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IT’S BEEN A SLOW AND UNEVEN
RECOVERY AFTER THE PANDEMIC FOR

- MSMEs. AS THEY GET BACK TO
NORMALCY, SEVERAL OLD CHALLENGES
PERSIST AND NEWER ONES ARE
EMERGING, ADDRESSING THEM CQULD
PUT INDIA ON A MUCH HIGHER
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¥
) ."
\‘l

PHOTOS BY HAR pmualta & MANDAR DEQDHAR







©

MSMEs have seen Issues of financing,
FlG H T an uneven recovery access l1:0 s
after the pandemic, t?chno ogY. :
Fo R with some sectors timely payments are
recovering and amongst the biggest
SU RVIVAI. others still struggling stumbling blocks

“WHEN AN MSME goes to a bank for financing, it
means that it is a patient and needs to be in the
ICU. That is how banks should treat the busi-
ness. Instead, they ask for several documents
and takealongtimetolend,ifat all,” says Gaurav
Kumar Jain, the owner of Meerut-based MSMEs
K.R. Industries, K.R. Synthetic and K.R. Rubber,
which manufacture a range of rubber, sports
goods and fitness equipment,

The district of Meerut in Uttar Pradesh is
India’s second-largest producer of sports goods
after Jalandhar in Punjab. But problems ip
sourcing raw material, meeting international

quality standards and challenges with ease of

doing business are some of the biggest hurdjeg
for MSMEs in the space, says Jain,

His comments are met with laughter by other
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MSME owners and sectoral experts gathered in his of-
fice. Almost all recognise the bitter truth behind his
comments even as they grapple with their own chal-
lenges. Take Sajid Saifi, President of the Mini Gas and
Petromax Spare Manufacturers and Traders Associa-
tion in Meerut. The mini gas cylinder cluster in Meerut
has about 400 units and is looking for a proper space for
production. “We want a common facility centre that
would help us with adequate space for testing, getting
raw materials and production,” says Saifi. But despite
its large markets in India and abroad, it has been unable
to convince the authorities.

Across the city, Ashutosh Agarwal, MD of jewellery
firm Bhawani & Bhawani Jewellers, says players in the
imitation jewellery space need to invest in technology
to become competitive. But formal financing is hard to
come by. Jain’s comments also find resonance amongst
MSME owners across the country. In Maharashtra’s
Kalyan, near Mumbai, chemicals manufacturer Chan-
dan Gupta (name changed on request) is bogged down
by the large number of compliance reports that need to
befiled every month, “Howisasmall manufacturer sup-
posed to run his businesses, if he has to meet deadlines
to‘file returns and reports?” he asks. In Ahmedabad, Jai-
min (}glpta, 29, Founder of men’s apparel maker Barce-
lona, is worried about the presence of too many central-
gsfozzd;:atl::ill 11)()113'1cie.~s thaE could make doing business
bl or ot Y ?111 f:rSF}n?. The current governmentis
R Creatinb Ogltaf Infrastructure and it could well
state-level comg 1'ne < MS'MES that helpa s

In Delhi. J sp fl?lc € requirements,” he says.

» 4.5, Ahluwalia, MD of freight forwarding

and logistics firm A ' i '
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lucky. Many businesses couldn’t bear the burden and
shut down,” he says.

TORRID TIMES

According to official data, as many as 35,680 MSMEs
registered on the government’s Udyam portal have shut
since 2019. Experts saythe numbers maybe higher since
many are unregistered. And while the pandemic may be
over, millions of MSMEs continue to struggle with sev-
eral old challenges even as newer ones are emerging.
While a full recovery remains elusive, experts say
that easing ground-level issues and simpler compliances
could improve MSMEs’ productivity, giving a boost to
job creation and economic growth. Despite the modest
narure of their operations, MSMEsareaforce to contend
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External sector Multiple Government
uncertainties compliance efforts have

and the global requirements helped only to
slowdown has pose another some extent for
depressed challenge for this disparate and
export markets the firms fragmented sector

with in the Indian economy. These firms—that
can range from a single-person unit to medium-
sized companies that employ dozens of work-
ers—are the country’s second-largestjob creator
after agriculture, contribute a third of the GDP,
and 45% of national exports. It is estimated that
there are more than 66 million MSMEs in India,
with alittle over 40 million being registered with
the government, as of March 15,2024.

Anil Bhardwaj, Secretary General of the Fed-
eration of Indian Micro and Small & Medium
Enterprises (FISME), says MSMEs have seen a
K-shaped recovery since Covid-19. Many in con-
tact-intensive sectors such as tourism, travel and
hotels have shut shop; those that survived are
on the mend. Those in food processing, pharma,

“THE GOVERNMENT
DOESN'T DO ENOUGH
FOR MSMEs. EVEN
DURING THE PANDEMIC,
WE WERE LEFT TO FEND
FOR OURSELVES... WE
WERE LUCKY. MANY
BUSINESSES COULDN'T
BEAR THE BURDEN AND
SHUT DOWN”

J.S. AHLUWALIA
MD, AQUATIC FREIGHTS
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autoand engineering were notimpacted and con

tinue to do well. “Problems continue for sectors
such as garments and textiles, leather and gems
and jewellery, and capital goods that are exposed
to the global markets... Many of these markets
are NOW entering into recession and these com

panies are the worst hit,” says Bhardwaj.

While government spending on infrastruc
ture and housing, and the resurgence in domes
tic demand have given a boost to these sectors,
there continues to be pain points. “The biggest
challenges for MSMEs to compete with cheapel
imports in India or exports abroad are access to
bettertechnologyand getting timely payments,”
says Bhardwaj.

K.E. Raghunathan, National Chairman of

I-based Association of Indian Entrepre-
urs (AIE), distils MSMESs’ problems down to
SMs: money, marketing, materials, manpow-

1, and modernisation. “These vital needs of

MSMEs have been poorly addressed by policy-

makers... For any policy intervention, there is a
need for data but... the Ministry of MSME is yet
to collect data on all existing MSMEs,” he says.
Labour economist Santosh Mehrotra, a re-
tirea JNU professor, agrees. “There is not any
updated data on MSMEs for comprehensive pol-

the Unincor-

is available for 2015-16,” he notes.

Nirav Shah, Founder of Zyapaar, a network-

ing platform for MSMEs, savs the three kev chal-
lenges are credit access, technology and digital
adoption, and market access. “Because of these
f_'.':';z:iufngf:r.. thereis a isugz: gap between what the

MSMEs are doing and what they ¢a ndo.”

PAYMENT DELAYS
The biggest challenge for MSM .
timely payments. According to
as much as 10.7 lakh cror

is getting
SOme estimates,
| Of dues for small

businesses are stuck. Ahluwalis of Aquatic

Fl't_‘jglllfu says it took one dnd a half yeq I's to get
! : 2

a payment from a central governmen; mir

; listry
for an overseas consignment, and

another six
months to get paid byalarge private ipf, astruc
ture company. “The MSME Samadhgap, portal
made us run back and forth between

: Delhi and
Mumbai and eventually did not yje]

d any re-
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» MSMEs are a significant contributor to manu-

facturing and exports » Robust MSME activity
will be key for India’s growth
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sult,” says Ahluwalia when asked about recourse to ar-
bitration. The Samadhaan portal was set up in 2017 to
monitor delayed payments and ensure theyare paid ina
time-bound manner.

There are other policy measures. Under the MSME
Development Act, 2006, if payment is not made within
45 days of receiving the goods or service from the suppli-
er, the buyer must pay compound interest with monthly
rests (Where interest is calculated based on the outstand-
ing balance) to the supplier on the amount at thrice the
notified bank rate. But such measures have seen mixed
results. While MSME facilitation centres in each state
can settle such disputes, industry players say that cases
can drag on for months. Even after the award of the pay-
ment, the buyer maydefault onit or appeal againstit. The
MSME ministry is looking at amendments to the Act to
ensure the award of dues is implemented.

In 2014, the Trade Receivables Discounting System
(TReDs) was launched as an electronic platform to fa-
cilitate financing and discounting of receivables from
MSMESs and help them receive funds against approved
invoices within 48 hours. While invoice processing on
TReDs is understood to have hit about 11,000 crore
per month, AIE’s Raghunathan says many state govern-
ments have not yet accepted it, and many corporates

don’t care about it.

The proposed implementation of a new income tax
provision from April 2024 has thrown MSMEs into a
tizzy. The Finance Act 2023 inserted a new clause (h)

in section 43B of the Income Tax Act under which, if a
company fails to pay an MSME within 45 days, the dues
would be added to the buyer’s profit and taxed.

While the aim is to promote timely payments to small
businesses, MSMEs are worried that this could impact
their relations with clients. Some have even given up
their MSME registration to ensure clients continue to do
business with them. Industry bodies have sent represen-
tations to the finance ministry to either extend the peri-
od to 9o days or defer its implementation. Praveen Khan-
delwal, Secretary General of the Confederation of All
India Traders (CAIT), says the entire supply chain needs
to be brought into it. “Otherwise, it can lead to ahuge in-
come tax liability for companies.” CAIT has called for the
implementation to be deferred to April 1,2025,

FUNDING GAP

The perennial challenge for MSMEs remains the fund-
ing gap. Getting financing from formal lending channels
such as banks and NBFCs at the right time and right rate
is crucial, but for mostitinvolves a series of meetings and

“THE BIGGEST
CHALLENGES
FORMSMEs

TO COMPETE
WITH CHEAPER
IMPORTS IN
INDIA OR EXPO-
RTS ABROAD
AREACCESSTO
TECHNOLOGY
AND GETTING TI-
MELY PAYMENTS”

ANIL
BHARDWAJ
SECRETARY
GENERAL, FISME

“MONEY,
MARKETING,
MATERIALS,
MANPOWER,
AND MODERNI-
SATION—THESE
VITAL NEEDS OF
MSMEs HAVE

: %7\ BEEN POORLY
ATIONA ADDRESSED BY
POLICYMAKERS”
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providing adequate collateral. The credit gap in
the sector was pegged at20-25lakh crore byare-
port of the Expert Committee on MSMEs headed
by former Sebi Chairman U.K. Sinhain 2019. This
is seen to be higher now. According to estimates,
less than 40% of MSMESs avail credit from formal
financial systems. “The credit gap for MSMEs is
about Y28 lakh crore at present but this will in-
crease further as the informal sector enterprises
transition into the formal sector,” says Sanjay
Agarwal, Senior Director at CareEdge Ratings.
To some extent, the government’s measures
have helped bridge this gap. Bank lending to
MSMESs is currently at Y22 lakh crore while NBF-
Cshavelent¥3lakhcrore, Theseincludebringing
MSMEs into priority sector lending (PSL) and
the X5 lakh crore Emergency Credit Line Guar-
antee Scheme (ECLGS) to support businesses.
As of March 31, 2023, guarantees amounting to




¥3.61 lakh crore had been issued under ECLGS;
benefitting 11.9 million borrowers.

MSME ministry officials also point to addi-
tional capital infusion of 9,000 crore into the
Credit Guarantee Fund Trust for Micro and Small
Enterprises to enable additional credit of 2 lakh
crore with a reduced cost of credit. The govern-
ment has also established the Credit Guarantee
Scheme for Startups, under which loans to 106
start-ups amounting to 265 crore have been
guaranteed. Other measures include the Startup

the comfort of lenders will
ailable with credit
bureaus, MSME borrowers are also becoming more f:are-
ful in making timely payments,” he says. The quahty- of
banks’ MSME portfolio has shown improvement with
gross NPAs declining to 4.7% in September 2023 from
7.7% a year earlier. Shachindra Nath, Founder and MD of
U GRO Capital,an MSME lending-focussed fintech,adds
that as formalisation of the sector continues and compa-

nies have more data and the ability to collate it, credit to
the sector will increase. “The next 10 years could be the

able on MSME borrowers,
increase... Due to repayment data av

FI N ANCI NG TOTAL LOAN ORIGINATION
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India Seed Fund Scheme and Startup India Fund
of Funds for Startups. Bharadwaj of FISME sug-
gests that the government can consider floating
a large dedicated commercial bank. “A commer-
cial bank for MSMEs with a branch in every dis-
trict could help MSMEs in a big way,” he says.
Atarecentwebinar,Ca reEdgeR a't ingssummed
up the major stumbling blocks for MSMEs in ac-
cessing formal credit: requirement for collateral
lack of credit historyand financial record, the sca—’
sonal nature of business of MSMEs, and the lack
of awareness and financial literacy. CareEdge’s
Agarwal notes that gross NPAs for MSMEs is at
an all-time low. “As more data becomes ayail-

Q2FY21
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goldenage of MSMEs and with the right credit financing,
they could contribute as much as 40% to the GDP.”

FORMALISATION PUSH

The government is trying to nudge unregistered
MSMEs into the formal sector so that they can avail the
benefits of various schemes and access to bank credit
But the transition has not been easy. Demonetisatibi;
and the GST roll-out were seen as maior stumbling
bl{)({ks and then the pandemic happené]d Man &ISQ
pr_eter to stay off the books as it allows thEI;l t Y eaie
without regulatory scrutiny. *RE

i« 5 . s
The formalisation gap remains high, and we are fo-




cussing on getting more registrations on the portal to
help percolate the benefits of schemes to MSMES,” says
asenior official from the MSME ministry. “The biggest
issues are the formalisation gap, creditgap and the need
for handholding for technological support. We believe
theseare opportunities,” says the official, who declined
tobe identified. Government data shows that more and
more MSMEs are moving towards registering on the
portal, which assigns them a permanent identity num-
ber. This enables them to avail facilities such as PSL,
collateral-free loans, subsidy for patent registration

SEGMENT SHARE IN
TOTAL LOANS

and machinery of not more than %1 crore and an-
nual turnover of not more than s crore; small
enterprises (%10 crore; up to 50 crore); and me-
dium businesses (50 crore; up to X250 crore). But
MSMEs can range from one running a boutique
from home to a company that manufactures elec-
trical transformers. Rajendra Agrawal, Lok Sabha
MP from Meerut and Convenor of a forum of MPs
across party lines called Friends of MSMEs, saysit
is necessary to classify MSMEs “not only capital-
wise but also industry wise”. Khandelwal says

THE NUMBERS STORY

O MICRO O SMALL O MEDIUM
DATA FOR Q4FY23
SOURCE CAREEDGE RATINGS, SIDBI
AND TRANSUNION CIBIL, MSME PULSE

and lower electricity charges.

A total of 407 million businesses are registered on
rhe Udyam and Udyam Assist Platform (that registers
informal micro enterprises) and they cumulatively
employ more than 181.5 million people, as of March 24,
2024. In July 2021, retail and wholesale traders were
also allowed to register on the portal, but only for PSL.
Experts say that given the diverse entities that form thf:
sector, there is a need for more clarity on what consti-
tutes an MSME. This would also help in better percola-
tion of policies to the grassroots. . _

The composite criteria to qualify as an MSME is
linked to investment in plant and machinery Elll]d an-
nual turnover, Micro units can have investment in plant

DATA AS OF MARCH 24, 2024 SOURCE UDYAM PORTAL

wholesale and retail traders would like to be in-
cluded in the overall definition formore benefits.
Given the complex and diverse nature of many
of these problems, finding solutions may take
time. But a common thread running through all
these businesses is that of optimism, grit, and the
beliefthat they can growand do well with the right
kind of support. If they manage to make their way
out of this labyrinth of problems, these businesses
couldverywell be the buildingblocks onwhich In-
dia can become an economic superpower, BT
(With inputs from Ashish Rukhaiyar)

@surabhi_prasad
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