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BACKGROUND
■ India’s annual industrial output growth slumped to

1.6% in December, a 20-month-low from 3.62% in the
previous month

■ The domestically driven economy grew 8.9% for the first
two quarters of 2010-11 on higher consumption. Official
estimates show that the economy is expected to grow
8.6% in the fiscal year that ends March 2011

■ Manufacturing sector expanded at a slightly faster pace in
January on the back of output and new order growth but
inflationary pressures persisted

■ The HSBC Markit Purchasing Managers’ Index edged
up to 56.8 in January from 56.7 in December

Reuters

January headline inflation
FALLS TO 8.23%

JONATHAN CAVENAGH,
SENIOR FX STRATEGIST,
INSTITUTIONAL FX SALES, ASIA, AT
WESTPAC INSTITUTIONAL BANK,
SINGAPORE

“Inflation data for India
comes in slightly stronger
than expected at 8.23%. Still
lower than the 8.43% last
month. Inflation is coming
down but nowhere near as
fast as RBI would like. Indian
equities are having a better
time of it though after a
terrible start to the year. Last
week we saw some better
food inflation data (in weekly
terms) so that and the fact
inflation is not continuing to
rocket higher is helping
equity market sentiment.
While I don’t see INR racing
higher on the back of this, will
probably cap losses with 1
month USD/INR unlikely to
push above the 46 level.”

GAURAV KAPUR,
SENIOR ECONOMIST, ROYAL BANK OF
SCOTLAND, MUMBAI

“Headline inflation remains
well above 8% handle. The
strength of inflationary
pressures is visible from the
fact that despite significantly
high statistical base effect of
almost 1.5%, the headline
inflation just eased by about
20 bps. This was in part due to
a 0.8% month-on-month jump
in manufactured products
inflation, where all key
categories saw rising prices.
High capacity utilisation is
also giving some pricing
power to the manufacturers.
Inflation for the next two
months may also remain
close to 8%. Even though
food inflation is now easing,
non-food inflationary
pressures remain strong on
the back of rising commodity

prices globally, especially
energy. Another rate hike of
25 bps in the March monetary
policy review looks like a
certainty now.”

A PRASANNA,
ECONOMIST, ICICI SECURITIES
PRIMARY DEALERSHIP, MUMBAI

“This (January inflation)
number is in line with RBI’s
trajectory of inflation of 7%
by March end. So RBI’s anti-
inflationary stance will
continue without much
change and interest rates
may be hiked by 25 bps.”

SUJAN HAJRA,
CHIEF ECONOMIST, ANAND RATHI
FINANCIAL SERVICES, MUMBAI

“The current number is more
than expected, but it is
because food inflation has
remained high in the first half
of January. But it has eased in
the second half, which leads
us to think inflation for
February can be significantly
lower. There has been
significant month-on-month
increase in manufacturing
inflation, which is a matter
of concern. It shows that
high food inflation is having
a pass-through effect on
manufacturing inflation.
As per our expectations
we continue to believe there
will be two more rate hikes.”

INDRANIL PAN,
CHIEF ECONOMIST, KOTAK
MAHINDRA BANK, MUMBAI

“The inflation data is
surprising, a little on
the higher side, and what
is becoming crucial is the
non-food primary, which is
also moving higher and
could be a problem for
the policy front to bring
inflation down.”

EXPERTSPEAK

AfternurturingVodafone-Essarfor
several years,Harit Nagpal is now
incharge of taking forward the
country’s leading direct-to-home
(DTH)brand—TataSkyamidstin-
tensecompetitionfromthefiveother
operators.Inhisnewpositionasthe
chief executive officer, Nagpal
spoke to FE’s Ashish Sinha about
the challenges before the industry.
Excertps:

What is your impression of the
DTH industry since you moved
from a mobile brand?

DTH is growing as fast as it can
andthegrowthhasbeenphenome-
nal.However,thereareanumberof
concernareasfortheindustry. It is
a highly taxed industry with a cu-
mulative impact exceeding 25%
when you look at the various taxes
and revenue share arrangements
with the government. High taxa-
tionratesareinfactabighurdlein
digitalisation.

What are your expectations
from the government then?

DTHhasbeenintheforefrontof

driving digitalisation. DTH is in
fact contributing revenues, to the
government and the broadcasters,
thataredisproportionatetoitsvol-
ume compared to the cable indus-
try. But DTH requires investments
andtheseareimpactedbyhighand
unevenratesof entertainmenttax
charged to us. Some state levy a
fixedamountpersubscriber,while
in others it is anywhere between
15%to35%.Bihargovernmentjust
moved away from charging Rs 15
per subscriber to 15%. State gov-
ernmentsfinditconvenienttolevy
charges on us when we are driving
digitalisation as envisaged by the
government. We are hoping that
the entertainment tax will be sub-
sumed within the GST, as and
when it happens. However, we will
need some intervention in the in-
terimincasetheGSTimplementa-
tion itself is delayed.

Are taxes hurting the growth of
DTH industry?

Yestheyare.Taxesandrevenue-
share together are coming in the
way of our investments during

this high growth stage of the in-
dustry. In sum, we see a congru-
ence of objectives and would like
the government to partner with us
during this phase that requires
heavy investments and consider
reaping the benefits in the longer

term, just as we are doing.

Can loses be countered by cost-
cutting till government sympa-
thizes with the industry con-
cerns?

No amount of cost-cutting can
help the situation. These are
mandatoryexpensesnecessaryfor
the day-to-day running of our or-
ganisation viz marketing, content
cost, salaries, IT, etc. Putting cash
in the business is alone sustaining
thehighgrowthof thesector.If the
industry gets more cash-in-hand
by way of lesser outgo to the gov-
ernment, the growth will be even
higher. And DTH growth means
growth of digitalisation.

Whycan’ttheindustrystopsell-
ing subsidised boxes that will
bring down the loss?

It is a hyper competitive market
ataveryearlystageof itsevolution
and competition is driving the
price we charge a customer. So re-
moving subsidy is not an option in
isolation.Instead,thegovernment
can help by removing the varied

ratesof entertainmenttaxes.DTH
is a very easy target for state gov-
ernmentsastheDTHnumbersare
growing. A rationalised tax struc-
ture is the need of the hour.

Is retention of existing sub-
scribers a challenge consider-
ing nearly a third of the sub-
scribers are inactive?

Talking subscriber numbers is
futile in the current scenario as
there are various numbers float-
ing around. There are no indus-
try-validated subscriber figures,
just claims made by operators in
most cases. Yes, customer reten-
tion is a challenge but we have
processes to manage this loss
hence it is not a big problem for
TataSky.However,it islikelytoin-
crease because of providing sub-
sidised boxes in a non-contracted
environment.Wearedoingourbit
to retain the customers by provid-
inggoodcontent,value-addedser-
vices, etc. We have now launched
Tata Sky-plus HD. New and inter-
esting offerings will always help
sustain the growth of DTH.

INTERVIEW: HARIT NAGPAL
C E O , T A T A S K Y

High tax rates impeding digitalisation

Kirtika Suneja &
Subhash Narayan
New Delhi, Feb 14

T he ministry of envi-
ronment and forests
(MoEF) on Monday re-

vokedtheshowcausenoticeit
gave to Jindal Steel and Pow-
er (JSPL) for lack of environ-
mental clearance to its 6 mil-
lion-tonne per annum
integrated steel plant and

1,000 mw captive power plant
coming up in Orissa.

The six conditions laid
down by the ministry has
asked the company to install
coal gasification technolo-
gy using non-coking coal
for the coke oven plant be-
sides adopting dry quench-
ing of coke.

The company will also
have to use the fly ash gener-
ated in the process for ce-

ment and bricks manufac-
turing. MoEF had issued the
showcause notice to the
Rs 25,000-crore project in No-
vemberfornoncomplianceof
environmental clearances

that had been accorded to the
plant in 2007. The ministry
hadaskedthecompanytonot
initiate any construction ac-
tivity till approval for 168
hectare is obtained as part of

the amendment to the clear-
ance in 2008.

“We have been asked to
earmark 2% of the net profit
as the CSR budget. The com-
pany will comply with all di-
rections given in the com-
munication,” said Sushil K
Maroo, director and group
CFO, JSPL.

As for the captive power
plant, JSPL has already ob-
tained fuel linkages for four

units of 135 mw.
“The land area for the

plant has been optimised
from 2,160 hectare to 2,016
hectare. Almost 33% of the
plant area will be brought
under green belt,” the com-
pany said in its letter to the
ministry.

Moreover, the company
will have to undertake water
and energy conservation
measures.

JSPL’s Orissa project notice revoked
■ Environment ministry lays down six conditions including water and energy conservation measures

THE COMPANY WILL HAVE TO
USE THE FLY ASH GENERATED IN THE
PROCESS FOR CEMENT AND BRICKS

MANUFACTURING

Excerptsof TheFinancialExpress
Round Table Conference on Small
& Medium Enterprises, held in
Mumbai on February 2.

SHOBHANA SUBRAMANIAN
—Resident Editor, Financial
Express

Good evening ladies and
gentleman,

This is the first of a series of
several panel discussions we will
be having across the country and
theinitiativehasbeentakenbythe
State Bank of India and FE. The
ideaistocomeupwithsolutionsto
the problems that the SME sector
faces today.

Our panelists are:G Rita from
SBI, Nandgopal from the SIDBI;
Sanjay Sethi, chief of MSME
department, Maharashtra gov-
ernment; Manas Kumar Nag,
CGM, SME, SBI; Yogesh Dixit
from Crisil; C Salunkhe, from
the industry.

As you know the SME sector
accounts for about 45% of indus-
trial production and roughly 40%
of exports and generates jobs for
just under 30 million. The fact
that India’s GDP is expected to
grow at 8% per annum alone tells
you how much the industrial out-
put is going to grow and therefore
how much the small sector can
contribute. It is in that context
that we are having this panel dis-
cussiontodayandIthinkthechal-
lenges are very well-known: the
lack of credit, specially, equity,
skilled manpower, technology
and infrastructure. Besides, a 1%
interest rate hike hurts the prof-
its of SMEs on an average by
about15%.Sotheideaistotryand
come up with solutions. Each of
youcantelluswhatyoufeelneeds
to be done.

SHOBHANA:Nagsinceyouhave
been lending to SMEs through
years and belong to the country’s
largest bank with the largest port-
folio,couldyoutellusthekeychal-
lenges that SMEs face today?

MANAS KUMAR NAG—CGM,
SME, SBI: Ok. Actually I have a
smalllaundrylistof criticalareas
forSMEs.Thefirstof courseisthe
availability of capital, both debt
and equity. Now debt capital can
onlyfollowequityandtheabsence
of equitycapitalmakesitdifficult
for many SMEs to raise debt. We
lack private equity players or an-
gel funds to finance startups, and
weneedaframeworktowoothem.
The second challenge is technolo-
gyandthethirdismarketing.The

fourthareathatIthinkneedstobe
looked at is skill development.
There is no formal structured
skill imparting mechanism in
this country.

SHOBHANA: You mentioned
that access to credit is important
but you particularly stressed on
theinfrastructureandmarketing.
WehaveSethiherewhowill tellus
from a state government point of
view. Do you think it is possible to
create or help create some kind of
an infrastructure?

SANJAY SETHI—IAS, develop-
ment commissioner (industries
& secretary MSME, Govt. of Ma-
harashtra): I need to share with
you that the work on clusters
mighthelpusunderstandhowwe
can make SMEs competitive. I
think the real gap here is that val-
ue addition as an approach is not
there. The value addition in
SMEs is dismal. The main issue
here is credit, as SMEs on their
own cannot reach that level of

technology sophistication re-
quired for value addition.

Also, the mortality rate is high
among MSMEs. Out of 1.53 lakh
registered small units, about
60,000areclosed,butthosearenot
declared sick or declared any-
thing by the financial institu-
tions. The issue is, basically, we
needtounderstandtheprojectde-
velopment cycle of an SME, not
just its credit needs.

SHOBHANA: Nandgopal, when
a project is conceived, like Sethi
said, there is too much accent on
credit,butnotontheprojectinits
totality. So, in your experience
are projects not being appraised
properly?

SVGNANDGOPAL—CGM, west-
ern zonal office, Sidbi: Yeah,we
definitely do that well, but before I
answer this question I would like
to put the demand for credit from
the MSME sector in perspective.
Wehadthis4thAllIndiaCensusof
the MSME sector which relates to

2006-07 and after that five years
have elapsed. Now as per the cen-
sus there were 26 million units, 60
million employment and you will
be surprised to know only 5% of
these 26 million units have any
credit from institutional sources.
Unfortunately, the sector is per-
ceived to be very risky, so a typical
managerwouldavoidgivingloans
toasmallscaleunit.

A reason for this is that there is
abiginformationgapbetweenthe
manager and the entrepreneur
about the project. In most cases,
the entrepreneur depends on a
consultant for his project report

and he himself doesn't do any
homework.

SHOBHANA: Madame, could
youtellusinyourexperiencehow
goodistheprojectappraisalsince
that seems to be a very big prob-
lem here. How do we improve pro-
ject appraisals?

G RITA—GM, SBI: Sometimes an
entrepreneur will say the project
will be completed within a time-
frame, but you point out that it is
definitely not possible because
you have taken so many givens:
that I will be able to get this land
withinthistime,developmentwill
takeplace,machinewillcome,and
so on. He is new, he needs more
time to settle down... We are pre-
pared to give him time but most of
thetimehedoesn’t listen.If Iwere
to say the main problem with our
medium entrepreneurs is they
think that after we give credit our
roleisover. It isnotso,wearepart-
ner in their progress and most of
thetimewedonotgettoheartheir

problems until it is blown up to an
extent when salvaging is difficult.

SHOBHANA: Dixit, since you’ll
rate SMEs, the problem that Rita
pointed out is that they are over-
confident. They don’t even know
what machinery they are going to
buyyettheyfirstwanttheloanap-
proved. Any ideas?

YOGESH DIXIT—head Crisil
SME Ratings, Crisil: If i list out the
challenges I would say manage-
mentconfidenceisthebiggestchal-
lenge. Management has to be ex-
tremely competent and we have
movedalotof distancefromIthink
thewayweusedtosetupenterpris-
es and run enterprises 20 years
back.Butthewaythevolatilityisin-
creasing in the economy, a person
whoismanagingtheenterprisehas
to be extremely competent. So it is
very important for us to look at
management competence and
there it could be anything. It could
be mentoring initiative where en-
trepreneurs could be mentored, it

couldbementoringbyspecialist,or
smaller enterprises can be men-
toredbylargerenterprises.

SHOBHANA: Salunkhe, since
you represent the industry you
haveheardthatwhileanentrepre-
neur has the ambition, he is not
necessarily realistic about his
business. He does not understand
his business clearly. Do you have
any ideas?

CHANDRAKANT SALUNKHE
— president, SME Chamber of
India: Otherthanfinances,anen-
terprise has to take care of sever-
al factors like management, mar-
keting, exports strategy,
branding, promotion, HR man-
agement, etc. Still, only 60% of
the enterprises goes down be-
causeof entrepreneur’smistake.
Otherreasonscouldbethelackof
infrastructural development or
skilled labour. The main thing is
that SMEs are not getting skilled
labour from the market because
all skilled labour is going to the
big companies. Another problem
is lending to the SME sector.

SHOBHANA: Do you have a so-
lution?

SANJAY: We have experimented
with strengthening the industry-
academia linkage, where some 20
clusters have signed MoUs with
engineering colleges. They get in-
to some formal kind of agree-
ments with either clusters, indus-
try associations or chambers. I
will cite the example of Agel
Karanji in Kolhapur, where this
college by the name of DKT Insti-
tutehelpedtheenterprisesnoton-
ly in selecting machines but also
in marketing, with successful re-
sults. To sustain such relation-
ships, the industry will have to
have a system where some of the
returns are shared with the insti-
tutions. Institutions cannot be
taken for granted, beyond a point
it must be a commercial relation-
ship also, that could be one sort
of suggestion.

SHOBHANA: I think we had a re-
ally stimulating discussion, we
have identifiedproblems,manyof
whichweren’tdebatedbefore,and
I hope all of you enjoyed the dis-
cussion. I would like to thank our
media partners UTV Bloomberg,
our sponsors SBI and also our
knowledge partners. On behalf of
TheFinancial Express I thank you
all for coming here and sharing
your time with us.

SMEs face many human
resource challenges
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Shortage of skilled labour and managerial incompetence emerge as key hurdles


