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(2)FOREWORD 


 It  gives  me  immense  pleasure  to  pen  this  Foreword  for  a  book  that  is  very  topical  and 
 user-friendly.  It  is  indeed  thoughtful  of  the  author  to  make  it  as  part  of  Telangana 
 Industrial Health Clinic Ltd., initiative. Our Telangana State that has stood first in Ease of 
 Doing Business is not resting on the laurels but striving incessantly to provide leadership 
 to the entire nation.  


All industrially developed nations have created special space for the MSMEs to operate 
 with  ease  and  comfort.  China,  Japan,  Germany,  Korea,  Taiwan,  US,  UK  and  several 
 European  nations  have  held  SMEs  as  their  strongest  forte  in  their  growth  journey.  For 
 decades, India has been no less virtuous in its policy formulation. However, state policies 
 have glaring gaps both in dispensation of incentives and implementation.  


Acutely concerned with such lackadaisical approach, the newly borne state of Telangana 
 has distinguished itself with the world acclaimed Industrial Policy resulting in setting up 
 TSiPASS  for  fast  clearances  with  specific  accountable  timelines,  T-PRIDE,  T-Hub, 
 WeHub  as  attendant  institutional  mechanisms.  The  foothold  that  MSMEs  could  gain 
 through this policy did not rest with mere incentives. Its desire to create healthy industrial 
 climate for MSMEs as imperative for making the state as the most preferred destination 
 resulted  in  creating  the  most  innovative  institution  for  tackling  the  endemic  sickness  in 
 the sector through Telangana Industrial Health Clinic Ltd.  


TIHCL  has  been  directed  to  be  a  responsible  and  responsive  consulting  and  facilitating 
 arm at least cost to the entrepreneur. In its endeavor to do so, it has created a knowledge 
 centre with E-Book and E-Learning for the entrepreneurs. The comprehensive treatment 
 of  policy,  regulation,  implementation  management,  financial  literacy  and  the  role  of 
 Business  Development  Providers  would  help  the  State  reaching  new  contours  in 
 industrial  growth.  Its  commitment to  entrepreneurship  development  as  a sin  quo  non  of 
 industrial growth is enhanced through this initiative.  


I  have  no  hesitation  that  TIHCL’s  realization  of  the  need  for  financial  literacy  as 
 insurance  for  its  operations  at  the  beginning  through  these  publications  on  its  website 
 would promote digital learning and would also lead to strong interdependency among the 
 large and MSMEs to make the State as least NPA MSME state in the country. 


K. T. Rama Rao 


Minister for IT, Industry & Commerce, 
 29th March 2018 


Municipal Administration and Urban Development. 
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Chapter 1 Policy Environment 



MSME SECTOR: POLICY ENVIRONMENT 


1.  INTRODUCTION 


If  public  policy  till  the  beginning  of  this  century  is  based  on  imagination  and 
 aspiration, it is now based on information and competition. Destiny is decided not 
 just  by  past  actions  so  much  as  the  demands  of  the  future.  This  may  sound 
 axiomatic but would be guiding our policy for the MSME sector, a daunting task 
 indeed. MSME development, seen as integral element is not sui generis subject 
 matter.    The  sector  can  prosper  in  a  healthy  climate  and  conducive  policy 
 environment. 


THE NATION ON THE RISE: 


 Jamie  Dimon,  Chairman,  J.P.  Morgan  in  an  interview  to  the  Economic  Times1
 said: “India is growing at 7% plus, the deficit has gone down quite a bit and the 
 government has made changes which are conducive to future growth.” It is now 
 an acknowledged fact that the next decade would see India as the driving force 
 of  global  economic  growth.  Such  attestation  demands  that  all  the  policies  that 
 drive  growth  should  be  in  sync  with  each  other.  Micro,  Small  and  Medium 
 Enterprises  have  acquired  the  niche  as  engine  of  industrial  growth  and  enable 
 exports look northwards.  


MSMEs  in  India  continue  to  draw  the  attention  of  both  the  Union  and  State 
 Governments due to their ability to contribute to the job-enhancing growth of the 
 economy  and  export  potential  with  their  presence  in  more  than  6000  products. 


These  products  cover  58.5  million  establishments  of  which  about  77.6%  are 
 engaged  in  non-agricultural  activities  (excluding  public  administration,  defense 
 and  compulsory  social  security  activities)  with  89.8%  as  own  enterprises  (with 
 only owner as employee)2 and 11-12 percent contribution to the GDP. 


 This is what that makes the policy formulation indeed daunting. Policies for the 
 subsectors  like  pharmaceuticals,  biotechnology,  plastics,  defense,  electronics, 
 electricity, solar energy, environment, to cite a few are bound to have their critical 
 impact  on  the  sector.  Size  of  the  enterprises  in  the  sector,  vendor-vendee  
 relationships, and technologies, domestic and global markets would all cast their 
 shadow  on  the  MSME  Policy.  Less  resource  intensive  newer  technologies  are 
 emerging  as  the  face  of  new  technologies.  Continuing  fiscal  stress  due  to 
        


1 ‘Not an Exaggeration to Call India Sole Bright Spot’, Economic Times, Mumbai, India, 19th September 
 2016,page 1. 


2 Sixth Economic Census, Ministry of Statistics and Programme Implementation, Government of India, 
2016 



(5)competing  demands  on  the  Nation  State  from  several  sectors,  particularly, 
 infrastructure  and  minimal  government  restrict  the  ability  of  the  nation  to  give 
 subsidies  and  concessions  however  much  the  sector  deserves  both  for 
 sustenance and growth.  


NDA  government  in  its  maiden  budget  made  very  hopeful  announcements  that 
 are  swinging  into  concrete  actions.3  This  context  necessitates  effective  policies 
 for the Micro, Small and Medium Enterprises.  


This  is  the  time  for  a  critical  evaluation  of  the  major  episodes  in  India’s 
 MSME domain over the past half a decade. The enhanced deregulation and 
 the  alternative  systems  that  replaced  it  need  a  closer  look.  The  function 
 role  as  envisaged  from  the  so-called  ‘development  finance’  also  needs  a 
 further  look,  especially  in  a  context where  institutional  structures  such  as 
 SIDBI  are  likely  to  undergo  major  changes,  and  where  micro  finance  has 
 ended in a temporary crisis. “Finding business” in MSMEs and envisaging 
 their  ‘inclusive  development’  role  should  go  hand  in  hand.  It  is  such  a 
 perspective  that  is  relevant  to  the  context  of  micro  small  and  medium 
 enterprises today. 


This  chapter  intends  to  provide a brief  review  of the  MSME  sector  policies  thus 
 far in terms of where we are, where we intend to go and what should be done to 
 realize our intentions, particularly in the global environment. 


”India’s  manufacturing  sector  contributes  about  16%  to  the  GDP,  and  India’s 
 share  in  world  manufacturing  is  only  1.8%.  This  is  in  stark  contrast  to  China; 


where  manufacturing  contributes  34%  to  the  GDP  with  a  13.7%  share  in  world 
 manufacturing –  up  from  2.9%  in  1991.”  (Planning  Commission,  2012).  With 
 changing global realities, the manufacturing sector will need to be the bulwark of 
 employment creation over the next decade, in contrast to current employment of 
 only  9%  of  India’s  working  population.  India’s  demographic  dividend  can  only 
 then be sufficiently exploited through the systematic growth of this sector.  


World  Economic  Forum  in  its  latest  Report  has  ranked  India  39  among  138 
 nations  that  responded  to  the  survey  of  Global  Competitiveness  Report  2016-
 17.4  


       


3A few important announcements relating to the sector are: 1. Fund of Funds with a corpus of INR 10,000crore for providing equity 
 through venture capital funds, quasi-equity, soft loans and other risk capital will facilitate startup companies. 


2. Initial sum of INR 100crore for “Startup Village Entrepreneurship Programme” for encouraging rural youth to take up local 
 entrepreneurship programmes. Read with the support for producer companies, this is a big shot in the arm. 


2. Corpus of INR 200crore to be set up to establish Technology Centre Network. Successful execution of all these promises will give a 
 significant boost for entrepreneurs and SME’s and facilitate the promotion and development and enhancing the economic growth of 
 the country. 


3. Promised to develop an entrepreneur-friendly legal bankruptcy framework for SMEs that will enable easy exit. 


4. To incentivize small entrepreneurs in the manufacturing sector, the government has also proposed to provide investment allowance 
 at the rate of 15 percent to a manufacturing company that invests more than INR 25crores in any year in new plant and machinery for 
 investments up to 2016-17. 


5. Definition of SMEs would be modified. 


6. A nationwide “District level Incubation and Accelerator Programme” to be taken up for incubation of new ideas and necessary 
 support for accelerating entrepreneurship.” (NDA Manifesto)


4 Global Competitiveness Report 2016-17.pdf/page 204/World Economic Forum  



(6)Business Confidence Index5 in India increased to 57.20 in the second quarter of 
 2016  from  54.10  in  the  first  quarter  of  2016.  Business  Confidence  in  India 
 averaged  57.95  from  2005  until  2016,  reaching  an  all-time  high  of  71.80  in  the 
 first  quarter  of  2007  and  a  record  low  of  45.70  in  the  third  quarter  of  2013.  A 
 score  above  50  indicates  positive  confidence  while  a  score  above  75  would 
 indicate strong positive confidence.   


Doing Business in India 2016 Report of the World Bank places India at 134 rank 
 among  189  nations  a  couple  of  ranks  above  the  previous  ranking  due  to  the 
 following reasons: 


‘India  made  starting  a  business  easier  (i)  by  eliminating  the  minimum  capital 
 requirement  and  the  need  to  obtain  a  certificate  to  commence  business 
 operations  (2016);  (ii)  by  considerably  reducing  the  registration  fees 
 accompanied by a declaration to be filed before the commencement of business 
 operations; (iii) through online VAT registration system (2011).6


During  the  12th  Five  Year  Plan,  the  Integrated  Skill  Development  Scheme 
 targeted to train 26.75 persons in all the sub-sectors of the textile sector, such as 
 textiles-both technical and traditional, apparel, handlooms, jute, silk and designs. 


The Government of India had also set up a Rs.100 crore venture capital fund to 
 provide  equity  support  to  start-ups  in  the  textile  sector  in  order  to  encourage 
 innovation in this export intensive sector. It has also allotted Rs. 700 crore for the 
 development of technical textiles where the annual growth is likely to be around 
 3.5%. Buoyed by both domestic consumption and export markets, the future for 
 the  textile  industry  in  India  looks  very  promising.  Japan,  Germany,  Italy  and 
 France  have  been  evincing  interest  in  increasing  their  presence  in  the  textile 
 industry in India. 


India  Inc.  in  its  interaction  with  Prime  Minister  on  ‘Make  in  India’  campaign 
 highlighted a few important factors to be addressed with a sense of urgency that 
 include  building  up  of  critical  infrastructure  across  the  country  supported  by 
 stable policies, a transparent and competitive tax and duty structure, efficient and 
 time-bound  administration  through  e-governance,  cost-effective  and  reliable 
 energy coupled with logistics in order that India becomes globally competitive in 
 the  manufacturing  arena.  “India  is  the  only  country  which  has  democracy, 
 demographic  dividend  and  demand,  although  it  currently  ranks  very  low  in  the 
 ease of doing business. In order that investments accelerate, it is necessary that 
        


5 Business Confidence in India is reported by the Confederation of Indian Industry (CII).5 In India, the Business Confidence Index 
 (BCI) is based on a sample size of around 300 companies covering all industry sectors, including small, medium and large enterprises 
 from different regions.  BCI is calculated as a weighted average of the Current Situation Index (CSI) and the Expectation Index (EI), 
 with greater weight given to EI as compared to CSI. These indices are based on three questions on the performance of the economy, 
 respondent’s industry and respondent’s company.  


6 http://www.doingbusiness.org/reforms/overview/topic/starting-a-business#india 



(7)people have trust in the government and that the government will intervene only 
 if  it  sees  any  deficiency.  In  the  words  of  the  prime  minister,  ‘FDI  means  First 
 Develop India’.”i  


Innovation in manufacturing 


Innovation  in  manufacturing  fosters  economic  development  and  creates 
 employment. But it needs to be channeled, encouraged and protected. The way 
 forward  for  the  country  is  to  encourage  investments  in  research  and 
 development, protection of intellectual property rights and financing of incubation 
 centers.  The  eco-system  of  innovation  requires  certain  essentialities  to  be  in 
 place: a strong scientific and technological base; investment from both public and 
 private  sectors  and  innovation.  While  cost  arbitrage  has  formed  the  lynchpin  of 
 outsourcing in this area for long time, it is time for the paradigm shift to ‘strategic 
 innovation’  where  talent  development  takes the front  seat. Innovation  inevitably 
 carries with it the risk that not every creative idea will be commercially viable, and 
 therefore incentivisation through fiscal relief is required as is being done in China, 
 South Korea, Japan etc.  


Seedbeds of entrepreneurship 


Micro,  Small  and  medium  enterprises  and  the  small  manufacturing  enterprises 
 have  been  the  seedbeds  of  entrepreneurship  in  this  country.  Several 
 technopreneurs  sprang  up  with  the  forward  and  backward  linkages  provided  by 
 the  large manufacturing  sector both  in  the  public  sector and  private  sector.  The 
 MSME  sector  has  also  provided  the  large  enterprises  trained  and  skilled 
 manpower on their shop-floors. The distorted incentive systems that came in the 
 way  of  small  growing  to  medium  and  the  medium  growing  to  large  are  in  the 
 process  of  correction.  By  introducing  systems  and  automation  in  clearances 
 followed by accountability for delays,  several state governments  have moved to 
 facilitation  from  controls  and  unnecessary  regulations.  Trade  distortions  at  the 
 domestic  and  global  levels  that  have  also  contributed  to  the  disconnect  in  the 
 global markets apart from low level skill sets are also in the process of correction, 
 although the market access issues are still being debated in the WTO Forum.  


Heterogeneity  


The  MSME  sector  in  India  is  highly  heterogeneous  in  terms  of  the  size  of  the 
enterprises,  variety  of  products  and  services  produced  and  the  levels  of 
technology employed. While at one end of the MSME spectrum there  are highly 
innovative and high growth enterprises, around 94% of MSMEs are unregistered, 
with  a  large  number  functioning  in  the  informal  or  unorganized  sector  but 
contributing to 40% of exports. Besides the growth potential of the sector and its 
critical  role  in  the  manufacturing  and  value  chains,  the  heterogeneity  and  the 
unorganised nature of the Indian MSMEs are important aspects that need to be 
factored into policy making and programme implementation.ii However, the small 
enterprise optimism is at its lowest level with the continuous decline in the growth 
of the manufacturing and infrastructure sectors, its springboard for growth.  



(8)The  risks  in  MSME  sector  are  multi-fold: We  can  broadly  classify  them  as: 


Enterprise Risks, Entrepreneur Risks; Policy Risks; Operational Risks; Financial 
 Risks or Credit Risks; Environmental Risks. Several of these risks overlap. In the 
 context  of  globalization,  defining  an  enterprise  as  belonging  to  a  particular 
 category becomes important to access various services and facilities announced 
 from time to time and networking arrangements. 


Global  environment  for  SMEs  is  influenced  by  growth  seen  in  employment 
 generation, innovation and technology. The word Micro unlike in India is not part 
 of  the  SME  policy  syndrome.  Compatibility  issues  naturally  arise  viewed  in  the 
 context of competitiveness of the sector. Knowledge driven global enterprises are 
 devoting their attention to innovation,  research and development as key to their 
 sustainability and growth.  


‘However,  given  the  definitional  and  conceptual  problems  involved,  the 
 contribution  of  MSME  sector  to  the  GDP  in  different  countries  is  not  on 
 comparable parameters. Still, in both developed and developing economies, they 
 were  accorded  special  status,  specific  dispensations  and  particular  attention.  In 
 general, the policy emphasis in the ASEAN and OECD has been on technology 
 and  investment  in  physical  and  human  capital.  The  aim  is  to  make  the  MSME 
 sector  more  economically  viable  and  competitive  to  adjust  to  the  changing 
 economic environment.   


Distressed assets 


Distressed assets in the manufacturing sector have become a cause of concern. 


MSME Ministry vide its circular dated 2nd June 2015 issued guidelines on revival 
 and restructuring of sick but viable enterprises and incipient sick enterprises to all 
 the  Banks  and  state  governments  for  compliance.  Recognizing  the  need  for 
 improving the environment for the revival of the assets or sale of such assets to 
 Asset  Reconstruction  Companies  (ARCs)  foreign  investments  have  been 
 allowed.  The ‘going concern’ concept is yet to sink in the minds of the financial 
 institutions in order that the prevailing sickness in manufacturing sector does not 
 stand in the way of welcoming new units of size and scalability. 


Institutional Framework 


Agencies  and  institutions  for  the  development  of  MSME  sector  have  been 
 designed to suit the specific policies. NGOs are also active in promoting MSME 
 growth,  with  Japan  having  the  largest  number  of  such  NGOs.  These 
 organizations  include  cooperatives,  industry  associations,    Chambers  of 
 commerce and industry and similar  bodies. They are active mainly in  providing 
 much  needed  information  on  marketing  and  technological  change.  District 
 Industries  Centres  constitute  an  important  component  of  the  Governments’ 


institutional framework at the grassroots level. 



(9)MSMEs in India: CURRENT POLICIES 


Large  units  tend  to  break  up  into  smaller  units."  (Schumacher,  1973;  52).    But, 
 today,  the  mergers,  acquisitions  and  joint  ventures  are  only  an  effort  to 
 demonstrate  the  urge  for  becoming  big/gigantic  to  gain  what  economists  call 
 'economies of scale.'  Yet, as soon as great size has been created, there is often 
 a tendency - rather a "strenuous attempt to attain smallness within bigness" (Ibid; 


53).    British  National  Coal  Board,  once  a  monolith,  was  transformed  into  "well-
 coordinated  assembly  of  lively,  semi-autonomous  units,  each  with  its  own  drive 
 and sense of achievement."7 The foot loose characteristic of the micro and small 
 enterprises gives the enormous scope for their spread to backward areas.  


Evolutionary Process: 


Policy Framework 


Pre-independent  Indian  economy  had  a  wide  spread  presence  of  rural  and 
 cottage  industries  and  artisans.    These  were  dependent  mostly  on  local 
 resources  and  local  markets.    The  skills  in  most  cases  were  inherited.    It  was 
 only during the 1950-70 that the growth of small industry sector occurred.   


The promotion of the small-scale sector in India has been an important thrust of 
 industrial policy since independence though the focus of concern changed with 
 the priorities of each five year plan.  The six Industrial Policy Resolutions, which 
 have  been  framed  since  1948  have  set  out  the  guidelines  for  the  country's 
 industrial  development  with  different  degrees  of  emphasis  on  the  main 
 objectives.    The  Industries  Development  and  Regulation  Act  of  1951,  as 
 mentioned  earlier,  provided  the  basic  framework  for  the  post-independence 
 industrialization strategy.  Since the model for industrialization in the 1950s was 
 based  on  capital-intensive  heavy  industries,  the  priority  of  employment 
 generation  required  the  development  of  widely  dispersed,  mass  consumption-
 good producing, labour-intensive, small-scale industries.   


As  the  process  of  economic  development  led  to  changing  priorities,  the  policy 
 focus  shifted  to  regional  imbalances  (1977),  ancillarisation  (1980),  exports  and 
 dispersal  in  rural  areas  (1990)  and  then  to  Small,  Tiny  and  Village  Industries 
 (1991).  However,  the  entire  industrial  activity  was  controlled  by  the  industrial 
 licensing  system;  trade  and foreign  investments  also  had  similar controls  at  the 
 entry  point.  In  order  to  encourage  growth  of  small  industries  as  supportive  to 
 large  public  enterprises  in  general,  and  to  correct  regional  imbalances  in 
 industrial  growth,  subsidies,  concessions,  and  government  support  started 
 flowing in.  Therefore, the so-called protective policies of the Government of India 
 in favour of small industries were a consequence and not a cause of their growth.  


As could be observed from the analysis that follows, the SSI sector has grown to 
 a  stage  of  substantial  presence  in  the  economy.    Anachronistically,  even  when 
        


7 Yerram Raju B (2004), Small Industries in India – Policies and perspectives in the Emerging Economic 
Context, Gitam –Excel Publishers, New Delhi, p. 



(10)there was deceleration in the large industry, the small industry is reported to have 
 registered  a  comparatively  higher  growth.    This  is  perhaps  the  most  compelling 
 reason  for  the  Expert  Committee  on  Small  Enterprises  to  state:  “Small  scale 
 enterprises  will  continue  to  need  exceptional  support  in  terms  of  financial 
 resources,  technological  development  and  infrastructure.”  (Abid  Hussain 
 Committee  Report,1997;  21)  These  types  of  supports,  it  is  to  be  noted,  are 
 compatible with the provisions of the WTO agreement.  


Industrial Policy of 2000 ushered in a major paradigm shift. Recognising that the 
 policy  of  protectionism  and  reservation  prevented  vertical  growth  of  small 
 industries  and  that  global  integration  required  classification  of  the  sector  as 
 enterprises,  industries  and  services  were  brought  in  the  sphere  of  continuum. 


Reservation  for  the  MSMEs  has  been  done  away  with  measures  to  promote 
 competitivism  and  efficiency  in  the  sector  were  put  in  place  to  a  degree.  Such 
 measures however fell short of cleaning up the institutions that were set up under 
 the  erstwhile  policy  regime.  Spurred  by  the  success  of  Italian  model  of  clusters 
 and  seeing  the  growth  impulses  of  natural  clusters  like  those  in  Muradabad, 
 Aligarh,  Coimbatore,  Tirupur,  Panipat  etc.,  Cluster  development  received  the 
 policy impetus through investment subsidies.   


Current MSME Policy – Nation 


The  Policy  aims  to  take  all  measures  required  to  keep  up  the  vibrancy  and 
 dynamism  of  the  MSMEs  in  their  contribution  to  the  overall  growth  of  the 
 economy.  Its  complementary  role  to  the  large  industries  is  targeted  for 
 strengthening. Khadi and Village Industries as a legacy of freedom struggle and 
 coir with its wide presence in more than eight states and eco-friendly nature get 
 special attention and promotional effort.  


MSME Development Act 2006 provides the legal support to the policy framework. 


‘The Act seeks to facilitate the development of these enterprises as also enhance 
 their competitiveness. It also provides for a statutory consultative mechanism at 
 the national level with balanced representation level of all the stakeholders with a 
 wide  range  of  advisory  services  as  mentioned  in  the  Ministry’s  website.  MSME 
 Ministry  will  play  a  supplementary  role  with  project  support  for  employment 
 promotion, entrepreneurship development, and livelihood promotion. The project 
 and support system as a policy offshoot is detailed out in annexure-1.  


Promotional programs for MSMEs 


Studies  showed  that  not  many  MSMEs  still  recognise  the  existence  of  MSME-
 DC. With a budget of less than Rs.100million, it can be gauged that this program 
 (of  earlier  SISIs,  tool  rooms,  product  cum  process  development  centres  etc.)  is 
 very thinly spread. In this new era, there seems to be  a need for examining the 
 need for the government providing such programs when there  are many private 
 players that can deliver them either on their own or through partnerships.  


The  whole  complex  system  in  MSME-DCs  that  was  the  creation  of  a  controlled 
economy is complex, where it had to: 



(11)•  Provide help in setting up industrial estates 


•  Give subsidies i.e. exempt from sales tax, power consumption etc. 


Some  well-intentioned  initiatives  like  the  setting  up  of  State  Finance 
 Corporations,  State  Industrial  Investment  Corporations,  State  Small  Industries 
 Development Corporations have faced the risk of decay and even closure after a 
 two  and  half decade  of  existence.  Protecting  the  institutions that  were meant  to 
 support  the  small  enterprises  has  taken  precedence  over  protecting  the  small 
 enterprises  that  suffered  at  their  hands.  Institutions  had  to  be  reengineered  to 
 hedge the risks of institutional failures through budgetary flows from Government 
 of  India,  particularly  in  the  post-liberalisation  period  (post  1990s).  The  captive 
 markets  that  fostered  the  growth  of  small  industries  waned  out  with  the 
 inefficiencies  and  losses  sustained  by  the  public  sector  undertakings  and  many 
 small industries started turning sick and quite a few even exited. 


The present  NDA government setting its sights  high, creating defining moments 
 of  growth  to  take  advantage  of  the  population  dividend,  announced  start-up, 
 stand-up, digital India. This has necessitated a fresh look at the MSME Policy.  


This sector is highly heterogeneous in terms of the size of the enterprises, variety 
 of products and services produced and the levels of technology employed. While 
 at  one  end  of  the  MSME  spectrum  there  are  highly  innovative  and  high  growth 
 enterprises,  more  than  94%  of  MSMEs  are  unregistered,  with  a  large  number 
 functioning in the informal or unorganized sector. Besides the growth potential of 
 the  sector  and  its  critical  role  in  the  manufacturing  and  value  chains,  the 
 heterogeneity  and  the  unorganised  nature  of  the  Indian  MSMEs  are  important 
 aspects  that  need  to  be  factored  into  policy  making  and  programme 
 implementation.iii  However,  the  small  enterprise  optimism  is  at  its  lowest  level 
 with the continuous decline in the growth of the manufacturing and infrastructure 
 sectors, its springboard for growth.  


A  specialized  institution  set  up  for  meeting  the  requirements  of  this  sector,  viz., 
 Small Industries Development Bank of India (SIDBI) did not also go far enough to 
 redress  the  grievances  of  the  small  industries  in  this  regard.  Therefore,  all  the 
 efforts put in for reducing the supply side constraints have been limping. It is but 
 necessary to look at these supply side constraints, as we have to seek solutions 
 in the problem arena and not elsewhere.  


The  MSME  sector  has  also  provided  the  large  enterprises  trained  and  skilled 
manpower on their shop-floors. The distorted incentive systems that came in the 
way  of  small  growing  to  medium  and  the  medium  growing  to  large  are  in  the 
process  of  correction.  Start-up and Stand-up  initiatives  demand  sustainability  to 
avoid  the  bubble-like  growth  and  these  are  linked  to  employment  potential  and 
skill development relative to size as intrinsic components.  



(12)MSME  Development  Act  2006,  the  first  ever  concerning  the  sector,  a  game 
 changer  for  the  sector,  defining  the  enterprise  and  classifying  into  micro,  small 
 and  medium  marked  the  beginning  of  a  new  era  of  regulation  of  the  MSMEs. 


Such a redefinition has in fact become a bane instead of boon to the micro and 
 small  enterprises  as  medium  and  large  enterprises  crowded  them  out  both  in 
 terms  of  benefits  and  finance.  The  other  challenge  is  to  define  the  SMEs  in  a 
 manner  that  would  put  them  on  par  with  their  global  counterparts  as  micro 
 enterprises  would  be  only  domestic  players.  Striking  a  balance  is  the  inflexion 
 point. 


DEFINITION: 


The  revised  definition  provided  for  two  distinct  categories  in  MSMEs: 


Manufacturing and Services.  


Table 1.1 Definition of MSMEs:  


Enterprises  Type  Investment in Plant, Machinery and equipment 
 Micro  Manufacturing  Does not exceed Rs.25lakh 


Services  Does not exceed Rs.10lakh 
 Small  Manufacturing  >Rs.25lakhs but <Rs.5crore 


Services  >Rs.10lakhs but <Rs.2crore 
 Medium  Manufacturing  >Rs.5crores but < Rs.10crore 


Services  >Rs.2crore but <Rs.5crore 


This definition linked to investment in plant and machinery seems to have been 
 conditioned  by  the  mindset  of  regulating  rather  than  facilitating  the  sector  as  it 
 becomes easier for a supervising official of the Department to verify the status of 
 the  size  of  the  enterprise.  Incentives  to  industries  should  not  be  size  neutral  if 
 they were to ensure the level playing field. Globally such a size is a combination 
 of number of employees and turnover or investment and number of employees. 


(See  Annexure –  2)  When  the  economic  growth  is  looking  northwards  and 
 poised  to  global  standards,  the  definition  of  small  and  medium  enterprises 
 should be tending to global standards and also compatible to the approaches of 
 the  financial  sector.  Micro  Enterprises  will  also  accordingly  move  into  a  more 
 practical  ecosphere  in  the  manufacturing  zone.  This  is  one  policy  issue  that 
 needs to be debated. 


After a lot of debate and deliberation, Union Ministry of MSME realizing the need 
for  making  definition  more  pragmatic  and  to  move  in  tandem  with  global 
counterparts,  it  has  been  modified  to  change  the  parameter  to  turnover. 



(13)Accordingly,  the  modification  will  take  effect  once  the  MSME  Development  Act 
 undergoes modification in the Parliament: 


Proposed Definition 
 Definition of MSMEs 
   


       Manufacturing Sector    


Micro enterprises Annual turnover does not exceed Rs. 5 cr. 


Small Enterprises Annual turnover b/w Rs. 5 cr. To Rs. 75 cr. 


Medium 
 Enterprises 


Annual turnover b/w Rs. 75 cr. To Rs. 250 cr. 


   Service Sector 


Micro Enterprises Annual turnover does not exceed Rs. 5 cr. 


Small Enterprises Annual turnover b/w Rs. 5 cr. To Rs. 75 cr. 


Medium 
 Enterprises 


Annual turnover b/w Rs. 75 cr. To Rs. 250 cr. 


Twelfth  Five  Year  Plan  prepared  in  the  backdrop  of  global  recession  and 
India’s ballpark growth of 8% per annum recognized the criticality of the growth 
of the secondary sector as its driving force for reaching a growth rate of 11-12 
percent.  Complementarities  between  the  large,  medium  and  small  across  the 
subsectors that 1) generate large employment: textiles and garments, gems and 
jewelry,  leather  and  footwear,  food  processing,  2)  deepen  technological 
capabilities:  biotechnology,  machine  tools,  IT  hardware  and  electronics;  3) 
provide  strategic  security:  telecom  equipment;  aerospace;  shipping;  defense 
equipment;  4)  builds  capital  equipment  for  infrastructure  growth  through  heavy 
capital  equipment,  heavy  transport  and  earth-moving  equipment;  5)  focus  on 
sectors  with  global  competitive  advantage:  automotive,  pharmaceuticals  and 
medical  equipment  and  6)  MSMEs:  innovation,  employment  and  enterprise 
generation. Industry associations and the concerned ministries were involved in 
the preparation of sectoral plans. 



(14)      
 Major issues that centre round providing comfort for the manufacturing start-ups 


for  reducing  regulatory  delays  through  single  window  clearances  have  been 
 addressed by several States and the Ministry of MSMEs has introduced Udyog 
 Aadhar for online free registration of enterprises with ease. However, access to 
 venture  capital  and  private  equity,  differential  treatment  in  labour  welfare  laws, 
 supply of power uniformly and at affordable tariffs, credit at the right time in right 
 measure, better payments and settlements between vendors and vendees and 
 easy exit route remain problems to contend with. 


While  Public  Policy  in  India  has  accorded  high  priority  to  this  sector  in  order  to 
 achieve  balanced,  sustainable,  more  equitable  and  inclusive  growth  in  the 
 country, credit markets have not moved closer to the MSEs. Most banks opened 
 up  their  schemes  only  to  the  small  and  medium  enterprises  with  their  larger 
 exposure  in  the  medium  enterprises  whose  ability  to  provide  strong  collaterals 
 are  high.  In  other  words banks  have  only  their  marginal  presence  in  the 
 sector in spite of the policy thrust and incentive structure specific to micro 
 enterprises. A policy correction seems necessary. 


Policy risk or sovereign risk haunts the MSE sector as even several well-meaning 
 policies  have been formulated. For example, there exists a gap in perception of 
 the lenders and MSE borrowers towards availability of finance. While the lenders 
 felt that credit to the sector is expanding, the MSE borrowers felt that the lenders 
 are  not  doing  enough  for  the  MSEs  and  are  catering  more  to  the  needs  of  the 
 large  corporate  and  medium  enterprises.  As  only  7  %  MSEs  are  covered  by 
 institutional funding given that approx 95 % of villages are not covered by banks, 
 there  is  need  to  bridge  this  gap  through  enabling  policies.  MSE  Facilitation 
 Councils that are meant to address the delayed payments for goods and services 
 supplied by the MSEs are effective only in 4 of the ten states that have chosen to 
 set them up. Even here the rules of the council framed in the year 2006 when the 
 norm for declaring NPAs was 120 days require change in the present context of 
 financial regulations.  


Policies of the State Governments: 


State  Governments  have  the  primary  responsibility  to  the  development  of 
 MSMEs.  Each  State  depending  upon  its  own  endowment  and  strengths  has 
 carved  out  a  policy  for  the  sector  that  largely  defined  the  infrastructure  and 
 incentive boundaries related to all the factors of production – land, labour, capital 
 and  organization.  Most  states  have a  shared  vision  of  creating  a  vibrant  MSME 
 sector  with  a  view  to  compete  for  spreading  red  carpet  to  the  investors. 


Cooperative  Federalism  also  requires  effective  coordination  and  cooperation 
between the Union and the States,  particularly in  regard to subjects that are on 
the concurrent list of the Constitution of India. 



(15)In this section we deal with a few States that have made difference from others 
 and  improved  ease  of  doing  business  for  the  MSMEs.  The  State  policies  that 
 deserve  a  close  look  are:  Andhra  Pradesh,  Chattisgarh,  Gujarat,  Haryana, 
 Punjab,  Karnataka,  Kerala,  Madhya  Pradesh,  Rajasthan,  Tamil  Nadu  and 
 Telangana.  These  nine  states  have  72  percent  of  MSME  investments  in  the 
 country  according  to  the  4th  Census  of  SSIs.  However,  we  are  documenting  a 
 brief  of  AP,  Gujarat,  Chattisgarh,  Madhya  Pradesh,  Kerala  and  Telangana  that 
 have demonstrated success in ease of doing business for MSMEs. We have also 
 provided  a  comparative  picture  of  the  policy  incentives  for  rehabilitation  and 
 restructuring of a few States. 


Telangana 


Telangana,  the  29th  and  newest  State  of  India  has  formulated  a  dynamic 
 industrial policy acclaimed as the best in the country distancing itself from several 
 legacy  issues.  It’s  Vision:  Research  to  Innovation,  Innovation  to  Industry  and 
 Industry to Prosperity”. Its core values are: 


-  Regulatory framework shall facilitate Industrial growth 


-  Industrialisation shall be inclusive and facilitate social equality 


-  Entrepreneurs  will  thrive  in  a  peaceful,  secure  and  progressive  business 
 regulatory environment 


-  Industrial  development  should  lead  to  massive  job  creation  benefitting 
 local youth 


-  Environment shall be protected. 


It has mandated minimum inspection and maximum facilitation. 


Instruments: 


TSiPASS: Telangana State Industrial Project Approval and Self certification 
 System 


The  system  has  legislative  sanction  and  has  acquired  the  status  of  a  Right – a 
 right to information, beyond the normal single window system.  


TS-PRIDE  (Telangana  State  Programme  for  Rapid  Incubation  for  Dalit 
 Entrepreneurs) for dalit enterepreneurs has been put in place.  


Brand  Image  of  Telangana  with  active  promotion  of  MSMEs  of  Telangana  in 
 trade  fairs,  exposures,  buyer-seller  meets  and  other  such  events  is  the  focus 
 area of the State. 


RICH (Research And innovation Circle of Hyderabad) – Recognising the gap in 
the  innovation-entrepreneurship-investment  ecosystem,  the  State  intends  to 
create  a  platform  in  the  RICH  linking  a  host  of  research  institutions,  academia 
and  industry  through  a  SPV  and  a  Research  to  Market  Fund  (RMF)  to  fund 
entrepreneurship activity is proposed in the Policy. 



(16)INDUSTRIAL HEALTH CLINIC:  


Government proposes to set up a SPV – Industrial Health Clinic (a not-for-profit 
 NBFC)  under  the  umbrella  of  Telangana  State  Industrial  Development 
 Corporation  as  an  independent  autonomous  entity  with  an  initial  stakeholder-
 participated corpus fund of Rs.100crores.  


Briefly put, the objectives of setting up the IHC Corpus Fund are: 


  Promoting  a  Comprehensive  Financial  Service  Team  with 
 Accredited Consultants providing  


  diagnostic assistance,  


  consulting  services  in  finance,  marketing,  branding,  co-
 branding,  technology  through  a  team  of  accredited 
 consultants  with  pre-decided  tariffs  with  transparence  and 
 accountability. 


  Helps manufacturing start-ups & Incubation Centres ; 


  Help  preparation  of  operating  plans  prior  to  submission  to  the 
 FIs/Banks; 


  Expand the financing channel available  to MSEs  to  resolve  issues 
 relating to working capital; 


  Help  conducting  Techno-economic  Valuation  studies  when  the 
 viability of the functioning of MSE faces the threat; 


  Help  the  MSEs  in  revival  and  rehabilitation  through  effective 
 guidance and timely supplementation of financial resources 


  Identify the strategic partnership firms for creating a comfort zone to 
 the banks to revive the MSEs so that the units come out of the NPA 
 status. 


Revamping the  District Industries Centres 


Capacity  building  efforts  commenced.  Industry  Promotion  Officers  placed at  the 
DICs  are  exposed  to  a  two-day  training  programme  with  monthly  review  online 
on  the  eight  parameters  of  their  functioning  ordained  by  a  specific  G.O.  The 
programme  among  other  things  envisages  active  interface  with  the  financial 
institutions and banks at the local level to build bridges of understanding between 
the  entrepreneurs  and  banks.  IPOs  will  also  prepare  a  shelf  of  implementable 
projects and provide guidance to the Micro and Small Enterprises. 



(17)Strengthening the Interface with the Banks: 


Making  the  existing  interactive  mechanisms  like  the  Empowered  Committee  of 
 State Level Inter-institutional Committee deliver results has been one of the key 
 initiatives.  RBI  and  Government  of  Telangana  are  moving  in  tandem  in  this 
 regard.  This  is  the  first  ever  State  where  the  Minister  of  Industry  &  Commerce 
 has  approached  the  Governor,  RBI  twice  to  ensure  responsible  review 
 mechanism  of  the  sector  through  dependable  statistics,  timely  support, 
 appropriate modifications to the guidelines for reviving the sick and incipient sick 
 MSMEs and recognizing the investments made in TIHCL as part of priority sector 
 commitments by Banks in the State. 


It is but a surprise that with such progressive policies enveloping the states and 
 Union MSMEs should continue to be a depressed lot warranting special attention 
 time  and  again.  Policy  delivery  needs  to  be  cleaned  up  and  this  would  mean 
 cleaning up old institutions and setting up new institutions where necessary with 
 specific  focus.  Second,  one  important  aspect  we  noticed  is  that  most  of  the 
 States did not provide budget outlays consistent with the plethora of announced 
 policy  incentives  and  even  where  the  budgets  are  announced  they  were  not 
 released in time.  Budgets  and releases are still in  the British ordained Treasury 
 Code  and the  technology  innovations  in  the financial  sector  are  yet  to  influence 
 the  age-old  financial  system  in  the  country.    A  beginning  has  been  made  at 
 budget reforms with the merger of Railway Budget with the General Budget and 
 the schedules for Financial Act to pass in the Parliament.  


A  holistic  view  needs  to  be  taken  to  ensure  that  the  policy  instruments  and 
 delivery systems should  be in  sync with intent  and there should be a regulatory 
 review annually for taking midcourse corrections. 


We  are  more  concerned  with  the  removal  of  constraints  for  the  growth  of  the 
 sector than with extending special privileges or temporary palliatives. Therefore, 
 alternate and efficient resource management holds the key to reform the principal 
 growth engine of the economy, viz., the MSME sector. 


Andhra Pradesh: 


Andhra      Pradesh      Industrial      Development      Policy,      2015-20      aims      to   
 establish  state-of-the-art  infrastructure,  promote  manufacturing,  enhance 
 inclusivity,  foster  innovation  and  create    employment  opportunities  across 
 sectors.  The  state  intends  to  be  the  most  preferred  destination  for  investors  by 
 providing favorable business climate, excellent infrastructure, good law and order 
 and peaceful industrial relations. The new industrial policy focuses on creating a 
 conducive  eco-system  which  makes  industries  based  in  Andhra  Pradesh 
 innovative and globally competitive. Government of Andhra Pradesh (GoAP) lays 
 utmost  emphasis  on  sustainable  industrial  development  anchored  by  capacity 
 building at the grassroots level.  


Vision 



(18)“To make Andhra Pradesh a progressive and highly industrialized state… a State 
 that is a centre of technology and innovation...And, a joyous population confident 
 of its bright future...” 


The  State’s  policy  objectives  include  ensuring  sustainable  and  inclusive 
 industrial  growth  to  be  among  the  top  three  states  in  the  country  in  terms  of 
 industrial investments by 2022. It has set its sights high to be the most preferred 
 logistics  hub  and  India’s  gateway  to  East  and  Southeast  Asia  by  2029  through 
 quantitative  and  qualitative  skilled  manpower.  It  also  aims  to  create  significant 
 employment opportunities. 


The  State  has  targeted  25%  of  GSDP  for  the  Industries  sector  by  2020  and  to 
 create  employment  opportunities  for  additional  10lakh  persons  by  the  end  of 
 2020.  


Instruments are: Single Desk Clearance with e-platform facilitating all necessary 
 clearances for starting and operating an industry within 21 working days through 
 online filing and tracking of pre-operation stage clearances. Applicable laws and 
 regulations governing processes and compliances will all be reviewed through a 
 parallel process for the single desk clearance system. 


Spot  approvals,  deemed  approvals  on  self-certification  basis,  assignment 
 of inspection to competent private technical experts are other integral parts 
 of the policy 


Gujarat: 


“Gujarat Industrial Policy 2015 is more a framework than a detailed blueprint.” 


Vision: By making Gujarat as an attractive "Total Business Destination", expedite 
 the overall country 's economic growth, thereby increasing the standard of living 
 and  Prosperity  among  the  people  of  Gujarat  by  giving  them  the  opportunity  for 
 skilled employment and nurtured enterprises.  Main objectives of the policy: 


•  To  create  employment  opportunities  for  both  skilled  and  unskilled 
 workforce; 


•  To become a Global hub for manufacturing; 


•  To  promote  Ease  of  Doing  Business  to  create  business  friendly 
 environment; 


•  To provide pro-active support to micro, small and medium enterprises; 


•  To  promote  the  spirit  of  innovation  and  incentivize  entrepreneurship 
 among youth by providing specific sector skills and seed capital. 


Gujarat  has  witnessed  strong  growth  in  M  SM  Es  and  wishes  to  strengthen the 
sector  by  making  it  more  technology-driven.  This  support  will  come  by  way  of 
interest subsidy for manufacturing and service sector, venture capital assistance, 
quality  certification,  technology  acquisition  fund,  patent  assistance  for  national 



(19)and  international,  energy  and  water  conservation  audit,  market  development 
 assistance  and  support,  MSMEs  for  credit  rating,  raising  capital  through  SME 
 exchange,  reimbursement  of  CGTSME  scheme  for  collateral  free  loan,  State 
 awards  under  MSMEs  and  skill  development  etc.  Support  would  also  be 
 extended  for  development  of  ancillary  and  auxiliary  enterprises  for  labour 
 intensive industries. 


Technology support 


The  industrial  sector,  these  days,  suffers  from  lack  of  sophistication  in 
 technology.  Upgradation  of  the  existing  technology  is  a  requirement  of  modern 
 industrialisation process to ensure supreme quality. The policy intends to build a 
 technology acquisition fund to be able to extend financial assistance to industrial 
 enterprises  intending  to  upgrade  their  technological  setup.  The  policy 
 encourages adoption of new  and innovative technologies  for introducing greater 
 efficiency in  operations. 


Financial support will be provided to  each  cluster  for  every  innovative 
 technology they adopt and introduce in the manufacturing process 


Market Development initiatives 


Gujarat  government  is  taking  adequate  steps  with  the  intention  of  giving 
 enhanced  visibility  to  local  produce  from  large  industries  and  specifically  from 
 MSMEs.  Cognizant  of  the  efforts  required  to  make  global  distribution  of  local  
 products    a  reality,  in  accordance  with  the  national  "Make    In    India"    policy,  
 Government    of  Gujarat    stresses    on    "Zero    Defect"    to    produce      globally-
 competitive,   locally manufactured goods. It is necessary that these products be 
 marketed aggressively and their promotion facilitated by the Government. 


One  of  the  expansive  marketing  practices  around  the  globe  is  participation  in 
 international and domestic trade fairs to showcase one's products or wares. This 
 gives the product  its much- needed visibility and brings buyers and sellers on a 
 common platform. Spot purchases as well as long-term partnerships are formed 
 in such places besides helping create a worldview of prevailing market trends. 


Gujarat  thus  has  provided  enhanced  support  systems  for  technology 
 upgradation and marketing that we do not see in other states. 


Chhattisgarh: 


While  this  state  has  also  formulated  like  the  other  progressive  states  its 
 policy objectives on the same lines, for purposes of industrial promotion, it 
 has  classified  industries  into  saturated,  priority  sector,  core  sector  and 
 general category. 


Its  interest  subsidy  scheme  is  different  from  the  other  States  while  the  capital 
 subsidy  scheme  for  MSEs  has  a  ceiling  of  Rs.60  lacs  for  priority  category  and 
 Rs.30  lacs  for  general  category  with  a  ceiling  of  30%  of  the  total  investment. 


Medium  enterprises  and  SC/ST  entrepreneurs  have  different  levels  of  incentive 
systems.  The  policy  for  incentives  thus  is  on  equity  considerations  keeping  in 
view the need for high level of growth of industrial sector. 



(20)Interest  subsidy  that  is  provided  to  the  MSEs  on  risk  optimization  model 
 worthy of emulation by the other states. 


Madhya Pradesh 


The state’s policy provides for level playing field for all investors, a single window 
 system  –  MPTRIFAC,  fiscal  and  financial  incentives,  concessions  and 
 exemptions,  supportive  land  allocation  for  industrial  projects,  upgradation  of 
 industrial  infrastructure,  promotion  of  ancillarisation  to  promote  local  vendors, 
 enhancing  employability  of  youth  through  skill  development  efforts,  ensuring 
 harmony  between  private  investors  and  local  citizens  through  Dispute 
 Resolution  mechanism,  specific  sector  promotion  policies  establishing  a 
 broadband, and promoting industrial parks for new clusters of  MSEs in  different 
 parts of the State.  


It has built an inventory of legal and regulatory procedures for better compliance 
 and to ensure ease of doing business.  


MP Investment Act 2008 is proposed to be strengthened. 


Eighteen  services  automated  for  delivery  through  the  single  window  system. 


SMS alert to investors is built into the process. 


Investor  Relationship  Managers,  Investor  Monitoring  and  Facilitation 
 System,  Single  Window  System  are  modified  to  serve  as  a  repository  of 
 information  regarding  state’s  infrastructure,  investor  application 
 processing, and grievance redress.  


District  Trade  and  Industry  Centres  strengthened  by  modern  technology  and 
 capacity building of staff. 


District  level  committees  are  empowered  to  decide  on  issues  of  sanction  and 
 disbursal of incentives under approved policies. 


MP  Laghu  Udyog  Nigam  is  provided  with  resources  for  conducting  the  vendor 
 development programmes and buyer-seller meets. 


Pollution  Control  Board  has  to  review  the  certification  once  in  every  3 
 years  for  all  the  categories  that  have  been  issued  PCB  clearances. It  has 
 introduced  capital  subsidy  for  green  industrialization.  List  of  ineligible  industries 
 reduced from 52 to 19. 


It has established a Corpus Fund of Rs.100cr in September 2016 to provide 
 equity support for the MSMEs. 


Kerala 


The  State’s  physical  quality  of  life,  high  level  of  out-migration,  high  share  of 
 foreign remittances in the State income implies a peculiar pattern of development 
 and policies. It is one of the high wage islands in the country. Even amidst crisis 
 and political sensitivities the State attained a growth rate of 9.51 percent in 2014 
 compared  to  the  national  average  of  6.2  percent.  The  MSME  sector  is  heavily 
 weighed  towards  the  micro  enterprises  and  therefore  the  policies  of  this  State 
 become important. (ISED MSME Development Report 2014, p.161)  


Industrial  and  Commercial  Policy  2011  laid  special  emphasis  on  MSMEs.  The 
major objective of the policy is development of more enterprises by fortifying the 



(21)skilled  human  capital  and  promoting  investments,  including  domestic  a  well  as 
 foreign in all the sectors.  


While laying emphasis on industrial infrastructure and cluster development it laid 
 emphasis on the following: 


An  MSME  Equity  participation  fund  for  encouraging  startups  will  be  created  in 
 Kerala  State  Industrial  Development  Corporation  and  Kerala  Financial 
 Corporation. 


•  “Exemption for payment of EMD and security deposit and price preference 
 to MSME may be continued for a period of 5 years. Purchase preference 
 for  SMEs  in  the  State  for  PSU’s  /  LSG  procurement  will  be 
 institutionalized. 


•  Industrial  Adalats will  be  organised  regularly  at  District  /  State  level 
 with  a  view  to  understand  the  problems  of  MSMEs  and  to  settle 
 pending issues. 


•  Skilled  workers  to  industrial  units  will  be  facilitated  through 
 Employability Centers under the Labour and Skills department. 


•  To  encourage  Women  to  take  up  entrepreneurship  as  a  career  the 
 industries  set  up  by  them  will  be  treated  under  the  thrust  industry 
 category enabling them to avail 30% investment subsidy.” 


It  is  this  backdrop  that  made  the  government  to  take  a  holistic  view  of  MSME 
 sector. ‘ 


1.6: Guiding Factors for the Future Policy Direction: 


Policy  Formulation  is  bounded  by  political  feasibility,  economic  efficiency,  and 
 acceptability  to  a  broad  coalition  between  different  players.  Cooperative 
 Federalism will broadly guide the destiny of future. 


The Drivers: 


1.  Expanding ecosystem for easy start-up and market exit 


  Expanding the basis for growth of start-up enterprises 


  Reforming start-up related regulations and procedure 


  Conducting business conversion and restructuring 
 2.  Fostering creative innovation ability 


  Developing new technology and facilitating commercialization 


  Fostering market-friendly venture business environment 


  Strengthening capacity for management innovation 



(22)3.  Expanding basis for competition and growth 


  Providing policy finance based on future value 


  Thorough  overhaul  of  the  financial  regulations  and  institutions  with 
 specific orientation to MSEs 


  Rural  Enterprise  Promotion  with  focus  on  preventing  out-migration 
 and promote local employment and local skills and local resources 


  Expanding consumer market and promoting exports 


  Upgrading manpower structure and improving demand and supply 
 4.  Alleviating polarization through mutual growth 


  Strengthening  practical  cooperation  between  large  and  small 
 business 


  Enhanced Role for the Business Development Services 


  Ensuring competitive micro-enterprises 


  Assisting  local,  women-owned,  handicapped-run  business  Practical 
 Service for SMEs 


  Comprehensive  counseling  system;  Quality  control  of  zero-defect 
 policy 


  Reduction of paperwork by on-LINE Customized policy information. 
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Chapter – II 



PLANNING THE GROWTH AND FINANCING OF MSES 


This  chapter  would  focus  on  planning  the  growth  of  SMEs  and  the  art  of 
 financing  the  growth  initiatives  of  enterprises.    The  chapter  would  also 
 unfold  the  options  available  with  the  Banks  and  the  products  currently 
 being made available. 


Planning the growth 


Every  business  will  have  different  problems,  different  products  and  different 
 markets.    It  is  outside  the  scope  of  this  book  to  examine  every  aspects  of 
 planning  for  each  specific  business.  However,  there  are  many  topics  related  to 
 managing growth that are common to all businesses.   


The following chapters seek to highlight and discuss these areas: 


•  The owner/manager must now decide on his own or her own objectives for 
 planning growth.  Make a list of the benefits you are seeking for yourself, 
 your  staff,  and  your  business.  Refine  this  list  by  removing  those 
 aspirations which are unlikely, incompatible or probably unachievable. 


•  As a team, decide on the broad objectives of the enterprise. They should 
 be  based  on  what  you know  about  the  firm’s  needs  and  the  market’s 
 needs. 


•  Spend  considerable  time  refining  these  objectives  and  creating  sub-
 objectives,  until  it  is  possible  to  express  many  of  them  in  quantifiable 
 terms 


•  Take  each  objective  and  decide  on  the  best  ways  in  which  you  might 
 achieve it 


•  Design detailed plans for the changes indicated.  This must inevitably lead 
 to  planning  resource  needs,  sales  forecasting,  cash  flow  and  projected 
 profit and loss account. 


In  deciding  promotional  activity,  you  have  to  devote  your  attention  to  the 
 following: 


•  Create awareness of the product or service 


•  Try to develop a ‘brand’ or create customer loyalty 


•  Inform customers of the benefits of the product 


•  Launch a new product and /or enlarge the customer base 


•  Create a company image, or improve the company’s credibility 


•  Deter the competition, i.e. defensive promotion 



(24)For  all  communication  decisions  it  is  important  to  consider  the  following  set  of 
 questions. 


•  What are we trying to achieve? 


•  What is the target audience? 


•  What is the message? 


•  Which media should be used? 


•  What will it cost? 


•  How can we get feedback? 


The promotional budget 


How much should you spend on advertising and promotion?  The cash flow will 
 dictate this  to  some extent.    Many  enterprises  decide  in  advance on  how  much 
 they can afford, and this is often based on allocating a fixed percentage of sales 
 income,  say  3  to  5  percent  of  last  year’s  turnover.  This  method  does  have  its 
 drawbacks:  (a)  the  lower  the  turnover  the  less  there  is  to  spend  and  (b)  it 
 promotes  the  attitude  that  advertising  and  promotion  is  an  expense  rather  than 
 an  investment  in  the  future  of  the  enterprise.      It  is  far  better  to  work  out  the 
 promotional effort needed to fulfill your objectives and then cost it out, rather than 
 work on the basis of what you can afford.  You will be constrained ultimately by 
 the  cash  flow,  but  at  least  you  will  have  allowed  space  for  some  strategic 
 thinking.        Look  upon  your  promotion  as  an  investment  which  will  pay  off  in 
 sales,  and  budget  for  it  as  you  would  for  any  other  financial  commitments.  As 
 such you will expect and look for a return on that investment.    


To  some  extent  the  amount  spent  must  be  related  to  your  specific  objectives. 


The  larger  the  desired  increase  in  turnover  the  further  you  may  have  to  spread 
 your  message.    If  you  wish  to  export  for  the  first  time  then  you  will  experience 
 high  initial  promotion costs.     Also,  costs  will  vary  according  to the  industry  you 
 are in and whether you are selling to an industry consisting of a small number of 
 large  firms  or  a  highly  fragmented  market.    In  some  consumer  markets,  e.g. 


cosmetics,  promotion  is  among  the  most  significant  of  all  costs,  but  your 
 business promotion costs should not be high proportion of the turnover.  


The  budget  must  be  apportioned  between  those  promotional  activities  which 
have been chosen as the most appropriate for the enterprise.  Every rupee spent 
on  advertising  is  a  rupee  less  for  some  other  aspect  of  promotion,  thus,  like  all 
other  costs,  they  must  be    monitored  so  that  the  budget  and  its  apportionment 
can  be  kept  under  review.    With  the  support  of  a  good  information  system  the 
business  should  ultimately  be  able  to  move  to  a  situation  where  the  optimum 
promotional budget can be determined and its allocation can be fine tuned.  It is 
useful to establish a budget policy, and in order to do this you will need to et as 
much of the information system as possible in place before the promotional effort 
is launched.  



(25)A business cannot afford to spend money on an advertisement campaign without 
 knowing  how  effective  it  is.    Test  the  campaign  over  a  short  period  and  look  at 
 the results. Try various media to find the most cost-effective in terms of expense 
 and  effort.    Involve  your  staff  n  monitoring  the  results,  make  sure  they  give 
 customers a good reception and have them ask for feedback; this applies to the 
 switchboard,  enquiry  desk  sales  people  and  other  staff  who  have  contact  with 
 customers.  Optimization of costs at all times shall be the guiding consideration. 


Planning the promotional mix 


The  action  plan  will  consist  of  some  combination  of  the  wide  range  of  activities 
 open to you even as small firm.  This means deciding on how to get the message 
 to the carefully chosen destination group.  All means available to the business for 
 achieving this deserve close attention, but here we concentrate on those means 
 that are capable of being widely used by all small firms.  


Advertising 


Most  small  businesses  are  familiar  with  placing  advertisements  in  their  local 
 newspaper,  but  how  many  consider  whether  this  is  the  right  medium,  or  even 
 consider  other  local media for  the purpose?   Advertising  helps  keep  your name 
 and  the  advantages  of  the  products  or  service  in  fronts  of  the  customers,  and 
 need not be a hit or miss affair. One question you will ask is, ‘Will it work’?  The 
 answer  is  very  much defined by  how  you  judge  its  success.    If  there  is  a direct 
 increase  in  sales  then  the  advertisement  can  be  said  to  have  worked.    On  the 
 other  hand,  in  a  highly  competitive  situation  advertisement  may  work  by 
 maintaining sales levels which may otherwise have declined due to promotion by 
 the  competition.    If  your  product  is  in  a  declining  market  then  advertising  may 
 help slow down the decline.   


The level of success in the two latter examples is not easy to measure, but your 
 market  research  will  have  highlighted  the  prevailing  conditions  and  it  may  be 
 possible  to  predict  what  would  have  happened  had  you  not  defended  your 
 position or prolonged the life-cycle.  Advertising will also make others aware who 
 were not so previously, and the outcome of this, hopefully increased sales, may 
 not occur until sometime after the event, which means that there is probably un 
 measurable element of success. 


Market research is aimed at discovering the size of the targeted market segment 
and  the  characteristics  of  the  customers  within  that  segment.    It  is  also 
concerned with the characteristics of the products, how they are perceived, and 
how  well  they  meet  customer  needs.  For  example,  in  taking  a  new  product  into 
the market, or an existing product into a new market segment, the objective will 
be to raise awareness of both the company and the product in the first instance.     



(26)The  advertising  will  be  based  on  taking  the  customers  through  a  process  in 
 stages, starting from being unaware of the product and the company name.  The 
 next stage is to promote the product so that the potential customer understands 
 its  uses,  likes  its  appearance  and  the  begins  to  appreciate  all  the  product 
 differentials,  until  finally  the  desire  to  buy  moves  the  customer  to  actually 
 purchase.   If we look at  this as a set  of steps then the aim is to move potential 
 customers from their current stance to a step higher up the ladder.  As they reach 
 the  decision  they  weigh  up  the  information  provided,  and  finally  (hopefully) 
 decide to buy.   On the other hand, the advertising objective may be to promote 
 an  existing  product  in  an  existing  market,  that  is,  to  aim  at  the  current  users  of 
 our product, users of other similar products, or past users of the product. There 
 will  also  be  non-users  in  this  category.    The  message  would  carry  a  number  of 
 objectives, such as: 


•  Informing non-users 


•  Persuading all users that our product has better characteristics 


•  Reminding past customers of its uses 


•  Congratulating current users of our products (helps create a ‘brand’) 


•  Giving it a specific identity which relates to the user group. 


Launching a new product or opening a new outlet often calls for advertising that 
 creates an impact.  This may mean large displays and/or advertisements, backed 
 up by radio or direct mail, over a short period.  Your budget is not going to enable 
 you to sustain this effort.  It may mean that you should consider how you spread 
 your  promotion  allowance  over  the  budget  period.    To  make  the  necessary 
 impact, ‘front-loading’ may be necessary.  Once the company name or that of the 
 product  has  been  circulated,  low  cost  but  frequent  advertising  can  follow.    For 
 some products  increasing sales  may simply mean stepping up the frequency of 
 low  cost  advertising  only.  Sometimes  ‘little  and  often’  beat  the  occasional  big 
 splash.  


Designing the advertisement  


In writing your own copy, consider the following; 


•  Make your advertisement different, even unconventional 


•  Keep the copy to a minimum 


•  Make use of space and do not overload the advertisement with too much 
 detail 


•  State the message clearly, sticking to one theme that is consistent with the 
 overall promotion plan 


•  Promote the benefits of your product or service rather than you corporate 
 identity (which is something that may follow at a later stage). 


•   



(27)Sales Promotion 


The term ‘sales promotion’ embraces a number of short-term activities aimed at 
 achieving specific tasks.  For example, a company which has slow moving stock 
 may  undertake  promotional  exercise  for  the  purpose  of  releasing  cash  and 
 making  space  available  for  new  stock.    Most  sales  promotion  activities  are 
 concerned  with  time  and  time-limits,  i.e.  buying  now,  sooner,  faster,  before 
 certain  dates.    They  will  offer  benefits  other  than  those  classes  as  product 
 differentials.    The  benefits  could  include  gifts,  commissions,  extended 
 guarantees, etc.  


The  type  of  promotion  undertaken  must  be  strictly  in  line  with  the  overall 
 objectives sought.  Rather than offering a one-off gimmick, make the exercise fit 
 the  strategy  for  developing  company  image,  so  that  it  helps  form  the  bond  with 
 the  customer.    Promotional  schemes  can  and  should  be  used  as  flexible  and 
 effective marketing tools, in both consumer and industrial markets.  


There are many kinds of sales promotion. For example, in the consumer market 
 there are cash incentives such as special purchases, price reductions, or 'money-
 off' vouchers. Often the benefit is related to free goods,  'buy one, get  one free', 
 gifts  and  trade-ins.  In  the  service  industry  the  promotion  can  take  the  form  of 
 exhibitions and displays, offering extra guarantees, inviting people to join in, and 
 special  events.  In  the  industrial  and  trade  markets,  companies  have  developed 
 schemes  which  include  delayed  invoicing,  training  schemes,  gifts, competitions, 
 free trials, trade-in offers, extended credit, etc. 


Exhibitions  provide  another  sales  promotion  opportunity.  The  cost  of  a  major 
 national or trade exhibition can be high, but if it draws in the buyers and decision-
 makers  it  could  still  be  cost  effective  for  small  firms.  The  Importance  of  making 
 those contacts, all within a short period of time, and having the chance to show 
 all  of  the  products  to  a  buyer  who  has  come  especially  to  see  them,  can  be 
 weighed  against  how  much  it  would  costs    to  make  the  same  contacts  by 
 alternative  means.  Exhibitions  may  be  an  important  first  step  if  you  wish  to 
 export.  There  are also  localized  and  lower  cost  exhibition  opportunities  such  as 
 those arranged by small business clubs, local authorities' economic development 
 units, etc. Those who exhibit need to make sure that they invite the right people 
 to visit. The promise of hospitality usually helps. Watch the local press and trade 
 publications for exhibition opportunities, and learn something of the track records 
 of  these  events  from  others.  Your  local  college  or  Chamber  of  Commerce  will 
 also have information on short training courses for exhibitors. It is worth attending 
 such a course with key staff, so that you can all assess the value of exhibitions 
 and how to prepare for them.  


A word of caution: Let the product speak of your enterprise rather than the 
enterprise speaks of the product because the latter is very costly.  Many a 
time a good ‘PR’ does a better job than huge costly ‘Ad’ expenditure. 
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