs and hands on working experience. The Tool Rooms have also
developed special training programmes to meet the requirements at international level, which are attended
by participants from all over the globe. The Mlms’rry of MSME |mp|§men’rs ‘rhe;-ollowmg schemes and

> =

proéron'imes forthe upgrodo’rlon of’rechnology offheMSl\Es o
" .

E—
_—







