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A brief analysis 
Current challenges that SMEs are facing stem from Demand Recession and Financial Crunch. 

While the present Demand Recession is on account of the following reasons:  
i. Global recession – exports severely affected 

ii. Slow down in buying in sectors like auto, customer durables, housing, real estate etc which was being driven by adequate liquidity and low cost of finance. 
iii. Capex stopped/suspended in Pvt. based infra and capital assets formation (Sectors relatively unaffected are Govt. procurement and Govt. funded infrastructure)  

The Financial crunch is due to:  
i. Banks- specially foreign/private, becoming risk averse
ii. Liquidity crunch at banks due to demand of corporates to substitute their commercial papers/existing overseas funding etc. (though improved during last 15 days)

iii. Drying of NBFC resources 
iv. Delaying of payment of bills of MSMEs by Corporates to generate cash flows
The challenges are huge , situation  is grim and likely  to worsen in coming months. Not losing hope is the fundamental remedy. Taking a cue from the 1991 crisis and that its resolution led to a thriving economy in its aftermath, we urge all concerned to let these trying times be converted into an opportunity to create a lean and powerful economy with sustainable growth. 
Having collected  feedback from our constituent associations across sectors and geography, in view of FISME, following set of measures may be taken up to effectively address the current problems.
Suggestions to mitigate the challenges

Addressing Financial crunch: 

i. Sudden slow down has resulted in repayment defaults by large number of MSMEs that borrowed / took Term Loans  for expansion during the unprecedented growth.  Moratorium on repayment and / or corporate debt restructuring be allowed to all such units

ii. Working Capital Limits of MSMEs may be enhanced liberally- if necessary by providing Working Capital Term Loan (WCTL) to bridge a part of the Working Capital gap. Additional limits (without pressing for additional collateral) for  Bills Discounting/ Factoring limits may be granted in addition to the existing WC limits.
iii. Specific steps are needed to ensure timely payment to MSMEs against supplied made by them to Corporates. Additional dedicated limits to Corporates may be sanctioned to liquidate the receivable of MSMEs. Further, the Delayed Payment provisions under MSMED Act should be strictly enforced.  
iv. Cause of risk averseness of banks also needs to be addressed as in spite of enhanced liquidity lately, banks are husbanding capital. 

a. Government guarantees to MSME loans could be considered to enhance bankers’ comfort. This will enable flow of funds to MSME and also improve their credit ratings  and thus entitle  them to lower rate of interest.  Mandatory coverage of Credit Guarantee Scheme may be considered temporarily for loans up to a threshold, premium for which could be borne by Government.
b.  The banks are said to be keeping 50k Cr. with the Reserve Bank of India to earn 6% interest  The reverse repo rate be brought down to zero so that banks engage in the business of lending for which they exist.
v. Contra Cyclical measures are needed to redefine NPA norms. All norms about NPAs concerning MSMEs may be revisited so that the lenders and borrowers get breathing time to overcome the temporary stresses, including losses suffered in hedging / forward trading and in exotic forex derivatives offered by new generation bankers, should not to lead to closure/NPA of such units.
vi. Cost of funds to MSME may be made more affordable giving across the board reduction of 2% pa. through subvention  of this amount by GOI  to the banks The impact is likely to be Rs 2400 Cr.
Addressing Demand Recession: 
i. 
A very large no. of MSMEs are dependant on Govt. procurement and (govt promoted) infrastructure related sector. It is a matter of great comfort that the issue is under the PM’s focus and considerable expenditure is expected to be incurred which will lead to revival in demand. Our specific requests are: 

a) Set-aside 20% for procurement from MSMEs. This may be enforced as provided in the MSMED Act  and on the lines of SBA of US. 

b) All enterprises engaged in supply of equipments and services to infrastructure companies may also be treated as  infrastructure companies.
c) Crowding out of SME suppliers and bundling of contracts should be vigilantly guarded against (case in point is power sector contracts) and principles of Competition Policy should be enforced. Or else the benefit of enhanced public spending will not reach MSMEs and the potential of employment creation through the intervention will not be realized. 
ii.  
Big push is needed for exposing SMEs to exports. Currently 0.5% of SMEs are engaged in exports and yet contribute to about 50%  of our exports. There is critical need to  look beyond Export Promotion Councils (EPCs) and leverage  resources of  private organizations and associations focusing SMEs.    
Other measures for Competitiveness: Using the Crisis to our advantage
The crisis of 1991 brought home an important lesson: crisis provides the best  setting for pushing critical reforms. Today’s crisis should not be allowed to go waste and the following reforms should be kick-started.  
i. GST may be preponed to bring about uniformity in state taxation to make India a common national market and thus induce competitiveness and transparency in the system.

ii. Modern Codes of Insolvency and Bankruptcy for SMEs need to be introduced without delay otherwise not only would huge amount of productive resources get stuck but lives of a large number of entrepreneurs would be ruined by the time the painful process of recession is over.  (FISME has recently brought out a paper on the issue).
iii. Protectionist pleas for raising import duties on building blocks of manufacturing like on metals and plastics should be strongly resisted.  Acceding to such demands would lead to ‘Reverse Tariff Escalation’ and instances of Inverted Tariffs across manufacturing chain and specially hurt SMEs.  With greater integration of Indian economy with China and ASEAN, inverted tariff would render a large number of SME product categories uncompetitive.  
Rather, the current low level of industrial commodity prices need to be utilized to expand infrastructure at lower costs.  
iv. Decisive steps are needed to reverse the ‘risk reward ratio’ in manufacturing sector. The importance of manufacturing especially of engineering industry cannot be over emphasized in Indian context. 
While there is case for kick-starting regulatory reforms in number of areas which impede manufacturing, one immediate step could start the process of turning the tide in favour of manufacturing and also in its modernization. Income Tax rates on labour intensive MSMEs  may be fixed at 50% of normal rate. This will help in capital formation and growth of this sector as has happened in IT sector.

Finally, an empowered forum needs to be created for consideration of policy related issues affecting MSMEs who otherwise do not have access to top policy making setup.  The current dispensation needs to redefined because the gravity of the SME issues does not get communicated fast enough and there are very few occasions for informed debate on MSME issues.  
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